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reconstitution, however, of the gross expenditure involves calculations which are all the

more indispensable inasmuch as there are frequently very substantial differences between
the total net and the total gross expenditure.

6. The Model The considerations briefly set out above show how difficult
Statement. it is to suppose that States can prove by means of budgetary

accounts very dissimilar in character that they have fulfilled any

undertakings they may have assumed in regard to publicity or limitation, undertakings

which would necessarily have a common legal baiss. In order to reckon all the expen-

diture which is really subject to publicity or limitation by taking the budgetary accounts

as a basis, it would be necessary to proceed to investigations, interpretations and calcula-

tions which would entail a knowledge in each country of the administrative practice and

institutions both of the State itself and of the regional and local public authorities. It

would also be necessary to ascertain whether, and to what extent, the national defence

expenditure incurred by organisations and individuals is included in the public accounts.

This would, in the Committee's opinion, be a very difficult, and indeed practically

impossible, task for any organ of supervision and control. Moreover, as the previous

chapter has shown, the national defence expenditure subject to limitation or publicity

has been enumerated in a list which the Committee has drawn up with a view to defining

with all possible precision the scope of the Convention. But the dividing line between

such expenditure and expenditure which, though of military value, is not to be regarded

as national defence expenditure within the meaning of the Convention does not appear

from the accounts. The budget accounts cannot in themselves therefore furnish proof

of the observance of the contractual engagements assumed by States.
It appears that the most effective means of achieving this object would be to draw

up a uniform framework to which all countries could transfer all national expenditure

within the meaning of the Convention, whatever the nature or origin of the funds out of

which such expenditure is met.
Accordingly, the Committee, following the lines of the previous work done by the

Preparatory Commission and the Committee of Budgetary Experts, first drew up, as

stated in Chapter II, a conventional list of national defence expenditure and then

classified it in a very simply designed Model Statement, particulars of which will be given

in Chapter XVI.

7. Reconciliation After classifying military expenditure, the Technical Com-
Tables. mittee laid down exact rules for the transference by each State of

its expenditure to the international statement. Each State will be

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

accounts by means of a uniform reconciliation table, showing the exact relation between

the figures in the accounts and those in the Model Statement.

*

The closed accounts, the reconciliation table and the Model Statement represent
links in the same chain binding all States to observe their contractual obligations under

any Convention concluded with regard to the publicity or limitation of expenditure on

armaments.

8. The Model Although in this way the national defence expenditure of the

Statements of different countries can be shown in a uniform manner, the Technical
Expenditure do not Committee desires at once to draw the Commission's attention to

allow of the an essential point.
Comparison of The Model Statement eliminates the difterences of form in the

the Armaments presentation of accounts, but not the differences of substance which

of Different are inherent in the nature of things or due to the diversity of institu-

Countries. tions. These differences of substance justify the conclusion at
which the Committee has arrived that armaments of the various

countries cannotbe compared on the basis of the expenditure figures. This conclusion will be
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more fittingly drawn and developed at a later stage of the report, as it derives, not
merely from general principles, but also from the actual labours of the Committee of
which an account must first be given. 1

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

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

PAYMENTS MADE DURING THE FINANCIAL " EXERCICE"
MUST SERVE AS THE JURIDICAL BASIS FOR THE PUBLICITY

AND LIMITATION OF EXPENDITURE.

1. Object of The conventional conception of national defence expenditure
Limitation. has been dealt with in Chapter II.

The contracting parties will be required to enter in the
Model Statement all expenditure falling within this definition, whatever the origin and
nature of the resources from which it is met. The Model Statement will thus include, not
only the State's expenditure on national defence, but also all expenditure incurred for the
same purpose by regional or local public authorities, organisations and even individuals.

The purpose of the limitation of expenditure is to limit all armaments intended for
national defence.

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

Legal Definition (a) There must be a precise and direct relationship
xpendure. between expenditure and the acquisition of armaments. The

expenditure must be contemporaneous, or as nearly so as
possible, with the rendering of the services or the delivery of the materials.

(b) It must be possible to ascertain, at very frequent intervals, whether the

Convention is being executed. The expenditure must therefore be periodically
accounted for in documents on which it is possible to place reliance and which give,
in an accessible and satisfactory form, a picture of the financial activities of those
responsible for the expenditure.

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

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

Expenditure. of successive transactions.
The public authorities authorise the departments to spend a

sum for a given purpose.
The departments enter into a commitment for the expenditure; they conclude

bargains or contracts with tradesmen or contractors to procure labour or articles; they
engage personnel. Thus they create debts payable by the State.

The articles are delivered and the services are rendered.
The bill is received, verified and accepted and the services rendered by personnel are

calculated-i.e., the State's debt is thus liquidated and acknowledged at the proper
figure.

An order for payment is then issued in virtue of which the authority responsible for
the payment is authorised to hand over to the creditor the sums which are due to him.

The payment is made which discharges the State of its debt,
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4, Authorisation In ordinary parlance, the expression armaments expenditure is
of Expenditure by generally taken to mean the amount of the budgetary credits

the Public allocated to national defence.
Authorities, From the standpoint of a Convention for publicity or limitation

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

5. Commitments. When the defence services have been authorised to spend, they
enter into commitments. A commitment must necessarily be entered

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

6. Liquidation of It is generally after the services have been rendered and the
Expenditure. materials delivered and received that the State acknowledges its

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

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

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

7. Issue of Orders When the debt has been liquidated, a payment order must be
for Payment. made out to enable the creditor to receive the sums due to him.

This payment order is handed to the creditor or to the office res-
ponsible for making payment. The payment order is usually issued immediately or
shortly after liquidation, and sometimes actually forms part of this latter operation.
However, the Committee has found that very few States enter payment orders in their
public accounts, and hence the issue of those orders cannot serve as a basis for a limitation
Convention either.

8. Payment of When a payment order has been issued, the State discharges
Expenditure. its liability either by remitting to the creditor the sum due to him

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

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

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

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

of Services system of accountancy, payments are made within the usual time-
or Delivery of limits, the entire payments for twelve months represent approxi-

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

Other Governments show in their annual accounts, not only payments against bud-
getary credits for the year during twelve months, but also payments charged against those



— 26 -—

credits during an additional period which varies from country to country between one and
twelve months. In the majority of cases, this additional period is used solely for the
purpose of liquidating, issuing payment orders and paying debts contracted by the State
for services rendered and goods supplied during the twelve months of the year.

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

10. Deferred Subject to these remarks, it may be stated that, when payment
Payments. is made within the usual periods, the limitation of expenditure

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

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

I1. Unpaid There is one objection which might be made to the choice of
Services.l payment as the legal basis of the Convention. Would not such a

choice remove from publicity and limitation unpaid services and
payments in kind by which public or private associations or individuals contribute to
national defence ?

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

There can be no question of estimating for the purposes of the Model Statement the
value of the free services given by a soldier in a conscript army. A conscript, it is true,
receives only a very small remuneration, whereas a professional soldier is paid in relation
to the value of the wages ruling in industry and trade. But the fact that a conscript
gives his services without pay is a direct consequence of the military institutions of the
country. Such services do not involve any disbursement and could not be regarded as
calling for special provisions in a Convention for publicity or limitation of expenditure.
To attempt to bring under the limitation of expenditure services which do not give rise
to any payment would involve a contradiction in ideas and language.

The position is quite different when we are dealing with services to national defence
which associations or private persons render by supplying material. In such cases,
the value of these services or material should be shown in the Model Statement of expen-
diture on national defence. The articles, products or materials placed at the disposal of
the armed forces by associations or private individuals have previously been paid for by
them, and the inclusion of the purchase price in national defence expenditure is in accor-
dance with the conception of limitation or publicity adopted by the Committee. There

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

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

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

12. Material for It has been observed that, while the Convention is in course
Consumption of execution, a State might use part of its consumable material

taken from Store. in store in order to avoid expenditure. Such a procedure was
noted during the examination of the documentary material concern-

ing France and the United Kingdom, where credits for ammunition for firing practice
and for clothing respectively, and also for certain other articles for the current use of
troops, were curtailed by Parliament by 0o9,720,000 francs and £530,000 on account of
existing stocks. The Committee wondered whether in this case it would be advisable to
add to the expenditure of the year in the course of which such procedure was followed the
value of the consumable materials taken from store.

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

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

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

BUDGETS AND ACCOUNTS.

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

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

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

Since nearly all national defence expenditure is entered in the State accounts, this
study is chiefly concerned with the budgets and accounts of the central Government.
The budgets and accounts of local authorities, regarding which the Committee has
collected less abundant material, are dealt with more generally in an addendum at the
end of Chapter VI.1

1 See page 52.
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Chapter V.

PREPARATION, ADOPTION, AND EXECUTION OF BUDGETS.

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

1. Drawing-up Estimates of expenditure, which are drawn up in all countries
of Estimates by the departments concerned, are generally co-ordinated by the

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

Sometimes the Minister of Finance is assisted in this task by a commit-
tee or council (Budget and Treasury Committee in Belgium; State Council in the Netherland.
In the United States of America, the estimates are co-ordinated by the Budget Bureau,
which is directly under the orders of the President.

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

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

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

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

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

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

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

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

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

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

3. Discussion of In all the countries considered by the Committee, except
Draft Estimates India, the draft estimates are submitted to Parliament for exa-
in Parliament. mination and approval. 1 The fact that the draft estimates are

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

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

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

The draft estimates are, however, submitted indifferently either to the Lower or the Upper
Chamber in Belgium or to the two Chambers alternately from year to year in Switzerland. In
Germany, the draft estimates are first examined by the Upper Chamber (Reichsrat) which
consists of representatives of the Governments of the various States. In some countries with
two Chambers, the financial powers of the Upper Chamber are in law or in fact extremely limited.
This is the case in the United Kingdom, where the Parliament Act of I9II provides that in
certain circumstances a money Bill can pass into law notwithstanding the fact that the House
of Lords has not consented to it. Up to the present, however, no money Bill has passed into
law under this provision. In Roumania, only the Lower Chamber examines and discusses the
budget; the Senate takes no part either directly or indirectly in discussing it. The Senate's
approval is necessary only in order to vote special extraordinary credits (special budget) for
large-scale works.

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

by Parliamentary
by Parliamentary In the United Kingdom, the entire House of Commons, in order

to consider the draft estimates, transforms itself into a committee
consisting of all the members of the House (Committee of Supply).

In Roumania, a budget commission is appointed only by the Chamber of Deputies, since the

1 In the case of India, the budget is finally sanctioned by the Secretary of State for India in Council.
This Council consists of persons of distinction who have held office in India and competent persons representing
the interests of that country. -.
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Senate takes no part in the discussion of the budget. In the Netherlands, no actual committee
is appointed: the draft budget is examined by sections of the Chamber.

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

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

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

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

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

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

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

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

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

5. Discussion of When the draft estimates have thus been examined by the
Draft Estimates commissions or committees, they are discussed by Parliament in

at Plenary Meetings plenary session. In all the countries considered by the Committee
of Parliament. except the U.S.S.R., the plenary meetings are public and the par-

liamentary discussions of the estimates are published in official
documents which are more or less widely circulated.

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

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

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

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

In the United Kingdom, however, motions in the House of Commons to reduce an estimate
are in practice almost always rejected; if such a motion were passed, the Government would
in all probability resign. In Japan, Parliament cannot, without the consent of the Executive,
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reduce military expenditure provided for under the powers conferred on, the Emperor by the
Constitution and approved by Parliament in the budget of the preceding year. In the United
States of America, if Congress cuts down the President's proposals, the latter may use his right
of veto, but Congress may override this by two-thirds majority vote.

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

6. Annual Nature In order to be able to make a useful comparison of annual
of Credits. expenditure with authorisations for expenditure, it is essential

to know whether such authorisations are granted annually. If
so, it will be easy to compare expenditure with credits, for all the necessary data for
determining the true nature of the expenditure will certainly be found in the Finance Bill
and in the annual discussion of that Bill.

In most countries, public expenditure is fixed each year.

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

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

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

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

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

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

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

This occurs, for example, in various ways, in Belgium, France, Germany, the Irish Free
State, India, Italy, Japan, and the U.S.S.R. The annual financial credits usually enable the
actual purpose of the payments to be determined, but, to obtain more exact information, it will
perhaps be desirable to refer back to the actual authorisations to incur expenditure.

7. Legal In order to determine the object of expenditure at the time
Significance of of authorisation, it is necessary to know the exact significance of
Authorisations the authorisation to incur expenditure.

for Expenditure. Such authorisation always covers each successive stage of
payment-i.e., the department so authorised cannot incur or issue

orders for expenditure or make payment save within the limit of the credits granted to

1 See, on this subject, Chapter XVI.
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it. But, if the periods during which these successive steps may be taken are considered,
very appreciable differences will be observed:

(a) Thus, in some countries, the vote limits the payments that may be made during
the financial ( exercice )) (including any period supplementary thereto). These payments are
entered in the accounts for the year in question; the relationship between the authorisa-
tion and the payment is directly established by the accounts, and the explanations of the
accounts may easily be found.

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

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

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

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

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

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

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

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

1 Belgium. . .. . o months Japan ..... . I month
Bulgaria ..... 3 » Netherlands. . . 12 months
Dienmark .... I month Poland .... 3 
Fnland . . ... 2 months Roumania. . . 3 5

France ..... 4 > Sweden . ... 2
Germany . . . . I Switzerland . . . 2
Italy ...... i » Yugoslavia . . . 5
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payments made out of those credits will be of greater significance, for the longer the
period the less is there outstanding to pay at the end of the year. 1

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

or after the end of the year for the purpose of regularising or
rectifying the estimates.

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

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

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

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

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

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

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

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

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

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

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

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

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

10. Budgetary The greater the number of subdivisions in the budgets and
Differentiation. accounts and the clearer these subdivisions are the easier it is to

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

Thus, in the combined statement of the United States, one item of $3.44 is shown separately
as an appropriation, while another appropriation comprises in itself alone an aggregate sum
of $152,0II,650 for pay or emoluments of officers, petty officers and other ratings in the service,
in the reserve or on pension. In Yugoslavia, the total sum for pay of officers and civilian personnel
employed in the army services is given in a single item (" positie "), the aggregate amount being
III,888,670 dinars, while the sums shown under some headings are no more than Io,ooo or
I5,000 dinars. Similar examples might be given for most countries.

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

This is so, for example, in the case of France. In Italy, the budgetary accounts are presented
under fairly numerous chapters, but the subdivisions are few, so that the grand totals of certain
chapters sometimes apply to rather different objects. The same is true of Japan and Norway,
In the United States of America, the accounts contain a very large number of subdivisions, some
of which, however-e.g., that referring to the pay of the Navy-give one single figure for different
items: pay of officers, petty officers and other ratings, expenditure on reserves, transport, etc.
In Yugoslavia, the budgetary accounts are very detailed, but some headings for the expenditure
on personnel or supplies only show lump sums affecting different categories of personnel or
supplies. If a limitation Convention were concluded, the Yugoslav delegation intimated that
its Government would consider the, possibility of supplying the necessary specifications. The
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published budgetary accounts of the U.S.S.R. only show one total figure for defence expenditure
which gives no idea whatever of the nature of the expenditure. The U.S.S.R. delegation, however,
gave the Committee much more detailed accounts than those published, and intimated further
that, if a Convention directed towards real disarmament were concluded, there would be no
obstacle to the introduction, into the budgetary system and public accounts of the U.S.S.R.,
of such amendments as would best ensure control of the performance of the obligations assumed
under the Convention.

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

Albania ........ Chapitres ..... 47
Australia ....... Subdivisions ... . 76
Austria . ... . . Paragraphs and some-

times Posten . . 17
Belgium. . . . . . . Articles . . . . .. 98 plus the Colonies.
United Kingdom. . . Sub-heads ..... 399 plus the Colonies.
Bulgaria . . . .... Paragrafs ..... 85
Canada ........ Votes ..... . 25
Czechoslovakia... . Polozka .... . 99
Denmark . .... . Numre 78
Finland . .... .. 5. Monrenter ... 52
France ........ . Chapters, Articles or

Subdivisions . . 804 plus the Colonies.
Germany ....... Titeln ....... 300
India. ........ Sub-heads..... 658
Irish Free State . . .. Sub-heads . . . .. 35
Italy . . . . ... Capitoli ...... 232 plus the Colonies.
Japan . ....... Articles ...... 148
Netherlands .. . . . Artikel . . . . . . 220 plus the Colonies.
New Zealand . . . Items ... . .. 27I
Norway... ...... Articles ...... I47
Poland ........ Rozdialy ..... 80
Roumania. ...... Articolul ...... 202

South Africa. ... Sub-heads . . . . . 80
Sweden ........ Anslag....... I70
Switzerland ...... Postes....... 353
United States of America Heads . .... . 3I 9
U.S.S.R . . .... Article ....... I
Yugoslavia ...... Posizie ...... 306

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

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

11. Virements. The more strictly the divisions and subdivisions according
to which budgets are passed or submitted are adhered to during

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

1 Divided into fifty-seven paragraphs in the reconciliation table.
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passed. Where virements are possible, an endeavour will have to be made to trace in the

accounts any changes of allocation of credits made in the course of the execution of the

budget.

(a) Possibility In this respect, wide differences exist between the various

of virements. countries. In some it is possible to make virements from one
national defence budget to another.

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

In some countries, again, virements may be made between the divisions of each

budget. By " division " in the varying terminology used in the different budget headings

is meant those headings on which a vote is taken in Parliament or by the legislative organ

which prepares the budget. The legal significance of such a vote consists in the assign-

ment to a particular object or service of a fixed amount which the Government must not

use for another object or service. That is the essence of differentiation. Virements

between " divisions " so defined are rarely possible, and when permissible are subject to

particularly restrictive rules. By a " subdivision " will be meant all lesser categories

into which the Government divides the expenditure of each division, fixing the amounts

on the basis of the estimates for the various services. These headings are not passed

individually or by a special decision of the legislative organ, so that virements are generally

possible between these subdivisions under certain more or less restrictive conditions.

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

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

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

Only in Japan, the Netherlands, Roumania, Sweden, Switzerland and the United States
of America are virements entirely prohibited. Virements used not to be permissible in Yugoslavia,
but paragraph 36 of the Finance Act for the financial year I931-32 authorises virements between
all the headings for expenditure on army and navy supplies subject to the approval of the Court
of Audit.

To obviate virements, some budgets have reserve funds which are drawn upon during

the year to cover deficiencies in certain credits. This is the case, for example, in Italy,

Japan and Yugoslavia; the practice entails no serious inconvenience as regards the

reconstitution of actual expenditure figures, since payments made by drawing on the

reserve funds are entered in the corresponding chapters of the closed accounts.

(b) Possibility of Where virements can be made in circumstances above described,

tracing expenditure it is generally possible to find in the accounts exact particulars of

accounts in the changes made in allocating expenditure during the execution

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

In Denmark, the virements are authorised by the " rectification budget "
submitted at the close of the year. In France, the Irish Free State, Norway and
Yugoslavia, the closed accounts give all particulars and the necessary legal or statutory
provisions regarding changes made in the allocation of votes. In Poland, in the absence
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of exact information in the budgetary accounts, the report of the Court of Audit mentions all
re-allocations. In the United Kingdom, the Treasury must report to Parliament the virements
made between the votes of the defence departments' estimates, and these virements receive
parliamentary sanction in a subsequent Appropriation Act. Only in Bulgaria and Czechoslovakia
do the accounts supply no information regarding virements.

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

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

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

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

Thus, in the United Kingdom and Norway, the budgets passed are placed on sale to the
public. In the U.S.S.R., the budget passed-which contains only one figure for expenditure
on national defence-is not placed on sale, but is sent free of charge to public libraries and to
certain institutions.
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Chapter VI.

SUPERVISION OF THE EXECUTION OF THE BUDGET
AND ACCOUNTS.

The greater part of payments are entered in the budget appropriation accounts. The

essential object of these accounts is to show, under the several budgetary divisions, the use

made by the public services of authorisations to incur expenditure. Certainty as to whether

the sums shown in the final accounts have been employed for the purposes defined in these

authorisations and whether their amount represents exactly the value of the services

rendered and of the deliveries effected obviously depends on the way in which the successive

acts for the settlement of the expenditure (commitment, liquidation, order for payment

and actual payment) have been supervised and checked-in a word, on the rules which

govern the whole financial administration of the States.
For these reasons the Technical Committee attached great importance to a knowledge

of the principles of organisation and of the rules for the working of internal supervision

over public finance.
The preparation of a Convention on limitation and publicity of expenditure calls for

a knowledge of the relative value of the internal guarantees of supervision; it involved for

the Committee the necessity for carrying out a study of the various systems of supervision

practised in the different States whose information was submitted to it, with a view to

determining the degree of efficacy of those guarantees and the extent to which reciprocity

in the matter of obligations contracted by States could be ensured.

Internal supervision of public finance presents in every country two aspects, which

will be dealt with in turn: previous or preventive supervision during the execution of the

budget and a posteriori supervision-i.e., after payment has been made, subsequent

to the final act in the settlement of the expenditure.

These two methods of supervision, and the superposition of which is necessary to

ensure the proper execution of the budget, are of unequal value from the standpoint of

the actual object of the Committee's work. From the point of view of a Convention for

the limitation of expenditure and publicity, the legal justification of which is based on

the payments effected during the financial year, the essential consideration must be to

deduce the guarantees offered by the system of supervision over the public accounts.

The production of the published accounts makes it possible to ascertain at the

close of the financial year the figures for actual payments. It also enables the payments

made to be compared with the credits passed. If States subscribe to a Convention for

the limitation of expenditure, it will be at the moment when these authorisations are

established, as the Committee of Experts on Budgetary Questions stated that, persumably,

"the competent organs will take the necessary steps to explain publicly how the credits

which have been asked for may be reconciled with the limits fixed by the Convention".

The credits, the amount of which ultimately determines the volume of payments, will have

to be calculated with sufficient accuracy to ensure that there is no risk of contractual

undertakings being violated. It is essential then to determine, for each country, whether

the national defence services might not disregard the limits thus traced out for them.

But the duty of the bodies responsible for preliminary supervision, whose action is extended

over the whole period of the execution of the budget, is in fact to prevent the various

administrations from exceeding the limits which Parliament has assigned to them. From

the standpoint, then, of the Convention itself, it is clear what importance attaches to

the rules which govern supervision during the execution of the budget.



-- 40 -

The Committee was moved by a further consideration to examine this question of
preventive supervision: the audit of the closed accounts is in no case independent of
the various forms of supervision during the execution of the budget; it is based to a
large extent on the results of the supervision carried out prior to payment over acts
relating to commitment, liquidation or orders for payment in regard to public expenditure.
For example, should a comptroller refuse to endorse a commitment, this would enable
the audit authority later to call to account the authority which had effected the expenditure
despite such veto. Preventive supervision stops any irregularity at its source and
prevents it, so that it may not be necessary to deal with the matter later.

* *

A. Preventive In order that the function of preliminary supervision may
Supervision prove effective, it must be entrusted to bodies independent of
during the the authorities whose acts are to be supervised.
Execution (a) Degree of I. In some countries, a Court of Audit

of the Budget. independence of the bodies possessing absolute independence as regards
responsible for supervision the executive and the Legislature is respon-

during the execution sible either wholly or in part for the exercise
of the budget. of preventive supervision.

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

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

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

3. Almost everywhere, the Minister of Finance possesses powers of supervision
over acts relating to the execution of the budget. In general, this power is tending
to increase, and this tendency inevitably becomes enhanced at periods of economic crisis,
when the necessity for balancing the budget calls for constant supervision of the whole
financial administration by a centralising organ.

In the United Kingdom, the Chancellor of the Exchequer supervises commitments in
respect of expenditure. The Treasury may always agree to the insertion, in the estimates
of expenditure relating to the operation of new services, but none of this expenditure can be
the subject of a commitment-even if Parliament has approved the estimates in question-
without the special authorisation of the Treasury. The same powers are held by the Minis-
ter of Finance in the Irish Free State and in India. In the last-named country, the Minister
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of Finance also exercises supervision, through agents directly responsible to him, over the Mili-
tary Accountants-General, attached to the Ministry of Defence but entirely independent of the
heads of that Ministry. A similar organisation is found in France since the adoption of the
law of August I4th, I922, where the Controllers of Commitments attached to each ministerial
department are appointed by the Minister of Finance and are directly responsible to him
alone; and in Germany, where the Minister of Finance can delegate a representative to the
various Ministries to obtain from the officials responsible for financial supervision in those
Ministries any information he may require. The representative may demand that all financial
measures shall be submitted to him for approval. There are, however, no officials of this
kind attached to the Ministry of the Reichswehr, where the Minister of Finance nevertheless
has an information agent, in the person of the head of the Budget Section. In Yugoslavia,
Accountancy Sections, composed of representatives of the Minister of Finance, act on the
latter's behalf in the various ministerial departments. In Italy, the Minister of Finance has
a General Accountancy Office, and also Accountancy Offices attached to the ministerial depart-
ments; by means of these Offices, the Minister of Finance also exercises supervision over all
budgetary operations. The Minister of Finance exercises higher supervision in the Nether-
lands, Poland and Belgium, and, in the last-named country, he delegates to the several
Ministries representatives who exercise supervision independently over the execution of the
budget.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

In the United States of America, all settlement warrants signed by the Secretary of the Trea-
sury or by officials appointed by him must be countersigned by the Comptroller-General. All
accountable warrants issued to a Disbursing Officer are transmitted to the General Accounting
Office, which is immediately under the Comptroller-General, before any action is taken thereon
by the Secretary of the Treasury. Cheques issued under these settlement warrants and
accountable warrants are charged to the corresponding credits in the books of the General
Accounting Office. This office and the Comptroller-General are thus able to see that the credits
are not exceeded.

In France, the supervisors of commitments may refuse to authorise a commitment. In
such case, the authority desirous of entering into that commitment usually gives way. If it
refuses to do so, the supervisor of commitments sends back the dossier, without signing it, to the
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Director concerned together with an explanatory note. If an agreement is not reached, the
Director may either withdraw his application or refer the matter to the Minister, who submits
it to the Minister of Finance: the latter's decision is final.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

B. Final Notwithstanding the efficacy of the various forms of preventive
Audit. supervision and its valuable contribution to the work of final audit,

it was to the audit of the closed accounts, however, that the Com-
mittee devoted its chief attention, since the object of the latter is to attest with the
greatest possible degree of certainty the accuracy of the payment figures which are to serve
as a basis for the Model Statements.

In the first place, the Committee endeavoured to define the degree of independence
of the organs responsible for final audit. Secondly, it attempted to define the
functions and means of action of the auditing bodies and to explain the broad outlines
of the process of investigation by which they are able to authenticate the figures entered
in the final accounts.

(a) Degree of I. The examination carried out by the Committee showed
independence of that there are certain main types of auditing offices or organs,

organs responsible some of the general features of which have already been mentioned
for final in so far as they also apply to the systems of preventive supervision.

audit. In a number of countries, it was found that the independence
of the Courts of Audit was assured by the situation of their members

and their irremovability in law or in fact.

Thus, in Germany, the Court of Audit, a high authority of the Reich, which is
independent both of the Government and of Parliament and, in accordance with Article 118 of
the Reich Regulations, is " subject to the law alone ". Its members, presidents and advisers,
who are appointed by the President of the Republic with the approval of the Reichsrat, are
irremovable; they cannot be deprived, permanently or temporarily, of their office against
their will, except by a judicial decision, and only for the reasons and in the forms determined
by law.
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In Belgium, the Court of Audit, which is responsible both for supervision during the execution
of the budget and for final audit, is an organ of the Legislature. The advisers, who are
appointed by the Chamber of Representatives, can be dismissed by it at any time, but they
are completely independent of the Executive.

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

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

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

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

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

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

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

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

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

The position of the Comptroller and Auditor-General in the Irish Free State is similar, as is also
that of the two high officials responsible for the supervision of public accounts in India-one (the
Auditor of the Home Accounts) in respect of expenditure effected in the United Kingdom on behalf
of that country, and the other (the Auditor-General) in repect of expenditure effected in India.
A similar organisation exists in Australia, New Zealand and South Africa. In the United States
of America, the Comptroller-General is appointed for fifteen years by the President of the Republic,
with the consent of the Senate. This term of office of fifteen years is not renewable. The
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Comptroller may be dismissed only by a joint resolution of Congress, on the grounds of permanent
incapacity, incompetence, negligence, malversation or the perpetration of a crime.

In certain Scandinavian countries (Denmark, Sweden), supervision a posteriori
is also exercised by organs (high officials or offices) whose chief characteristic is the
possession of independent supervisory powers:

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

In Sweden, the Central Accounting Office, whose members are completely independent
of the Executive and the Legislature, is responsible for final audit. The members are appointed
by Royal letters patent and cannot be dismissed without a judgment by a higher court (Svea
Court of Appeal).

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

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

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

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

(b) Working of Generally speaking, the principal duty of the bodies responsible
final audit. for final audit (Court of Audit, Comptrollers-General, Central

Accounting Offices, State Auditors) is to check the accounts relating
to the application of the budget, as prepared by the Ministers at the end of the financial
a exercice ), and in many countries also at the end of each month of the o exercice )). This
is the case, with various differences in detail, in all the countries examined by the
Committee.

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

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

2. The final result of the auditing carried out by bodies exercising a final audit
varies in different countries; it may be the official passing of the accounts as in
order (United Kingdom, India, South Africa, Australia, New Zealand, Irish Free State,
Italy, Netherlands, Poland, United States of America) or the giving to Parliament of a
solemn guarantee that the accounts dealing with the execution of the past budget have
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been properly prepared (Belgium, Czechoslovakia, Denmark, France, Germany, Japan,
Norway, Roumania, Yugoslavia). In order to check the accuracy of the Ministers' accounts,
the Court of Audit compares the accounts of the officials ordering payment with those of
the public accountants which it examines. In Italy and in the Netherlands, the
Court of Audit checks the closed accounts of Ministers by means of their own entries,
including any observations which it may have made in the course of the exercise of its
preventive supervision.

3. Final accounts, drawn up when the execution of the budget is completed and
showing the use made by the Governments of the credits granted, are published in almost
all countries.

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

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

The publication of adequately detailed accounts constitutes one of the best guarantees
of the integrity of financial management.

In the case, however, of three of the countries examined by the Committee-Belgium,
France and Roumania-there are at present long delays in the clearing and consequently
in the publication of the final accounts. In Belgium, for example, the last closed account,
published in 1932, refers to the year I9I9 . In France, the last final account published is
that for I924. In Roumania, the last account goes back as far as 1913-14.

In view of the importance of the rendering of accounts for the operation of a
Convention on publicity and limitation of expenditure, the Committee considered that
the various States signatory to the Convention should enter into a contractual undertaking
to provide for the publicity of their accounts within a sufficiently short period and in
such forms as would satisfy the requirements of the Convention. It is not within the
Committee's competence to indicate what internal measures certain States will have to
take to fulfil the preliminary conditions necessary for the conclusion of the Convention,
but, in view of the time that might be required for regularising the periods within which
accounts must be rendered or their method of presentation, the Committee feels justified
in proposing that the attention of the Governments concerned should be drawn to the
necessity for making all arrangements for that purpose immediately. 1

1NOTE. - Major-General BARBERIS and M. WORBS feel bound to draw the
attention of the Expenditure Commission to the following considerations.

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

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

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

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

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

Similarly, in France, the Court of Audit, when furnishing its annual report on the general
result of its activities, submits suggestions for reforms or improvements (Article 446 of the Decree
of May 3Ist, 1862, on Public Accounting). The same is the case in Belgium, Czechoslovakia,
Italy, Japan, Netherlands, Norway, Poland, Roumania and Yugoslavia.

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

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

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

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

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

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

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

Such jurisdictional powers are exercised by the Courts of Audit in Belgium, Bulgaria,
Italy, the Netherlands, Poland, Roumania, and by the Central Accounting Department in
Sweden.

In Italy and in Poland, the Court of Audit possesses these powers over all persons concerned
in the carrying out of the budget; the responsibility of these officials remains until a declaration
is made by the Court of Audit that the accounts are in order.

Similarly, in Sweden, the Central Accounting Department possesses jurisdictional powers
over the officials in the auditing departments and over all administrative and accounting officers.

In Denmark, each Minister, upon receipt of the observations of the Chief Revising Officer,
may bring home to administrative and accounting officials their responsibility.

In Belgium the judicial authority of the Court of Audit extends only to Accounting Officers;
it may put such officials on their trial and may issue orders making them financially responsible.
The same is the case in the Netherlands and in Roumania.

In France, it is the accounts which are submitted to examination by the Court of Audit,
and not the Accounting Officers. The Court cannot, however, take action upon its own decisions.
The Minister of Finance, and not the Court, can alone bring the officials of the Treasury before
the law courts. Similarly, in Norway, the Court of Audit either gives a discharge to the Account-
ing Officers, or sends them before the courts. The same system exists in Yugoslavia.
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In Germany, the Court of Audit has, strictly speaking, no right of jurisdiction in regard to
Accounting Officers or over accounts; it cannot issue decrees with executive force nor even give
to the Accounting Officers a final discharge or declare their accounts as short or in excess, as
is the case with other Courts of Audit; it may, however, impose upon those responsible for the
carrying out of the budget, penalties which must be enforced by the departmental authorities;
it may, for instance, hold such persons financially liable for sums necessary to cover deficits
arising out of illegal or irregular action.

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

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

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

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

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

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

Such duties are, in the United Kingdom, the Irish Free State and India, entrusted to the
Committee of Public Accounts. This body is the most important safeguard in the system of
British financial control; it exercises in the name of the House of Commons powers of supreme
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supervision over the entire public accounts. It is composed of fifteen members appointed by the
Speaker of the House, and the Chairman is always a member of the Opposition; the
Committee, moreover, contains a strong representation of the minority. It is entrusted with
very extensive powers for which no parallel exists in. other systems; thus it has an unlimited
power of investigation; it can " send for persons and papers " necessary to the carrying out of
its investigations.

The Public Accounts Committee may, if it wishes, refuse to absolve an Accounting Officer
in respect of his actions. In that event, the Committee would notify the fact in the report which
it presents to Parliament and it would be for the latter, if it approved, to take the necessary
action, which would be directed to the ministerial head of the department concerned.

This system of a Parliamentary commission, in favour of which Parliament renounces a
portion of its supervisory powers, is found in a much weaker form in Sweden, where the Riksdag
appoints every year twelve members to examine the accounts of the previous budgetary year,
this examination taking place between September i6th and December I5th. The observations
arising out of this examination are, however, considered by the Riksdag in the following session,
after the authorities concerned have been called upon to reply.

In the U.S.S.R., the Budgetary Commission of the Central Executive Committee examines
the annual reports relating to the execution of the State budget. It appoints from among its
members sub-commissions for detailed examination of these reports, it can request the represent-
atives of the People's Commissary for Finance, and the representatives of the Federated Republics
and of the various organisations, to supply it with any explanations desired regarding these
reports.

Io. In certain countries (Australia, Austria, Czechoslovakia, Germany, New Zealand,

Norway, Poland, South Africa, Sweden), the Parliament, on receipt of the observations

and reports of the auditing bodies, simply gives to the Government and the higher

administrative authorities a discharge in respect of their management.

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

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

lae " for the settlement of the accounts ", this law being generally published. The publicity

given to the laws providing for settlement constitutes a very important guarantee for the

supervision of the Convention, because it enables due attention to be paid to all

Parliamentary criticism of the execution of the budget. But the value of that guarantee

is greatly reduced in the countries-mentioned above- where there is a long delay in the

clearing of accounts.

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

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

CONCLUSIONS.

Publicity in the matter of authorisations of expenditure and budgetary documents

is the only means of determining with sufficient accuracy the real purpose of the

expenditure. The application of the standing orders of the public accounting authorities

and the supervisory measures taken in the various countries regarding the execution

of the budget constitute a guarantee of the correctness of the accounts.

As regards publicity for authorisations of expenditure, it will be clear that the value

of the guarantee it provides varies in accordance with parliamentary traditions, customs

and practice and with the actual efficiency of the supervision perpetually exercised by the

national representative body over the granting of credits. In this regard, de facto situa-

tions exist, though sometimes only temporarily, with which budgetary technique is not

competent to deal and which must be duly allowed for when the Convention is signed.

But the execution of a limitation Convention based on the payments made in the course

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

The Committee found that nearly all national defence expenditure within the meaning
of the Convention appears in the accounts of the various States. These accounts show
payments made under authorisations of expenditure granted by the public authorities.
The authenticity of the figures for payments entered in the accounts is based on the
application of the rules governing the preparation and execution of the budget, the
supervision of such execution and the preparation of the final accounts. Among these
rules, the Committee attaches particular importance to the working of the higher
auditing authorities and the fact that their members are independent of the Executive.
The Committee found that the extent to which such authorities are inde-
pendent is not the same in all States. But while it does not propose to give an
opinion as to whether any one system of accounting gives better results than another,
the Committee has found that, in all the countries covered by its enquiry, there are laws
and regulations governing the administration of finance and public accountancy, the
observation of which guarantees the authenticity of the figures entered in the closed
accounts.1 2

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

The closed accounts are a necessary part of all machinery ensuring the publicity or
limitation of expenditure. For that reason, the Committee considers that the publication
of the closed accounts within sufficiently short periods for the purposes of the Convention
constitutes an indispensable condition for the conclusion of the Convention.

NOTE. - (1) As in one of the countries whose documentary information was
examined there is no higher auditing organisation independent of the Executive, M. ANDO,
attaching particular importance to the independence of the higher supervisory bodies of
the various countries, accepts the conclusions reached, subject to the proviso that, in
the future, the independence of the higher supervisory organisations is adequately
ensured.

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

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

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

THE BUDGETS AND ACCOUNTS

OF REGIONAL AND LOCAL COLLECTIVE ENTITIES.

A. GENERAL OBSERVATIONS.

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

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

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

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

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

In France, the budget of each department is voted by the " Conseil general ". Supervision
over the execution of the departmental budgets is exercised, as in the case of the State budget,
by the Treasurer Paymasters-General, who are pecuniarily responsible for the regularity of
the payment orders issued by the Prefects, from the point of view of the actuality of the service
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and the existence of vouchers. The operations of the Paymasters are checked by the Inspectorate
of Finance and subsequently supervised by the Directorate of Public Accounts. The final
audit is carried out by the Departmental Commission, the " Conseil general" and the Court of
Audit.

The budget of each commune is voted by the Municipal Council.
Preventive supervision over the execution of the communal budgets is exercised, as in the

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

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

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

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

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

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

C. BUDGETS AND GENERAL AND LOCAL ACCOUNTS OF THE COLONIES.

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

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

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

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



- 54 

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

The Treasurer Paymaster-General, who is accountable to the Audit Office for his accounts
of the colonial section of the budget of the home country, also renders a special account for his
colony's local services.

In Italy, the closed accounts of the colonies are audited by the Court of Audit under the same
conditions as the other ministerial accounts. They are approved by royal decrees.

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

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

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

D.

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

' See Volume II, Summary of Information (Netherlands).
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Part III.

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

INTRODUCTION.

Having laid down the legal foundations of the Convention for the publicity and

limitation of expenditure as based on payments actually effected, and having estimated

the degree of authenticity attaching to the figures of payments shown in the closed

accounts, the Committee proceeded to enquire as to whether it was possible for the States

to identify in their accounts all payments effected for the objects referred to in the

definitions of national defence expenditure and specified in the list drawn up by the

Committee for purposes of the Convention, and to show accurately the total amount.

Study of the documentary material supplied by the different States has made it

possible to particularise the procedure required in each case in order to arrive at the total

national defence expenditure.
It has already been shown why almost the whole of national defence expenditure is

borne by the central authority; but, in order that there may be no gap in the Convention,

it is necessary to apply the principle of publicity and limitation also to such national

defence expenditure as is borne by public bodies regional or local, associations and private

persons. The Committee was accordingly compelled, in the course of its enquiry, to

endeavour to determine the respective proportions of these categories of expenditure in

relation to the total national defence expenditure.

Having thus defined by whom and in what proportion national defence expenditure

is effected, the Committee proceeded to consider how such expenditure might be listed

in each case. It was thus enabled to indicate and to solve the difficulties involved in the

establishment by each State of a complete account of its national defence expenditure.

In this enquiry the Committee was led to give an interpretation to certain special

features of the different methods of public accounting. In each case it was able to lay

down rules the observance of which, in conjunction with that of the "Instructions"

which the Committee will draw up later, should enable each State to reconstitute a

complete account of its national defence expenditure.

The Committee then proceeded to determine to what extent it would be possible for an

international organisation to verify the accuracy of the total national defence expenditure

of each State.
It will thus be clear what is the plan followed by the Committee in the double task

it assumed of listing all national defence expenditure appearing in the different accounts,
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and making suitable provision to ensure the inclusion of all such expenditure in the
Model Statement.

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

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

B. Study of problems arising in connection with certain special
features of the accounts.

(a) Special funds;
(b) Autonomous establishments;
(c) Subsidies, loans and participations;
(d) Expenditure effected by loans;
(e) Gross and net accounts;
(/) Special case of deductions from pay;
(g) Donations and legacies.

Chapter VIII. - With what degree of accuracy is it possible, by means of published
accounts, to verify the national defence expenditure of each State ?



57 

Chapter VII.

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

EXPENDITURE ?

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

In order to determine by whom national defence expenditure is effected and what
is the relative importance of the different sources of expenditure, the Committee drew
up tables (based on the documentary material submitted) which are reproduced in an
annex 1 and are the basis of -the diagram on page 58.

I. THE CENTRAL AUTHORITY.

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

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

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

(a) In the budget accounts of the ministerial departments of national defence;

(b) In the budget accounts of ministries of the colonies;

(c) In the budget accounts of other ministerial departments;

(d) Sometimes in special accounts.

1 Annex 5.



DIAGRAM SHOWING BY WHOM NATIONAL DEFENCE EXPENDITURE IS EFFECTED.

Ministries Extra-budgetary Regional and local
of National Defence Ministries Other accounts collective Associations

(War, Navy, Air) of the Colonies Departments (Special accounts) Colonies entities in the and private
home country persons

._............

Germany ..... . _ 97.3% 12.7%

Belgium . . . .. .... . . ..........~~Belgium ... 80.9% 11.3% 0.3% 75%

De~nmark . . 6.1% 02% _ _93'7% 1 * 6.1% 10.2%

United States . . . .

France ., . . . .. . 88% 1 3.6% 6.2% 0.1% 1 1.6% 0.5%

India . . ......Indi~a ..... . .. 90.4% 5 s.6%/ 14%
Irish Free State . . 95.% 4.9%

Italy . . . . .. . . 81.7% 9.9% 75% 0.|9%/
Japan .... ..
Japan . .I,,,,, I . . . .10 . L.3" ~99.6% 10.1% 

Norway . . . .1% 1 1.9%

Netherlands . . 3.9% 0.3% 24% 62

Poland ... . . . . . . 84% 0.30 1.1%1
Roumania . . .

United Kingdom . 94.6% 1.7% 3.6% 0.1%

Sweden. . . . 92.9% 2.4% 4.5%

Switzerland .3.5% 65% 2.7

Czechoslovakia .. 779% 1 20% 2.1%|

U.S.S.R .... /. . __ _ _ 95.2% __/0 21_ 1.8%s

Yugoslavia .... ..1 95°/o 17.2% 1 0.3% 0 o,
Note. - This diagram is based on the Model Statements submitted to the Committee by the different Governments. The figures given in the Model Statements cannot always be regarded as final (see especially the variou

observations in the " Summary of Information supplied to the Technical Committee ", Volume II of this report).
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Two considerations arise in connection with the investigation of national defence
expenditure in these different accounts:

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

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

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

1. Structure of A certain number of States enter indiscriminately in their
State Accounts accounts all payments made during a given financial "exercice"

(Central Authority). irrespective of the date of origin of the corresponding expenditure
authorisations. This is the case in Australia, Austria, the United

Kingdom, Czechoslovakia, Denmark, Germany, India, the Irish Free State, Japan,
New Zealand, Norway, Poland, Switzerland and the U.S.S.R. In these countries, the
duration of the financial "exercice" is in some cases twelve months only (Australia,
Austria, United Kingdom, Czechoslovakia, India, Irish Free State, New Zealand, Norway
and the United States of America), while in other cases it consists of twelve months plus
an additional period of varying length (Denmark, i month; Germany, I1/2 months;
Japan, I month; Poland, 3 months; Switzerland, 2 months). In all these cases there is no
difficulty in ascertaining the amounts of all payments made during the financial "exercice".

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

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

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

1 Appendix to Chapter II. See page i6.
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present a complete account of the payments of the "exercice ", it is necessary to add the
payments made out of the credits for the year and those made out of residuary credits-
an easy matter, as the two are shown separately. The total of such payments is even
shown in the annual general account. It will be seen that, in a case of this kind, which is
perhaps one of those the interpretation of which presents the greatest difficulties, it is
perfectly possible to obtain a complete statement of payments made during a given
"exercice " for national defence purposes.

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

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

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

In countries where the accounts show payments in arrears separately, the period
during which payments must be made in order to appear in the accounts of the year
includes, except in the United States, additional periods of varying length (Belgium,
Io months; Bulgaria, 3 months; Finland, 2 months; France, 4 months; Italy, i month;
Netherlands, I2 months; Roumania, 3 months; Switzerland, 2 months).

In the case of the special accounts, the whole object of which is to earmark particular
items of expenditure until the work for which the accounts were established is completed,
the Committee has found that, in general, payments effected in the course of the financial
"exercice " are shown therein en bloc, without any distinction as to the years in which the
obligations originated. Accordingly, there is no difficulty in ascertaining the annual
payments belonging to such accounts.

It will be apparent from this analysis that the structure of the budgetary accounts
of all the States whose documentary material has been examined is such as to allow of
the amount of the expenditure effected by the central authority in each financial
"exercice " to be ascertained.

2. Separate From the mass of payments effected each year by all the public
Indication of services coming under the central authority, there have to be

National Defence extracted the payments for the objects indicated in the conventional
Expenditure in the list, and it should be determined with what degree of certainty
Accounts of the each State is able to proceed with this reconstitution of the

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

(i) Expenditure shown One essential point suggests itself at once. The National
in the budgetary Defence Ministries have separate accounts in which their several
accounts of the expenditures are recorded. But almost all expenditure there shown

National Defence is national defence expenditure within the meaning of the
Ministries (War, Convention-a fact which is intelligible enough, since the Committee
Navy and Air). understands national defence expenditure to mean all expenditure

necessitated or caused through the upkeep of armed forces and


