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I. HISTORICAL SURVEY.

The Committee of Experts on Budgetary Questions was constituted in November I926
by the Bureau of the Preparatory Commission for the Disarmament Conference, chiefly with a
view to drawing up a model statement for expenditure on national defence.

In the course of three sessions held in the first half of I927, the Committee drew up a report
which was submitted to the Preparatory Commission. This report was never discussed by the
latter, which confined itself to noting it.

During the second part of its sixth session, held in November and December 1930, the
Preparatory Commission adopted the principle of the limitation of expenditure on armaments.
In this connection, Articles io (Limitation of Land Material), 24 (Limitation of Naval Material)
and 29 (Limitation of Total Annual Expenditure) were inserted in the draft Convention.

In addition, the draft Convention framed by the Preparatory Commission contains Articles 33
and 38, concerning publicity of expenditure in connection with the various categories of land and
naval war material on the one hand, and publicity in regard to the total expenditure on the land,
sea, and air armaments. 1

The Commission decided to reconstitute the Committee of Budgetary Experts and to request
it to study the methods of publicity and of limitation of expenditure provided for in the draft
Convention, with special reference to the necessity:

(a) Of limiting the total expenditure in question;
(b) Of taking into account the diversity of methods of presentation and discussion of

the budgets customary in the various countries;
(c) Of adapting the methods of limitation contemplated to the possible differences in the

purchasing power of the various currencies with particular reference to the cost of war
material;

(d) Of determining the conditions under which the carrying forward of credits from one
budgetary year to the next year or the following years might be effected.

The Committee of Experts was also asked, in connection with the application of Article 29,
to examine the possibility of a separate limitation of expenditure on land, naval and air forces.

In the course of the two sessions held in December I930 and February 193I, the reconstituted
Committee undertook these studies, which also necessitated a re-examination and completion
of its previous work.

The present report will, in accordance with the recommendations of the Preparatory
Commission 2 and with the resolution adopted by the Council on January 24th last, be sent direct
to the Governments.

« .

The composition of the Committee at its last two sessions was as follows:

M. JACOMET, Chairman (French), Army Comptroller.

CEMAL HUSNU Bey (Turkish), Envoy Extraordinary and Minister Plenipotentiary.
Replaced by HALIT Bey, Inspector-General at the Ministry of Finance.

Brigadier-General ELIAS (Czechoslovak), General Staff, Replaced at the fifth session by
Major DASTICH, Army Staff.

M. ITO (Japanese), Deputy-Director of the Japanese League of Nations Bureau, Member
of the Economic Committee.

M. JACOBSSON (Swedish), former Member of the Economic and Financial Section of the
League of Nations Secretariat, former Secretary-General of the Economic Defence
Council of Sweden; Kreuger and Toll, Ltd., Stockholm.

M. JARVINEN (Finnish), Professor of the High Commercial School, Helsinki, former
Minister of Finance.

Brigadier-General NENADOVITCH (Yugoslav).

Mr. G. H. S. PINSENT, General Rapporteur (British), Treasury Chambers, London.

M. H. PRENEN (Belgian), Inspector General at the Ministry of National Defence.

M. C. TUMEDEI (Italian), Member of the Chamber of Deputies.

M. WORBS (German), Geheimrat, Ministry of Finance.

1 The text of the relevant articles is reproduced in Appendix 2 (see page 45).
2 See report of the Preparatory Commission (document C.69 o.M.28g.Ig3o.IX), paragraph I74.
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PART I.

CHAPTER I. - INTRODUCTION.

It will soon be four years since the previous report of the Committee of Budgetary Experts
(document C.P.D.9o, of July Ist, I927) was drawn up. The Committee believes that this report
has not attracted unfavourable comment, and, since it considers that its former conclusions still
hold good to a large extent, it has considered itself justified in taking this document 1 as a starting
point for the fresh work which now requires to be done.

The question of expenditure on armaments has largely changed its aspects since I927 owing
to the conclusion of the work of the Preparatory Commission for the Disarmament Conference, and
the issue of the draft Convention prepared by that Commission (document C.687.M.288.I 9 30.IX)
and the Commission's report (document C.6go.M.289 .I9 3o.IX). This new draft Convention
contains definite provision not only for the publicity of expenditure on armaments, but also for the
limitation of total expenditure on armaments and of certain categories of such expenditure; and, for
this reason, the Committee of Budgetary Experts has had to re-examine closely the work which it
did in I927 and to give careful attention to certain questions which were not fully dealt with at that
time. It is evident that while a certain degree of vagueness may be permissible when it is only
a question of publicity of expenditure, a far greater degree of strictness is required when the
limitation of expenditure is involved, both as regards the definitions of the categories and kinds
of expenditure concerned, and as regards the possibility of making these definitions sufficiently
watertight in practice.

The articles relating to the limitation and publicity of expenditure appear in different chapters
of the Convention, but the Committee considers that it will prove convenient to have one single
annex for the purpose of making provision regarding publicity and at the same time defining the
nature of the expenditure which is subject to limitation. The returns of actual expenditure sent
in by the parties under Article 38 of the Draft Convention will serve to confirm the execution of the
obligations they have undertaken as regards the limitation of their expenditure, and it is therefore
necessary that, so far as regards the categories limited, the same definitions should be adopted
for the two purposes; any other method would cause great confusion by entirely divorcing the
mechanism of limitation from that of publicity.

To give a complete and self-contained definition of each of the categories of expenditure which
are to be limited by Articles Io, 24 and 29 of the draft Convention would also be extremely difficult;
it will easily be appreciated, from a study of the draft annex in this report, how the definition
of any one category is bound to some extent to be dependent on the definitions of other categories.
This provides a further reason for combining the mechanism of limitation and publicity in one
annex.

But this combination of the machinery for publicity and limitation in no way implies that the
publicity returns should not contain considerably more detail than is required for the mere purpose
of confirming the execution of the limitation obligations. As regards this point, the Committee is of
opinion that the recommendations in its report of I927 (document C.P.D.9o) as regards the amount
of detail to be included in the returns still hold good, and it presents in this report tables for the
purpose of these returns which are practically identical with those of I927.

The Committee has carefully re-examined the " instructions " which, in its report of I927,
were annexed to the model statement. It has given the result of this re-examination in the form
of a draft annex for the purpose of Articles Io, 24, 29 and 38 2 of the draft Convention, and this
draft annex has in places been given a more or less juridical appearance. But the Committee has
done this for the sole purpose of clearly explaining the structure of the mechanism which it proposes
(as appears more particularly in paragraph I of the draft annex); and it has definitely not attempted
to give a final juridical form to the provisions of the Convention regarding limitation and publicity.
The Committee thinks that the draft annex which it submits could be easily adapted to such
purposes as the Disarmament Conference may require, and that the work of re-drafting from a
juridical point of view is best left to the Conference itself.

The Committee notes further that certain proposals which are contained in Chapters 6, I5,
17 and I8 will no doubt necessitate the framing either of supplementary articles in the draft
annex which it has drawn up, or of a separate annex, or of supplementary articles in the actual
Convention. The Committee has left it to the Conference to draw up the necessary provisions.

1 Certain extracts from this report (document C.P.D.9o) and of the Committee's interim report (document C.P.D.4o),
which may still be of interest, are given in Appendix I at the end of the present report (see pages 4.i-44).

2 For Article 33 of the draft Convention, see Chapter I}.
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PART II. - THE MODEL STATEMENT AND DRAFT ANNEX ON LIMITATION

AND PUBLICITY.

CHAPTER 2. - MODEL STATEMENT.

In I927, the experts, in accordance with the instructions given them by the Preparatory
Disarmament Commission, drew up a model statement of expenditure on national defence, in

order that it might be possible, for purposes both of publicity and of limitation, to present in a

simple form, intelligible from an international standpoint, the armament expenditure of every

country, in spite of the diversity in the structure of budgets and public accounts.

The Committee now has before it Article 38 of the draft Convention, which provides that

" each of the High Contracting Parties shall communicate to the Secretary-General of the League

of Nations within . . .months of the end of each budgetary year a statement drawn up in

accordance with the standard model annexed to this article, showing the total sums actually

expended in the course of the said year on the land, sea and air armaments of such Party ".

The Committee of Experts presents draft tables for the returns of expenditure thus provided

for in the draft Convention. These tables are identical, as regards the number and nature of their

subheads, with those of I927. For reasons which will be given later, however (Chapter I4), the

last two lines of the I927 tables, relating to the reconciliation of the totals in the returns with the

totals of national defence budgets, have been omitted.

In addition to the column showing the total expenditure of each of the three forces, divided

according to the sub-heads recommended by the Committee, the tables contain sub-columns

(four each for land and air forces, and two for naval forces) for the purpose of showing separately

the expenditure on armed forces stationed in the home country and on those stationed overseas, and

on formations organised on a military basis stationed at home and on those stationed overseas

(no distinction between forces stationed at home and overseas being made in the case of naval

forces). In inserting these sub-columns, the Committee has only followed such indications as are to

be found in the tables annexed to Part I, Chapter A and to Article 30 of the draft Convention. The

Committee cannot, however, conceal the fact that, for certain countries, there are likely to be

practical difficulties in giving the separate figures required for these columns; for example, armed

forces stationed at home and overseas frequently have common services and bases in the metropolis,

while armed forces and forces organised on a military basis frequently have common stocks of

war material. For this reason, the Committee has headed each of these sub-columns " optional ",

and it will be for the Disarmament Conference to decide whether the filling in of these columns

is feasible and desirable.

In the column of totals for each of the three forces, a black line is placed round the figures

which may be subject to limitation under Articles IO, 24 and 29 of the draft Convention.

The model statement also includes a recapitulatory table giving the total expenditure for each

of the three services and the grand total, each of these figures being surrounded by a black line.

In presenting the tables in this form, the Committee has, of course, no intention of prejudging the

question whether the Conference will decide to limit the total expenditure for each of the three

services separately or only to limit the grand total.

CHAPTER 3. -SECRET FUNDS AND CHANGES IN THE APPROPRIATION OF FUNDS.

The Soviet delegation (paragraphs I78 and 179 of the report of the Preparatory Commission)

proposed the insertion of a new article, worded as follows:

" Secret funds intended in a disguised form for extraordinary expenditure on special

preparations for war or an increase in armaments shall be excluded from the national budget.

" In conformity with the above provision, all expenditure for the upkeep of the armed

forces of each State shall be shown in a single chapter of the national budget; their full publicity

shall be ensured. "

The intention of this proposal would appear to be that the budget accounts should not contain

aniy expenditure under headings which do not exactly indicate the purpose of the expenditure

in question. It is clear that this proposal raises the whole question of the amount of detail with

which budget accounts in each country are published, for it is obvious that the entering of

expenditure in a few subheads not described in detail will cause obscurity just as well as the

entering of certain items under the heading of secret funds. The Committee has, however, found

it impossible to devote special attention to the question of the classification of expenditure in the

subheads of the budget accounts of different countries, a question which would demand a

considerable amount of work and which would not be related to the present task of the Committee.

Such a question would also involve so many political considerations that it is somewhat difficult

for a committee of budgetary experts to deal with it as it stands. It seems, however, to the

Committee that it would be appropriate to secure an undertaking that all expenditure for armament

purposes (whether styled secret or not) should be included in the figures to be entered in the returns



under the Convention, and therefore within the scope of the limitation provisions. The Committee
thinks that such an undertaking would, to a great extent, answer the purpose of the proposal
of the Soviet delegation.

The Committee's attention has also been called to the possibility that funds voted for a
particular purpose may ultimately be used for a different purpose. While the Committee has no
concern with the question whether such procedure is proper from the point of view of the internal
practice of the countries where it may occur, it thinks that, with the conclusion of a Disarmament
Convention, any action of the sort would certainly constitute an infringement of the spirit of the
Convention unless the true and final utilisation of the funds in question is shown in the returns,
n accordance with the definitions of the various chapters.

In order to deal with these two points, the Committee recommends that the Convention should
contain an overriding clause to the effect that the parties to the Convention will give in their returns
all their expenditure on armaments classified according to its true utilisation. A draft clause
on the subject is contained at the end of the first paragraph of the draft annex drawn up by the
Committee. 1

CHAPTER 4. - DEROGATIONS FROM THE RULES FOR THE UTILISATION OF THE MODEL STATEMENT.

The Committee has endeavoured to adapt the model statement and the draft annex to the
actual systems of budget accounting existing in the greatest possible number of countries and it
believes that the Governments will be able in general to follow the instructions reasonably closely,
in particular as regards war material for the land or sea forces and a fortiori as regards the total
for each of the three forces. The Committee is fully aware that it may not be possible for some
parties to the convention to adhere absolutely strictly and literally to the instructions which
(as the Committee recommends) should also serve as the definitions for purposes of limitation.

It is, however, clear that for the purposes of the limitation of expenditure it is necessary:

(a) That the parties to the Conference should understand exactly what they are agreeing
to limit in each case;

(b) That the significance of the items thus limited should remain the same from one year
to another during the period of the Convention.

The Committee thinks that it has found the solution which will overcome the difficulties that
present themselves in this connection-viz:

i. Each Government should fill in the model statement as closely as possible in agreement
with the instructions as regards the totals and as regards heading IV (War Material) of the model
statement, these being the categories of expenditure proposed to be limited by the Conference.

2. It should do this, on the basis of the latest available closed accounts, for the first time
before the Conference and present the result to the Conference, explaining exactly what method
it has followed.

3. It should undertake as one of the stipulations of the Convention to adhere strictly to the
method, as agreed by the Conference, by which its statement has been filled in.

If this solution is adopted, the Conference would be abe to understand fully what the various
items in the statement of each Government signify, and would be able to agree upon the limits
to be fixed in the Convention, taking account of the basis of those statements. Though
full uniformity as between the statements of the different Governments may not be obtainable,
it would be possible in this manner to ensure continuity for the period of the Convention. 2

It is for many reasons desirable that the figures used by the Governments to fill in the model
statement should be related to the figures which have been or will be published and subjected
to the audit of the competent national authorities. The Committee has, however, been compelled
to take account of the fact that, in a number of countries, the closed accounts are not sufficiently
detailed to allow the model statements to be filled up with a sufficient degree of uniformity, if only
published and audited figures are utilised. For these reasons, it will no doubt be necessary that some
of the published figures should be split up by the use of unpublished or unaudited information. 3

out how far it had been able to fill in the model statement by the use of published figures and how
far such published figures had been found inadequate for the purpose, and also how far and in what
way this inadequacy had been got over by the use of reliable, even if unpublished, figures; and,
finally, how far in the end it had been obliged to depart from the instructions on account of its
administrative practices.

This solution appears to the Committee to be essential from the technical point of view to an
effective system of budgetary limitation; the Committee therefore proposes that the competent
authorities should make arrangements, following the decisions taken in connection with the

1 See"page7 28.
'2 See paragraph 2 of the Draft Annex, page 28.
3 The Governments who present their closed accounts with very little detail would only be asked to give such

additional information for filling in the model statement as corresponds to the information which other countries habitually
give in their closed accounts.
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preparation and convocation of the Disarmament Conference, to have these particulars prepared
in good time.

CHAPTER 5. - THE MEANING OF THE TERM "EXPENDITURE ".

The Committee has given special attention to the question: What is the act which should
constitute " expenditure for the purpose of the Convention ? It is in this connection that it
becomes important to examine " the diversity of methods of presentation and discussion of the
budgets customary in the various countries " (paragraph I75 (b) of the report of the Preparatory
Commission).

The act of procuring goods or services falls in reality into a number of separate stages:

(a) A commitment is entered into-e.g., for the purchase of goods or the employment
of staff;

(b) The goods are delivered or the services performed;
(c) The invoice is received, examined, and accepted with or without correction;
(d) In virtue of an order for payment (mandat) authority is given to the paying

authorities to pay the amount;
(e) The cash disbursement takes place.

In order to show the diversity of methods followed in different countries the Committee would
point out that the significance of the voting of a credit by Parliament varies very much. The
voting of a credit everywhere implies the authorisation of a specific act, but that act is not the
same for all countries. In some countries, for example, the voting of a credit represents specifically
an authority for stage (a) above-i.e., to undertake commitments. In many other countries, on
the other hand, the voting of a credit implies specifically an authority for stage (d) or (e)-i.e., to
issue payment orders or make cash disbursements. When it is the commitment that is authorised,
the corresponding disbursement may take place later, and, in the circumstances, the voting of
a credit for a specific amount will obviously imply-according to the country-a series of totally
different operations.

The Committee had therefore to enquire in the first place whether it would be proper that
" expenditure " for the purpose of the Convention should mean either parliamentary votes, or the
utilisation or consumption of parliamentary votes, these terms being taken in the varying
significance obtaining in each respective country. After careful consideration the Committee has
reached the definite conclusion that this course should not be adopted, for the following reasons:

(I) As already stated, the significance of votes, or of the utilisation of votes, differs
widely from country to country;

(2) In certain cases, votes, though they may contain an estimate of the expenditure
proposed, do not necessarily limit the expenditure to the figure voted; or authorisation may
even be given without the figure being specified;

(3) In some cases, votes unexpended may be carried forward into subsequent years;
(4) In some cases, votes are made in the form of block credits to cover the expenditure

of several years;
(5) Supplementary votes occur frequently in some countries throughout the year and

it would be difficult to keep account of them;
(6) The system of limiting votes would take no account whatsoever of extra-budgetary

expenditure;
(7) In certain conditions the limitation of parliamentary votes only would permit the

accumulation of unused authorities to spend into a kind of hidden reserve which could be
used at any moment without restrictions.

In general, the meaning of the same monetary limit would have such a different character
according to the parliamentary practice and public accounting methods of each country that
the system of limiting parliamentary votes or the utilisation of those votes, would be extremely
unsatisfactory on the psychological side and from the point of view of the general comprehension
of the system of limitation of expenditure.

It therefore appears necessary to use the same stage or act as a basis for limitation in the case
of all countries; and it is necessary to enquire which is the act which could be adopted with the
least amount of difficulty by every country without changing the main lines of its system of
accounting.

The Committee has had to recognise that the choice of any stage preceding the cash
disbursement or the issue of the payment order might give rise to ambiguities and different
interpretations in the various countries.

First, the commitment (a) cannot be taken as a basis, because few countries record this operation
in their accounts.

The Committee next had to reject the idea of taking as a basis the actual furnishing of goods
or services (b), since it is in general difficult, at the moment of the delivery of goods or of the
rendering of a service, to determine the expenditure involved, except on a provisional or arbitrary
basis. From the point of view of the limitation of expenditure, it is in any case impossible to
dispense with the use of accounting records, as being the only available and satisfactory records
of the activities of each Government on the financial side.
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As regards claims established by the acceptance of invoices (c), the Committee realised that
this factor does not occur in the accountancy system of the majority of countries.

The Committee has found, on the other hand, that almost all States keep a record of payments (e)
in the final accounts which they publish, and those which do not record these keep a record
instead of the issue of orders for payment (d). Moreover, in the latter case, it appears that such
orders for payment are almost always practically equivalent to actual disbursements.

In these circumstances therefore, the Committee recommends that, for the purpose of the
Disarmament Convention, expenditure " should be taken to mean either cash disbursements,
or, in the case of States which do not base their final accounts on such disbursements but which,
on the other hand, record in these accounts the issue of payment orders equivalent in practice
to cash disbursements, the issue of such payments orders (See paragraph 3 of the draft annex,
page 28).

The Committee points out that if this system is adopted, the practice of carrying over
parliamentary credits from one budget year to another has no bearing on the juridical machinery
of limitation, since it is of no importance whether the disbursements are made on the basis of
current credits or of credits carried forward from previous years. The practical significance of
the carrying over of credits is dealt with in Chapters i6 and 17.

CHAPTER 6. - CREDIT PURCHASES AND DEFERRED PAYMENTS. "EXERCICE" ACCOUNTS.

Although the Committee has reached the definite conclusion that the limitation should be
based on payments (or the issue of payment orders) the defects of this system must be realised.

In the first place, this rule will include in the limit of one year expenditure which virtually
belonged to the preceding year but which was postponed accidentally. Since, however, the same
events will normally occur both at the beginning and the end of each year, this defect will largely
counter-balance itself and can, in practice, be neglected.

On the other hand, the progress of orders for goods or services on the one hand, and of payments
on the other hand, may be influenced or disturbed by the very fact of the restrictions established
by the Convention, and for this reason it is possible that payments may be postponed in a manner
which is no longer accidental but deliberate.

Nevertheless it has to be remembered that a sum which was due for payment in one year,
but payment of which was postponed so as not to exceed the limit in that year, will have to be paid
sooner or later. This means that it will not be possible to repeat the excesses over the limits
in every, year.

At most, it would be possible for a State, after having secured an advantage in this fashion
in one year, to try and keep this advantage by repeating the postponement of payment in subse-
quent years to the same amount. It would only be if the Governments were expecting the limitation
of expenditure to come to an end that they could increase their arrears yet further.

From this analysis the Committee concludes that it would be advisable to insert in the draft
Convention a special clause by which the contracting States would bind themselves not to attempt
to weaken the effect of the Convention by means of deferring payments. This clause might read
as follows:

" The High Contracting Parties undertake not to employ the system of credit purchases
or any other system of deferred payments in such a way as to increase their armaments, and,
in particular, their war material, beyond the level which the Parties would have been able to
attain under the Convention if the payments had not been deferred ".

The words in the above clause are intended to apply to all contracts or orders containing
stipulations, in favour of the State, for time-limits for payment later than the normal time-limits
sanctioned by commercial custom 1 in contracts of the same kind which do not provide any special
credit facilities. In the case of the last-named time-limits it would not be correct to speak either
of deferred payments or of credit purchases, in the strict sense of those terms.

If the Conference does not consider such an undertaking a sufficient remedy for the defect
indicated above, a further complementary remedy might be introduced in the following form-viz;
either (I) to include within the limit of each year, in addition to the payments actually made, all
purchases on credit or, more generally, all payments postponed from that year to a later date.
or (2) to require that publicity should be given for all credit purchases or postponed payments of
the kind defined above. 2

The Committee can only leave the choice between these different solutions to the Conference,
which will be able to appreciate any political considerations that arise. However, the Committee

1 By this is meant also the custom obtaining in countries in which purchases are governed by administrative law.
2 The Committee has considered whether it would not be possible to confine this publicity, or inclusion in the

conventional limits, to credit purchases or postponed payments in excess of a given percentage of the annual armament
expenditure of each Power. On examination, however, the suggestion appeared too complicated.
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cannot conceal its preference for the second solution above (publicity), which appears more simple
and practical, because of the fact that, in the first case, the model statement would include, along
with the exact figures for the expenditure shown in the closed accounts, estimated figures of expen-
diture which does not figure in the public accounts (see Table D, page 40). The publicity suggested
should take place within a comparatively short period, in any case shorter than the period allowed
for the sending of the returns of expenditure; it might, for example, be possible to consider an
arrangement by which the return of credit purchases and deferred payments would be sent at the
same time as the return of expenditure, the former return referring, however, to a more recent
twelve-month period than the latter.

In order to make this undertaking yet more effective, the Conference might consider whether
it would be desirable for the parties to undertake to abstain from the following proceedings, so far
as they may have an influence on the efficacy of limitation: (I) The grant of credits to other
States in order to enable the latter to purchase armaments, and (2) the grant of assistance to
enterprises in their own countries such as would enable these enterprises to deliver war material
on credit to foreign States.

One other difficulty arises from the fact that, in many States, the budget " exercice " includes a
supplementary period added to the budget year, during which payments arising out of commitments
entered into during the said year may still be effected and charged to the accounts of that " exercice ".

This additional period differs considerably in the different countries and, in certain cases, may
extend to twelve months. In most countries, however, these periods are comparatively short and
almost everywhere there is a definite tendency to shorten them. In these circumstances the
Committee considers that the States might endeavour to bring their systems into line with one
another in this respect by reducing the additional periods to a few months only.

If this result were attained, the small differences still subsisting could be disregarded, and
on this assumption the use of the " exercice ", accounts (final statements or accounts) would be the
best means for the application of the Convention.

The Committee felt it necessary, however, in case it should not be possible to reduce the
supplementary periods to a few months in every country, to consider the solution of requesting
the States to prepare separate accounts, for the purpose of the Convention alone, which would
show only payments actually effected during the twelve months of the budget year. This would
not prevent each State from continuing to include the payments made in the supplementary
periods in its " exercice " accounts.

It is true that, since these additional accounts for the purpose of the Convention would
not be established on the same bases as the final accounts, the latter would cease to be of value
as evidence in the application of the Convention. In order to obviate this drawback, it would
be necessary for the States to arrange for the auditing of these separate accounts by their
competent authorities, and to publish them in the same manner as the final accounts.

CHAPTER 7. - GROSS AND NET EXPENDITURE.

The Committee adheres to the conclusions which it reached in I927 to the effect that gross
expenditure rather than net expenditure should be taken as the basis for limitation and publicity.l
It has therefore embodied in paragraph 4 of the draft annex the substance of the instructions on
this subject which were contained in its previous report (document C.P.D.9o).

The Committee has directed its attention to the question of taxes on the pay of personnel
of the defence services, and of contributions which the personnel may be obliged to make to
pension or social insurance funds. The general practice appears to be that the budget accounts
show the gross amount of the pay of the personnel without deduction of these taxes or contri-
butions; but it may be the case that in some countries only the net amount is shown in the
accounts. The Committee has laid down in the draft annex, that the gross amount shall always
be entered in the returns of expenditure, subject, of course, to the provisions regarding derogations
referred to in Chapter 4 above.

Reference is made in Chapter 20 of this report regarding the publicity recommended by
the Committee in the event of changes in any country in the provisions relating to the taxation
of the pay of the defence forces or in the pension or social insurance regulations affecting such
personnel.

The Committee has also directed its attention to cases where help is rendered to the civilian
population in emergencies by the defence services, and extra expenditure is thereby incurred
which is sometimes repaid in part or in whole by the beneficiaries. The Committee considers
that such extra expenditure should not be regarded as defence expenditure and may therefore
be omitted from the returns (See paragraph 5 of the draft annex, page 29).

CHAPTER 8. - SUBSIDIES, LOANS AND PARTICIPATIONS.

I. The Committee has devoted close attention to the problem of state subsidies for armament
purposes and to a series of equivalent measures in the form of loans to, or state participations in,
establishments having among their objects the furnishing of goods or services for national defence.

1 See Appendix I (c), page 42.
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In modern times, there has been a marked tendency in many States to increase such participations
under varying forms and even to pursue State activities in the legal form of private enterprises.

It is very difficult to enumerate and classify all these cases.

For example, as regards participation in joint-stock companies, this might be effected by the
subscription of capital shares, for cash or other consideration, or by buying such shares later; or
by conceding to the company the ownership or use of certain installations or rights and privileges
of all kinds, and receiving in exchange, in place of shares, rights of control or participation in profits;
or, lastly, by the granting of subsidies or long or short term loans, etc.

These questions are obviously of great practical and political importance in each country,
and are connected with the question of the general development of a country's resources that are
capable of being utilised not only for defence but also for other purposes.

It is obvious that measures of this kind can be fully equivalent, for instance, to the erection
by the State itself of a State factory for the manufacture of war material. For this reason, the
Committee has laid down the principle that these subsidies, loans and participations (including
purchases of shares, debentures, etc., whether for cash or other consideration) in establishments
having among their objects the furnishing of goods or services for national defence, shall betreated
as expenditure on such goods or services, and that the amounts involved shall consequently be
included in the appropriate categories in the model statement and be made subject to the limitation
to be agreed in the Convention (see paragraph 6 of the draft annex, page 29).

When a subsidy is given in an establishment to enable it to adapt its plant and organisation
for deliveries in case of war, such a subsidy should be considered as expenditure to be included
in the model statement, even when no deliveries take place immediately.

2. But it is equally obvious that, in certain cases, subsidies and loans may be granted, or
shares, etc., may be taken up, which are clearly unconnected with in armaments. That
will in particular be the case when measures are taken which, while applying equally to
establishments having among their objects the furnishing of goods or services for national defence
and to other establishments, are nevertheless based on general economic, fiscal or social
considerations.

In the case of loans it must also be considered, that certain short-time credits (perhaps
granted as temporary advances for the purpose of some particular order) have no effect
in increasing armaments and that they, therefore, should not be included in defence expenditure
in the model statement. But such exclusions should only be permitted on the condition that these
advances are purely temporary and that they are not renewed; for, otherwise, they would increase
the funds available for armament purposes.

3. The question might arise whether, after having included a loan to such undertakings
in its national defence expenditure, the State concerned would not be justified in afterwards
deducting from that expenditure the amount refunded in respect of such a loan.

If purely short-term advances may be excluded, the question really only arises in the case of
long-term loans. But with regard to such loans it would seem, however, that, for the period of the
Convention, it would be dangerous to permit the deduction of the sums refunded.

4. It cannot be denied that, in practice, many doubtful cases may arise. It should naturally
be left to the responsibility of each contracting party to make the necessary exclusions, but the
Committee thinks that it would be useful if full publicity were given to such exclusions, and that
therefore the States should be asked to enter in Table E 1 all the cases which they had not included
in the returns of national defence expenditure because they did not consider themselves required to
do so, and also to give whatever explanatory information might be necessary in each particular case.

The Committee attaches great importance to this suggestion for the very reason that the
principle cannot be strictly applied in each case. A provision regarding publicity has accordingly
been inserted in the tables annexed to the draft annex as an essential element of the Committee's
proposal.

CHAPTER 9. - SPECIAL EXPENDITURE CAUSED BY REDUCTION OF ARMAMENTS.

Where the strength of the forces in any country is reduced, either as a direct result of the
Disarmament Convention or otherwise, it is probable that this reduction will occasion additional
expenditure in certain respects.

For example, the discharge of personnel may cause an increase in the amount paid by way
of pensions either under the normal regulations or under special regulations devised to facilitate
the reduction in the strengths. Further the reductions of strengths might necessitate the with-
drawal of garrisons from certain towns and indemnities might be paid to these towns by
way of compensation for loss of trade, etc.

1 See page 40.
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The Committee considers that pensions of all kinds must be excluded from the expenditure
subject to limitation. l On the other hand, it would be extremely difficult to distinguish other
items of expenditure caused by reductions in the strength of the forces from expenditure not
so caused-e.g., a garrison might be withdrawn from a town as the result of a decision modifying
the distribution of the forces. Although it is important that the limitation of expenditure should
not create obstacles for the reduction of strengths, the Committee considers that the main
obstacle will be removed by the very fact that pensions are excluded from the limitation. It
considers also that it would be dangerous to attempt to define any other types of expenditure
which might result from such reductions. In these circumstances, the Committee considers that,
except in the case of pensions, the fact that expenditure may be associated with a reduction of
forces does not constitute a reason for excluding such expenditure from the returns (See paragraph 7
of the draft annex, page 29).

CHAPTER IO. EXTRA-BUDGETARY EXPENDITURE.

In practically every country it is a fundamental rule that the budget must include all
expenditure, without exception; the general stipulation that no funds other than those voted
by Parliament can be employed for State expenses is therefore found in the laws of most countries.
Thus, the revenues of the various departments may not be utilised by them for their own purposes,
and hence all property which has become unserviceable for purposes of national defence must
be sold for the account of the Treasury. As a general rule the profits of State establishments
and the proceeds of the sale of all property are paid over to the Treasury. There are, however,
many exceptions to these general provisions, and in a number of States the national defence
services possess extra-budgetary resources which must be duly taken into account if limitation
is to be effective.

The expression "extra-budgetary expenditure " does not properly apply to expenditure
in respect of national defence which is entered in the budgets of departments other than those
of national defence departments. All such expenditure should obviously be included in the model
statement, subject, of course, to the derogations mentioned in Chapter 4 of the present report.

There is normally no difficulty in ascertaining the amount of such expenditure and classifying
it according to the subheads of the model statement; at most, there may be difficulty in
discriminating as regards minor expenditure such as the cost of postal, telephonic or telegraphic
communications, where the supplying department does not receive any payment from the
national defence departments which benefit and cannot even make any reliable estimate of the
services rendered.

The Committee refers also to the special case of autonomous State establishments, ' the
budgets of which, though presented to Parliament, are not, strictly speaking, an integral part
of the general budget of the country. In these cases, the price of the goods furnished by the
establishment appears in the budget of the purchasing department, while any funds furnished
to increase the capital of the establishment, or to cover deficits, normally appear in the general
budget. It is sufficient, in these cases, that the sums paid to the autonomous State establishment
for supplies, together with any funds furnished by the State to the establishment, should be entered
in the returns, and it is obvious that the expenditure of the establishment itself, although it is
related to national defence and is not included in the general budget, should not be entered in the
model statement.

To turn to extra-budgetary expenditure properly so-called, the following cases may be
enumerated:

(a) Expenditure out of credits opened outside the budget by administrative action;
(b) Special receipts or funds applicable to armament expenditure outside the budget,

including the proceeds of loans;
(c) Any resources made available for national defence purposes by local authorities

or public institutions of various kinds;
(d) Gifts, bequests or other contributions by institutions or persons.

In principle, all expenditure of these various types when employed for national defence
purposes, should be included in the model statement, and a paragraph to that effect has accordingly
been inserted in the draft annex (paragraph 8, see page 29).

Such kinds of expenditure take many forms. Occasionally, Government departments are
allowed to use certain current receipts without limit and without accounting therefor to Parliament.
Organisations for physical or preparatory military training sometimes receive contributions

i See Chapter 20, section 4, and Appendix I (b), page 42.
2 By Autonomosus State Establishments, the Committee means those establishments whose accounts are maintained

on a quasi-commercial basis, in such a way that the departments pay the establishments for goods furnished just as
if the purchases were made from private undertakings, and the establishments normally meet their charges in respect
of overhead expenses, raw material, labour, etc., out of the sums thus paid to them by the departments for goods supplied.

So long as the accounts of the establishments are kept in this form, the Committee treats them as autonomous
establishments whether or not the management is controlled by State organs.

On the other hand, the Committee regards as Non-autonomous State Establishments those establishments whose
expenditure on raw material, salaries and wages, buildings, etc., is entered direct in the budget accounts.
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from private individuals or institutions or local authorities. Reserve personnel or conscripts
are expected to provide part of their own equipment, and their employers are occasionally required
to contribute to their maintenance during their period of training. Local authorities provide
quarters and other facilities for the maintenance of garrisons or for training. Generally, the
personnel or material of the armed forces is carried by railways at reduced rates, although it is
frequently impossible to assert that these reduced rates are lower than is appropriate in the case
of a customer as important as the State.

In most of these, cases, there should be no practical difficulty in ascertaining the exact figures
and including them in the model statement, and, on the occasions when difficulty or doubt arises,
it is generally the case that either the expenditure in question is small or the customs of the country
is unlikely to change to any considerable extent within measurable periods. It is certainly
impossible to assess the value of the contribution made by a conscript in providing part of his
equipment; but it is, no more necessary to assess this than it is to assess the value of the service
which he gives to the State in serving as a conscript for a given period at a rate of pay considerably
below his normal earnings.

In conclusion, if the Governments in good faith include in the model statement all extra-
budgetary expenditure which can reasonably be ascertained, and if the other items which cannot
be ascertained are treated as coming within the scope of the derogations dealt with in Chapter 4
of this report, the Committee thinks that the difficulties arising in this connection are not serious.

CHAPTER II. CONTENTS AND CLASSIFICATION OF THE SUBHEADS
IN THE MODEL STATEMENT.

From the outset of its work in I927, the Committee of Experts considered that it was
impossible to give a synthetic definition of expenditure on national defence. It then decided,
as a basis for its work, to draw up a list of such expenditure, in conformity with the definition
of armaments given by Sub-Commission A. The framing of this list constituted the first task
of the Committee 1

The Committee has, generally speaking, adhered to the list which it presented for the various
subheads in its report of I927. It has, however, re-examined the definitions in that report carefully,
and has made a number of detailed alterations with a view to rendering them more clear or complete.
Most of these alterations do not require specific explanations, but the Committee wishes to add
some observations on two points.

The mention made of anti-gas stores in the instructions contained in the Committee's
report for I927 has been provisionally retained in the same form. The Committee is aware that
there already exists a Convention on the subject of the utilisation of gas in warfare, and that a
further provision on the matter is contained in the draft Convention prepared by the Preparatory
Commission itself. The Committee is not, however, able to judge the precise effect of these
provisions, and it therefore leaves it to the Conference to decide whether the mention of anti-gas
stores should be omitted altogether, or left as it is or modified in any way.2

Specific mention has now been made, in the new text, of coast-defence services, which are
treated as part of the naval forces. This appears to correspond with the facts in most of the
countries whose budgets the Committee has been able to examine; but there are certain countries
in which coast defence is administered as part of the land forces. If, in these cases, it is impossible
to separate expenditure on coast defence and add it to the expenditure of the naval forces, the
point can no doubt be dealt with under the procedure suggested by the Committee regarding
derogations.3

CHAPTER 12. DEFINITIONS IN THE DRAFT ANNEX NOT EXHAUSTIVE.

The Committee has given great care and attention to the enumeration of the different kinds
of expenditure which are to be treated as armament expenditure under the Convention, and
has endeavoured generally to combine the mention of specific goods or services with some phrase
of a general character. Nevertheless, it is impossible to treat this enumeration as exhaustive,
both because there may be some goods or services of a type already existing which are not
mentioned, and because, in the course of time, new goods or services may be invented or created.
The Committee considers it important that the annex should contain a provision that these
enumerations are not exhaustive and that the contracting parties undertake to include in the
returns all expenditure in respect of the land, sea and air forces whether or not they are clearly
covered by the definitions given.

The draft annex also contains a paragraph (paragraph 8, see page 29) referring to the
sources of the funds employed for such expenditure, and it is important that the enumeration
in this paragraph also should not be limitative .

1 See Appendix I (a), page 4I.
2 See paragraphs 17, 30 and 34 of the instructions forming part of the draft annex.
' See Chapter 4 of this report and paragraphs 2, I9 and 21 of the draft annex.
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The Committee has accordingly inserted in the draft annex a provision (paragraph 9, see
page 29) to the effect that the definitions in the draft annex are not limitative as regards either
the objects of expenditure or the sources of such expenditure.

CHAPTER 13. -- SEPARATION OF EXPENDITURE FOR THE THREE FORCES.

The Committee of Budgetary Experts was instructed (Article 29 of the draft Convention
and paragraph I77 of the Preparatory Commission's report) to " examine the possibility of a
separate limitation of expenditure on land, naval and air forces "-i.e., a separate limitation
of the total expenditure on each of these three forces.

It should be observed that, if there were any doubts as regards the possibility of a separate
limitation of the total land, total naval and total air expenditure, there must also be doubts
with regard to the possibility of separating, for the purposes of the limitation specified in
Articles io and 24, the expenditure on material included respectively in the total land expenditure
and the total naval expenditure.

The Committee is aware that in the case more particularly of certain States having only
a single Ministry of National Defence or having no separate Air Ministry, accounting difficulties
are met with in making a detailed distinction between the expenditure on the three forces.
Nevertheless, it considers that these difficulties are reduced by the fact that the limitation
is applied to actual payments. By adopting the methods of discrimination laid down in
the instructions embodied in the draft annex drawn up by the Committee, the States will
be able to reduce the percentage of error to a comparatively small figure. In these circumstances,
the Committee considers that the degree of watertightness necessary for the separate limitation
of the totals of the three forces can be attained.

The Committee wishes in this connection to recall what is stated in Chapter 3 of the report,
that the expenditure to be entered in the model statement should correspond to the true and
final employment of the amounts involved. This would prohibit the transfer to one force of
material acquired out of sums shown in the model statement for another of the forces. Any
administrative practice aiming at such transfers would be contrary to the spirit and the letter
of the undertakings in the Convention.

On the other hand, in order to determine the extent to which it was possible to ensure the
watertightness of the headings for land and naval war material, the Committee had to examine
the possibility of isolating the heading relating to air war-material. It came to the conclusion
that each of these three elements can in general be isolated even more closely than the total
expenditure on each of the three forces.

CHAPTER I4.- RECONCILIATION TABLE.

As already stated, the Committee has deleted the two bottom lines in the model statement of
I927, which indicated the difference between the totals in the returns and in the national defence
budget accounts. The reason for this is that, on closer examination, the insertion of such figures
would not appear to add any real information.

On the other hand, the Committee has again considered the question whether the Governments
should annex to each return of expenditure a detailed reconciliation table showing how each
figure inserted in the return is taken from the various sub-heads in the appropriation accounts
or from figures obtained from other sources. This proposal acquires a fresh importance from
the insertion in the draft Convention of definite provisions for the limitation of expenditure.
This limitation will in the last resort repose largely on the safeguard that the appropriation and
other accounts of the Governments are generally published and submitted to audit by independent
national authorities; the Committee therefore thinks it important that the chain should be
completed by each Government showing frankly the relations between the figures in its returns
to the League and the figures in the accounts which it publishes at home. The Committee
therefore recommends this proposal to the attention of the Governments.

PART III. - QUESTIONS RELATING TO THE FIXING OF LIMITS.

CHAPTER 15. - "VIREMENT" BETWEEN THE LIMITS OF THE THREE FORCES.

In case it should be decided to adopt the separate limitation of land, naval and air expenditure,
the Committee here draws attention to a proposal submitted to it which allows of a restricted
virement between the limits of the total expenditure on land, naval and air forces. This proposal
takes two alternative forms:

I. A limit (A) would be fixed for the aggregate expenditure on the three forces and separate
limits (a, b, c) for the total expenditure on the several forces, limit A being less than the sum of
a, b and c.
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2. A separate limit would be fixed for the total expenditure on each of the forces, but
percentages of virement authorised between these three limits would also be prescribed. These
percentages would be selected, by agreement between the Powers represented at the Disarmament
Conference, for each country in accordance with its special situation. 1

This proposal (in either of the alternative forms) may present political advantages or disad-
vantages, on which the Committee need express no opinion. On the other hand, the Committee
considers that, from the technical point of view, this machinery might furnished a means of solving
the problem of a Power which, while desiring to adhere strictly to the limitation of its armaments
as a whole, might find it, difficult at the present time to foresee, during the period of the Convention,
the development of expenditure which will follow the technical evolution of the respective forces.

CHAPTER 16. - CARRYING FORWARD OF CREDITS.

The Preparatory Commission for the Disarmament Conference requested the Committee
of Experts on Budgetary Questions to "determine the conditions under which the carrying
forward of credits from one budgetary year to the next year or following years might be effected ".

Dealing here with the internal financial procedure obtaining in the different countries, the
Committee examined the case where, at the end of a year, there are unexpended votes which
can nevertheless be employed during the following year or years. This is what is meant by the
"carrying forward of credits " in the technical sense of the term.

The existing legal systems concerning credits voted by the various Parliaments vary
considerably according to the country. In certain countries, carry-forward is prohibited,
unexpended votes being definitely cancelled; in such cases, whenever votes in the budget for a
financial year have not been entirely expended, the balance must, if necessary, be the subject
of a new vote in the budget of the following year. In other cases, again, votes can be expended
during supplementary periods, varying in length, after the end of the budgetary year, though
this expenditure is charged to the latter. Lastly, carry-forward in the strict sense of the term is
allowed in many countries.

In nearly all countries, then, systems exist which are equivalent in practice to the carrying
forward of credits to such measures. This procedure is justified, moreover, by the fact that,
in certain circumstances, it may be impossible for economic reasons to expend the credits originally
voted for a given year.

In countries which apply the system of the carrying forward of credits, the Government
is legally authorised at the beginning of any given year to expend (a) the total amount of the votes
in the budget of the current year, and (b) the total amount of all votes carried forward from previous
years. However, it is hardly likely that any Government will ever expend, in a single financial
year, the total amounts which it is entitled to expend. At the end of the year, under normal
economic conditions, a sum at least approximately equivalent to the amount carried forward
at the beginning of that year is usually transferred to the following year or years. This is borne
out if the average for several years is taken.

The carrying forward of credits is therefore in the first place a phenomenon of a juridical
character. From this point of view, it plays no part in the machinery for limitation proposed
by the Committee, which involves the limitation of expenditure effected in the course of each
year, regardless of whether this expenditure is effected out of the votes of that particular year or
out of votes which have been carried forward. From the practical point of view, however, the
carrying forward of credits may, in exceptional cases, facilitate the fluctuation of the volume of
payments from one year to another. The Committee is thus led to examine the more general
question of variations in expenditure from one year to another, a point which is dealt with in
the next chapter.

CHAPTER 17. - FIXING OF LIMITS SO AS TO ALLOW FOR VARIATIONS IN EXPENDITURE FROM ONE

YEAR TO ANOTHER.

In the absence of other causes, the fact that the budgetary resources of a country, in normal
circumstances, only vary within somewhat narrow limits will not, generally speaking, permit of
armament expenditure being suddenly increased to any considerable extent. Fluctuations
in the level of expenditure are, however, found in all countries, independently of the question
of the carrying forward of credits dealt with above.

The fundamental reasons for fluctuations of this kind appear to be the same everywhere.
The chief and commonest reasons are briefly indicated below:

(a) Exceptional financial difficulties or economic circumstances may make it impossible
to carry out the programme adopted for a given year or even to effect certain current
expenditure;

(b) Difficulties occurring during the manufacture of goods at the works may delay the
delivery of the order, and consequently the act of payment as well. In this connection there
is the possibility of strikes on a large scale;

1 This second formula, which is rather more complicated, is based on the rules contemplated in the draft Convention
for transfers of naval tonnage (paragraph 117 of the Preparatory Commission's report).



(c) A country may find it convenient to group together its purchases of war material
in a given year (this is the case in particular with countries which purchase a large part of
their war material abroad);

(d) For administrative or other reasons certain countries may find it expedient to
group together in certain years orders relating to works of construction.

It is obvious that, while in the first two cases (a) and (b), the fluctuations are more or less
unavoidable, in cases (c) and (d) they are rather the result of decisions freely taken by the
Government in question and may be foreseen.

In order to obtain some idea of the extent of the variations that are normally possible, the
Committee has studied the curve of expenditure in a certain number of countries during the last
few years. It has reached the conclusion that cases in which States have rapidly increased their
expenditure above the normal level in order to offset reductions in previous years, are comparatively
rare.

However, it would appear to be necessary to provide for the above-mentioned causes of
fluctuations by allowing a certain elasticity when fixing the limits of expenditure of the contracting
parties.

The Committee considers that it would be expedient to adopt some such system as the
following:

"Each of the High Contracting Parties undertakes:

" (a) To maintain during each consecutive period of four years 1 the average level
of its annual expenditure within the limits laid down in Articles Io, 24 and 29 of the
draft Convention of the Preparatory Commission for the Disarmament Conference;

" (b) Not to exceed during any given year this average limit by more than a
percentage fixed for the High Contracting Party in Table .....

Failing the adoption of this system, each State would be induced to apply for limits to cover
its maximum requirements and would thus actually ask for a high limit in excess of its permanent
requirements, which would have a very bad effect on public opinion. If, on the other hand, the
system just described were adopted, it would be possible to insert in the Convention limits more
nearly commensurate with realities, while the contracting parties would have the guarantee that
they might, as far as necessary, adapt the level of expenditure in a given year to the
special circumstances which might arise.

It is probable that the necessity of exceeding the average limit in a given year would be felt
more strongly in certain countries, for example, in those which have comparatively small national
defence budgets and also in countries which purchase abroad a considerable part of their war
material-i.e., non-industrial countries-or the raw materials required for the production of this
war material.

At the same time, although normally the funds available will not permit of more than a
comparatively small increase in expenditure from one year to another, there is the risk that, if
the percentage of elasticity granted to the various countries was comparatively high, a State might
accumulate a reserve to be spent in some particular year which would lessen the value of the
obligations arising out of the Convention. It is therefore advisable that the percentages of elasticity
should be fixed within the narrowest limits possible consistent with the requirements of each
country.

In this same connection, the Disarmament Conference might consider the advisability of
stipulating that during the first year or the first two years of the Convention the average should
not be exceeded, at all events as regards expenditure on war material (Articles Io and 24 of the
draft Convention). 2 Any decision in the matter depends on political considerations which are
outside the Committee's province.

Lastly, exceptional situations might arise (such as a large reduction in armament expenditure
due to a national catastrophe, or such as the accidental loss of a warship which the country
concerned would be entitled to replace), as a result of which States would have a special motive
for increasing their annual expenditure rapidly and raising it appreciably above the average.
Should the Disarmament Conference consider it necessary to take such cases specially into account,
it might provide for a temporary increase in the percentage mentioned in paragraph (b) of the above
formula, the maximum of the average expenditure as laid down in paragraph (a), however, always
being observed.

CHAPTER 18. - FLUCTUATIONS IN THE PURCHASING POWER OF VARIOUS CURRENCIES.

In paragraph 175 (c) of its report, the Preparatory Commission asked the Committee of
Budgetary Experts to study in particular the following point: " To adapt the method of limitation
contemplated to the possible differences in the purchasing power of the various currencies, with
particular reference to the cost of war material "'

1 The Committee proposes a period of four years, in view of the fact that limitation is based on payments and
that the exact amount of the latter is not known until about 26 months after the beginning of the financial year.

2 As regards expenditure on personnel, which represents a considerable proportion of the total expenditure,
reduction may only be possible by degrees; for that reason it might perhaps be difficult to apply the above-mentioned
rule to total expenditure,



The Committee has been assisted in this task by the Financial Section and Economic
Intelligence Service of the Secretariat.

I. For countries in which the gold standard is fully established and thus the domestic
currency is convertible into gold, the limitation of the defence expenditure contemplated in the
Draft Convention (Articles Io, 24 and 29) will naturally be expressed in units of the domestic
currency. The expenditure of Great Britain will be limited in sterling, that of France in French
francs, that of Germany in German marks, that of Italy in lire, etc. But, among the more than
fifty countries which are to take part in the Disarmament Conference, there are three countries
(China, Ethiopia and Persia) which are on the silver standard, and about five countries in which
the gold standard cannot be said to be fully established, as the domestic currency is not freely
convertible into gold. The question arises whether in these cases the limits should be fixed in the
domestic currencies of the respective countries whatever they may be (silver, paper, etc.) or the
limits should be expressed in terms of (say) gold francs, the country being authorised to spend an
equivalent amount in the domestic currency calculated at the current rate of exchange. The
Committee of Budgetary Experts has come to the conclusion that in these cases also it would be
advisable to fix the limits in the domestic currencies in which the budgets of the respective countries
are voted. The rates of exchange of a country, in which the gold standard is not fully established,
may, as the experience of the last ten years shows, vary considerably in terms of gold currencies,
without any immediate corresponding variation in the internal purchasing power of the currency
of that country. If, then, the limits laid down for that country were fixed as the equivalent of a
certain sum in (say) gold francs, a sudden improvement in the exchange rates might have the
effect of making the country either reduce its armaments below what was intended or exceed the
limits (in gold) assigned to it even if the budget, at the time it was voted, had been consistent
with those limits.- For by far the greater part of the national defence expenditure of any given
country consists of payments in domestic currency, the amount spent on imported war material
probably never representing as much as 20 per cent of the total expenditure. The particular
difficulties of non-gold standard countries will have to be solved by some other method (see below).

The Committee thus recommends that the expenditure limits of each country should be fixed
in the currency in which the budget of that country is expressed.

II. Although it is often the case that prices move more or less in the same direction throughout
the world, individual movement without relation to any international tendency may be found
more especially in countries which are not on the gold standard. A study of price movements
during recent years will also show that exceptionally prices in one gold-standard country have
followed a course altogether different from the preponderant movement in other gold-standard
countries. The Committee has had no reason to enter into the controversial problems of the
proper definition of the purchasing power of currency. It has had to take account of any changes
in the prices of goods and services affecting the cost of armaments, irrespective whether these
changes have been brought about by changes in the supply of currency, or in other ways, as
for instance by a general rise in salaries and wages, without any corresponding change in the
general price level.

Variations in the cost of national defence services may without doubt be due to manifold
causes, but it is probably true to say that in gold standard countries those variations will as
a rule be kept within fairly narrow limits. But the Committee has not been able to disregard
the possibilities of more important changes in the future, and has therefore tried to formulate
certain principles which, if such changes should occur, might be applied.

III. In searching for these principles, the Committee has first examined whether any
of the indices already existing in the various countries might serve as a basis for the readjustments
which may have to be made in the limits fixed in the Convention.

The wholesale price indices which are published in most States are mainly based on the
prices of a number of commodities entering into international trade, the prices of which are
often subject to sudden and large variations. From July 1927 to July 1930 the wholesale price
indices in twenty countries fell by nearly 20 per cent on the average, while, at the same time,
there was very little change in the index for the cost of the defence organisations.

The retail price and various cost of living indices may perhaps be thought to be more
serviceable, but those indices are compiled in very different ways, sometimes comprising a great
number of commodities (more than Ioo) sometimes as few as fifteen. Moreover, such an index
would not reflect either the variations in the cost of war material or the changes in the remuneration
for services.

The wage indices which are compiled in many countries may often give a good indication
of variations in cost. But it may happen that, owing to technical improvements or fluctuations
in the price of raw material, the cost of the finished products will vary independently of the
changes in wages. Moreover the rates of pay to officers and officials of corresponding rank have
no direct and immediate relation to the pay of the workers covered by the usual wage indices.

The studies made by some Members of the Committee have shown that there is only a very
slight correlation between the cost of armaments and wholesale and retail price indices during the
last five years.
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The Committee is definitely of opinion that no existing index or combination of indices
can form a suitable basis for an automatic adjustment of the limits provided for in the Convention.

IV. The question then arises whether or not a special index can be compiled showing the
fluctuations in the cost per unit of defence services. Such an index would obviously have to
be based on data referring to the four categories into which the defence expenditure in the model
statement is divided-i.e., personnel, transport, buildings and war material.

The Committee has thought it useful to give as an illustration of the order of magnitude
of the various elements in a national defence budget the following percentages of the four
categories of the model statement in relation to the total defence budget.'

Personnel 40-50 per cent of the total defence expenditure;
Transport Io , .,
Buildings I5 ,, ,
War material 25-35 ,, , .,

In this connection, the Committee wishes to draw attention to one important consideration
inherent in the idea of financial limitation. As has been pointed out at various stages during
the preparatory work, financial limitation introduces a certain limitation, inter alia, of the
"quality " of the armaments of the contracting parties, by making it impossible for them to

increase the amount expended on each unit (on each gun, tank, ship, etc.) without reducing the
number of units. The difficulty of compiling a special index for the cost of defence arises perhaps
primarily from the fact that it will be found very difficult to choose an index which will not
be invalidated by changes in quality of the various items on which the index is based. The
attempts which various members of the Committee have made to measure changes in cost have,
in fact, met with great difficulties, owing to changes in quality which have taken place during
the period under review-in particular, as regards air force material.

It was found that, in one country, the cost of production of war material during the last
four years had risen more or less in direct proportion to the rise in the wage level. But, in another
country, the cost of production had been found to have fallen slightly during the same years,
notwithstanding the fact that the wages paid to the workers had risen, the cheapening of production
having been due mainly to the introduction of new manufacturing methods. 2

The Committee has found it impossible to compile any index satisfactory enough to be applied
automatically for the readjustment of the limits in the Convention. In the opinion of the
Committee, it is necessary to consider each case separately and to take into account factors which
cannot easily be given due weight in the compilation of an index. Moreover, if an automatic
index were utilised, some State might possibly complain that the automatic system was not
working satisfactorily, and, in that case, the whole problem would have to be re-examined, which
would, in fact, mean that the automatic system itself had broken down.

V. The Committee thinks that a living organism must be given the task of judging the merits
of each case referred to it at the demand of a Government. The system envisaged by the Committee
may perhaps best be shown by the following text, given in the form of an article:

" (a) Whenever a High Contracting Party proves in the manner provided below that
fluctuations in the purchasing power of currency have seriously increased the cost of its
armaments and that in fact changes in the cost of certain items have not been compensated
by changes in the opposite direction in the cost of other items, that High Contracting Party
may submit a demand for a readjustment of its limits.

" (b) Each High Contracting Party may demand a readjustment of the limits on the
ground of an increase in the purchasing power of currency substantially reducing the cost
of armaments of one or more High Contracting Parties.

" (c) Any such demand shall be transmitted to the Financial Committee of the League
of Nations, which shall give its opinion on this demand and also on the question whether,
in the circumstances, a readjustment of the limits of other High Contracting Parties would
also be justified. The demand of the High Contracting Party, together with the report of
the Financial Committee, shall then be considered by a Conference of all the High Contracting
Parties." 3

The Committee wishes in the first place to point out that it has used the word " readjustment "
and not the word " revision ". The quota to be allowed to each contracting party will be fixed
in the Convention. Owing, however, to the instability of the value of various monetary units-
instability which causes difficulties in the regulation of many human activities--it may be found
necessary to " readjust " the limits in order to give the contracting parties the amount of armaments

1 The percentage figures represent the approximate average of four budgets, for which detailed material has been
available. It should, however, be understood that the percentage relations will vary from country to country.

2 It is probable that, once a Disarmament Convention has been accepted, the efforts of the various countries will
be largely directed towards the rationalisation of manufacturing methods.

3 The text submitted has been drafted more from the technical point of view and is not intended to deal exhaustively
with questions of procedure. . .-
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intended. The possibility of such a readjustment would reduce the risk, which otherwise each
contracting party would incur in accepting a limitation in a unit of measurement which might
be found to vary.'

The Committee has suggested that the Financial Committee should be consulted on each
demand put forward by a contracting party, that Committee being a technical body whose
particular duty it is to deal, not only with questions of a monetary character, but also with questions
relating to State finance.

If the mechanism suggested above were adopted, the final decision on any demand
for readjustment would be taken by a conference of all the contracting parties. Such a Conference
would have at its disposal all the data supplied by the interested Government and also the advice
given by the Financial Committee. 2

A contracting party which applies for a readjustment of the expenditure figures to which
it has agreed in the Convention must naturally prove to the satisfaction of the competent organs
that the cost of its armaments has in fact been increased by fluctuations in the purchasing power
of the currency. If it were not agreed that the burden of proof falls on the party demanding a
readjustment, provision would have to be made giving the competent organs the right to ask for
any information required by them.

It may happen that a Government, although it could prove a case for readjustment of its
figures, may refrain from putting forward a demand, on the ground that the fluctuations in the
purchasing power of the currency which have taken place affect its neighbours in the same way
as itself, and that therefore no change in relative armaments has taken place. But, if any other
country then put forward a demand for readjustment, it would naturally be interested in having its
own case examined at the same time.

The Committee also considers that the provision stipulating that, if a country presents
a demand for readjustment, the case of other countries must be examined simultaneously may
constitute an important safeguard against more or less unjustifiable demands for readjustment.

It was suggested, during the Committee meetings, that it might be possible to lay down that
gold standard countries in which more stationary conditions may be expected, should only be
able to demand a readjustment of the figures expressing its quota after certain intervals (perhaps
those contemplated in Articles 58 and 59 of the draft Convention). The Committee has desired to
record this suggestion for the consideration of the Disarmament Conference.

The Committee is aware that the examination of a demand will involve considerable practical
difficulties, but it would not be advisable to lay down strict rules in advance. The Committee
thinks, however, that it might be useful if it gave an indication of certain circumstances which
might be taken into consideration in the examination of a demand.

(i) Inflationary developments in a country which no longer maintains the gold standard,
In such a case the readjustment would probably only have to be made in the figures of the
country where the inflation has occurred.

(2) A general increase of salaries and wages in a country, for instance, as the result of
an increase in the cost of living.

(3) The question whether or not an increase in salaries or wages represents an endeavour
to increase the quality of the defence services by granting higher pay to the personnel.

(4) The question whether or not the increase in the pay to the defence personnel is
accompanied by an increase in pay in the civil service.

(5) Changes in wage levels, the price of the raw materials needed, and the methods
of production, affecting the price of war material.

(6) The question whether economies have been effected as a result of rationalisation
in the widest sense of the word.

(7) The question whether an apparent increase in cost is not due to an improvement
in "quality ", in which case it should not lead to a " readjustment " of the figures.

(8) The question whether, in the case of countries purchasing a portion of their war
material abroad, there has been a real increase in prices in the country or countries from
which the material is purchased.

Finally, it would seem important to examine, whenever a demand for a readjustment of the
limits is put forward on the ground of an increase of cost under one heading, whether or not
savings under some other heading counterbalance the extra cost under the first heading. This
will be secured by the wording of paragraph (a) of the formula proposed above (see page I9).

The summary indications given above of the considerations which will probably be taken
into account by the competent organs and on which a demand from a contracting party may be
based are, of course, in no way exhaustive or intended to limit the discretion either of the
contracting parties or of the competent organs.

The Committee has thought it important, from a more general point of view, to provide for
the possibility of the limits being reduced in the case of an increase in the purchasing power of

1 If no such " safety valve " were included, the result might be that the contracting parties, in order to be on the
safe side, would add to the amounts they demand a margin sufficient to cover the risk, and that therefore the figures
in the Convention would be higher than they need be.

2 The Committee of Budgetary Experts has not thought it within its province to make any proposals as to what
functions, if any, should be allotted to the Permanent Disarmament Commission.
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currency (a fall in costs). It would seem natural that in such a case any contracting party would
be entitled to raise the question, the final decision to be taken by a Conference of all the contracting
parties after taking the advice of the Financial Committee.

The Committee has also examined the question whether it is necessary to provide special
procedure to allow a quicker adjustment of limits for a country in which a rapid and considerable
change in the purchasing power of the currency had taken place. In view of the fact that the
demand of such a country would be based on obvious and easily ascertainable facts, and would
thus not require any protracted examination, the Committee thinks that no special procedure
is needed.

PART IV. - QUESTIONS RELATING SPECIALLY TO PUBLICITY.

CHAPTER I9. - ARTICLE 33 OF THE DRAFT CONVENTION. 1

I. The extent to which any State can give figures of the kind required for Article 33 of the
draft Convention depends, in the first instance, largely on the proportions in which its war material
is obtained by purchase from private manufacturers or autonomous State establishments, or by
manufacture in non-autonomous State establishments. 2 Expenditure on upkeep also requires
separate examination.

2. In so far as purchase is resorted to, many budget accounts, though not all of them, contain
separate purchase subheads classified according to weapons in a manner which would probably
be suitable for Article 33.

While these subheads relate primarily to the purchase of complete and finished weapons, they
nevertheless include in some cases, to a greater or lesser degree (without distinction):

(a) Repairs to the specified weapons carried out by contract with private establishments
or autonomous State establishments;

(b) Purchase of raw materials, semi-finished parts and spare parts intended for use in
the manufacture of complete weapons by non-autonomous State factories or for the repair
of weapons either in such State factories or in regimental and similar workshops.

3. In so far as weapons are manufactured in non-autonomous State factories, it is usual to
find subheads showing expenditure on salaries and wages, raw material and buildings. It is only
exceptionally that such subheads are classified according to the weapons produced.

Very frequently, however, these manufacturing establishments maintain cost accounts
enabling them to calculate the total cost of each weapon produced. This total cost cannot be
reconciled directly with the figures of the annual budget accounts, since it normally comprises
expenses in respect of salaries and wages for more than one budget year, consumption of raw
material which has been purchased out of the credits of previous budget years, and sums in respect
of overhead expenses which, in part at least, have no direct relation to the accounts of any budget
year. At the same time, if steps are taken to exclude purely constructive expenditure-e.g.,
interest on capital not actually charged in the budg et accounts, etc.from the cost-account
figures, the latter will have a tendency to correspond to the budget-account figures if the comparison
is made over a period of years instead of on one year only. Further, in certain cases, the expenditure
shown in cost accounts can be divided up according to the year in which it occurred.

The cost accounts might theoretically be used to establish the percentage of expenditure
devoted in any one year to each category of arms (or devoted to the output in that year of each
category) and these percentages might then be used to divide up the expenditure for
non-autonomous factories shown in the budget accounts according to categories of weapons.
This procedure is, however, unreal except in the rare cases where the establishment manufactures
practically the same quantity of each article every year.

Alternatively, it would be possible to use the figures of the cost accounts directly to indicate
the expenditure of these non-autonomous establishments in any year on the various categories of
weapons (or the expenditure in respect of the output in any year of the various categories). In order,
however, to combine these figures for non-autonomous establishments with the figures obtained
from the budget accounts in respect of purchases (see paragraph I) it would be necessary to exclude
from the cost accounts any items corresponding to purchases of raw materials, semi-finished
parts and spare parts which would otherwise be duplicated in the budget figures relating to purchases,
and also to exclude purely constructive expenditure. Even if this exclusion were always possible,

1 The Committee has not sought to ascertain how far its conclusions may affect the work of the Special Commission
for the preparation of a draft Convention on the Private Manufacture of Implements of War.

2 As regards the definition of autonomous State establishments and non-autonomous State establishments, see
note, page 13. '
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this method would involve mixing budget-account figures with those obtained from cost accounts
drawn up on a different basis; and, both for this reason and because cost accounting in a State'
factory can rarely approximate in practice to the accounting of a commercial establishment, the
resulting figures would be unlikely to represent with any closeness the expenditure on the war
material of the various categories during the year.

4. It is in any case probably impossible to obtain either from budgets or cost accounts any
complete or consistent account of the cost of upkeep of 'war material, since not only would the
difficulties mentioned in paragraph 2 above apply if cost accounts were available, but also even
cost accounts are not available in many cases. Further, such figures as are obtainable would include
in some cases the upkeep of stores other than war material.

This fact places a considerable obstacle in the way of making effective use of Article 33.
Various States have different definitions of what is meant by "upkeep ", and in some cases it may
include extensive repairs and renovations which might cumulatively amount to complete
transformation of the weapons concerned. The value of any publicity under Article 33, which
does not comprise the cost of upkeep, would therefore be small, and, as stated above, it is in practice
impossible to classify the cost of upkeep by categories of weapons.

5. It has been recognised from an early stage of the work of the Preparatory Commission
-that, although any attempt to compare the expenditure of different countries would be misleading,
it is nevertheless necessary to obtain statements of expenditure on a fairly uniform basis in order
to give a simple and comprehensible form to any arrangement for limitation or publicity of
expenditure on armaments. It was for this reason that the Budgetary Committee was originally
convened in I927.

It was in the interests of this uniformity that the Committee was led, in I927, to limit the
subheads in the model statement to a comparatively small number. The difficulty of attaining
uniformity becomes very much greater when an attempt is made to go into the detail required
for the purpose of Article 33 of the draft Convention. From the investigations which the Committee
has made, it is plain that, in the case of different States, there would be very wide variations,
both in the extent to which the States could follow any particular definitions of expenditure by
such detailed categories, and as regards the proportion of the expenditure falling into heading IV
of the model statement which could be analysed into such categories for the purpose of Article 33.
In many cases, the particulars which could be given would be of only minor interest, and not only
would the lack of uniformity prevent public comprehension of the system, but also the latter
might operate to the particular disadvantage of countries who acquire and maintain practically
the whole of their war material by the process of contract with manufacturers or autonomous
State factories and classify this expenditure by categories of weapons.

Again, changes in national accounting procedure, adopted for legitimate administrative
reasons, would raise far greater difficulties in the application of Article 33 than in that of the
other provisions of the draft Convention relating to Limitation of Expenditure and Publicity.

6. The sum of the various difficulties described above is so great that, after close enquiry
and discussion, the Committee (which is of opinion that it has arrived at satisfactory results in
regard to Article 38 of the Convention by submitting a model statement with from eight to twelve
subheads) has reluctantly come to the conclusion that it cannot recommend any method of detailed
publicity by categories of material.

CHAPTER 20. - TABLES APPENDED TO THE MODEL STATEMENT.

i. In its report of I927 (document C.P.D. 9o), the Committee appended two tables to the
model statement, one of which was to show the effectives given in the budget, and the other
was to show (I) the division of pay of reserves between pay outside periods of training of personnel
not employed and pay during periods of training of reservists called up; and (2) the division
of expenditure on shipbuilding between new construction on the one hand and maintenance
and repairs on the other hand.

In that report, the Committee also recommended that, where block votes that may be used
over a period of several years are made once and for all in the budget of one year, a statement
of the unexpended amount of all such votes at the end of the year should be appended to the
return of expenditure in respect of that year, in order to secure full publicity regarding outstanding
parliamentary authorisations for expenditure.'

The Committee thinks that the necessity for the first of these appended statements
has now been removed by the provisions in the draft Convention relating to effectives. On
the other hand, it considers that the necessity for the other appended statements still holds
good, and it has therefore prepared model tables (see Tables A, B and C, page 40).

2. Further, in the course of the examination of the question of credit purchases or post-
poned payments in Chapter 6 of this report, the Committee has suggested that one of the solutions

1 See Appendix I (d), page 43.
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which might possibly be adopted would be publicity. It has therefore prepared a model table
for this purpose also (see Table D, page 40).

3. Chapter 8 of this report deals with the question of loans or participation by the State
in enterprises having among their objects the furnishing of goods or services covered by the
definitions in the draft annex. The Committee attaches importance to securing publicity
regarding all such loans and participations in cases where the State has good reason for not
regarding them as constituting defence expenditure and has therefore excluded them from the
return of such expenditure. A model table for this purpose, to be appended to the model
statement, has also been prepared (see Table E, page 40).

4. Finally, reference has been made in Chapter 7 of this report to the question of taxes
on the pay of the personnel of the defence services, and to contributions payable by the personnel
to pensions and social insurance funds. This question has, however, a wider significance than
that indicated in Chapter 7.

As regards pensions, the Committee reached the conclusion in its report of 1927 (document
C.P.D.9o) 1 that they should be excluded from the list of items of national defence expenditure,
owing to the difficulty of finding a standard of discrimination applicable to all budgets, and more
particularly to the difficulty of separating war pensions, which cannot properly be regarded as
representing wholly an element of defence expenditure. The Committee adheres to these
conclusions, and remains of opinion that pensions should be excluded.

On the other hand, pensions may nevertheless be a method of indirectly increasing the
resources of national defence. The State may, by increasing the scale of pensions or changing
the conditions for the grant of pensions-e.g., as regards the length of service required-attract
candidates for military careers who could only otherwise have been attracted by an increase
of pay.

Although the actual practice in each country can no doubt be taken into account at the
moment when the limits of expenditure are fixed, it remains the case that the State could
subsequently increase the pension benefits (or decrease the contributions made by the personnel
to pensions funds), and so increase their defence resources without being required to show any
change in the returns of their expenditure.

The same considerations apply in the case of social insurance or corresponding benefits,
and of contributions made by the personnel to social insurance funds.

Further, it is possible for a State to increase the effective pay of personnel by granting
special exemptions to military personnel from particular taxes, such as income tax on their pay.

The Committee considers that, as these measures may possibly have an indirect repercussion
on the efficacy of the limitation of expenditure, it is desirable to secure publicity regarding any
important changes made in the various States, and also as regards the expenditure on pensions
of various kinds (either as a whole, or, if possible, separately)--that is, service pensions, invalidity
pensions, civil pensions, war pensions and special pensions granted for loss of office or premature
retirement or discharge. Tables for this purpose have accordingly been prepared, to be appended
to the model statement (see Tables F and G, page 40).

Table B, which refers to shipbuilding, will naturally apply only to the statement of naval
expenditure. The other tables (Table A and Tables C to G) will, of course, apply to the three
several returns for the expenditure on the three forces.

The Committee did not think it necessary, at the present stage, to draw up instructions
for the filling in of the annexed tables. As regards Table B, however, the Committee has
reproduced (see page 35) the instructions which were already contained in its 1927 report.

CHAPTER 21. - COMMUNICATION OF CERTAIN LAWS AND REGULATIONS THAT MAY BEAR

ON NATIONAL DEFENCE.

The Committee has considered whether it might be desirable to provide for the communication
to the competent organs of the laws and regulations of the various countries bearing on the question
of any special facilities given to armament concerns in the matters of Customs tariffs, fiscal,
labour or commercial legislation, concessions, or on the question of unpaid services rendered by
individuals or institutions to the State for defence purposes, etc. This matter, however, does not
properly form part of the question of limitation of defence expenditure, and the Committee is
reluctant to.make any suggestion which would overburden the competent organs with the study
of legislation, etc., only occasionally relevant to their purposes. The Committee therefore leaves the
Conference to consider (after consulting, if it so desires, any other bodies which are competent
to advise), whether special measures are necessary to deal with this matter.

' See Appendix I (b), page 42.
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CHAPTER 22. - RETURN OF ESTIMATED EXPENDITURE ON THE BASIS OF PARLIAMENTARY VOTES.

The Committee observes that the new draft Convention now prepared by the Preparatory
Commission no longer mentions the sending of returns of estimated expenditure at the beginning
of each year, but simply the sending of returns of the sums actually expended. The Committee
is not aware whether this omission is deliberate, but, since a recommendation on this point was made
in its report of I927, the Committee has given further consideration to the subject.

The Committee's conclusion is that limitation should apply to payments, and it has pointed
out various reasons why it would be unsatisfactory to apply the limitation to parliamentary votes
which often have a quite different signification according to the country (see Chapter 5). A
statement of estimated expenditure on the basis of parliamentary votes would therefore have no
direct relation to the limits fixed by the Convention in any country where parliamentary votes
authorise an administrative act other than the payment itself. The relation (such as it might be)
between the statement of estimated expenditure on the basis of parliamentary votes and the
conventional limits would be different in the case of each country. Further, supplementary votes
are taken in nearly all countries during the course of the budget year, and these votes are numerous
in some cases; to make the system complete it would be necessary for a fresh return to be sent each
time supplementary votes were taken.

For all these reasons, the Committee thinks that a return of estimated expenditure on the
basis of parliamentary votes would serve no useful purpose in connection with the Convention but
would, on the contrary, tend rather to be confusing.

The Committee realises, however, that in most countries it is rather at the moment when
Parliament is asked to vote credits, than at the moment when the appropriation accounts are
produced, that public attention is concentrated on the question of expenditure on armaments.
The great importance of the parliamentary votes cannot, therefore, be denied. The Committee
assumes, however, that, in every State, the competent organs (the Government or Parliament)
will take the necessary steps to explain publicly how the credits which have been asked for or
voted may be reconciled with the limits fixed by the Convention.

CHAPTER 23. - DATE OF DESPATCH OF RETURNS. FINAL ACCOUNTS.

The Committee has given further consideration to the question of the date at which the
return of actual expenditure can be made by various countries. In present circumstances, having
regard to the fact that certain countries have additional periods, extending sometimes to twelve
months after the end of the budgetary year, during which charges may still be made on the accounts
of that year, it is not possible to propose a period of less than twenty-six months from the beginning
of the budget year. 1

If, however, the Conference is able to secure the consent of the countries more especially
concerned to shorten the additional periods, or to draw up separate accounts (to be audited in due
course) for the purpose of the Convention, showing cash payments within the twelve months
of the budgetary year (see Chapter 6), it should be possible to shorten this period to less than
twenty-six months.

The Committee would point out here the great importance, from the point of view of the
limitation of defence expenditure, of the early publication of the final accounts and all other
accounts on which, in the last resort, the verification of the limitation of expenditure will rest. 2

Indeed, having regard to the fact that the Committee has recommended that the limitation
should be applied to actual payments rather than parliamentary votes, it is to be expected that the
final accounts, and the examination thereof by Parliaments, will acquire an even greater importance
in many countries than they possess at present.

In some countries the auditing, or approval by the Cour des Comptes, has been considerably
delayed in recent years. No doubt, the Governments concerned are giving careful consideration
to the position, but pending restoration of the normal practice, this fact should not be allowed

be based on the final accounts, etc., before the auditing has been carried out.
It will not be possible to bring about a limitation of armaments without considerable effort

on the part of the contracting parties, and to some extent an effort must no doubt be made even
in regard to systems of accounting. The Committee has, however, confined its suggestions in this
respect within the narrowest possible limits.

1 It is desirable to measure the period rather from the beginning than from the end of the financial year, in order
to avoid any ambiguity in the case of those countries which have additional periods added on to the budget year, thus
constituting what is known as the "exercice ". The Committee therefore suggests that Article 38 of the draft Convention
should be redrafted in this manner.

2 As an example of the other accounts concerned, mention may be made of the practice in some countries of
transferring payments which are due, but not yet made, at the end of a financial year to the account of the floating debt.
The Committee understands that this practice does not form any obstacle to the classification of the expenditure involved
according to the subheads of the model statement; but it is, of course, important that the account of such transactions
should be published not later than the final accounts themselves.
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PART V.

CHAPTER 24 . IMPOSSIBILITY OF COMPARING THE STRENGTH OF ARMAMENTS OF VARIOUS

COUNTRIES ON THE BASIS OF THE FIGURES OF DEFENCE EXPENDITURE.

In Chapter 4 of this report, the Committee has pointed out that, for administrative reasons,
each State must be allowed to some extent to depart from the classifications and definitions in the
instructions, subject to the safeguard that the classifications and definitions once adopted by one
State, so far as regards expenditure subject to limitation, should remain unaltered for the period
of the Convention.

Although the Committee believes that, for most States, the departure from the instructions
will be very restricted, it cannot abstain from noting that, on account of such departures, a certain
divergence will exist between the returns from the different States. This lack of uniformity will
obviously influence to some minor extent the degree of comparability between the figures in the
various returns.

In this connection, the Committee wishes, however, to lay particular stress on the fact that,
even if it were possible for the different Governments to follow in every detail the instructions
drawn up by the Committee and so to include in the most complete manner all the relevant
expenditure under the appropriate subheads, the returns of the defence expenditure would
nevertheless fail to provide a basis for comparison of the level of armaments of the different
countries. This is, in the first place, due to the fact that a number of goods and services required
by the defence organisations are not paid for in money and are therefore not reflected in the
budget expenditure. Soldiers recruited voluntarily must be paid at rates which bear some relation
to the wage level of the country concerned, while recruits under a system of conscription generally
receive only a more or less nominal remuneration, the compulsory service being in itself a kind
of tax which does not enter into the budget accounts. There are many other items of a similar
nature but the one mentioned is the most outstanding.

Secondly, the cost of maintaining the personnel will be greatly influenced by the standard of
living in the different countries. Statistics have been compiled which show that there is, in fact,
a great variation in the cost of maintaining a soldier as between one country or another. If the
difference in the wage level and standard of living were a reflection of differences in the efficiency
of the men, it might be argued that a country which paid more would have in reality greater value
from a given number of men than a country which paid less; but that is obviously not the case,
the wage level being greatly influenced by such elements as the relative supply of capital and
natural resources.

The studies undertaken by the Committee confirm the conclusion at which Sub-
Committee B of the Preparatory Commission arrived in I926, 1 that the combined effect of the
difference between voluntary and conscript armies, and the differences between the levels of wages
and the standards of living, makes it impossible to compare the strength of the defence services
on the basis of expenditure figures.

As regards the expenditure on material, the Committee would point out that, in this case also,
differences in wage levels and in industrial efficiency will exert a certain influence. A more important
consideration is perhaps that some countries obtain the greater part of their war material from
State factories which make no provision for interest on capital invested, while other States purchase
the same material from private industries at prices including interest charges and the profits of the
suppliers.

It will be for the Conference to take account of the differences in the basis of expenditure which
have to be recognised, when it selects the limit appropriate to the case of each State. It is, of course,
not necessary to endeavour to assess the monetary difference involved by each separate difference
of practice; but the Conference will, no doubt, be furnished by the various States with the necessary
material for appreciating the financial differences involved as a whole, in their relation to the
strength of the armaments to be accepted by each country.

The fact that the level of armaments of different countries cannot be compared on the basis
of the expenditure figures does not, of course, prevent the expenditure figures in any given country
from proving a useful criterion for appreciating the development of armaments from one year to
another, so long as the methods of administration remain the same.

PART VI.

CHAPTER 25. - CONCLUSIONS.

I. In accordance with the mandate given to it by the Preparatory Commission for the
Disarmament Conference, the Committee of Budgetary Experts has endeavoured to find an
effective method of applying the system of limitation and publicity of armament expenditure,
laid down in Articles Io, 24, 29, 33 and 38 of the draft Convention.

1 Preparatory Commission for the Disarmament Conference, Sub-Commission B. Report No. I.
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In the course of its work, the Committee has encountered many difficult problems of a
highly technical nature.

As regards publicity of various categories of expenditure on war material dealt with by
Article 33 of the draft Convention, the Committee has reluctantly been forced to the conclusion

that the technical difficulties of arriving at a sufficiently uniform and comprehensive method
were too great to allow the Committee to put forward any positive proposal.

On the other points, however, the Committee has been able to suggest solutions which
appear to be acceptable although, having regard to the material at present available, the
difficulties should not be minimised.

The Committee has realised that the appreciation of certain parts of its work will naturally
be influenced by various considerations of a political character. In several instances, the
Committee has been able to suggest, for the consideration of the forthcoming Disarmament
Conference, alternative solutions which, from a technical point of view, may be considered as
equally possible.

2. The Committee wishes to lay stress on the fact, so often underlined during the preparatory
work, that, on account of the differences in the organisation of the armed forces (conscript
armies, voluntary armies, etc.), no direct comparisons of the volume of armaments of different
countries on the basis of the expenditure figures is possible, even if those figures include the
total expenditure.

The model statement is intended to show the armament expenditure, in a simple and
comprehensible form, in order to allow the Governments, the competent bodies under the
Convention, and public opinion, to realise more clearly the significance of this expenditure than
would be possible from a direct study of the various national accounts with all their diversity
of structure.

To allow such comprehension, a certain measure of uniformity is a necessary condition.

The Committee has tried to adapt the model statement of the draft annex to the actual systems
of budget accounting existing in the greatest possible number of countries, and it believes that
the Governments will be able in general to follow the instructions for filling it in fairly closely.
It is, however, fully aware of the fact that some Governments will find it impossible to adhere
to the instructions in every detail, and that they may be obliged to fill in the model statements
in somewhat divergent fashions.

The system proposed by the Committee to remedy this defect is the following:

Each Government should fill in the model statement in time for the Conference and present
to the Conference full explanations of all points in which it has been compelled to depart from
the instructions on account of its administrative practices. The Conference should thus be
able to understand fully what the various figures in the statements of the Governments signify
and should be able to agree upon the limits to be fixed in the Convention, taking account of the
methods of preparing these statements. Then each Government would be asked to undertake
to adhere to the method as agreed by the Conference, by which its statement was filled in.
This system should ensure that each subhead of the model statement (and, in particular, those
subject to the limitations to be fixed by the Convention) would retain the same meaning for each
country from year to year during the whole period of the Convention. The lack of uniformity
would thus be compensated for by the attainment of continuity.

3. The Committee has endeavoured to suggest a system which would enable the various
Governments to agree to a fixation of their limits at a level corresponding as closely as possible
to realities.

In the first place, therefore, the Committee has recommended that the limits should apply
to the average expenditure of four years rather than that they should be measured on
the requirements of a peak year. Secondly, the Committee considers that the whole risk of
variations in price levels should not be placed on the Governments, and has therefore suggested
a system which will make a readjustment of the limits possible in the case of a substantial change
in cost.

4. The Committee has found that doubts may arise as to whether certain expenditure
does or does not affect the scale of armaments in the different countries, and that, in several
cases, even difficulties in regard to the exact definition of such expenditure occur. It has been
taken as a general principle, in the Committee's work, that in such doubtful cases a system of
full publicity should be adopted.

Thus, as regards expenditure on pensions, the Committee has recognised that such expenditure
should not be included in the model statement. As, however, changes in pension systems (or
in the grant of fiscal privileges and social insurance or analogous benefits) may affect the real
remuneration of the personnel of national defence services, the Committee has suggested a full
exchange of information which would reveal any important change in the system followed in the
different countries. Again, the Committee has recommended that subsidies or loans made by
the State to armament enterprises, or financial participations acquired by the State in such
enterprises, should, generally speaking, be treated as armament expenditure; but it has recom-
mended that when there is satisfactory ground for treating such subsidies and participations
as being unconnected with armaments, nevertheless full publicity should be given to any expenditure
of this nature which the Governments may have excluded from the model statement.

The Committee believes that these suggestions for supplementing limitation by publicity
will, if adopted, go a long way to create confidence in the system of financial limitation, in spite
of the technical difficulties in certain cases of presenting comprehensive material.
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5. It is evident that financial limitation would bring about a limitation of certain important
items of armaments, such as buildings, fortifications, the acquisition of spare parts, expenditure
on scientific research, subsidies to armament industries, etc., and that it would also serve to
prevent Governments from increasing the quality of their arms without, at the same time, reducing
the number or vice versa, and it seems plain that many of these items cannot be satisfactorily
limited by any other means. But the Committee must, on the other hand, point out that difficulty
must arise in several cases as to what items it is proper to include in the model statement. There
will be doubts whether the building or extension of a particular railway line is or is not carried
out for strategic purposes. It will be difficult to decide whether State subsidies to private
industries form part of general economic or social measures, or are to be regarded as being made
for armament purposes.

There will again be difficulty in deciding whether a particular purchase for which payment
is not made immediately on delivery should or should not be regarded as a credit purchase
under the proposals made in Chapter 6 of this report.

Similar difficulties concerning the possibility of including in the model statement the total
expenditure on national defence in certain countries which have a net accounting system, and of
separating the expenditure of the three forces according to its real final employment, and determining
the effects of the changes in the pensions system, have been pointed out above or dealt with in
previous chapters of this report.

It must necessarily be left to each Government to decide on its own responsibility whether
these marginal cases, when they arise, are or are not covered by the limitation under the terms
of the draft annex.

6. The existence of the cases referred to above makes it evident that the success of the
system of financial limitation and publicity will be fully secured only if the contracting parties
honour their obligations in good faith. The Committee cannot, of course, determine to what
extent good faith must form the basis of the problem of disarmament as a whole, but it has thought
it important to call attention to this matter as a consideration which applies to financial limitation
as well as to other questions.

7. Apart from the above considerations, the system of financial limitation proposed by the
Preparatory Commission and developed by the Committee will be strengthened by the production
of the returns of expenditure, which will be forwarded to the competent organs, and which will
make it possible to follow the development of expenditure in each individual country as regards
both the total and the various categories into which the model statement has been divided.
These returns will, on the one hand, serve to show the execution of the undertakings given by the
contracting parties. On the other hand, if the principles suggested by the Committee are adopted,
the returns will be directly linked up with the accounts published in each country. These accounts,
though sometimes only produced after a certain delay, are normally subjected to audit and,
together with the financial activities which they record, are surrounded with a whole network
of guarantees which, by the system the Committee recommends, would acquire an international
utility.

All States have not attained the same level of development in this respect and the Conference
may find that the differences existing are of a certain importance. It seems improbable, however,
that activities requiring expenditure on a substantial scale could be systematically hidden.
The Committee stresses the fact that the limitation of expenditure is, by its very nature, linked
to those manifestations by which armaments are revealed and which, irrespective of the Convention,
are already subject to a large measure of publicity.

8. The Committee has tried to indicate, as fairly as possible, both the technical shortcomings
of the system it has suggested and also the technical advantages which are inherent in that system.
If the Governments are not only fully aware of those advantages, but also on their guard against
the difficulties and prepared to apply the system loyally, the Committee is unanimous in
considering that, from a technical point of view, a satisfactory working of the system can be
obtained.
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III. DRAFT ANNEX TO ARTICLES 10, 24, 29 AND 38 OF THE DRAFT CONVENTION
ELABORATED BY THE PREPARATORY COMMISSION FOR THE DISARMAMENT
CONFERENCE, TOGETHER WITH THE MODEL STATEMENT (LAND, NAVAL
AND AIR FORCES) AND ANNEXED TABLES.

A. GENERAL PROVISIONS.

i. The High Contracting Parties agree that the annual statements of expenditure on land,
sea and air armaments required by Article 38 of the Convention shall be made in accordance with
the model statement and appended tables and on the basis laid down in this annex. They further
agree that the definitions of the total expenditure on land, sea, and air armaments respectively
and of the expenditure on war material for the land and sea forces respectively, for the purpose
of the limitations provided in Articles Io, 24 and 29 of the Convention, shall be those laid down
in the following paragraphs of this annex for the purpose of the filling in of the model statement.

The expenditure to be entered in the model statements under the provisions of this annex
shall correspond to the true and final utilisation of the amounts involved; it shall comprise the
whole of the expenditure on armaments. 2

2. In filling in the model statement of national defence expenditure, each High Contracting
Party undertakes to adhere as closely as possible to the definitions, given in the following paragraphs
of this annex, of the expenditure to be entered under the various subheads, and only to depart
therefrom in so far as its public accounting procedure renders unavoidable; it undertakes in
particular not to make any change from year to year in the methods used for filling in the statement
unless obliged to do so as a result of administrative improvements; in that case it shall be bound
to notify the Permanent Disarmament Commission of the nature of such change.

Provided always that, except as may be otherwise agreed between the High Contracting
Parties in accordance with the proposal in the report of the Budgetary Experts,3 each High
Contracting Party undertakes to adhere strictly to the definitions in this annex as regards (i) the
cost of any of the three forces as a whole, and (ii) head IV of the model statement as a whole for
each of the land and sea forces.

Provided also that these definitions shall be binding as regards the total cost of each force or
the cost of war material limited under Articles IO, 24 and 29 of the Convention.

3. The annual expenditure, or the total amount actually expended in the course of any
year, for the purposes of Articles io, 24, 29 and 38 of the Convention, shall mean the payments
recorded in the final accounts relating to that year. Provided, however, that in the case of any
State which records in its accounts the issue of orders of payment but not the actual payments, and
which satisfies the Disarmament Conference that such orders of payment are virtually equivalent
to cash disbursements, 3 the annual expenditure above referred to shall mean the amount of the
orders of payment recorded in the final accounts relating to that year.

4.4 In those countries where the provision for gross expenditure (in the widest sense of the term)
can be directly ascertained, this gross expenditure should be entered in the return.

In other countries, where it is the custom to allow certain receipts of the services to be
applied to meet expenditure for national defence, Governments shall reconstitute the gross amount
of the expenditure by taking into account the expenditure effected out of these receipts and
by adding such expenditure to the other expenditure in order to arrive at the sums to be entered
in the return.

The above rules apply to expenditure effected out of all receipts, in respect either of services
rendered, or of sale, or cession to other authorities, of property and material, new or old. They
also apply to expenditure relating to the pay and allowances of all kinds of the personnel, whatever
taxes, contributions to pension or social insurance funds, etc., may be due from this personnel,
and whether such taxes or contributions are deducted from the pay or not.

Should the fact of the non-deduction of a particular receipt from the expenditure cause the
repetition of a charge (in the same or a different guise) in the return, either of one armed force
or of the armed forces of one country as a whole, the amount of the receipt in question may be
deducted by way of exception.

Further, any Government will be at liberty to state in a footnote to the return the amount of
any receipts arising from cessions of property, etc., for purposes other than those of national
defence.

1 See Chapter I of the report (page 6).
2 See Chapter 3 of the report (page 7).
3 This phrase would, of course, have to be modified when any such agreement is actually reached (see Chapters

4 and 5, pages 8-io).
4 See Chapter 7 of the report (page ii).
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5.1 Where additional expenditure is incurred by the forces as a result of help given in
emergency to the civil population, such additional expenditure may be omitted from the returns,
whether or not it is paid by the beneficiaries.

6.2 Any grants and loans made to undertakings having among their objects the furnishing
of goods or services for purposes of national defence, in accordance with the definitions given in the
present annex, and any participation in the said undertakings (including the purchase of shares,
bonds, etc., for payment in cash or in any other form) shall be deemed to be expenditure on the said
goods or services, save only grants, loans, or participations, etc., based on general economic,
fiscal or social considerations or those representing purely temporary advances, provided always that
these advances are not renewed. Whenever a High Contracting Party deems itself entitled not to
include certain of these loans, participations and grants, etc., in the model statement, the sums
thus omitted shall be shown in Table E with the necessary explanations in each case.

7.3 All expenditure occasioned by reductions in the strength of the forces (other than pensions
and allowances for loss of office or premature retirement or discharge, which will be excluded)
will be included in the returns-e.g., indemnities paid to towns for the withdrawal of garrisons.

8.4 Expenditure for the purposes defined in this annex will be included whatever the source
of the funds from which, or the authority under which, the expenditure is made, subject to the
exceptions stated in paragraph 2 above. The expenditure should include that incurred out of:

(i) The budget votes, together with supplementary or extraordinary or excess votes,
whether confined to one year or available for more than one year; including both the budgets
of the defence departments and the budgets of other departments;

(2) Credits carried forward from previous years into the year in question;

(3) Credits opened by administrative action;

(4) Special funds or receipts applicable to armament expenditure outside the budget,
including loans raised privately or on the markets, or made by other Governments;

(5) Any corresponding resources made available by the authorities of States (in the case
of federated countries), provinces, cities, municipalities, or by other local authorities, or by
public institutions of any kind;

(6) Gifts, bequests or contribution by private institutions or persons.

9.5 The list contained in this annex of expenditure to be included in each chapter of the
model statement is purely indicative in character, and any expenditure on new arms, or, in
general, any expenditure intended for national defence, must be included within the prescribed
limits and within the scope of the model statement, even if it is not specially and explicity indicated
in this annex.

Similarly, all such expenditure, whether effected out of the resources enumerated in paragraph 8
above or not, shall be included within the limits and in the model statement.

B. INSTRUCTIONS ON THE DIFFERENT SUBHEADS.

General Instruction on Pay and Allowances.

io. Pay and allowances include, in the case both of the personnel of the land, sea and air
forces and formations organised on a military basis and of civilian personnel, all pay, etc., paid
to personnel seconded, or to personnel on leave, together with contributions paid by the State
in respect of social insurance, etc., without deduction of contributions paid by the personnel
towards the cost of their pensions or in respect of social insurance, etc. Family or separation
allowances are also included.

HEAD I. - EFFECTIVES.

Subheads A. - Payment and allowances of all kinds: officers; and B. - Ditto: N.C.O.s. and men.

II. Will include: Pay and allowances of all kinds granted in virtue of office, and other
allowances (including subsistence allowances, but not pensions) of Officers, N.C.O.s, and Men
normally forming an effective part of military formations, services and establishments, and of
personnel holding corresponding ranks in formations organised on a military basis, excepting
the officers, N.C.O.s and men falling under subheads L to N-namely:

1 See Chapter 7 of the report (page II).
2 See Chapter 8 of the report (page ii).
3 See Chapter g of the report (page i2).
4 See Chapter io of the report (page I3).
5 See Chapter 12 of the report (page 14).
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In the case of the land armed forces and formations organised on a military basis: Central
administration'; missions; military attaches; headquarters staff and staff of commands; infantry;
cavalry; artillery; engineer and signal corps; tank corps; anti-gas units; intendance, transport,
pay and accounting corps; recruiting services; medical and hospital services; remount and
veterinary services; chaplains; military police; military law; schools and colleges; survey
services so far as they work for the army;

All other services not enumerated above.
In the case of the naval armed forces and formations organised on a military basis: Central

administration; missions, naval attaches; headquarters staff and staff of commands; combatant
and non-combatant personnel of all branches (gunnery, mines, torpedo, engineer, etc.); coast
defence, intendance, pay and accounting personnel; recruiting services; medical personnel;
chaplains; naval police; martial law; naval schools and colleges; and, in so far as they work
for the navy, scientific services, coastal and hydrographic surveys, chart printing, meteorological
services, astronomical services, lighting and buoyage of the coasts;

All other services not enumerated above.
In the case of the air armed forces and formations organised on a military basis: Central

administration; missions, air attaches; headquarters staff and staff of commands; flying and
auxiliary personnel; military law; air force schools and colleges; survey and meteorological
services so far as they work for the air force;

All other services not enumerated above.

Subhead C.-Ditto: civilian personnel.

12. Will include: Salaries, wages and allowances of all kinds granted in virtue of office and
other allowances (including subsistence allowances, but not including pensions) of civilian personnel,
forming part of the above forces and formations omitting, however:

I. Workmen2 who are shown:

In subhead E (establishments and depots for provisions, clothing and medical
stores);

In subhead F (depots for animals, and forage depots);
In subhead G (depots for coal, fuel oil, petrol and lubricants, etc.);
In subhead H and K (building);

If any countries find it impossible to comply with this instruction, they may
include workmen in the civilian personnel.

2. All civilian personnel which has to be shown in subheads L to N.

Subhead D.-Persons undergoing preparatory military training, reservists and reserve organisations.

13. Will include: Pay and allowances of all kinds and other expenses for personnel not
normally forming an effective part of formations (persons undergoing preparatory military
training, reservists, territorial and other reserve organisations, associated with the respective
armed forces or formations organised on a military basis)-namely:

Expenditure on military training for persons not serving with the colours (e.g., expenditure
relating to rifle clubs, physical training clubs, etc.).

Remuneration outside periods of training of personnel not employed, but receiving remunera-
tion; and remuneration during periods of training of reservists called up.

Also administrative expenditure on certain reserve organisations, if this expenditure cannot
be split up and shown in other subheads, provided always that any expenditure proper to head IV
is shown under that head.

Subhead E.-Maintenance of personnel referred to in Subheads A to D.

I4. Will include: Maintenance expenses for meeting the personal requirements of the normal
effectives of armed forces and formations organised on a military basis and of reservists called up
for training (provisions, clothing, medical expenses, office and miscellaneous expenses) and also
expenses relating to the maintenance and creation for military purposes of reserves of goods, raw
materials or products relating to provisions, clothing and medical requirements-namely:

As regards provisions and clothing: Purchase of materials and goods, hand tools; payments
to private firms in respect of the purchase and repair of all manufactured products; wages and
allowances of workmen employed in the manufacture or maintenance of any of the above-named
products in State or regimental workshops and depots (manufacture, repair, cleaning, handling
and care); all other expenditure relating to provisions and clothing.

1 Central Administration should include services dealing with administration and direction, but not operative
services. For example, organisations carrying out scientific research should be included in head IV, whether situated
in the same place or building as the central administration or not.

2 This term does not include office staff.
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In the case of medical expenses: Expenditure relating to provisions, washing, office stores and
consumable stores, drugs and medical stores of all kinds for military hospitals and infirmaries;
fees of approved civilian doctors, chemists and dentists; miscellaneous expenses; wages and
allowances of workmen employed in the hospitals and medical store depots; all other expenditure
relating to medical services.

Office and miscellaneous expenses of all descriptions.
I5. In countries which have no separate Air Ministry and in which only a portion of air

expenditure is shown separately in the army and navy budgets (the general expenditure on
air personnel and the greater part of the maintenance expenses being included in the totals)
proportionate figures will be worked out based on the numbers of the civil and military air personnel,
making due allowance for rank in the case of military personnel and for grades in the case of
civilian personnel.

HEAD II. - TRANSPORT.

Subhead F. Horses and other animals, forage, Harness and shoeing.

i6. Will include, in the case of the respective forces or formations: Expenditure on the
purchase of horses and other animals, of harness (including purchase of raw materials, such as
leather, hemp, etc.), of hand tools, manufactured articles, shoeing, veterinary charges, forage,
including provision for current services and for stock, subsidies for horse breeding; and all other
expenditure relating to horses and other animals.

Omitting, however, all expenditure on personnel (but including workmen).
Omitting also such draft animals and their harness and maintenance, as are included under

head IV.

Subhead G.-Coal, fuel, oil, petrol, lubricants, etc., and other transport expenses.

I7. Will include, in the case of the respective forces or formations: Expenditure on coal,
fuel, oil, petrol, lubricants, etc., including provision for current services and for stock; apparatus
for distributing fuel on land (petrol pumps, etc.); postal services, telegraphs and telephones
(wire or radio), harbour and pilotage dues, hire of vessels; payments to non-military and non-naval
organisations (railways, tramways, boats, motor-cars, air navigation companies, etc.), in respect
of all transport of personnel, animals or material; subsidies or other expenditure on the organi-
sation of communications for the purpose of defence against air, gas 1, or other attacks; and all
other expenditure relating to fuel, transport and communications.

Omitting, however, expenditure of the same nature included in head IV.
Transport of all these materials as far as the place of delivery will be included.
i8. In the case of air and sea forces and formations, the expenditure on animals as defined

in subhead F above will be shown in whatever subhead is most convenient for the country
concerned, but not however in head IV.

As regards expenditure on liquid fuel, petrol and lubricants and other expenditure under
this head, countries which have no separate Air Ministry should show these expenses in the
following manner: the figure required will be made up by first taking any amounts which appear
separately in the Army and Navy budgets, and then adding the other items of expense, the
necessary division being made with the help of information supplied by the departments concerned.

HEAD III. - BUILDINGS.

Subhead H.-Construction of new fortifications and defence works.

I9. Will include: Only expenses relating to the construction of new fortifications and defence
works, whether or not these fortifications and works contain shelters for troops (casemates). For
upkeep of fortifications, see subhead K.

Expenditure on coast-defence works will be entered under expenditure on naval forces. 1

Subhead K.-Barracks, other buildings, upkeep, furniture.

20. Will include: In the case of the respective forces or formations:

Cost of upkeep of fortifications, expenditure relating to the purchase and hire of land and
buildings, erection, equipment, improvement, extension, upkeep and repairs of works of all

descriptions (buildings, piers, quays, platforms, signal stations, canals, etc., marine works in

naval ports and naval bases including dry docks and floating jetties, and all other works for the
land, sea or air forces and formations).

1 See Chapter ii of the report.



Expenditure relating to fixed machinery and to heavy plant, and expenditure relating to
the interior economy of buildings (water, heating, lighting, bedding, furniture, power).

Subsidies or other expenditure for the construction, modification or upkeep, for defence
purposes, of railways, roads, bridges, canals, drainage, forestry works, or any analogous
expenditure.

21. These different categories of expenditure include training or musketry camps, aerodromes,
accommodation for troops and for military, naval and air services, sheds for stores and adjacent
areas, and also State establishments which provide for the personal needs of the troops.

They do not include, however, State factories and yards for the manufacture, upkeep and
repair of munitions or other warlike stores, and for the building or maintenance of ships.

Expenditure on coast-defence works will be entered under expenditure on naval forcesl.

22. As regards subsidies to private industry or other expenditure for the improvement, extension
or construction of plant or machinery for shipbuilding or for the manufacture of munitions
or other warlike stores, see head IV.

23. As regards air forces, subheads H and K will be combined. If the expenses relating to
buildings, etc., for the air services are not shown separately, either among the separate items for
air services or in one of the chapters of the army or navy budgets, they must be extracted from
those budgets, either by obtaining the necessary information from the departments concerned or
by calculating a proportionate amount based on the pay of the air service.

HEAD IV. - WAR MATERIAL.

24. In the case of each of the categories of material enumerated for land, sea and air armed
forces, or formations organised on a military basis, in paragraphs 30 et seq., these headings will
include:

Expenses of maintenance, repair, purchase from traders or manufacturers, and of manufacture
in State factories (including cost of research and experiment, inspection of materials delivered,
and design, and subsidies to manufacturers or other equivalent expenditure) of ships, goods,
materials and ammunition whether complete or in parts intended either for training purposes
in peace time, or for the completion or increase of mobilisation stocks and replacements for forces
on a war footing, and also the expenses of creation and maintenance (in State or private hands)
of stocks and plant, useful only for the construction of warlike stores.

The cost of war material for coast-defence purposes will be entered under expenditure on
naval forces .

25. In so far as war material is purchased from or repaired by outside industry or State
establishments possessing autonomous budgets, the expenditure to be included is that allocated
to cover the purchase prices or cost of repairs.

26. There should also be included all costs of transport as far as the place where delivery
to the army, naval or air administrations is required under the purchase contracts; or, in the case
of supplies and deliveries of goods made by State establishments possessing autonomous budgets,
under the regulations or standing orders, etc.

27. In so far as these stocks are manufactured, maintained and repaired by State establish-
ments not possessing autonomous budgets, all the working expenses of the establishment (in respect
of manufacture, maintenance, etc., of the material shown under these headings) should be included,
in particular:

Labour
Office staff
General subordinate staff Military or civil.
Supervisory staff
Purchase of raw materials.
Construction, maintenance and repairs of premises.
Rents payable.
Purchase, erection, maintenance and repair of fixed plant.
Purchase, maintenance and repair of machinery, movable equipment and tools.
Transport for internal services.
Fuel.
Gas.
Electricity.
Other motive power.
Water.
Washing, cleaning and scavenging.
Rates actually paid to municipalities.
Furniture.
Stationery, printing and office expenses.
Medical expenses.

1 See Chapter II of the report.
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Postal, telegraph and telephone expenses.
Delivery to the factory of all articles purchased.
All other auxiliary services necessary for the working of the factories.

28. The following must also be included:

(a) Subsidies paid to outside industry or autonomous State establishments, and other

expenditure, with a view to increasing or maintaining the capacity of production or the stocks

available for Government use, relating to any of the war material specified in paragraph 30 et seq.

(b) Subsidies to transport companies and other expenditure for procuring war material,

e.g., subsidies to the mercantile marine and other expenditure for the construction and maintenance

of vessels held at the disposal of the State for use in warlike operations or for stiffening the decks

of merchant ships, subsidies to owners and other expenditure for the upkeep of motor vehicles

available for Government uses in case of war, etc.

29. Cost of inspection of goods purchased or manufactured and cost of research and experiment

relating to these goods should be included. The items to be taken into account are those which

correspond to the list in paragraph 27. The cost of inspection, research and experiment must

be divided according to the category to which the material belongs, this division being estimated

if necessary.

30. In the case of the army or land formations organised on a military basis, the stores in

question come under the following headings:

Subhead M. - Arms, ammunition and fighting material.

Small arms and automatic fire-arms: rifles, muskets, carbines, revolvers and pistols, machine-

rifles, automatic pistols, machine-guns, apparatus and appliances used for throwing projectiles.

Long and short guns, howitzers, mortars, infantry guns, anti-aircraft guns in use in army

formations, etc.
Ammunition for small arms and guns, also ammunition wagons, vehicles, boxes, etc., for their

transport, bombs, grenades and other projectiles, explosives, etc.
Cutting weapons, such as swords, spears, lances, bayonets and daggers.

Tanks, armoured cars, armoured trains.
Motor tractors.
All other arms, ammunition, apparatus and appliances for throwing projectiles, land mines,

equipment and spare parts, etc.

Subhead M (a). -- Engineer and other warlike stores (not including explosives).

This subhead will include:

Boats.
Railway material.
Searchlight equipment.
Pioneer equipment.
Bridging equipment.
Signal and radio stores.
Optical instruments (including gun-sights).
Anti-gas-stores 1
Mining stores.
Horse or motor-transport vehicles, specialised or not (not belonging to the manufacturing

establishments covered by subheads M and N).
Accessories and spare parts.
All other engineer and warlike stores.

3I. In the case of air forces or formations organised on a military basis, subhead M will include

the following stores when intended for air services belonging to armed forces or formations organised

on a military basis:

Aeroplanes and airships.
Motors.
Instruments.
Stores for aircraft: radio, electricity, photographic, oxygen, heating, parachutes.

1 See Chapter I of the report.



- 34 -

Arms and ammunition, including bombs and torpedoes and anti-aircraft guns belonging
to air formations.

Ground equipment.
Balloons (free or captive).
Motor and horse transport vehicles (specialised or not),
Hydrogen and helium.
Accessories and spare parts of the above stores.
All other warlike stores.

32. Countries which do not possess a separate Air Ministry must endeavour to extract the
expenditure relating to air material from the other accounts where this expenditure is not shown
separately by calculating the proportion of these stores which is intended for the air services.

33. In the case of the navy or sea formations organised on a military basis, subhead L will
include:

New construction and maintenance of:

War vessels of all types
Aircraft carriers.
Victualling craft.
Fuelling craft.
Naval armament vessels.
Repair ships.
Tugs.
Barges and lighters.
Floating docks.
All other vessels intended for naval use.

Including their:

Propelling machinery
Auxiliary engines.
Hulls.
Armour.
Gun-mountings
Boats and launches.
Navigating instruments.
Furniture.
Electrical and radio equipment.
Torpedo tubes and equipment.
Fire-control apparatus.
Searchlights.
Optical and sound apparatus of every kind for naval purposes.
All other equipment, accessories, spare parts, etc., for the vessels described.

34. In the case of the navy or sea formations organised on a military basis, subhead M, " Arms
and Ammunition ", will include:

Guns, howitzers, mortars, machine-guns, rifles and other small arms.
Projectiles and ammunition.
Torpedoes, mines and bombs of all sorts, paravanes and explosives.
Electrical equipment belonging to the above articles.
Motor vehicles and boats employed in naval armament depots.
Motor vehicles (not belonging to manufacturing establishments covered by subheads

L and N).
Anti-gas stores. 1
All other types of arms and ammunition.
Accessories and spare parts.

35. In the case of the army and navy and of land and sea formations organised on a military
basis, subhead N will only be used to show expenditure relating to manufacturing establishments
which do not possess budgetary autonomy, when such expenditure cannot be divided between
subheads M and M (a) or subheads L and M.

36. The expenditure on depots of war material should not be shown under head IV. However,
as an exception, the wages and allowances of workmen occupied on storage duties should be
given under this head. These expenses should, if possible, be divided between subheads M and
M(a) or L'and M, according to the nature of the materials stored in each case. Where this division
cannot be effected, the cost of the workmen in these depots must be shown in subhead N.

1 See Chapter ii of the report.
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INSTRUCTIONS CONCERNING ANNEXED TABLE B.

This table must indicate exactly, or approximately, the sums expended respectively on
" new construction " and on " maintenance and repairs " of vessels.

"New construction " includes all expenditure on vessels up to the moment of the first
commission.

The following charges will be included among others in maintenance: Compensation for
damage by ships; supply of water for ships; the removal of ashes from ships; motor transport
vehicles used in naval establishments (not including naval armament depots and dockyards).
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MODEL STATEMENT.

A.

RETURN OF ACTUAL EXPENDITURE FOR THE YEAR .

Total

LAND FORCES .............

NAVAL FORCES ............. ..........

AIR FORCES ........ ...... . . .

GRAND TOTAL ........ ........
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B.

LAND FORCES.

Formations Formations
Armed Armed organised on a organised

SUB- forces military basis on a.CATEGORY OF EXPENDITURE stationed forces military basis on a
HEAD t stationed stationed military basis TOTALin the home

county overseas in the home stationed
country (optional) country overseas

(optional) ( o I (optional) (optional)

_____ _(I) I (2) (3) (4) (5)

HEAD I.
Effectives.

Personnel normally forming
part of formations and
services:

A Pay and allowances of all
kinds: Officers........................................

B D it t o : N .C .O .s a n d m e n . ................................................ ............................................. .. ................: ............................... ................................................ ................................................B Ditto: N.C.O.s and men .

C D it t o : C iv ilia n p e r s o n n e l . ................................................ ............................................... ....................... ..............................................................................................................C Ditto: Civilian personnel.
Personnel not normally form-

ing part of formations
and services:

D Persons undergoing prepa-
ratory military training,
reservists and reserve
organisations.o r g a n is a t i o n s ........................................................... ...................................... .................................................... ...........................................

E Maintenance of personnel re-
ferred to in subheads A toD D........... .. -f e r r e d to i n s u b h e a d s A to D ............... .................................. ................................................ ................................................ ................................................................................................

HEAD II.
Transport.

F Horses and other animals,
forage, harness and shoe-
ing.

G Coal, fuel, oil, petrol, lu-
bricants, etc., and other
t r a n s p o r t e x p e n s e s . . .............................................................................................. ..............................................................................................................................................

HEAD III.
Buildings.

H Construction of new forti-
fications and defence
w o r k s . . . . . . . . ............................................................................................................................................................................................... .........................

K Barracks, other buildings,
u p k e e p , f u r n it u r e . . . ............................................ .............................................. .............................................. .............................................. ..............................................

T O T A L : H E A D S I T O I I I . ................................................ ................................................ ................................................ ........................... ....... ................................................

HEAD IV.

War Material.
M Arms, ammunition and

fig h t in g m a t e r ia l . . . ................................................ .............................................. .............................................. ............................................... ................................................
M (a) Engineer and other warlike

N Manufacture of war mate-
rial in "non-autono-
mous" State establish-
ments (expenditure not
divisible between sub-
heads M and M (a)). . .

TOTAL: H EAD IV . . . ............................................................................................................................. ....................................... HEAD IV ... .................

G R A N D T O T A L .. . . .......... ................................................ ................................................ ...............................
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C.

NAVAL FORCES

Formations
SUB- Armed forces organised

CATEGORY OF EXPENDITURE TOTALHEAD CATEGORY OF EXPENDITURE .(optional) on a military basis
(optional)

(I) (2) (3)

HEAD I.

Effectives.

Personnel normally forming part of
formations and services:

A Pay and allowances of all kinds:
Officers ...........

B Ditto: N.C.O.s and men. .... ....

C Ditto: Civilian personnel . . ......

Personnel not normally forming part
of formations and services:

D Persons undergoing preparatory
military training, reservists and
re se rv e o rg a n is a tio n s . . . . ................................................................... .......................................................................re se rv e o rg a n is a ti.......................................................................

E Maintenance of personnel referred
to in su b h e a d s A to D .................................................................. ....................................................................... .......................................................................

HEAD II.

Transport.

G Coal, fuel, oil, petrol, lubricants,
etc., and other transport ex-
p e n s e s . . . . . . . . ................................................................ ............................................................... .... ................. ....................................

HEAD III.

Buildings.

H Construction of new fortifications
and defence w orks.... ............................................................................................................................................and defence w........................................................................

K Barracks, other buildings, upkeep,
f u r n i t u r e .. . . . . . . .......... ......................................................................................................................................................................................... ...............

TOTAL: H.EADS I TO III...... ..

HEAD IV.

War Material

L Ships: new construction and
maintenance .....................................................................

M Arms, ammunition and fighting
material .... ...

N Manufacture of war material in
non-autonomous State estab-
lishments (expenditure not di-
visible between subheads L
and M).

TOTAL: HEAD IV .............. ................

G R A N D T O T A L ... . . . . . . . ........................................................................ .............................................. .........................
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D.

AIR FORCES.

Formations Formations
Armed forces organised on aa

SUB- ^~stationed K . Armed forces m borganised on a
CATEGORY OF EXPENDITURE stationed military basis

HEAD in the home ostationed mltary TOTALoverseas stationed
country ( i inn t) e home

(optional) (optional) overseas
__~(n P____________(optional) (optional)

_____________________________________ (i) (2) (3) 1 (4) (5)

HEAD 1.

Effectives.

Personnel normally forming
part of formations and
services:

A Pay and allowances of all
k in d s : O ffi c e rs. ................................................ .......................ds: O ff c e rs.......................... ................................................

B Ditto: N.C.O.s and men .

C D it to : C iv ilia n p e r s o n n e l.. ................................................ ................................................ ................................................ ............................................... .............................................

Personnel not normally form-
ing part of formations
and services:

D Persons undergoing prepa-
ratory military training,
reservists and reserve
o r g a n is a tio n s . . . . . ................................................ ..................................... ................................................ ............................................... ..............................................org a n is a tio n s

E Maintenance of personnel re-
ferred to in Subheads A
t o. ................................................ ................................................ ................................. D...... .............................................. .

HEAD II.

Transport.

G Coal, fuel, oil, petrol, lu-
bricants, etc., and other
transport expenses. . .

HEAD III.

Buildings.

K Barracks, other buildings,
upkeep, furniture . . .

TOTAL: HEADS I TO III . .. .

HEAD IV.

War Material.

M Arms, ammunition and

fighting material . ... . . . . . . ... . . . .

TOTAL: HEAD IV . . . ........................... .. "••. ••••••

GRAND TOTAL.
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ANNEXED TABLES.

TABLE A 1. _ EXPENDITURE ON PAY OF RESERVES FOR THE YEAR

i. Remuneration outside periods of training of personnel not employed
2. Remuneration during training of reservists called up.

TABLE B 1. EXPENDITURE ON SHIPBUILDING FOR THE YEAR

i. New construction.
2. Maintenance and repairs .. ...

TABLE C 1. STATEMENT OF THE AMOUNT OUTSTANDING, AT THE END OF

THE FINANCIAL YEAR . . . OF BLOCK CREDITS VOTED IN RESPECT

OF EXPENDITURE FOR MORE THAN ONE YEAR. ...........................................................

TABLE D 2 STATEMENT OF THE AMOUNT OUTSTANDING ON THE
(DATE) IN RESPECT OF PURCHASES ON CREDIT OR DEFERRED PAYMENTS

RELATING TO GOODS DELIVERED OR SERVICES RENDERED, IN CASES

WHERE THE DUE DATES OF PAYMENT ARE LATER THAN THOSE CUSTOMARY

IN CONTRACTS OF THE SAME KIND WHICH DO NOT PROVIDE ANY SPECIAL

C RED IT FA C ILITIES. ..........................................................

TABLE E 3. STATEMENT FOR THE FINANCIAL YEAR . . . OF LOANS

MADE TO, OR PARTICIPATIONS ACQUIRED IN, ENTERPRISES HAVING AMONG

THEIR OBJECTS THE FURNISHING OF GOODS OR SERVICES FOR ARMAMENT

PURPOSES, WHERE THESE HAVE BEEN EXCLUDED FROM THE RETURN ON

THE GROUND THAT THEY ARE NOT REGARDED AS ARMAMENT EXPENDITURE.

TABLE F 1. EXPENDITURE IN RESPECT OF PENSIONS FOR THE YEAR

I. Military personnel:

(a) Service pensions; ................................
(b) Invalidity pensions; .......................................................................
(c) Mixed pensions;...............

II. C ivil personnel: pensions; .....................................................................

III. War pensions, if a distinction is made in the national budget between
ordinary pensions and war pensions (if not, these pensions
must appear under headings I and II); ...

IV. Pensions or other compensation granted, apart from the regulations
regarding normal pensions, for premature retirement, discharge
or loss of office resulting from a reduction of the forces. ......

TABLE G 1. - PRINCIPAL MODIFICATIONS MADE SINCE THE LAST RETURN IN:

I. Provisions relating to the grant of pensions of any contributions
made by the personnel towards the cost of these pensions. ........

2. Provisions relating to the taxation of the pay or pensions of the
p e rs o n n e l: ........................................................................

3. Provisions relating to social insurance or analogous benefits of the
personnel, and to the contributions made by the personnel
for this purpose.

1 See Chapter 20 of the Report (page 22).
2 See Chapters 6 and 20 of the Report (pages Io and 22).
3 See Chapters 8 and 20 of the Report (pages ii and 22).


