
the immediate preparation for mobilisation, and it is precisely such upkeep and preparation
with which National Defence Ministries are concerned.

It so happens, however, that expenditure which is not included in the conventional
list drawn up by the Committee appears in the budgets of National Defence Ministries.
Actual instances are due to tradition or administrative conventions. Sometimes the
amounts involved are relatively considerable. In the United States of America, for
example, the " non-military activities " which are shown in the accounts of the War
Department total more than $ioo million. In the Netherlands, some of the expenditure
connected with the Mercantile Marine is shown in the accounts of the Navy Department.
In the United Kingdom and in Italy, the national defence budgets include service pensions
expenditure. In France, the reserve pay of general officers, which is in reality a retiring
pensions fund, appears in the budgets of the National Defence Ministries. In Norway,
the National Defence Ministry defrays the cost of the service for the training of pilots.
The Danish Marine Ministry includes a " Civil Section ", whose expenditure is non-military.
But in these cases the expenditure is generally shown under special headings and can be
deducted without any special difficulty.

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

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

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

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

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

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

(2) Expenditure Certain States with colonies include a part of the expenditure
effected by on their defence in the budget accounts of their Colonial Ministries.
Colonial This is the case with France (to the extent of 485 million francs)

Ministries. and the Netherlands (I.7 million florins). In these cases, the
Committee has found that the colonial defence expenditure included

in the accounts of the Colonial Ministries is shown separately in the accounts and can be
transferred en bloc in the total of the Model Statement.

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

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

Belgium ....... II.3 Netherlands...... 0.3
United Kingdom .. . .7 Norway ....... i.9
Czechoslovakia .. 20.01 Poland ........ 0.5
Denmark ....... 6. Roumania . . . . . o
France . . ...... 6.2 Sweden........ 2.4
Germany . ... . . 2.7 Switzerland...... 3.5
India . ...... 5.6 United States of America o
Irish Free State . . .. 4.9 U.S.S.R. .... . o.I
Italy ......... 9.9 Yugoslavia .. ... 1.5
Japan . ....... 0.3

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

The reasons why the civil departments bear a proportion of the national defence
expenditure are very varied. The joint purchase or manufacture of goods intended to
meet both the needs of the civil services and those of national defence is, for example,
entrusted to certain civil departments as a relic of old customs retained by administrative
tradition; or this practice is adopted on economic grounds or in order to avoid complicating
administrative machinery.

Thus, expenditure on the purchase of horses for the army (France, Sweden), or on
recruiting and the billeting of military personnel (Czechoslovakia, France, Germany,
Italy, Sweden, U.S.S.R.), is included in the accounts of civil departments. Sometimes,
again, the cost-of-living allowances to military personnel are also paid out of credits
appearing in the Finance Ministry's accounts (Norway).

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

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

1 This represents expenditure connected with national defence and included en bloc in the civil budgets.
2 Other examples are given in Annex 6.
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no difficulty where the expenditure to be extracted is clearly separated in the accounts,
as, for instance, in the case of the expenditure on the gendarmerie and Mobile Republican
Guard in France, which is included in the budget of the Minister of the Interior, and of
nearly all the expenditure on the carabinieri in Italy, and the greater part of the military
expenditure by civil ministries in Czechoslovakia (Military Chancery of the President;
treasury fund for the material requirements of national defence).

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

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

Thus, out of an aggregate credit of I5,800,000 francs in respect of the salaries and wages
of personnel attached to stud farms, and the remuneration of the Committees responsible for
purchasing horses and mules for the army, it has been possible, with the help of internal docu-
ments, reproduced in a published report of the Accountancy Office, to calculate at 508,743 francs
the sum representing national defence expenditure incurred out of the credit in question (pay
of officers seconded to the army remount purchase committees, 350,204 francs; and cost of tours
and missions of this committee, I58,539 francs).

In the accounts showing the application of the budget of Sweden, a credit entered under a
special head for "Unforeseen expenditure" was observed: out of this credit, expenditure
totalling 1,271,601 Swedish crowns was incurred during the year I929-30. With the assistance
of internal documents, it was possible to identify the exact amount of military expenditure
shown under this head-namely, 231,856 Swedish crowns.

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

Much national defence expenditure appearing in the accounts of civil ministries
can therefore be shown separately in the accounts. Their expenditure calls for
apportionment, for which the States concerned have the necessary data. In the
Committee's opinion, the errors liable to arise from such apportionment are not calculated
to affect the accuracy of the total figure for defence expenditure, owing to the very small
amounts involved.

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

-(4) Expenditure in It is thus established that by far the greater part of the
special accounts. national defence expenditure effected by the States (central

authority) appears in the budget accounts; but the Committee
has found that, in certain countries, also national defence expenditure is shown in special
accounts. In a fairly large number of countries (Germany, Irish Free State, Italy, etc.),
there are no special funds for national defence; but in others (Belgium, Denmark, France,
Japan, the Netherlands, Poland, Sweden, Switzerland, the U.S.S.R. and Yugoslavia),
there are such funds, though they are almost always included in the general State accounts
n a more or less detailed form.
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The following table shows the amount of national defence expenditure shown in
special or extra-budgetary accounts with the percentage of such expenditure in relation
to the totals in the Model Statements:

Percentage
Special of the total

Accounts of the Model
Statement

Belgium . . . . ... Francs 4,702,I18 0.3
United Kingdom .. . .. 793
Czechoslovakia. . .... Korunas 37,500,000 2.1
Denmark ......... Krone I07,92I 0.2

France . ......... Francs 13,161,147 O.I

Japan .......... Yen 637,333 o.I
Netherlands........ Florins 4,607,100 2.4

Poland . . . . . . . . Zlotys 9,869,500 I.I

Sweden.......... Krone 6,I56,206 4.5
Switzerland ........ Francs 7,404,611 6.5

U.S.S.R.......... Roubles 22,952,430 2.1
Yugoslavia . ....... Dinars 465,310,8o0 17.2

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

expenditure is an argument in favour of the abolition of funds of this kind.
Subject to the considerations developed below on this subject, the Committee believes

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

II. EXPENDITURE EFFECTED BY REGIONAL OR LOCAL AUTHORITIES.

1. Colonies. It should be observed in the first place that the term "Colonies"
is understood by the Committee to refer solely to communities

not possessing a sovereignty of their own in the international domain, whose expenditure
has therefore to appear in the Model Statement of the Power representing them at the
Conference. The British dominions are States Members of the League and, as such, must
prepare separate Model Statements.

It is common knowledge that colonial defence expenditure is borne in proportions

which vary greatly in the different States, partly by the budgets of the home countries

and partly by the general budgets of the colonies. We are mainly concerned here with
the latter expenditure, the importance of which, in relation to the national defence
expenditure totals of the States concerned, is shown in the following table drawn up on the
basis of the Model Statement:

Percentage
Expenditure of the total

by the Colonies 2 of the Model
Statement

Belgium ......... Francs 107,7I7,535 7.5
United Kingdom . .. . . 4,002,742 3.6
France . . ....... Francs 209,o23,4I0o 3 .6

1 The expenditure shown above represents the amounts of sales of manure by bodies of troops. Though
there is no special account for such sales, the expenditure is shown in the table because it does not appear
in the final accounts.

There is a special fortifications account in France, established under the Law of January I4th, I930.
No expenditure was entered to this account in I930-3 I .

2 All the national defence expenditure of the Spanish colonies is borne by the home country.
8 (I) Expenditure borne by the various general or local colonial budgets for the maintenance of military

personnel outside the cadres (77,572,350 francs); (2) expenditure included as contribution to the State
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ExpenditureExpenditure of the Modelby the Colonies of the ModelStatements

Italy ........... Lire 464,086,32I 7.5
Netherlands ........ Florins II9,I82,205 62.2
Portugal .... .... Escudos 65,305,267 I2.4

This expenditure borne by the colonies may be found in their closed accounts.
Sometimes it is finally charged to the colonies (in Belgium, the United Kingdom, France,
Netherlands and Portugal), and sometimes it is in fact covered by subsidies from the
home country.

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

NOTE.

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

(a) Military expenditure of Mandated Territories.

In the documentation, it was observed that the mandatory States had adopted different
rules. Certain States have included in their Model Statement all military expenditure relating
to the mandated territories and defrayed by the home country but have excluded military
expenditure borne on the local budgets of the mandated territories. Other Powers, on the
other hand, have included all expenditure without distinction. Whether a mandatory
State should include in its Model Statement the expenditure borne by the State under man-
date is a matter that cannot be settled by the Technical Committee; but a uniform rule should
be adopted on this point for all countries-that is to say, it should be decided whether all the

military expenditure of mandated territories is to be included in the mandatory Power's Model
Statement or whether mandated territories, which are legally sovereign States, should furnish
separate statements. The nature of the mandate will, of course, have to be taken into consi-
deration.

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

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

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

(c) "Partisan" forces.

In the possessions of certain Powers there are military organisations of a peculiar nature
-real " partisan " forces 2 which generally have an irregular military organisation and are
almost always employed to keep the peace on the frontiers of those possessions. The decision
to be taken on this point will depend on the definition the Conference gives of formations
organised on a military basis. Certain Powers have included such expenditure in their returns.

ture on the maintenance of land forces (89,497,970 francs); (3) expenditure for the gendarmeries of Algeria
and Morocco (35,948,180 francs); (4) expenditure for naval forces paid out of credits entered in the general
and local budgets of distant colonies (6,oo4,91o francs).

1 All the national defence expenditure of the Spanish colonies is borne by the home country.
2 " Goums ", Sahara companies, nomad groups, Moroccan " partisans ".
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2. Regional and The following table, extracted from the diagram on page
Local Collective 58, shows for the countries named the proportion of national
Entities in the defence expenditure borne by regional and local collective entities

Home Country. (including the federated States in countries with a federal
constitution) as a percentage of the total expenditure shown in the

Model Statement submitted to the Conference:

United Kingdom.. o.i % Switzerland ... 2.7 %
France .... .. 0.5 % U.S.S.R ...... .8 %
India ...... 4.0 % Yugoslavia ... 0.3 %
Italy. ...... 0.9 %o

In the other countries whose documentation it examined, the Committee found no
national defence expenditure charged to regional and local collective entities. There is,
indeed, a general tendency to relieve regional and local entities from all expenditure in
respect of national defence and to charge it to the central Government. This is a tendency
on which emphasis should be laid. In France, for example, expenditure on housing for the
gendarmerie, which was borne on the departmental budgets until I931, is now charged
to the Ministry of War. In Italy, the Air Ministry has recently undertaken to defray
certain expenditure on landing grounds which until I93i had been borne by the provinces.

(a) Federated States An interesting illustration of this centralising tendency is to
in Countries with be found in countries with a federal constitution in which formerly

a Federal each of the separate States was responsible for organising and
Constitution. maintaining its own army. In Switzerland, for instance, down

to the middle of last century, the armed forces consisted almost
entirely of cantonal contingents organised, equipped and trained by the cantonal
authorities. Since that time, the direction and administration of national defence have
gradually become the responsibility of the federal authorities. To-day, the supreme
control of the army is vested in the Federal Council. The command, 1 recruiting, armament
and training are provided by the federal services. The cantons can use the armed forces
of their respective territories only so far as the Confederation itself is not using them;
they sometimes avail themselves of this right in the event of natural disaster or internal
disturbances. The administrative powers that the cantons have retained consist in the
maintenance of certain barracks and arsenals and the keeping of certain registers; they
are also responsible for the preservation of certain material in good condition. The cost
of these services is, however, almost entirely refunded by the Confederation. On the
basis of the figures shown in the closed accounts of the cantons, after deducting
the above-mentioned refunds, it has been established that the total expenditure of the
cantons on national defence for the year I930-3I amounted to 3,052,815 francs.

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

A similar tendency has been displayed in the United States of America. During the
War of Independence and the War of 1812, most of the armed forces consisted of the State
Militias. Thus, in 1812, out of a total of 527,654 men, 458,463 belonged to the State
Militias (Report of the Secretary of War, I930, pages 76 et seq.).

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

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

1 But the cantons appoint the officers of infantry battalions and of certain cavalry squadrons.
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Certain expenditure in respect of National Guard formations is still borne by the
various States, but a large part of it will henceforth be borne by the Militia Bureau of the
Federal War Department ($33,0I5,000 in I930-3I ). The expenditure incurred by the
various States was not communicated to the Committee, and the question whether the
above-mentioned formations should be regarded as formations organised on a military
basis has not yet been settled by the Conference It appears from the statements of the
American delegation, however, that the expenditure borne by the States is not very
great.

In Germany, the Lander lost in I9I 9 their pre-war right to their own armies. Under
the Weimar Constitution, the central Government is responsible for the maintenance
of the armed forces properly so called.

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

(b) Other Regional Other regional and local collective entities also sometimes
and Local share to some extent in the national defence expenditure. It

Collective Entities. appears from the documentation that, in some countries, the
departments, provinces, communes, or other administrative units

supply certain funds for national defence.

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

In Germany, municipalities sometimes erect barracks at their own expense, and the
State pays the rent (interest and amortisation on the capital sunk), charging it to the
national defence credits. In the United Kingdom, some municipalities have laid out and
are maintaining landing-grounds, but, in so far as they are used for military purposes,
expenditure is refunded by the military authorities and is included in the returns. In
Switzerland, the communes provide premises for recruiting, rifle-ranges for sporting and
military practice, etc. In the U.S.S.R., the regional and local budgets provide funds
for the hire and upkeep of accommodation for certain troops and military administrations;
they defray part of the expenditure on pre-military training and mobilisation centres.
This expenditure amounts in all to I9,928,000 roubles-only 1.8 per cent of the total
expenditure on national defence.

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

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

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

B. PROBLEMS RAISED BY CERTAIN PECULIARITIES OF ACCOUNTANCY.

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

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

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

(a) Special funds;
(b) Autonomous establishments;
(c) Subventions, loans and participations;
(d) Expenditure effected out of the proceeds of loans;
(e) Gross and net accounts;
(/) The special case of deductions from pay;
(g) Amounts in respect of donations and bequests for national defence schemes.
(h) Losses on exchange.

(a) Special Funds. Expenditure effected out of special funds for national defence
purposes should be entered in the Model Statement in the same way

as expenditure out of budgetary funds.
There are, however, cases of a special fund earmarked for national defence purposes

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

The accounts of the special funds are nearly always included in the closed accounts.
For example, the closed accounts of Switzerland and Norway include the expenditure
and revenue of a very large number of funds which are shown perfectly clearly. With the
help of the closed accounts, States are therefore always in a position to calculate the
total amount actually expended out of those funds in the course of each year. It will,
moreover, be remembered that the practice of special funds is not general. The Committee
has found only a small number of cases where the accounts of special funds are not included
in the closed accounts, and the material laid before the Committee does not in any case
give any grounds for assuming the existence of funds for national defence purposes which
do not come under the ordinary supervision of the higher auditing authorities. The
Technical Committee therefore believes that no special difficulties will be found in inserting
in the Model Statement the annual expenditure borne on special funds.

" Fonds de masses. " There is, however, one case where it would be difficult to enter
in the Model Statement the annual expenditure actually paid out

of special funds. In several countries, army units receive lump-sum grants charged to
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budgetary credits, out of which they pay the maintenance costs of their establishment of
men and mounts. These grants enable a unit to feed, clothe, billet and equip the soldiers,
provide harness and food for the animals and pay for current barrack repairs, for the
furnishing, heating and lighting of premises and sometimes even for the currentupkeep
of arms. These funds are administered by the units themselves, whose property theyto
some extent are. Usually, there is no settlement of accounts at the end of the year between
the State and the units, whose balances are thus carried over from one year to the next.

If it were proposed, therefore, to ascertain the exact expenditure during a year out of these

funds, very complicated calculations would have to be made and would prove really

useless in practice, as the lump-sum grants are generally strictly calculated on the basis

of requirements and do not allow for the accumulation of large reserves. The Committee
thinks that in such cases the transfers made from the budget to these funds should be

entered in the Model Statement. These transfers are, after all, payments made by the

State to the unit; they appear in the closed accounts and they can be inserted in the

Model Statement with all the necessary accuracy.

(b) Autonomous The Committee of Experts had already directed attention to

Establishments the special character of certain autonomous State establishments
for for the manufacture or construction of material employed for

Manufacture or purposes of national defence. The accounts of these autonomous

Construction establishments are kept on a virtually commercial basis. The
of Warlike national defence services pay them directly for articles or material
Equipment. delivered, as they would do in the case of a private firm. The

establishments in question thus effect the major part of their

expenditure by means of the sums paid to them by the national defence services for

the material delivered. The Technical Committee proceeded to study the actual situation

in the various States as it appears from the documents submitted to it. This enquiry

shows that, in several countries, no autonomous State establishments exist for purposes

of national defence (Belgium, Germany, India, Italy, Norway, Roumania, U.S.S.R., United

States of America, Yugoslavia). There are, however, one establishment of this kind

in the United Kingdom, one in Czechoslovakia, three in Denmark, one in France (service

des poudres), four in Japan, one in the Netherlands, five in Poland, and seven in

Switzerland. Therefore, the practical importance of the problem raised by autonomous

establishments must not be exaggerated. But the Committee realised, notwithstanding,

that, as a matter of principle, it was important to study the problem.

The legal proof of the observance of undertakings in regard to limitation will

be supplied by entering in the Model Statement the payments included in the published

accounts. Now, the closed accounts of the national defence departments show the

payments corresponding to the supplies delivered by the autonomous establishments.
Any payments on capital account that might be made by the State to those establishments

for the improvement of their equipment or plant or payments to cover deficits are generally
shown in other sections of the closed accounts. From the point of view of accounts,

therefore, those establishments are treated as if they were simply private undertakings

-that is to say, the payments in respect of the material delivered by them appear in the

closed accounts.

Since, however, the autonomous establishments are administered like private

industrial or commercial undertakings, it would be well to consider what will happen in

the event of their accounts showing a deficit or profit.

If a profit is made by an autonomous establishment engaged solely in the supply
of material to the national defence services of the country in which it is situated, it may be

assumed that these services have paid a price higher than the cost of production. If the

establishment pays over the profit to the Treasury, this profit should be deducted from

the sums paid to the establishment by the defence services, since the former has actually

received only the difference between the value of the deliveries and the sum paid over
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to the Treasury. If, on the other hand, the profit is used for the benefit of the establishment
or for other national defence purposes, it should not be deducted.

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

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

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

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

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

The Committee has thus come to the conclusion that Governments should show in
the Model Statement payments made for the purchase of material and for supplies delivered
by autonomous establishments, as well as capital payments by the State in their favour.
With a view, however, to the detailed supervision of the management of these
establishments, the Committee suggests that there should be inserted in the Convention
a clause by which States possessing autonomous establishments will be bound to supply
each year a complete account of their receipts and expenditure. As the Committee has
ascertained that such accounts already exist in a certain number of countries and are
included in the general accounts of the State or in annexed accounts (as, for instance,
in the case of the Service des poudres in France), it considers that Governments which do
not at present produce accounts of this kind would meet with little difficulty in supplying
the documentary material necessary in order to form an opinion on the activities of
autonomous establishments.
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In addition, in order to remove any apprehension lest' a State should by means of
autonomous State establishments secure deliveries of material for national defence at
prices below the cost of production, the Committee also suggests the insertion of a clause
by which States possessing autonomous establishments would undertake that such
establishments shall supply their materials for national defence services at rates based upon
the actual cost of their manufacture.

(c) Subventions, As has already been stated in Chapter II, the Committee decided
Loans, and to regard as national defence expenditure subventions, loans, and

Participations. participations granted by the State to private enterprises the
activities of which include the manufacture in time of peace of

specifically military material.
The State may grant such subventions directly. In that case, their amounts are to be

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

Subventions may also be granted through holding companies or banking institutions
in which State capital has been invested. In such cases, all that is shown in the closed
accounts is the payment made to the intermediary company or institution. If the State
receives interest or profits, it also comes to light in the public revenue account. But the

accounts do not make it possible to ascertain the precise amount of the subvention granted
by this intermediary to the undertakings concerned. In such cases, however, all States
can ascertain the amount of the subventions, and are required under the Convention to

insert them in the return. The balance-sheets and accounts of the private armament
undertakings also show the amounts of such subventions. The importance of this fact
will be shown further on, when the supervision of the application of the Convention is
considered.

(d) Expenditure The Committee gave consideration to cases in which certain
effected by Means items of national defence expenditure are effected by means of

of Loans. the proceeds of loans. This question is of particular importance
because, in some budgets, a distinction is drawn between current

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

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

certainly occur.
The Committee therefore considers that only the expenditure actually met from the

proceeds of loans in the course of a given "exercice " must be included in the Model
Statement, to the exclusion of expenditure on amortisation and on interest paid by the
State on such loans.

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

(e) Gross As indicated in Chapter III, it is known that, in certain States,
Accounts and the national defence services receive, in addition to the budget

Net Accounts. 1 appropriations, certain revenues which they are authorised to
retain and utilise. In order therefore to determine the real

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

1 The question of exemptions from taxation granted by Governments to autonomous establishments
or to private undertakings manufacturing war material may be considered in connection with the general
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to the expenditure out of budget appropriations. In short, it is necessary to work out
the total of gross expenditure on national defence.

In examining the information submitted to it, the Committee ascertained whether,
in accordance with the recommendations of the Budgetary Experts, all the States in
which the defence services are authorised to receive revenue had included in the
statement the expenditure met from such revenue. This task did not present serious
difficulties, as the closed accounts mostly enable expenditure out of budget appropriations
to be distinguished from expenditure out of special revenue. Moreover, the delegations
supplied the fullest details on the subject.

The gross expenditure cannot be accurately computed, however, unless, as indicated
in the Budgetary Experts' report, the utmost care is taken to avoid duplication, which may
quite easily occur. Accordingly, the Committee adopted rules on the subject, of which
some account must be given.

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

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

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

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

Price of the The prices of material transferred from one defence service to
material another or from one Government to another must of course

transferred. correspond to the real value of the materials transferred;
otherwise, the tables relating to the individual armed forces and the

Model Statements themselves of the various countries wouldn ot correctly represent their

problem of gross and net accountancy. If it exempts these establishments from taxation, a Government will
be able to obtain war material more cheaply, since the amount of taxes and charges is included in the cosf
of production of the material. The importance of this phenomenon may vary according to the conception ot
production in the various States. But the interest of this consideration is lessened by the impossibility,
admitted by the Committee, of comparing the military efforts of the various countries on the basis of
expenditure figures. The chief point is that the de facto situation in each country at the time the Convention
is signed should not be changed in the course of its execution, or that any changes should be brought to the
notice of the permanent supervisory body.
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respective expenditure. The fundamental clause whereby expenditure entered in the
statements must represent the actual and final utilisation of the sums in question would
thereby be infringed. At the same time, there are, in principle, exact rules for transfers,
which are generally effected at prices fixed by regulations or based on the accounts for the
manufacture of the material.

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

Transfers by the The cases of transfer as between military authorities of
national any one country and between the Governments of different

defence services countries having thus been examined, we have now to consider the
to private cases in which the armed forces deliver material to private

individuals individuals or to civil authorities. It would a priori be logical to
or to civil suppose that, if a military department sells material to private

organisations. individuals or civil authorities, it should have the right to deduct
from its expenditure the value of material which it has had

manufactured at its own expense, or the value of which has been refunded to it, and which
it does not itself use. Such would be the case if a military department sold clothing to
postmen or forest-rangers or even arms to private individuals or associations.

But the Committee of Experts of I93I, for sound reasons, took the view that such
deductions cannot be authorised. If a ministry of national defence, the services of which
are equipped to manufacture material of a specifically military kind, delivers arms or war
material to private individuals or civil authorities, it was, in the Budgetary Experts'
opinion, to be presumed that such material is intended for purposes of national defence.
Transfers of this kind might, if on a large enough scale, facilitate the equipment of the
nation for purposes of defence. In the view of the Committee of Experts, therefore, the
deduction of receipts derived from sales to civil authorities or private persons should
not be permitted.

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

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

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

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

The Budgetary Experts of I93I expressed the opinion that, in the case of autonomous
establishments, the only expenditure to be regarded as national defence expenditure
was the price paid by the defence ministries for goods supplied, but that, in the second case,
the actual expenditure of the establishment itself should be regarded as national defence
expenditure.

It follows that, if an autonomous establishment sells goods to a civil service or a
private person, the cost of manufacturing such goods will not appear in the Model
Statement; such is the case in France in regard to the sale of gunpowder to the Ministry of
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Finance by the " Service des Poudres ", which is an autonomous service. If, on the
other hand, the sale is made by a non-autonomous establishment, the expenditure will
appear in the Model Statement. Such is the case in Sweden in regard to clothing sold to
civil servants by the non-autonomous State clothing factory, and in the United Kingdom
in regard to the repair of merchant shipping in the Government naval dockyards. In the
first case, therefore, expenditure out of the receipts from transfers are deducted, while
in the second they are not. It seems difficult to agree to such an inconsistency of treatment.

The difficulty explained above is essentially a difficulty of principle. As a general
rule, the Committee cannot estimate the importance of sales made by military
establishments to private persons or civil ministries. In the United Kingdom, sales to
private persons and civil services by the autonomous establishments called the Royal
Ordnance Factories amounted in 1929 to approximately &Ioo,ooo, as compared with

221 million total sales to the National Defence Departments. As regards the Royal Naval
Dockyard, orders executed for private and foreign customers amounted to 600,000o for
the same year, as compared with a total output of some pI6 million for the National
Defence Departments. There were also orders executed elsewhere for private and foreign
customers amounting to some £270,000. In Sweden, the cost of clothing supplied to civil
servants by the non-autonomous establishment represented about io per cent of the
establishment's total expenditure, though this percentage varies considerably from year
to year. In France, sales of powder and petrol to the Ministry of Finance and various other
customers by the " Service Autonome des Poudres " amounted in I930-3I to about
121,000,000 francs, as compared with about 300,000,000 francs, representing the cost of
material supplied to the National Defence Departments.

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

(a) In Chapter II, it was laid down as a principle that the expenditure of formations
recognised by the Conference as being organised on a military basis should be included in
the Model Statements. It follows from this rule that the expenditure of such formations
on purchases of supplies from Government establishments will be included in the Statement,
which should include the expenditure of formations organised on a military basis. To avoid
duplication, therefore, the ministries handing over the material must, following the rules laid
down above, deduct from the relevant Statement the amount of sales made to formations
organised on a military basis.

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

(c) On the other hand, the deduction of receipts would be permitted in the case of
sales of all other materials. In order, however, to prevent any improper use from being
made of these rules, the Committee thinks it desirable to provide that States making
such deductions should show in a publicity table the nature and value of materials other
than war material transferred for a consideration to civil organisations or private
persons. 1

The Committee has merely considered here the general rules to be applied in respect
of deductions. All the explanations necessary for the purpose of removing the difficulties
inherent in the reconstitution of the gross expenditure to be inserted in the Model Statement
will be given in the " Instructions " to be drawn up later.

1 Should a national defence service sell material which is no longer of use to the armed forces and take
the proceeds of the sale, expenditure out of such proceeds should not be deducted.
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(/) Special Case It is customary in almost all countries to include in the gross
of Deductions amount of emoluments the contributions which the various

from Pay. personnel have to pay to pension funds. The personnel do not
actually receive the total amount of their emoluments as shown

in the budget, part being paid by them direct into a pensions fund or being deducted by the
administration in compensation for the State's obligation to pay pensions arrears. As the
Committee is of opinion that the pensions themselves must be excluded from the Model
Statement in the event of a limitation Convention being established, the question might
arise whether the contributions to pensions funds should not be deducted from the
statement. The Committee realised the difficulties of making such deductions. It has therefore
laid down the principle that the gross amount of emoluments must be entered in the Model
Statement. Nevertheless, an examination of the documents submitted shows that, in the
U.S.S.R., soldiers do not pay pension contributions, and that, in the Netherlands, certain
employees receive the total amount of their pay, while at the same time the State pays for
them into the pension fund a contribution proportionate to the amount they receive-that
is to say, a contribution corresponding in every way to those included in the total amount
of the pay in other countries. These differences of method should not, however, give rise
to any complications. The insertion of the gross amount of the emoluments in the Model
Statement will doubtless give rise to certain inequalities between States in respect of the
contents of their Model Statements, but this is of no importance, because the statements
cannot serve as a basis of comparison for the actual armaments of the various States.
Moreover, at the present time, there are only a few States which do not include
contributions to pensions in the budgetary amounts paid to the personnel.

(g) Treatment In certain countries, the credits granted for national defence
of Donations are amplified by donations and bequests from associations or private

and Bequests for persons. Such donations and bequests amount in every case to
National Defence. very little compared with the total expenditure on national defence.

In a considerable number of countries, the armed forces cannot
accept donations and bequests without Government authority; the amount of such
donations and bequests is added to the credits granted, and expenditure effected out of
their proceeds is shown in the accounts on the same footing as expenditure out of budgetary
credits.

In Germany, the law lays down no special procedure for accounting in respect of donations
and bequests. The German expert thinks that any receipts from such sources and any expenditure
out of such receipts would be entered in the closed accounts, simply owing to the principles of
the German budgetary system.

As regards the United Kingdom, it may be said that, for the most part, the donations and
bequests are made to meet expenditure for social purposes (pensions, etc.). The only gift made
for the benefit of the national defence forces in recent times was a sum of fIoo,ooo in 1931 for
the organisation of the Schneider Trophy flying contest. This sum was incorporated in the Air
Force appropriations, and the corresponding expenditure was entered in the audited and published
accounts. Most of the commands and units have private funds derived from subscriptions,
sales of tickets, and generally used for the organisation of military fetes. This expenditure has
not been regarded as national defence expenditure. It is not included either in the estimates
or in the accounts. It is regarded as private expenditure, and on this account is privately audited.

In France, when bequests and donations are made to the State or to various Government
departments, a credit for a sum equal to their proceeds is opened by decree under a special head
of the budget entitled: "Employment of funds derived from bequests or donations ", and the
corresponding expenditure is shown in the accounts of the National Defence Ministries.

In Italy, the military authorities cannot accept donations or bequests without authorisation
from the National Defence Ministers. If such donations or bequests are made for the purpose
of providing contributions of a permanent character, the status of legal personality is conferred
upon them. All the donations and bequests so far authorised are for the provision of assistance
for soldiers. If any donations and bequests were made for national defence purposes, their
proceeds would be paid into the State budget, and the corresponding expenditure would appear
in the accounts of the National Defence Ministries.
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In Japan, donations and bequests from private persons or associations, for national defence
purposes, other than those earmarked for scientific research, are as a rule incorporated in the
Treasury revenue and accounted for in the accounts of the ministries of national defence.

In Switzerland, expenditure out of the proceeds of donations and bequests made for national
defence purposes appears in the State accounts. Mention may be made of the military air fund
established by national subscription in I9I3 .

In the U.S.S.R., the armed forces have the direct control of the proceeds of donations and
bequests. As has been mentioned in Chapter II, the sums paid by the " Ossovikhin" and
"Avtodor" associations have been included in the U.S.S.R. Model Statement.

Notwithstanding the relatively small size of the sums in question in the various
countries, it would be desirable, to avoid any possibility of error, that the Convention
should contain provisions to the effect that all States are required to include in their
accounts the proceeds of any donations and bequests received by the armed forces and
the expenditure effected out of such special resources.

(h) Losses on The budgets and accounts show the expenditure in the
Exchange. respective currencies of the countries concerned, including

expenditure for payments abroad. As the rates of exchange are
liable to fluctuate and, in certain cases, depart to a varying extent from par, the expenditure
shown in the accounts of the national defence departments will not represent the real
expenditure, so far as concerns payments abroad, unless the departments themselves
procured the necessary foreign exchange for those payments or bought it from the
Treasury at the actual rate that the Treasury paid for it. Otherwise, part of the expenditure
would appear, not in the national defence accounts, but in those of the Treasury. Where
there are only slight fluctuations, this difference can be ignored, but the question may be
of some importance in countries where, the national currency having substantially
depreciated, the Treasury charges the national defence departments only the amounts
exactly corresponding to par of exchange. It must also be mentioned that, in some
countries, transactions in foreign exchange are at present controlled, and that the rates
officially fixed do not always correspond to the rates ruling abroad, while their currencies
are not always quoted abroad.

It appears from the material laid before the Committee that the accounts and Model
Statements of the majority of countries show expenditure abroad at the rate of exchange
on the day on which the foreign currency was purchased or on the day of settlement.
In the U.S.S.R., however, the amounts are debited at par according to the official rate
of exchange established by the State bank. In Austria, Spain, and Japan, the national
defence accounts show only expenditure calculated at par, and the difference between that
and the actual rate is not shown in the Model Statement.

The Committee is of opinion that the rule that all national defence expenditure
without any exception must be included in the Model Statement implies that expenditure
in respect of purchases and services obtained abroad must be shown in the national
currency at the rate of exchange ruling on the day when the currency used in settlement
was purchased.

Conclusion. Having found that by far the greater part of national defence
expenditure is shown in the accounts of the national defence

ministries and can therefore easily be traced, although there may be some difficulties
of interpretation as regards the real nature of certain expenditure shown in other accounts.

The Committee, as the conclusion of its investigations, considers that every country
will be in a position to compile, for practical purposes, a complete statement of its national
defence expenditure within the meaning of the Convention
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Chapter VIII.

WITH WHAT DEGREE OF ACCURACY IS IT POSSIBLE BY
MEANS OF PUBLISHED ACCOUNTS TO VERIFY THE
TOTAL NATIONAL DEFENCE EXPENE E NDITURE OF EACH
STATE ?

A. GENERAL OBSERVATIONS.

In the previous chapter, the Committee defined the obligations the execution of
which by the various States will ensure the insertion of the entire expenditure on national
defence in the Model Statement. The Committee considers it necessary to determine to
what extent it will be possible for the Permanent Disarmament Commission to verify
the complete account of national defence expenditure drawn up by each State.

This chapter deals purely and simply with the verification of the total expenditure
on the basis of the published and audited accounts-that is to say, with the method of
ascertaining that the latter are in order-but it is obvious that this verification constitutes
only one element of the supervision over the execution of the Convention. This supervision,
as will be seen later in Chapter XIX, will be based essentially both on the observation
of the financial effort devoted by each State to its national defence and also on a
knowledge of the military and administrative institutions of the various States. This
supervision will facilitate the verification operations and will enable correct conclusions
to be drawn from them. In view, however, of the importance which the Committee
attaches to the correctness of the complete account of the national defence expenditure
of each State, it considered it necessary to indicate at the present stage the degree of
exactitude which that verification may be expected to attain.

The first condition enabling an expenditure figure to be checked is that it should appear
in a published and audited account. The Committee found that, in the cae of a number
of countries, all the national defence expenditure figures are entered in published and
audited accounts, while in other cases, although almost all the expenditure appears in
published and audited accounts, some of it does not. Although the first condition necessary
to enable expenditure figures to be verified is in general fulfilled, it cannot on that account
be inferred that the aggregate expenditure on national defence would be entirely
verifiable. The only figures in the accounts which can be strictly verified are those
which can be transferred en bloc to the aggregate figure for national defence expenditure.
On the other hand, if the sum given under a heading in the account comprises both
military and civil expenditure, that sum must be subdivided to show the part of the
expenditure to be included in the total amount of expenditure on national defence. This
subdivision, carried out by the individual States on the basis of internal documents or
estimates, may be correct, but it will not actually be verifiable by an international
supervisory body, if that body does not know and cannot ascertain the data on the basis
of which the subdivision was made.

B. NATIONAL DEFENCE EXPENDITURE BORNE BY THE CENTRAL AUTHORITY.

By far the largest proportion of the national defence expenditure figures in the
accounts of the central authority. This is found:

(a) Mainly in the budgetary accounts of the ministries of national defence;
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(b) In a few special cases and in proportions varying according to the countries,
in the budgetary accounts of the ministry of the colonies;

(c) As regards a comparatively small proportion in the budgetary accounts
of the civil departments;

(d) Lastly, a certain proportion of national defence expenditure of the centrla
authority is found in special accounts.

(a) Insertion in the Expenditure It should be pointed out that, in certain
Model Statement appearing in the budgetary accounts of these three defence

of National national defence departments, expenditure is inserted which
Defence Expendi- budgets which is not is not national defence expenditure within
ture included in national defence the meaning of the Convention and should

the Budgetary expenditure within therefore not be included in the Model
Accounts of the the meaning of the Statement. In every case which it has been

Ministries of Convention, possible to examine from the documen-
National Defence tary material supplied, this expenditure
(War, Sea, Air). is shown under special items in the

accounts, and its deduction does not offer
any difficulty from the point of view of verification.

Mixed services. It has been seen in Chapters II and VII that the national
defence budgets include expenditure on mixed services such as the

cartographic, hydrographic, meteorological and fisheries supervision services. The
Committee adopted the principle that States should include in the Model Statement a
proportion of this expenditure corresponding to the military activities of those mixed
services and should state on what basis the proportion relating to national defence has
been estimated.

Each State will thus make this distinction according to its internal documents and
the practical knowledge it may have of the services rendered by such institutions to
national defence.

It will not be possible for the Permanent Disarmament Commission to supervise
merely by means of the closed accounts the insertion in the Model Statement of the
proportion of the expenditure of these mixed services which is of military value. But if the
relative importance of the proportion of this expenditure entered in the statement as
compared with the total expenditure on each mixed service varies from one year to another,
the Commission may ask the State concerned for explanations. It should also be pointed
out that the amount of this expenditure is small compared with the whole expenditure
on national defence.

Military In the United Kingdom, France and Italy, there is only one
aviation Air Ministry which administers both civil and military aviation.
and civil Since, unless a decision to the contrary is taken, only expenditure
aviation. on military aviation is to be included in the Model Statement,

a very careful distinction should be made between expenditure on
military aviation and expenditure on civil aviation, the former being included in the
total national defence expenditure and the latter excluded.

The observance of this distinction will not cause any appreciable difficulty when,
as in the case of the United Kingdom and in Italy, the expenditure on civil aviation and
that on military aviation are, with a few trifling exceptions, shown separately in the
accounts.

In France, it will be remembered, military 'expenditure on aviation and civil
expenditure, which are shown separately as such under separate sub-heads of the accounts
of the Air Ministry, amount to 67.8 and IO.I per cent of the total account of the Air
Ministry. In the case of this expenditure, there is no difficulty in supervising the transfer
of military expenditure to the Model Statement and the exclusion therefrom of purely
civilian expenditure. But 22.I per cent of the total account represents mixed expenditure.
A distinction between military expenditure and civil expenditure as regards this proportion
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of aviation expenditure can be made only by means of internal documents and with a
practical knowledge of the actual institutions. It is therefore certain that the Permanent
Disarmament Commission will not be able, from the closed accounts alone, to form a correct
idea of the manner in which this apportionment has been effected. The Permanent
Disarmament Commission will be able, however, to ascertain that from year to year the
apportionment of mixed expenditure is effected on the same basis and, if there is any
change, to ask for the necessary explanations. If the provisions of Article 37 of the draft
Convention came into operation and if a special publicity in regard to civil aviation
expenditure was accordingly instituted, this publicity, which should be accompanied by
every guarantee of accuracy, would facilitate supervision of the transfer to the Model
Statement of the expenditure on military aviation.

(b) National In some countries certain national defence expenditure is
Defence Expendi- borne on the budget of the Ministry of the Colonies. This

ture borne expenditure relates to the maintenance of the armed forces in
by the Ministry distant possessions. This is the case in France, where, the Committee
of the Colonies. found, expenditure of this kind appears under special heads in the

budget of the Ministry of the Colonies; it is grouped together in
what is actually a military budget and consequently its insertion in the total shown
in the Model Statement presents no difficulty from the point of view of supervision.

(c) National Where national defence expenditure is incorporated with civil
Defence Expendi- expenditure in the accounts of ministries or civil services.

ture borne the proportion of the expenditure which is of military value will be
on the Budgets determined by each State on the basis of internal documents which

of the Civil are not published. It will not be possible for the Permanent Dis-
Ministries. armament Commission to verify this apportionment by means of

the closed accounts. It has been found, however, that in such cases
the delegations have furnished definite explanations. The Committee also observed that
expenditure of this kind was not very large. Nevertheless, certain special difficulties,
which it is advisable to mention, will be encountered in supervising this expenditure.

The Committee decided to exclude, in general, from its list of national defence
expenditure all expenditure relating to public works of general utility, the effect of
which is to increase the war potential of the country. On the borderline of the expenditure
comprised in the conventional list there may sometimes be some doubt from the point of
view of supervision as to the accuracy of the figures entered in the statements. Thus it
will sometimes be difficult to ascertain whether a road leading to a training camp or
aerodrome, the establishment of a fuel-oil tank, the construction of an electric power
system or an aqueduct or dredging operations in certain ports are or are not of specific
military value. Whether the corresponding expenditure is included in the military budgets
or in the civil budgets, it will be difficult for the Permanent Disarmament Commission
to determine the exact nature of such works.

With a view to mobilisation, the State may also acquire in peace-time stocks of
imported raw materials. The expenditure in respect of the acquisition of stocks of this
kind can easily be supervised if it is charged to the national defence budgets, but if it is
included in the accounts of civil ministries it may be somewhat difficult to verify, especially
if the description of the expenditure is not sufficiently clear.

The Committee found, further, that the civil budgets of nearly all Powers include
heads under which the expenditure on the military training of young men is more or less
definitely isolated. The cost of this instruction may, however, be defrayed in part out of
credits assigned to public education and, on this account, supervision may be somewhat
difficult.

Mixed services. Certain mixed services enumerated above--such as
cartographic, geographical and geodetic services-appear in the

budgets of the civil ministries. States will include in the Model Statement the proportion
of the expenditure on those services which is of military value, and the Permanent
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Disarmament Commission will not in every case possess the data necessary to enable it to

ascertain whether all this expenditure has been apportioned correctly.
Supervision of the apportionment of mixed expenditure shown in accounts other than

those of the national defence ministries would be facilitated if States agreed to group this
expenditure under separate heads. The Permanent Commission, in exercising its

supervisory powers, should endeavour to induce them to do so.

(d) National Supervision over the national defence expenditure entered
Defence Expendi- in the special accounts does not present any special difficulty.

ture entered The chief feature of these special funds is that receipts are assigned
in Special to a definite object, and this is usually very clearly indicated.
Accounts. There are, however, cases in which expenditure under special

accounts is not presented with sufficient clearness. In such cases,
the States concerned should undertake to indicate the necessary particulars, and it is

to be hoped that the Permanent Supervisory Commission will either induce them to pre-

sent these accounts in a clearer form or to do away with them altogether. Supervision will

be all the more effective if the principle of budgetary unity is respected.

C. NATIONAL DEFENCE EXPENDITURE BORNE BY REGIONAL OR LOCAL COLLECTIVE

ENTITIES OR BY PRIVATE ASSOCIATIONS OR PERSONS.

(a) Expenditure Certain colonies bear the whole or part of the expenditure
borne by the relating to the security of their territory. Thus Belgium, the

Colonies. United Kingdom, France and Italy charge a certain proportion

of expenditure (from 1.6 to 7.5 per cent of the total national

defence expenditure) to the colonial budgets. The supervision of this expenditure should
not give rise to any serious difficulty. The most typical case is that of the Netherlands.
The national defence expenditure on the budget of the Dutch Indies amounts to

62.2 per cent of the total national defence expenditure of the Netherlands. In this latter

case, the military expenditure borne on the budget of the colony is shown under separate

items in the same way as the national defence expenditure included in the budget of

the home country, and the supervision of the transfer of figures to the Model Statement

does not present any special difficulty.

(b) Expenditure As regards expenditure borne on the budgets of the federated
borne by States of a confederation, the Committee observed that the closed

Regional or Local accounts of these collective entities contain sufficient details,

Collective Entities are subjectIto supervision by means of which the authenticity

of the of the figures included therein is established and that supervision

Home Country. will thus be possible.
As regards the expenditure by regional and local collective

entities of the home country, supervision will be seriously hampered by the fact that

there are always a very large number of these collective entities and it will be really

impossible for the Permanent Disarmament Commission to consult their accounts. The

Committee considers that this difficulty might be lessened if States undertook to supply,
at the Permanent Commission's request, an account, authenticated by the Governments,

of payments borne on the budgets of regional and local authorities and certified correct.

In special cases, the Permanent Commission might ask for the actual accounts to be

communicated to it.

(c) Expenditure We have seen that, in a large number of countries, expenditure
met by out of gifts or bequests made by associations or private individuals

Associations or for purposes of national defence is explicitly shown in the
Private Persons. closed accounts. In other cases, however, no accounts of such

gifts or bequests are published. As a rule, if they are of any

importance, they are usually attended by publicity which will facilitate supervision.

For instance, public subscriptions cannot remain unknown, and gifts made by associations



- 81 -

or companies usually figure in the reports sent to the members of those associations or to
the shareholders.

As regards associations considered as formations organised on a military basis, their
expenditure cannot be accurately supervised unless they possess accounts which they can
submit to the Permanent Disarmament Commission.

D. DIFFICULTIES OF SUPERVISION INHERENT IN CERTAIN SPECIAL FORMS OF PUBLIC

ACCOUNTS.

Other difficulties of supervision may arise in connection with certain special forms
of public accounts, and these should be taken into consideration.

(a) Special Funds. As a general rule, States will have to enter in the statement
the actual expenditure out of special funds and not transfers from

the budgets to those funds when the latter are partly or wholly provided out of the budgets.
The observance of this rule can easily be supervised except in the very rare cases where
the accounts of special funds are not public.

The Committee has accordingly made a recommendation to the effect that all States
should undertake to publish the accounts of special funds concerning national defence.
As regards the lump sums allocated to units to provide for the material requirements
of their effectives, the observance of the rule that transfers from the budget to such funds
should be entered in the statements can easily be supervised.

(b) Autonomous The payments made by the ministries of national defence to
Establishments. autonomous establishments in returnfor the materials supplied

can easily be supervised because they are shown in the closed
accounts of those ministries. This also applies to payments made by the ministries of
national defence to cover the deficits of these establishments and to improve their plant
or equipment.

Moreover, as a rule, the accounts of the autonomous establishments themselves
give particulars of their receipts and expenditure and enable the insertion in the Model
Statement of the relevant national defence expenditure mentioned in the previous chapter
to be verified. In order, however, to facilitate the task of the Permanent Disarmament
Commission, the Committee recommends that all States which do not publish detailed
accounts of such establishments should undertake to do so.

(c) Subsidies to The Committee decided to insert in the Model Statement the
Private Armament subsidies granted by the State to private armament firms. If

Firms. those subsidies are granted to firms which manufacture armaments
in peace-time and other materials as well, the State granting

a subsidy to such firms will insert in the Model Statement only the portion of the subsidy
intended to increase the production of war material. The State concerned will obviously
possess the information necessary to enable it to determine this proportion, and will do so
on the basis of the actual circumstances, which the Permanent Disarmament Commission
cannot appreciate simply by means of written vouchers.

Moreover, subsidies can be granted by various means: if the subsidy is granted direct
and charged to a budgetary credit, the expenditure is inserted in the accounts and can be
taken into consideration by the Permanent Disarmament Commission. This also applies
to cases in which the subsidy is granted in the form of an increased selling price. In such
cases, the actual price paid by the State to armaments firms, which includes both the
normal selling price and a sum representing the subsidy or grant, is included in the closed
accounts. 



Subsidies may, however, be granted indirectly through holding companies or banking
institutes of which the State possesses the whole or part of the capital. Certainly, in cases
of this kind, the State can ascertain the amount of the actual subsidy granted
to a private armaments firm through the holding company or the banking institute, but
it will not be possible for the Permanent Disarmament Commission to ascertain by means
of the closed accounts the exact amount of the subsidy actually received by the private
armaments firm. The only method of ascertaining the existence of such subsidies would
be to inspect on the spot the balance-sheets and accounts of the private armaments firms.
The Committee is not competent to decide whether such supervision is possible. Its
advisability might be pointed out to the Committee for the Regulation of the Private
and State Manufacture of Arms and Implements of War.

Industrial State expenditure on the installation of plant and the
mobilisation. acquisition of raw materials for private firms with a view to a rapid

change-over to the manufacture of war material on mobilisation
is usually shown separately in the budgetary accounts of the ministries of national
defence, but may also appear in other forms in the budgets of the civil ministries. No
doubt, wherever such expenditure appears, States are legally bound to insert it in the
Model Statements, but it may cause difficulties to the Permanent Disarmament
Commission as regards supervision.

(d) Expenditure Budgetary revenue is obtained by means either of taxation or
out of the of loans. Expenditure out of loans is usually shown either in the

Proceeds of Loans. budgetary accounts themselves (extraordinary budgets) or in
special accounts. In such cases, there is no difficulty in tracing the

annual payments effected from the proceeds of loans. The defence ministries may, however,
raise loans and merely insert in their accounts the payments in respect of interest and
amortisation of such loans. In such cases, the latter should be excluded and the actual
annual expenditure included. Supervision is possible only if the actual expenditure
appears in the accounts. The Committee accordingly recommends that States should
undertake to show separately in the accounts the annual expenditure and the expenditure
on interest and amortisation, so that it may be possible to ascertain that the former has
been inserted and the latter excluded.

Again, national defence expenditure-such as the construction of barracks-may be
effected by private individuals, a private company or a local collective entity, the
expenditure being refunded by the State in a series of annual instalments. In such cases, it
will be less easy for the Permanent Commission to supervise the actual expenditure, and
States should supply full proof of the correctness of the actual annual expenditure which
should alone be inserted in the Statement.

(e) Gross and Net In examining the documentary material, the Committee found
Accounts. that, despite certain difficulties, it was as a general rule quite

possible to reconstitute the amount of gross expenditure.
Supervision will in some cases necessitate rather complicated calculations, but the rules
laid down by the Committee, in conjunction with the "Instructions" which will
subsequently be drawn up, will facilitate supervision by preventing duplication.

The observance of the contractual clause, whereby Governments undertake to account
for transfers for a consideration effected between defence services or between Governments
on the basis of cost or purchase price with due allowance for depreciation, or, in the case
of replenishment of stocks, on the basis of the replacement value of the material transferred,
will give rise to difficulties from the point of view of supervision, though in this connection
there are certain probabilities which cannot be overlooked. In the case of transfers
between ministries, it must first of all be borne in mind that such transfers do not attain
large figures, mainly because there are very few articles and in particular very few war
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materials which are in common use by the different arms or for the various services, and
the practice of joint purchases or joint manufacture is not very general.

The war materials of the different arms are indeed of wholly different types tech-
nically and, generally speaking, cannot be manufactured at the same works. As
regards guns themselves, the models and calibres used by the land and naval forces
respectively possess very different technical characteristics, for the very reason that the
objectives (fixed or moving targets) and calibres are widely different. The only war
materials which can be used in common by the various forces are portable arms or
ammunition. Again, the automatic weapons used by the different forces sometimes have
special characteristics (machine-guns with special mountings for use on board ships in the
case of the navy, and machine-guns of special models and calibres for use in aircraft).

As regards transfers from Government to Government, the publicity of delivery and
consignment recommended by the Committee (see Chapter XVII, page 157) would greatly
facilitate supervision of the observance of the rule, set forth above, prescribing how the
prices of material transferred must be fixed.

E. CONCLUSION.

By far the largest part of national defence expenditure, within the meaning of the
Convention, is shown separately in the accounts of the national defence ministries.
A fairly large proportion of this expenditure appearing in the accounts of the other
ministries is also shown separately. Thus, the transfer to the Model Statement of the bulk
of national defence expenditure can be accurately verified. The difficulties in the way of
verification are mainly due to the fact that certain expenditure included in the accounts
has to be apportioned on the basis of estimates and of internal documents, and not of
published and audited accounts. They are also due in part to certain special features of
the published accounts which may render them difficult of interpretation. Having
considered, however, the proportion of the expenditure thus affected, the Committee
reached the final conclusion that, in spite of the difficulties, the seriousness of which
differs considerably in different States, for practical purposes, the application by
States of the rules proposed by the Committee for calculating the total national
defence expenditure can be checked through the accounts with a highdegree of
accuracy. 

1 NOTE. - Major-General BARBERIS and M. WORBS point out that the margin of
error is not always negligible.

Nevertheless, they think that this difficulty is not so serious as in itself to preclude
the practical possibility of applying the system set forth in the Report of the Committee
of Experts on Budgetary Questions.



Part IV.

IS IT POSSIBLE TO SEPARATE FOR PURPOSES
OF LIMITATION AND PUBLICITY:

(a) Expenditure on the Three Forces ?

(b) Expenditure on Land and Naval Material ?

(c) Expenditure of All Kinds between the Various Headings
of the Model Statement ?

INTRODUCTION.

It has been shown in previous chapters, in the light of the documents examined, how
far it is possible to ascertain and verify the total amount of the national defence expenditure
of the various States.

In this chapter, the possibility of classifying the total expenditure will be examined.
The possibility of making a proper classification of expenditure will be considered

from two aspects:

I. From the point of view of the limitation of certain categories of military
expenditure (see Articles Io, 24 and 29 of the Draft Convention);

II. From the point of view of publicity (see Articles 33 and 38), which should
not only provide for the communication of information regarding military expenditure
to the parties concerned, but also furnish useful data for verifying that the limitation
figure has not been exceeded.
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Chapter IX.

POSSIBILITY OF SEPARATING EXPENDITURE ON THE
THREE FORCES.

Conclusions The conclusions of the Committee of Budgetary Experts as
of the Committee contained in their report of I93I regarding the possibility of

of Budgetary separating expenditure on the three forces may be summarised
Experts. as follows:

(a) The degree of water-tightness necessary for the separate limitation of the
totals of the three forces can be obtained;

(b) The water-tightness of the expenditure of each of these forces can be ensured
by following the instructions with regard to the transfer of the expenditure from the
accounts to the Model Statement;

(c) The percentage of error involved in such transfer would thus be reduced
to a small figure.

Examination In arriving at these conclusions, the Committee of 1931 had
of these not before it documents and evidence furnished by States: it has

Conclusions by been the task of the present Committee to examine the above
the Technical conclusions in the light of the documentary material since

Committee. submitted.

This material was examined by the Committee from three points of view:

(i) The extent to which States have shown expenditure on the three forces
separately;

(ii) The difficulties encountered;

(iii) The methods adopted to meet these difficulties and the extent to which
they have proved successful.

I. EXTENT TO WHICH STATES HAVE SHOWN EXPENDITURE ON THE

THREE FORCES SEPARATELY.

All States possessing more than one force have rendered a separate Model Statement
of expenditure for each. In three cases, however-those of Japan, the United States of
America and the Irish Free State-the separation is incomplete, because the expenditure
on the Air Forces, though shown separately, is also included in the Model Statement

presented for one or both of the other two forces. The explanation of this as given
by the delegations concerned is that the Air Force cannot be regarded as anything
but integral parts of the Army and the Navy.l

1 In a note attached to the Model Statement, the Japanese delegation explained that the figures entered
in Table D only represent the expenditure directly affecting the Army and Navy Air Forces and do not include
expenditure in respect of administration and training common to both the Army and Navy; the above-mentioned
figures are not regarded as showing the full amount of expenditure on the Japanese Air Forces.
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The extent to which defence expenditure can be accurately classified into that on
each of the different forces varies according to the organisation of the three forces and the
degree of independence of their budgets and accounts. Particulars on this point are to be
found in the following table:

States with separate States with two States with one
Ministries for each Ministries (Army Ministry for two

force. and Navy) for or more forces.
three forces.

United Kingdom. Denmark. Belgium.
France. Japan. Czechoslovakia.
Italy. United States of Germany.

America. India.
Irish Free State.
Netherlands.
Norway.
Poland.
Roumania.
Sweden.
Switzerland.
U.S.S.R.
Yugoslavia.

It is obvious that the countries with three separate ministries each with its own
expenditure account find the least difficulty in separating expenditure on the different
forces. The difficulties increase in inverse ratio to the specialisation of the accounts.

In the case of those countries which do not possess separate ministries for each force,
the extent to which separate accounts are kept for the different forces and consequently
the extent to which the figures given for each force can be verified vary considerably.
At one end of the scale there are such cases as India, Sweden and Switzerland, which,
though only possessing one ministry, possess almost completely separate accounts for the
different forces; at the other end there is the U.S.S.R., which has one Defence Ministry
and only publishes one total figure for the whole of its State defence expenditure.

In their I93I report, the Budgetary Experts came to the conclusion that the difficulties
of classification caused by methods of organisation and accounting could be surmounted
if limitation was to be based upon payments, because pay orders show for what purposes the
payment has been made. The question at issue, however, is whether payments can be
isolated in the accounts. The heart of the problem is the practicability of separating
expenditure on the Air Forces, which is often included in the Army and Navy accounts.

2. DIFFICULTIES OF SEPARATING EXPENDITURE BETWEEN THE THREE FORCES.

States with Though the existence of separate ministries and accounts
Separate Ministries tends to ensure the highest degree of accuracy for the figures of

and Accounts. expenditure of each force, complete accuracy is vitiated to some
extent by certain factors:

(a) Coast defence. This is borne sometimes on the Army account (United
Kingdom), sometimes on the Naval account (France), and

sometimes on both (Italy).



- 87 -

(b) Expenditure As a rule, the distribution as between the three forces of the
by civil expenditure on posts, telegraphs, public works, etc., is based

ministries on largely, if not entirely, on estimates of that part of the expenditure
behalf of the included in the accounts of civil ministries which relates to
Army, Navy national defence.

and Air Forces.

States without The difficulties occasioned by the separation of expenditure as
Separate Ministries between the three forces in States with separate ministries and

and Accounts. accounts also apply to States with less highly specialised accounts,
and these latter encounter special difficulties of their own which

vary according to the number and nature of their accounts.
The degree of specialisation of accounts differs not only as between different States

(the cases of Sweden and the U.S.S.R. have been mentioned above), but also as between
the accounts of the same State. Even where a State keeps separate accounts for its Army
and Navy and includes its Air expenditure in both, the degree of specialisation of the two
accounts may differ. The following may be given as typical examples:

(i) The Netherlands. - (a) As regards home expenditure, Air expenditure is included
in the Army account and the Navy account; in the former it is largely shown under separate
headings, in the latter it is not.

(b) As regards the Colonies, Air expenditure is shown separately to some extent, but not
completely, from that on the Army and Navy.

(ii) United States of America. - Air expenditure is included in the Army and the Navy
account. There are no separate headings for maintenance expenditure in respect of the Air
Force (pay, food, etc.).

(iii) Japan. - Air expenditure is included in both the Army and Navy accounts; there
are a certain number of separate headings in respect of the Air Force, principally relating to
war material. The Japanese delegation states that it was not possible to separate its Air Force
expenditure from the expenditure on its two other forces, and it was therefore impossible to
give even an approximately correct estimate of Air expenditure.

The general consequence of the absence of separate clothing accounts for the three

forces is that, in the majority of cases, there are common services, whose cost is shown
only in one account. The following examples may be mentioned: expenditure in respect

of provisions, pay, equipment and the manufacture and maintenance of certain classes
of small arms and ammunition therefor. The relative importance of services common
to the Air Forces and to the Land and Naval Forces varies from country to country.

Methods In certain cases, no attempt has been made to divide the
adopted to meet expenditure on all common services over the three forces. For
the Difficulties example, the Model Statement for Air expenditure rendered by
indicated above. Japan includes only those items which the nature of the accounts

would permit to be isolated. In certain other cases where the

expenditure on common services is relatively inconsiderable, it has not been divided over
the three forces, but included in the Model Statement of the force responsible for the
administration of the common services-for example, in the U.S.S.R. and Poland. The
nature of expenditure on common services is of some importance in any attempt
to appreciate the difficulties of dividing it among the three forces. These services usually

comprise expenditure on pay and maintenance services. Common headings do not as a
rule include expenditure on the upkeep, manufacture or construction of war material,

because the technical requirements of each service necessitate to some extent special
items in the accounts. The expenditure on war material which is common to the different

forces generally represents expenditure on such weapons as rifles, machine-guns 1 and their

t On this subject see also page 83.
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corresponding ammunition and gas-masks. But, even in these cases, it is not always
possible to isolate the whole expenditure relevant to each force because, as for example
in the case of Norway, the same arsenal may manufacture and repair war material for
the three forces without any distinction being made in the accounts.

The extent to which war material is separable from other expenditure is dealt with
in Chapter XI.

Where, however, States have divided over the three forces expenditure on services
common to all three, but borne on the accounts of one only, they have arrived at the
figures in three ways:

(a) By reference to internal cash accounts;
(b) By the use of administrative information;
(c) By estimation.

(a) Internal The headings of published cash accounts may be less
cash accounts. detailed than the corresponding budgets. The particulars shown

in the published accounts are naturally not so full as those in the
internal accounts, from which they are built up and which are in the possession of the
administration. These internal accounts may be of two kinds. They may be:

(i) Cash accounts actually audited though not published; or
(ii) Cash accounts unaudited as well as unpublished.

Every State has had recourse in varying degrees to internal accounts of both kinds
in its endeavour to divide its total defence expenditure between the Army, the Navy and
the Air Force.

(b) Administrative An example may be taken: the published and audited accounts
information. of a State may only show the total amount expended on the

purchase of rifles and this may be the only audited figure known.
But from administrative documents and especially by means of audited store accounts,
the State will know how many rifles have been issued to the Army, Navy and Air Force,
and consequently the allocation of expenditure to these three forces in this respect is
exact, though it cannot be made from published accounts.

(c) Estimation. The basis of the estimations may be of two kinds: It may
be a general appreciation of the facts as known to the

administration. An example of this is defence expenditure from special funds and local
budgets in the case of the U.S.S.R. It may, however, be based on an existing audited
figure. Where, for example, a single audited figure has to be distributed over the three
forces, the distribution may be made either:

(i) In the proportion indicated by the more detailed headings published in the
budget. The figures so arrived at can be explained though they do not necessarily
represent the true expenditure of the respective forces.

(ii) By taking as a basis the number of efectives for the three arms. This method
is used in the case of many services-pay, medical service, provisions, clothing,
equipment and ammunition. For example, the whole of the pay and maintenance
expenditure of the Land Air Arm of the United States of America is estimated upon
this basis. Similar methods are used by other States-e.g., Czechoslovakia, Roumania
and Yugoslavia, for calculating expenditure on pay, and by the U.S.S.R. and
Yugoslavia for dividing general maintenance expenditure between the three forces.

Though the figures reached by these methods may be approximately correct, they
are obviously not susceptible of verification, and they do not represent the actual payments
of the respective forces, but only the estimated payments.
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Possibility The above-mentioned possibilities of error, however, will
of producing decrease proportionately as separate and detailed audited accounts

Authenticated exist for each service. The Committee's report must not be taken
Figures for the as implying that separate limitation of the expenditure on the three

Expenditure on the forces is of itself an insoluble problem. On the contrary, the
Respective Forces. detailed separate accounts in a number of States (the United

Kingdom, France, Italy, Sweden and Switzerland), where the
possible margin of error regarding the separation of the expenditure on each of the forces
is very small in comparison with the total expenditure, indicate clearly that separate
limitation of the actual expenditure on the three forces is technically possible.

It is probable, however, that, even with the best will in the world, no State could
produce a completely audited figure of expenditure for each force. A certain recourse
to estimates would almost certainly be necessary, but this would have to be reduced to a
minimum, unless the Disarmament Conference is willing, in the absence of separate
accounts for each force, to accept internal accounts or estimates. The most effective way
of reducing the risk of error to a minimum is the development of defence accounts in such
a way as to show all budgetary expenditure on the Air Force in an account separate from
that of the Land and Naval Forces.

As to the nature of such development in the presentation of accounts, it may be
observed that the existence of three ministries and accounts does not of itself make the
separation of expenditure automatically correct; nor, on the other hand, does the existence
of one ministry and one account make the separation of the three forces automatically
impossible.

In the first case (as explained above) it may be that what is regarded by one State
as Naval expenditure is regarded by others as Military or Air expenditure-e.g.,
expenditure on coast defence, aircraft carriers, catapults. Difficulties of this nature can be
overcome by a greater precision in the definitions to be given in the " Instructions"
and by the development of the accounts.

In the second case, a single account, if it possessed extremely detailed items, might
well render the separation of expenditure between the three forces as easy in theory as
would the existence of actual separate accounts.

Possible Methods The Committee has considered whether any other method
of separating of separation of Air expenditure could be recommended. The
Expenditure. only solution appears to them to be a division of expenditure on

the basis of (a) the number of effectives, (b) the relative cost of a
soldier, sailor or airman. Both these methods imply the possibility of separating
expenditure on war material from that on general expenditure. It is clearly impossible
to divide expenditure on war material on the basis of the number of effectives in the three
forces. The extent to which expenditure on war material can be isolated is indicated in
Chapter X and especially in the diagram on page 97. It will there be seen that expenditure
on war material can only be isolated from other expenditure and divided amongst the three
forces by a very liberal use of estimates when such expenditure is not entered under
separate headings in the audited accounts. The proportion of estimated expenditure as
compared with expenditure shown under separate headings in the accounts varies from
2 to 99 per cent according to the country and to the specialisation of its accounts.
It is nevertheless true that, as a rule, the need for recourse to estimates is less frequent
when separating expenditure on Air material from that on Land material than when
separating Air material expenditure from Naval material expenditure.

If, however, expenditure on Land war material could be isolated from other
expenditure on such a basis that recourse to estimates would be sufficiently rare to permit
of international control, there might be, prinma facie, a possibility of dividing general
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maintenance expenditure on the basis of the number of effectives of each force or of the
cost of a soldier, sailor or airman. There are, however, serious difficulties in these two
latter methods.

(a) Distribution This assumes that the cost of soldiers, sailors and airmen is the
of expenditure same in respect of the items concerned. But this is certainly not the
based on the case. There is no such thing as a " budgetary soldier " any more
number of than there is an " economic man ". A soldier is always a particular
efectives. sort of soldier - a recruit, fully trained private, corporal,

sergeant, etc.; he is at home or abroad; he is single or married;
his pay and allowances differ according to rank or grade. The cost of his medical
treatment will vary: for example, it may be cheaper in the case of a sailor than in that of
a soldier, because the former are more concentrated and fewer doctors are required.

Soldiers, sailors and airmen do not always get the same rations or uniform, and the
wear-and-tear of uniform and equipment varies in the different arms. Further, to base
expenditure upon the number of effectives involves the verification of the number of
effectives, which is not always easy; and, in any case, this method can only be a rough
method of dividing a figure for common services between the three forces. This point is
emphasised by the Japanese delegation, which stated that it was unable to find any suitable
method of separating the expenditure on common services. In its opinion, it would not
be proper to divide the expenditure in the ratio of the effectives, because expenditure
depends, not merely upon the number of effectives but also upon the nature of the duties
which they are called upon to perform.

(b) Annual cost The calculation of the "annual cost per man" involves
per man. certain difficulties due to the diversity of rank and grades of military

and civil personnel and of the regulations governing their employ-
ment; and, even if it could be calculated, the result could not be verified. It is true that,
for the purposes of rough calculations, administrations are constantly faced with the
necessity of having to estimate the cost of a soldier, sailor, or airman of varying categories
and ranks. Even if the validity of such a constructive figure were admitted as the juridical
basis for limitation, this constructive figure would have to be multiplied by the average
number of effectives (of varying ranks and grades) - another constructive figure. The
result would be a third constructive figure.

This method would introduce two coefficients of error; the first arising from the
calculation of the cost per man, and the second from the calculation of the average
number of effectives. It would thus involve so serious a departure from the principle that
expenditure means audited payments that it cannot be recommended.

Possibility of The Committee has also considered whether, in the absence of
Derogations as complete and detailed separate accounts for the three forces, some

regards the latitude might be accorded to States as to what items of expenditure
Particulars to be should be included in each of the three tables on two conditions:
included in the (i) that the States make it quite clear what derogations from the
Tables for the instructions they have made, and (ii) that the States undertake

Land, Naval and not to vary these derogations and to adhere each year to the
Air Forces same method of filling in their Model Statements. To permit,

respectively. however, a State to include under expenditure on the Naval
Forces, for example, expenditure which really relates to the

Air Force, would militate against the principle, expressed already in the Budgetary
Experts' report, that "the expenditure to be entered in the Model Statement shall
correspond to the true and final utilisation of the amounts involved". Moreover, to include
in the figures for one force maintenance expenditure relating to another force would make
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it juridically possible for a State to spend on one force money included in the limitation
figure of another, which is one of the very things that separate limitation is designed to
prevent.

The only derogation which the Committee envisages is that relating to the expenditure
on coast defence, which by its nature can be regarded as either Naval or Military or both.
So long as States adhere to the same method of showing this expenditure, the fact that it is
not shown in the same accounts by all the States concerned does not appear of much
importance.

In evaluating the margin of error in any attempt to isolate and verify the expenditure
on Air Forces, two factors must be taken into account.

The first is an internal factor-namely, the difficulty experienced by Governments
themselves in isolating the expenditure on their Air Forces. As has been demonstrated
in the foregoing pages, the difficulties are mainly due to the organisation of the forces,
and they are greater in proportion to the closeness of the relations between the Army and
the Air Force or between the Navy and the Air Force. The Naval Air Force is more closely
linked with the Navy than the Land Air Force is with the Army, and therefore more
difficulty has been found in separating the Naval Air Force expenditure from that of the
Navy than in separating the Land Air Force expenditure from that of the Army. Thus,
the first factor of possible error is due to the actual organisation of the forces, and cannot
be evaluated.

The second factor is concerned with accounting, and can be evaluated. In the various
closed accounts there are items or groups of items of expenditure which without any doubt
concern the Air Forces. In the following table and diagram all the Air Force expenditure,
which is taken en bloc from the heads of the closed accounts, has been isolated, and, on the
other hand, the expenditure which, in order to be extracted from the closed accounts,
has had to be split up on the basis of internal documents or estimates, has been set out.

Total
expenditure Amount of Air expenditure Amount of Air expenditure

on Air Forces shown separately in not shown separately
shown in the closed accounts in closed accounts

Country Model
Statement

In thousands In thousands Per cent In thousands Per cent

Belgium (Belgian francs) . . I42,2I4 IOI,894 71.6 40,320 28.4
United Kingdom () .. . . 9,277 19,037 99.2 240 o.8
Czechoslovakia (Kc.) . . . 227,999 89,76I 39.4 I38,I38 60.6
Denmark 1 (Kr.) .. .. . 2,833 2,833 I0o.
France (francs) . . . .. 1,979,756 1,645,718 83.0 334,038 I7.O
Germany 2 . . . . . .

India (Rupees) . . .... 2.58.52 2.23.25 90.0 25.27 IO.0

Irish Free State (£) 2 ... 78 . - 78 IOO.O

Italy (lire) ........ 946,069 90I,469 95.3 44.600 4.7
Japan (Yen) . ...... .58,318 130 0.2 58,I88 99.8
Netherlands (florins) . .. 12,762 8,581 67.2 4,I8I 32.8
Norway (Kr.) ...... 2,302 1,047 45.5 1,255 54.5
Poland (Zloty) ...... 70,847 21,736 30.0 49,III 70.0

Roumania (Lei)...... 867,683 632,789 72.9 234,894 27.I
Sweden (Kr.) ..... 9,615 8,203 85.3 1,412 I4.7
Switzerland (francs) . . .. 6,865 4,949 72.I 1,916 27.9
U.S.S.R. (roubles) .... 124,572 38,104 30.6 86,468 69.4
United States ($) .. ... I09,066 59,678 54.7 49,388 45-3
Yugoslavia (dinars) . . . 303,584 I95,742 64.5 107,842 35.5

1 Split based entirely on estimates.
2 No Air Forces.
s See note, page 85.
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PERCENTAGE OF AIR FORCE EXPENDITURE SHOWN IN SEPARATE ITEMS

IN THE CLOSED ACCOUNTS.

Belgium ..... 71.6%

United Kingdom

Denmark .... 0.0%

United States. 54.7 

France ...... 83%

India ....... . I 900

Irish Free State 0.0%

Italy 953i
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Poland ...... 30%
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This diagram can only be interpreted in the light of the observations above.

The table itself and the diagram show the percentages of the two groups of figures.
The first and most important remark to be made is that there is an obvious disproportion

in the percentages of the figures of the different Powers; in some cases the figures are almost
entirely estimates (Irish Free State, Denmark), while in others they are almost all extracted
en bloc from the accounts (United Kingdom, Italy), and therefore can be accurately verified.
Taking them as a whole, the arithmetical mean of the percentages of figures directly verifiable
is only 63.

The percentage, however, of Air Force expenditure that appears together with other
expenditure in the closed accounts does not in itself represent the margin of error that
may occur from the isolation of the actual figures. It is merely a rough index of that margin.

Of the figures that do not appear separately in the closed accounts, some are the result
of splits in which the margin of error is almost negligible, whereas for others it is much greater,
especially where several estimates have had to be made in order to determine them.

Generally speaking, in the index that represents the percentage of unverifiable expenditure
in the closed accounts there are two different factors: one that tends to increase the value of
the index and lessen the margin of error, and one that acts in the opposite direction.

The first is the fact that a split does not always necessarily involve a high possibility of
error: sometimes, indeed, the margin of error may be quite small even if the figure, though made
up of unverifiable elements, which has been added to the figures in the fifth column of the table,
is fairly high. 1

1 The Model Statement for the Air Forces of France shows for Chapter Is5-Air Force Establishments-
Civilian staff-Salaries--the sum of 6I,0o76,975.52 francs. This figure does not appear in the Air Ministry's
statement of payments, which gives only 60,880,975.52 francs, while another I96,00ooo francs were paid by the
Ministry of Marine.

Again, in the Japanese Model Statement, for Chapter I of Head II of the Accounts -Cost of reform of Air
Forces- out of a total of 552,625 Yen, only 53I,557 are assigned to Sub-head M-Air Force material-and
it has therefore not been possible to regard Chapter I as coming directly into the third column of the table.

In both these cases, of course, the margin of error can only be extremely small. Naturally, only extreme
cases have been given here as examples; they must not be regarded as typical.
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The second factor is the fact that the table is based exclusively on the figures given in the
Model Statement as submitted to the Conference, whereas the examination of the documents
supplied has shown that in several cases expenditure shared by the Air Force and the Army
or by the Air Force and the Navy has not been split up. 1

As has been observed, these two phenomena act in opposite directions; to a certain extent
they cancel out, and they make the impression gained from the figures shown in the table more
in conformity with the facts.

It is clear from what has been said that, if expenditure is to be defined as audited
payments, it is not possible for all States at the moment to divide their defence expenditure
between the various forces. The organisation of the forces themselves, the corresponding
organisation of the accounts, the absence of sufficient detail in the latter, and the existence
of common services, make the production of an audited expenditure figure for each of the
forces impossible. However accurate the total expenditure on the three forces may be,
recourse to administrative information and to estimation in order to divide this total
necessarily introduces margins of error which it is impossible to eliminate. Estimates
are always to some extent arbitrary, while the figures resulting from separation on the
basis of internal documents may be perfectly correct but cannot be completely checked
by an international body.

The Committee sees no alternative to the establishment by all States of separate
accounts for the three forces, if the Convention is to provide for the separate limitation
of expenditure on the three forces based on audited accounts.

It wishes to point out, however, that some delegations, in the course of the
examination of their evidence, stated that their Governments would be prepared under
certain conditions to consider the possibility of improving their accounts in accordance
with the principles which might be laid down in a limitation Convention.

The Committee realises that the submission of separate accounts for the three forces
by Governments that do not already make this distinction presupposes organic reforms
and that some additional expenditure may be involved. In fact, this has been emphasised
by more than one delegation in giving evidence.

Conclusions. (a) If the Conference decides that separation of the
expenditure on the three forces must be verifiable on the basis

of figures taken en bloc, to a very large extent, from the audited accounts, not all countries
can carry out this separation owing to the form in which their accounts are at present
drawn up.

(b) This separation, however, is not in itself impossible provided that countries
which do not submit separate accounts for the expenditure on each force agree to employ
such accounts, as is done at present bythe United Kingdom, France, Italy and Sweden
(all three forces), Germany (the Army and Navy) and Switzerland (the Land and the
Air Forces).

(c) Only if the Conference agrees to accept for the separation of the expenditure on
the three forces a degree of verifiability considerably inferior to that which can be secured
as regards the verification of the aggregate expenditure of each State, can a separation
of the expenditure on the three forces be regarded as possible with a view to the application
of Article 29 of the Draft Convention.2

1 The Air Force Model Statement submitted by Japan is a typical case. It shows only the
direct expenditure on the Army and Naval Air Forces, and not the administrative and training expenses of the
Air Forces common to the Army and Navy.

2 NOTA.- Major-General BARBERIS and M. WoRBs observe that, from the technical
point of view, it cannot for a moment be supposed that the Conference desires that such a
separation (for the purposes of limitation) should be carried out on the basis of unaudited
figures, and agree with the majority in saying that such a separation with audited figures
is at present impossible.
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Chapter X.

POSSIBILITY OF SEPARATING EXPENDITURE ON MATERIAL
FOR THE LAND AND SEA FORCES.

(ARTICLES IO AND 24 OF THE DRAFT CONVENTION).

1. Definition of The limitation of expenditure on land and naval war material
Expenditure contemplated by Articles Io and 24 of the Draft Convention

on Land and Naval requires as its conditions that expenditure on war material can
War Material. be separated from other expenditure and that the expenditure

on land war material and naval war material can be separated from
that on air war material.

In order to determine whether separation of expenditure on war material is possible,
it is first necessary to define " war material ". The articles of the Draft Convention
referred to do not give any definition, and the definition upon which States have worked
is that represented by the categories of expenditure allotted to Head IV in the
" Instructions " for filling in the Model Statement appended to the Budgetary Experts'
report.l The Committee accordingly worked on the basis that by war material is meant
the expenditure relating to these categories. The Committee have carried out a revision
of these categories, as explained in Chapter II of this report.

2. Possibility The Budgetary Experts, in their report, made the general
of separating observation that, if there was any doubt as regards the possibility

Expenditure on of a separate limitation of the total land, total naval and total air
Material of Each of expenditure, there must also be doubts with regard to the possibility
the Three Forces. of separating the expenditure on war material included in those

totals.
The difficulties of separating the total expenditure on the three forces have been

indicated above; but they are not necessarily and of themselves fatal to the separation
of the expenditure on war material for the three forces, for the reason that the difficulties
of separating expenditure as between the three forces as a whole arise largely from the
existence of services common to all three forces, but entered in the accounts of one of
those forces.

In the case of expenditure on war material, of course, the common services are either
fewer or do not exist at all.2 Even in those States where air expenditure is included in the
Army and Navy accounts, it is theoretically possible that the items relating to expenditure
on war material of the three forces can be shown separately. The evidence and the
documents examined, however, indicate that the degree to which this specialisation of
expenditure is carried out in accounts varies very widely.

For example, in the cases of the Netherlands, Norway and the United States of America,
where air expenditure is included in both the Army and Navy accounts, the " war material "
expenditure relating to Air is shown in greater detail in the Army account than in the Navy
account. In the Netherlands, the State naval factories work for both the Navy and Air, and

1 See report of the Committee of Experts on Budgetary Questions, page 29.
2 See page 83.
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the separation of expenditure has been effected by calculation. In Norway, the accounting
system does not permit of an exact division of expenditure between the three forces as regards
arms and ammunition. Similarly, in Belgium, the distribution of the expenditure on arms and
ammunition between the Army and Air Force has been carried out by estimation on the basis
of the respective number of effectives. In the cases of Czechoslovakia and Poland, the published
accounts show little detail and, in order to separate war material expenditure, recourse has
been had to internal accounts.

3. SpecialDifficulties Moreover, apart from the difficulties consequent upon the
arising out of problem of separating the total expenditure for the three forces,
the Definition there are special difficulties arising out of the definition of

of Expenditure on " expenditure on war material " (Head IV) as given in the Budgetary
War Material. Experts' report (pages 29 et seq.).

What Head IV sets out to ascertain is in effect the full payments
in a year relevant to the manufacture, acquisition and upkeep of implements of war.

It does not aim at ascertaining the " cost " of such implements in the technical sense
of the word-i.e., the sum of the items which go to make up the cost of production of the
finished materials.'

4. Inclusion of All Expenditure on war material is broadly of four kinds:
Relevant Items.

(a) War material may be purchased either from a private
firm at home or abroad or from a State autonomous establishment

(i.e., a Government establishment which conducts its business on commercial lines
and sells its products to defence departments).

(b) War material may be manufactured or repaired in non-autonomous State
establishments (i.e., establishments where expenditure on material, wages, plant, etc.,
is entered direct in the budget accounts, and to which no price is paid direct by the
defence ministries in respect of material acquired from them).

(c) Small repairs to war material are sometimes carried out in the military units
themselves by the personnel of those units. This is particularly true of repairs to
warships, mechanical transport and aeroplanes.

(d) Expenditure on research, technical experiments and the inspection of
materials.

(a) In the first case, the price paid by the defence ministries for deliveries represents
the total cost of the finished material. If the material is bought from a private undertaking,
the purchase price includes, in addition to the cost of production, the purveyor's profit.
If the material is delivered by an autonomous establishment, the price of delivery to the
defence ministries does not always include expenditure such as depreciation of plant and
buildings, taxation, etc.

(b) In the second case, the structure of the accounts being radically different from
that of the Model Statement, difficulty is found in isolating from certain general items of
the account that part which relates to the manufacture and repair of war material, and in
particular to the pay of the military and civilian personnel of establishments which are
paid out of the same budgetary items as other personnel, to certain general charges, etc.

(c) In the third case, it must be remarked that the repairs undertaken in the units
themselves are necessarily of a lighter nature than those effected in the workshops
or in the depots. The units do not as a rule incur any expenditure as regards the articles,
tools and materials necessary for maintenance, as these are supplied from store; the
expenditure on the acquisition of these articles and materials is included in Head IV
together with the expenditure of the workshops and depots for war material.

1 See page II3.
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Consequently, the only expenditure in this category which is not automatically entered
in Head IV is that relating to labour utilised in the units for minor repairs and, to a small
extent, that relating to overhead charges. This is, moreover, a phenomenon found in
all countries, and in that respect it may perhaps be disregarded as an element tending to
prejudice the watertightness of Head IV. At the same time, it must be observed that, in a
technical service, a primary function of the personnel must be the maintenance of its
technical material. In an Air Force squadron, for example, its military personnel is
normally engaged on the maintenance of aircraft and ancillary armament. It is impossible
therefore to calculate the fraction of the daily work represented by upkeep of war material,
and it is partly for this reason that the United Kingdom, for example, has been unable to
include in Head IV the expenditure on personnel of all kinds engaged on the repair
and maintenance of air war material.

The importance of repairs of material effected by the personnel of combatant units
may become more and more considerable as the mechanisation of armies increases.
Thus the mobile repair units or the workshops on large naval vessels are assuming more
and more importance. The isolation of the pay and maintenance items relevant to this
personnel would be a matter of serious difficulty, and the Committee does not propose that
such expenditure should be included in Head IV.

(d) Expenditure on research, experiment, inspection and tests is generally incurred
by central services and covers both material acquired and that repaired by private
firms and autonomous and non-autonomous establishments. This expenditure is
included in the State accounts. The various items relating to this category of
expenditure, however, are not always shown separately in the accounts of each of the
forces, and difficulty may be found in isolating from the general items the relevant
expenditure on personnel and overhead charges which relates to Head IV of each of
the forces.

It is clear that the structure of Head IV and the definition of expenditure on material
given in the instructions appended to the report of the Budgetary Experts involve the
identification and transfer to Head IV of certain expenditure for upkeep, manufacture
and construction of war material, which might otherwise appear in other items of the
Model Statement.

The extent to which States have succeeded in isolating all the relevant expenditure
and charging it to Head IV varies according to the nature and detail of the accounts kept.
As will be seen by reference to the summaries of evidence reproduced in Volume II of
this report, difficulties have been encountered in varying degrees by all States without
exception. In certain cases expenditure on personnel and overhead charges has been
entirely or partially omitted; in others this expenditure has been computed or estimated
either from items in the general account or from private accounts on the basis of
administrative information.

The difficulties need not be particularised here; they are all of a technical accounting
nature and arise from the fact that the structure of the accounts differs from the structure
of Head IV. They have been met so far as possible by recourse to internal information
of the same kind as that used to separate expenditure on the three forces and described
in Chapter IX.

5. Exclusion of Owing to the fact that in some States there are manufacturing
Irrelevant establishments which are at the same time dep6ts and are engaged

Expenditure. in the manufacture and upkeep of both war and other material,
it has been impossible to separate the expenditure relating solely

to the former. The result is that in some cases Head IV is inflated by the inclusion of
expenditure on material other than war material. Examples may be found in the Model

Statements of Belgium, the United Kingdom, the United States of America, and
Yugoslavia.
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6. Degree of " Con- The object of the diagram given below is to show the degree of
trollability " of the "controllability " of the expenditure under Head IV. The diagram
Expenditure under and the basic tables attached have been based on the same

Head IV. criteria as the diagram and table on pages 91 and 92 (Annex 7).

PERCENTAGE OF HEAD IV EXPENDITURE SHOWN IN SEPARATE ITEMS IN THE CLOSED
ACCOUNTS.
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This diagram can only be interpreted in the light of the observations below.

If it is desired to ascertain the degree of controllability of the figures under Head IV, recourse
must be had to the accounts, which alone are capable of giving a correct view of the facts.

The annexed table is divided into two parts. In the first part, the totals of Head IV of each
of the three forces are shown in aggregate figures and in percentages, while in the second part
are shown also in aggregate figures and in percentages:

(a) The total of the items of the closed accounts relating to Head IV;
(b) The total of the amounts of the items of the accounts transferred en bloc to Head IV;
(c) To total of the amounts of the items of the closed accounts transferred to Head IV,

but which it was necessary to split up;
(d) The difference between the total of the items relating to Head IV and the total

of the parts of those items which have been transferred to Head IV: this difference shows
the amounts of the items partially relating to Head IV which have not been included
under that head.

In order to understand the data contained in the table and to form an idea of the degree
of controllability of the figures, it must be remembered that, as in the case of the table on page 9I,
two different factors influence the accuracy of the figures in opposite directions.

The first factor is that several States, while isolating the expenditure under Head IV, have
omitted expenditure which has been loosely included under other heads of the Statement.'

On the other hand, the manner in which the "split" has been effected sometimes involves difficul-
ties of distribution which are negligible: for instance, when Ioo millions is entered as 99 millions

1 Sub-Head IV of the Air Forces of the United Kingdom does not indicate the expenditure relating to
military and civilian personnel employed for the repair and upkeep of war material or the Air Force quota
of the general costs of administration. Consequently, to the 8,o55,936 shown in the Model Statement under
Head IV of the Air Forces should be added a sum which cannot be expressed in figures.
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in Head IV and I million under other heads, the error is obviously very slight, although, owing
to the split, the item is regarded from a statistical point of view as non-controllable by means
of the closed accounts.' Generally speaking, the two categories of factors act in opposite direc-
tions and the data contained in the table may be said to furnish an approximate index of the
degree of controllability of the figures in Head IV.

Account must also be taken of the fact that certain apportionments are effected
on the basis of internal documents, which allow of exact calculations, although not
controllable on the basis of closed accounts.

A review of the evidence submitted to the Committee points to the conclusion that,
while to a large extent the total expenditure on war material (as defined in the Budgetary
Experts' report) for all the three forces taken together can be isolated from other
expenditure, this can only be achieved by a very considerable measure of estimation and
by recourse to unpublished and unaudited information; that in almost every case some
relevant expenditure has been excluded and other irrelevant expenditure has been
included. The proportion of expenditure proper to Head IV that can be transferred bodily
from the audited accounts varies in each country, but it is in many cases very
small.

As regards the accurate separation from war material expenditure as a whole of that
part relating to the war material of the Air Forces, the evidence shows generally that,
subject to the general difficulties of isolating expenditure on war material at all, it has
been easier to isolate expenditure on air material of the Military arm from the expenditure
on land material, than to isolate Naval air expenditure from the expenditure on Naval
material.

The combination of these two sets of difficulties namely, the isolation of war material
expenditure generally, and the isolation of air war material in particular-renders the
production of completely audited figures for expenditure on land war material and naval
war material impossible owing to the fact that the structure of Head IV differs from that
of the national accounts.

7. Possible Can any solution be suggested ?
Solutions. If expenditure subject to juridical limitation is understood

to mean in principle "audited payments ", the figures for
expenditure under Head IV must be of that nature. Now the structure of the existing
Head IV necessitates the inclusion of large amounts that, in the present state of national
accounting, simply cannot be verified and audited (in particular, expenditure on civil
personnel, and overhead charges). This suggests that, by simplifying Head IV (i.e., by
eliminating from Head IV all general expenditure), it might be possible to render
Head IV expenditure more amenable to verification and control. The Committee has
examined certain alternatives to the existing form, in particular a proposal to confine
the expenditure in Head IV to certain limited categories of material. The Committee of
Experts on Budgetary Questions had considered similar alternatives and had found them
unworkable, and the technical Committee, after reconsidering them, has come to the
same conclusion.

1 As regards Chapter 29 of the French Naval Budget (Naval Artillery), of a total of 44,343,544 francs
appearing-in the statement of payments, only 2,948 francs have been excluded from Head IV.

Similarly, in Chapter 42 (Artillery Establishments), the figure for material-235,833,76I francs-could not
be included en bloc in Head IV, as that sum includes I,500,000 francs which had to be entered in Sub-Head G
of the Model Statement as it relates to expenditure on lorry transport.

As regards Chapter XVII of the French War Budget (Infantry Pay), of a total of 441,976,514 francs
only 5,547,493 francs have been shown under Head IV.

Naturally, in all these cases, although the real figures cannot be verified in a statistical sense, the degree
of accuracy of the figures under Head IV is certainly greater than would appear from a simple reading of the
table.
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The main difficulty of Head IV-that is, the isolation of all expenditure relating to
manufacture, upkeep and repair of war material in non-autonomous establishments-could
only be solved if States would show all such expenditure in a separate section of their
budgets and accounts: that is, if they would include in such a separate section
all expenditure on personnel, and raw material and overhead charges relevant to Head IV.

The general conclusion may be drawn that, if expenditure is to be understood as
audited payments, Head IV cannot be reorganised to fit State accounts, and if there
is to be any limitation of expenditure on material, State accounts must be reorganised
to fit Head IV.

The Committee by no means regards the separation of expenditure on land and naval
war material as impossible. But a clear distinction must be drawn between what is possible
now and is satisfactory from the point of view of publicity and what is possible in the future
and may permit of limitation. It would be unreasonable to expect that the defence
accounts of sixty different States, with their differing financial systems and traditions,
could be translated into a common form with complete accuracy at the first attempt.
The technique involved in the conception of budgetary limitation must be evolved, and
the Committee regards the present stage as the first and not the final stage. Although it
is not clear at present that the classification of expenditure can be effected with sufficient
accuracy to allow of the separate limitation of expenditure on material, the Committee,
as will be seen in the following Chapter, recommends that expenditure on material be
shown separately, in the interests of publicity. The necessity for the provision of accurate
figures in some detail for publicity will induce States gradually to rearrange and develop
their accounts in such a way that these figures could later be used for purposes of the
separate limitation of expenditure on land and naval war material.

Conclusions. (a) If the Conference decides that it must be possible to
verify the separation of the expenditure on Army and Navy war

material on the basis of figures taken to a large extent en bloc from the audited accounts,
this separation cannot be effected with accounts presented as they now are.

(b) Such a separation, however, is not in itself impossible if States are prepared to
introduce separate budgets and accounts for the several forces, and if countries with
non-autonomous establishments in which war material is manufactured, constructed or
repaired submit their budgets and accounts in the actual form of Head IV of the Model
Statement.

(c) The separation of expenditure on Army and Navy material with a view to the
application of Articles io and 24 of the Draft Convention will only be possible if the
Conference is prepared to accept a very much smaller degree of " controllability " than in
the case of the verification of the total expenditure of each State. 1

NOTE. - Major-General BARBERIS and M. WORBS desire, on this point, to make
the same reservation as that inserted on page 93.
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Chapter XI.

CLASSIFICATION OF EXPENDITURE FOR PURPOSES OF
PUBLICITY.

(ARTICLES 38 AND 33 OF THE DRAFT CONVENTION.)

A. ARTICLE 38: PUBLICITY OF TOTAL EXPENDITURE.

1. Structure of the The Model Statement, as drawn up by the Budgetary Experts
Model Statement in accordance with the recommendations of the Preparatory

drawn up by Commission, contemplated, for publicity purposes, the pre-
the Committee of sentation of national defence expenditure in far greater detail

Budgetary Experts. than is required by the articles of the Draft Convention
relating to limitation. It proposed publicity of defence expen-

diture in the following form:

(i) A separate table for each of the three forces.
(2) Each of the tables for the Land Forces and the Air Forces was divided into

five columns representing:

Expenditure on the armed forces stationed at home;
Expenditure on the armed forces stationed overseas;
Expenditure on formations organised on a military basis stationed at home;
Expenditure on formations organised on a military basis stationed overseas;
The total for the above forces and formations.

The table for the Navy omitted the columns relating to armed forces stationed overseas
and formations organised on a military basis stationed overseas.

Each of these columns had to be filled in with detailed figures under four heads:

(i) Effectives.
(2) Transport.
(3) Buildings.
(4) War material.

Each of these heads was again subdivided into a number of detailed items. All the
columns were optional, with the exception of the last, which showed the total expenditure
under each of the items and the general total of those items. To put it shortly, the Model

examined have filled in the total column for each arm.1 Among those States that have
oversea possessions, some have filled in the optional columns in the tables for Land or
Air Forces and formations organised on a military basis stationed overseas, while others
have not done so.

1 For Japan, the Irish Free State and the United tates of America, see page 85.


