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JOINT COMMITTEE OF PUBLIC ACOOUNTS,

THE DEFENCE SERVICES AND THE'
e S ESTIMATES

: . CHAPTER I.—THE INQUIRY.

~- " Alifibugh Your Committee htivo never tande a specifio oxantination of any of the
Depattinents grouped together in the Defénce Services. section of the Estimates, items from
their Votes liave been considured in éach Repott $o far prepared on Supplementary Estimates,

- 2, The findings resulting from our examinations of selected items from the Defence
Services Estimates- in respect of the: years 1951-52, 1952-53, 1953-54 and 1954-55 seemed
to warrant a more thoroughgoing investigation of those Estimates. Accordingly, we decided
to make a more general review: that review is the subject of this Report.

3. The evidence given to- Your Committee during our general consideration last
Avugust. of-the Estimates of the Departments ini the Defence Group has been the subject of
& great-ddal of comnient. - That comment has ranged far beyond the nature of the Defence
.organization, and the manner in which finance 'has beeri arranged. for the. very large number
«of projects necessitated for fulfilling the-defence programine: authorized by the Government.

""" "4 Because the comment may have led' to' misconceptions about the scope of the
Inquiry conducted by YourCommittee; we have- arranged to-piint and to distribute with
this Report.the evidence-taken by-us... . e R,

; , 5. We emphasize that, notwitt ding the nature of current public discussions, our
Inquiry corcerns not at all the vexéd question of defence policy. Into that complex field
Your Committee' do not go: that is not owur function. Our purpose in this Inquiry is to
make known-to the Parliament the background to the Estimates for and expenditure upon
the-Defenco Services, and, by an ¢Xamination. of the procedures involved, to find the reasons
for the indccutacies in estimating that have 6ccurred in récent years,

6. From the time of our Fourteenth Report. (presented in April, 1954), dealing with
Supplementary Estimates for 195253, the general position' of Defence Services Votes has
caused Your Comiittes some-¢oncern. We quote, by way of éxample, paragtaphs 54 and 55
of our Fourteenth Report—

“.GENERAL CONSIDERATIONS APPLYING TO DErENCE VOTES IN 1952-53,

) Tho Treasury and the Defencé departments stressed the need for the Comrnittes to glve weight B¥eyn
Aprll, 1954,

to the t of the 1952-53 Esti for the Defence depart
The Defence d d their first esti in the ion that the Gor
would approve the balante of the Servicey £315,000,000 P ié of Material Requi

3 on
mobilization and-that alf orders for this progtarme would be placéd in 1952-83,  The Government,
instaid; desided: to. allét £200,000,000 for Defence Bxpendituré for 1952-53, and this sum was
apportioned among the Defence departments upod. the recommendation of the Defence Committee.
The departments were then given short notice of the need.to: reduce their original estimates to the
new. figuros, The departments cluimed that in the short time available to tiiem before the Treasury
sequired, revised figures for printing in the Estimates, it was not possible to do more than prepate
&tiniatés.on. the basis of round figures.”

7. Again, in respect of the yedr 1954-35 we reported—

“ Your Cominitted re concerred at the laxity in the control of deferice expenditures that can 25 Report,
spring from the adoptlon of a Defénce Plogrdmme that in recent years has been substantlatly under- $2%:3%,
spent, Toknow that there will be heavy under-cxpenditures on most items is not an escouragsmeant May, 1956.

to careful spending. No incentive is givgn to Departments to ‘keep within® the appropriated
figure,: insteat], evry effort appeats to.be thade* to dpend'the funds voted”,”
" 4. in the Twentieth and Twenty-fifth Reports of Your Committee particular reft
was. iidde to the: oceutréncé of over-estimating in both 1953-54 and 1954-55. Not only
over-estimating, however, attracted our attention: we noted repeated examples also of
substantial additional fundd being réquired. At times the additional funds were asked for
the sami¢ Votes as, in other yeats, atiracted our atténtioh because they weré substantially

tihder:spenit, e.g. Departisient of the Army, Divisions 134 and 135, and the Department of 36
s,

\Air, Division 147.

9. To appreciate the.cause of ourconceit, we Cite below actual instances that have
‘come to'the notice of Your Cominittee and have beén ihe sitbject of comthent over the years
195152 to- 1954-55, ‘The fastarices dre-given according t6 the three chief categories which

- anwy bs-the result-of 1608 estimating? the-tequest for additional funds duting the year; the

occurrence of over-estimating; and the absence of proper co-ordination between Departments,



plnl.‘l
Parn, 77,

)

6

10, First, we mention Votes on, which additional (unds were required and gbtained
during ‘the financial year e, not in' the fain Fstlmatcs), but for feasons’ that were not

con g to Your C itees,

, r . n

Deparment, | Dividon and liee Number, | Report., I I T i\;ndlnéuulr-drn_r-: »

Navy .. | 115-2,—Naval and il-ﬂhkepon,“paras. A Supplcmemary Estimate of msoos to meet
Air Stores 7983 increased costs and deliveries of Naval: stores
! v from overseas and local suppliers.. (Vote.—

£5,430,000)

Army .. | 127a-1.—~AR.A, pay,| 20th Report,t paras. | A Supplementary Estimate of £409,614 for pay
C. . 53-58 and allowances: (Vote,—£19,057,000)

Air 142,—Aircraft spares,) 1st Report,t page 4 | A Supplementary Estimate: of .£2,697,841. was
&e. required to mect excess expenditure incurred by
the Departient of Defence Production on
overseas ordecs and local production. pxojecu

® Tabled 7th April, 1954,
1 Tabled 241h May, 1955,
‘Tabled [0th March, 1953,
11. Second, we mention the substantial over-estimates of requirements for funds for
the Defence Services that came to Your Committee’s notice in' their -examination of the

Supplementary Estimates. for 1953-54. and 1954-55. The following instances: of over-:

estimating are among the most significant found by us, but the list is farfrom being inclusive:—

Department. |, Division and Ttem Number. Report. Rtuon for Over.estimate.”
Navy .. | 120.~-Miscellancous | 20th Report, paras. Uhdue provision for gun-stifféning measures for
Expendituce 1221243  25th merchant ships .
. Report,  paras.
137-141 5

Army .. | 134,135.—Armsand | 20th Report, paras. | Difficulties in procuring authorizations “for

Equipment-Main- $3-89 ; 25th Re- 1953-54, and an additional allochtion for
tenance and Pro- | port, paras. 42, [ 1954-55
curement 158-164 . Co

Air .. | 147.—Equipmentand |, 20th Report, para, | Difficulties in pm"unns comniunications and
Stores " 48 ; 25th Report, radar equipment in 1953-54 and imohtalmng
paras. 175-183 overscas supplies'in-1954-55

12, Third, we mention. deficiencies in oo-ordmauon that have occurred within the
Defence group as a whole. When thete are—
(i) a co-ordinating department (Department of Defence);
(i1) three Service departments (Navy, Army and Air); and
(iii). three construction and supply organizations.(Departments of Supply, Defence
Production and ‘Works),

. PARY 1

difficulties of di are Qne ple of these difficulties is in. respect
of Division 142 (Aircraft, &c., for the Department of Air): it was mentioned in paragraph
10 above. Another le is in the co-ordination of the Defence Works Programme. With
certain exceptions, the Department of Works is the constructing authority for new works for
the armed forces. In 1953-54, the estimated expenditure on Defence Works was £16,322,000,
£9,841,0C0 was spent. In 1954-55 the Defence Works Programme was £9,500,000. However,
the Department of Works was allocated £13,144,000 in the Annual Esumalcs, and expended’
£8,621,000.

13. In our Twenty-fifth Report we discussed in some defail the circumstances
surrounding the allocation of £13,144,000 to the Department of Works for defence purposes,
‘We note that the Department itself did not know how the- figure of £13,144,000 was arrived at.
Our comment was:

“ Your Committee propose to examine at a later date-the general problems associated with
defence expenditure, We are led inescapably to the conclusion that where the Defence: Depanmems
and the Depmment of Works have to co-operate, there is a serious absence of co-ordination; Two
matters in particular have here. engaged our attention :—

(i) That, at least in 1954-55, the defence works estimates made by thc depatment of
‘Works were either xgncrcd or by-passed or both..

(ii) Some estis of works are i to the. Parli: for app!
without full consultation. with: the Department of Works .

It is our view that measures ouaht fotthwn.h to be taken.to mufy the smu ion. on; both t.buc

matters,”

Ttems requiring Gover

7

14; ‘Because we took: the vxew that the ahswers to !he shortcomings suggested by the
facts: outlinied above might best be di d by a general ion, rather than throygh
further investigation of details: such as we had undertaKen in sucessive Sppplementary
Estimates Inquirics, we invited the Secretary of the Department of Defence (Sir Frederick
Shedden) to discuss their background with us. This he did on Wednésday, 8th August, 1956,
Discussion took'pliice on.the basis of memoranda submitted by the Department of Defence
and the Defence Division of the Dcpanment of the Treasury. Those who appeared before
us.on that day: were—

Sir Frederick G. Shcdden, K.CM.G,, Secretary, Department of Defence.

Mr. T. J. Hawkins, C.B.E. .. .. Secretary, Department of the Navy.

Mr; A, D. McKnight . .. Secretary, Department of the Army.

Mr. R, 1. Cameron . .. Assistant Secretary (Finance), Depart-
ment of Air,

Mz, C.L. S, Hewitt N .. First Assistant Secretary (Budget and
Accounting), Department of the
Treasury.

CHAPTER IIL.—THE ORGANIZATION OF THE DEFENCE SERVICES.

15. Froin & chart shown to us by the Secretary of the Department of Defence, it can

be seen: that the: ngher Defence Machinery in Australia operates in_the main through a

ial: number of whose' functior is to advise the Government. At the

hlg.hest level there is -a Defence. Prepamnons Committee, which is' a sub-committee of the

Cabinet. It is composed of the. Prime Minister as Cheirman, of the Treasurer and of the

Minister for Defence and the Service Ministers. In addition, the Ministers for External
Affairs, Defence. Production, Supply, and Customs and Excise are members.

16. We understand that the Defence’ Preparatlons Committee is able to ifivite interested
Ministers to attend when ary, The C
* Reviews and approves of the Programme, ai‘(er it has gone (hrcugh the Service Departments
and the Defence, Committes. Specific items are subject to the normal review and approval by
Ministers concerned, in the ordinary course of administration.”
1 decision are submitted to the Defence Preparations Committee
for approval ‘We understand- that, to all intents and. purposes, that Committee is the final
authority in respect of decisions about defence matters.

17. The Minister for Defence is allottedlsubject to the authority of the Cabinet and

the. Defence P ions Committee, resg ity for—
"4 The fi lation and general of a unified Defence Policy relating to the Defence
Forces and' their requirements, including—
(@) C: ion in British C ith and R | Defence and the Defence A
aspect of the Charter of the United Nations,
(5): The supply aspect of Defence Policy, including the review of production programmes
and capacity,
{c) The scientific aspect of Defence Policy.
(d4) The ﬁnu::ln;:ial'reqmremenuaf Defence Policy, and the-allocation of the funds made
available,
‘The Defence aspect of Atmistice and Peace Terms, Control Commissions, and Forces of
Qccupdtion.
) Matters of policy or principle and important questions having! a joint Service or inter-
departmental Defence aspect,

The Higher Defence Machinery, the control of the Joint Sérvice. Machifiery, and Secretariat
of the Counci? of Defence.
The Dcfenee aspect of questions relating to the Organization and Machinery for :—
in British C Defence..
" Co-aperation in’ Regmml Security, including obligations under the United NationsCharter.
Higher Direction in War.
Higher Direction of the Setvices.
The Commonwealth War Book, which is a summary of National Plans for an Emergency as
developed.in Depanmenm\ ‘War Books.
The istration of Inter-S: [0/
Thé Defence aspect of :—
“The Strength and Orgamzaunn of the Forces.
Higher Appointments in the Services..
Honours and Awards.,
Advice on the military aspect of Civil Defence,”
Thus it can’be séen that the_ Minister for' Defence and ‘his' department are responsible for
the preparation of Défence: Policy.

such as. the Joint Imclhgencc Machinery.

Q.

Sn Appendia
No. 1,

Q. 38,

Exhibit No.
i1, para, 3.
the

Admlnlslnllvﬂ
Amangements
Order.
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Programmes of the. Service [Dcpartments and: the Departments.of Defence
l’roduchon Supply and Defence, are prepared onginally in those Departmoents And are reviewed
the Defence Conimittee in order to ensire a balanged developrient in accordance with
.Defencc‘Polxcy. ‘They aro then submmcd by the Minister for Dcfencc lo, the.
Preparations Committee for approtal, subject to annual review in the I the' Defence
Vote. that can be made. availablo in cach financial year, The various. factors ‘which, ‘the
Department stated, are takén into account in determining the nature. dnd extent of the
Programme are—
; the international outlook;

" (li) the probable fornr and scale of any ‘attack that ¥ to b mads;

(iii) the extent of the defence effort that can be sustamed by thé edOnomy without
endangering ite stability.

19, The Bepartment advised us that—
“the strategic basis of policy is at present under review by the Défence Committee, The

chief influence on the future Déférce pattern.is the planning that is prooeedmx under the SEATO:

Treaty, 'From this will emerge 4 stat of force

te-and force availablity within the
times required to give effect 1o-he plans.”

20, Until the last war, the three Services were part of the Defence Department.. They
are now separate Departments, Sir Frederick Shedden, Sccretary of the Department of
Defence, rold us that when he became Secretary-of the Department in 1937ae

it was an integrated department with the Navy, nd Air Force in it. I was
permnmm héadtind there was ofie Mitilster: Thereloke; w hud &un(rol of he thigk service boards,
atid &very propoition. for expenditiite cAme:up for upprovali 'Then-it b decided that they Wuma
have soparato sctvico deprtments, ‘The bokirds wete deceripalised, and the Minfetets brid permarient
heads were appointed. Thé Primé Ministér decided on » funnioﬁd distn tion-of Hutids betweof
Ministers;, The Minister for Défetoe was to hidad to pohoy, ing; joint: serviod, idns. of
mmnr rmpcmnee or prmcuple, and aontrol of the joint urvwe mechinery which 'I,Rrel})',vqlqmmous
and in relation to the organization of

of which T will Iater hand in a chart, The Service Ministérs were
to be responsible for the administration of thei servrces, dad the exécution of the programme
It is left to the service dep to achi

21. When the functions were drvxded as described above,, the Mml 15 for the Navy,
the Army and Alt were made résponsrble for épecific malters, aid independent. Service
Depattments. weré established, ‘We.ziote in passing that the, Administrative Arrafgements
Order for the three Service Dg}artments is in the barest possible-terms, Under the heading
" Matters dealt with by each Départment *,-thieir fuiictions are stated as—

Department of the Navy - .. .« Naval Defonce..
, . Department.of the Army | Military Defence, .
Departimest of A’ 7 .. . AlrDefuset,

22, The organization under the. Minister for; the Navy provides for Naval Head-quarters
for the adminisiration of the Service; for sinps iri commission and reserve;.. and: for shore
establishments _egsential for bases for commissioned ships and for administrative, storing,
répair and {raining facilities.

53, The orgamzatron under the Minister for the Army provides for Army Head-
quarters for the administration of the Service, and for-«

(1) A Ficld Force orgahited a8 one Infantry Brigade Group of three Battalions,

an Armoured Regiment and supporting unitd; #hd one Infantry battalion

groupy

(ii) Citizen Forces organized as a field force of two infantry divisions and the
nucleus of a third;

(iif) Cadres and Staffs for Citizen Military Forces; Natlundl Setvive. Training
Units. and Cadéts],

(iv) Training installations;

W) G d.and Mai 0

24, The ization under. the Minister for Air provides for Air Head-quarters and
for operational squadrons for— )
(i) Home Defence and protection of $&4 conitunications;
(i) The cold war potentinl anid-watatiine. expeditionary fofos, :
There are also’specialist units, and ancillary units covéring the vatious dipects of 6perations,
squipiisht, dervicitly and’ training,

25. The Minister for Defence Produétioh is responsible for the prbvrslon of munitions
and the administration of Government Factories,

26 The Mmrster for Sﬁpply i responsible for mpplres Othei-than niunitions; and for

1 bilities finetions in - coiincxmn
With the .Tomt Umted Kingdom-Australian Weapons Reseaitls:Eatablishinient.. A

9

27, When'the Defenve Deplirtment whs split up, tho major part of tho finance section
way-ulRo; remioved. It Hus bedotne the Defencs Division of the' Depertmcnt of the Trcasury,
and ‘ité futictions ifielidees 1 P

" Binanglal aspscts of Déféﬂéé matters, lncludmw quistionss of pay ahd conditlons of service

R of the Deferics Forsds; fidanclal. teview budgcmry 4d hecounting duitrers It respect of
- Daptrtdients in the Defence grous § War Gratulty and tioti dnd
N - under Dél‘dnéé Forées Rémemeht Beﬂéms Act.”
Responsibility for f dministration of " the programme rests with the Treasurer and
Service: Dopartments; the. responsibility of the Minister, for Defence. being. for tho financial
‘requirements-of Defence policy and the allo¢ation of the:funds made available, The Assistant
Secretary of the Defence Dividion would bé co-opted to the Defence Committee when such
matters are discussed.

? 28, Sir Fredetick Shédden, Secretary of the Department of Dofence; told us that the
trend overseas is in the direction already taken by the higher Defence orgartization i Australia.
For example, in the United Kingdom a separate Minister for Defence was appointed under &
‘the' Minfstry of Deferice Aer 1986: His funictions aré similar to those of the Australian
‘Minidter fot Defehce. It 1947 the Presidént of the United States of Atrietica directed that
A Secl‘eta?' of Defenee should bo-appointed to exercise diréction and control over the genotal
Planning for afid operation of the variots Service Departmetits,  Thus the trend scems to be
toward: thé estublishitient of Some centrsl policy arm in the defence group. We notd that
the developtiients oVerséas have beén from 1. background of Separate Service Departments;
w‘l_lti;c%s developments in Austialia havé beeh from the bickgrotind of a unified Depirtment
(o) eience,

: 29.. Since the gerefal questions of tho Higher Defence Machinery that arise from &
consideration 6f these facts are: mattdrs of polivy, we make o comment upon them. We
tefrain fh spite-of the fact that: dedisions as 16 the existence of single or multiple Departments
dffect. thé costs of administiation®.

! 30, At a_
‘thess functio thé Departriiént of Preferice; but most of them operaté on a joint basls,
with répresentatives of at least the Sefvice Department§ 6n thém.

31. Chief among the committees operating below the ministerial level is the Defence
Committee, It advises the Defence Preparations Committee on Service aspects of defence.

32, ‘the Deféiice: Committée is, conshiuted unider the Dq/'ence Cornnitlee Regulations
1948-52, 1vis an * adviso gland consiltativé body té advise the Ministér of State for Defence
With fespect 1o matiors withia the fiingticsis. of the Committe and thése Regiilatiots *.

33, The Defence Committee consists of—
(a) The Chief of the Naval Staff;
{8} thie Chisf of the Gereral Statf:
d’) the Chiief of thé Air Staffs dnd
uh.officet of the Deépartifient of Defetice appoitited by the Minister (of Defénce)
t6 be & méniber of the Comiittes..
Regulnlron 6 empowers the Minister to appoint a Chairman for the Commiitee: he appointed
the Secretary of the Department of Defence.

34. In addition, the Committee may, with the approval of the Minister for Defence,

co-opt any person. Such a person is deemed to be for the time being a member of the ©

Committee, and we understand that several persons sit fairly regularly with the Committee,
e.g., the Settetary of the Depattment of Extéfnil Affaifs, Repesehtatives of any depattment
or authority concerned in a matter under discussion may be invited to consult with the
Committee..

35. The functions of the Committee are to advise the Minister with respect to—
(@) The defence. policy as & whbld
@) Matters of pblicy or principle ahd ifpdrtant gUestions having a joint Seivice or
inter-degartnitntal defence aspeot ; and
(¢) Such other mattets having a defenée. aspect ds.are referted tb the Commhittee by or on
behalf of the Miristef:"
The Department. of, Defence provides the Secretary or Joint Secretaries. to the Committee:

“they are uppoitited by the Miiistsr,

6. 'The WOrk of the Commitiee Is contlntous atid voluminous. $if Frederick Shedden

“told-ug that it §its. alitioit weakiy.

@ Comm-nm .Memser,—I suppose it would: be true to say that the Committee hammersout
ister for Defence the poliey that it thinks should be followed in connexion with defence?
(Sir Frederick. Sheddcn) That is corréct: It meets regularly, every Thursday, almost

e

I.i"c‘on.lﬂr;ad th ubr‘ﬂ«zﬁly-&hhlh Hepott, it run.npm 130-144, The

Federal Gutde,
Febmnry 1935,

25 o,
29/, para 3,
and Almendlx

riice afid departmemal lovel, aimerous comimittées operdte. Somme of Se,the Chant

nl Avbﬂndlx

Q.40

S.R. 1946,
0. 39.

Reg. 2.

Reg. 5 (L)

Reg. 5 (3,
s

Rég. 16,
geeglo

Qs 5

Qs.6,7.
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10.

‘without exception, It is like a boardilof directors. The business fs quite: voliminous, At
the moment, we have considerable business on hand relating to basic policy as to what is proceeding
5 under. ANZAM; which corerns the United, Kingdom, Australia and New Zealand:;, ANZUS,
which-concerns Australia, New Zealand and the United' States of America ;. SEATO, with which
. . .cight of nine.powers are associated; “Therefore, &constant review.is proceedins of the-background
“of policy in the light of the internationat ouuook Planning is proceeding. In this calendar year I
thlnk ‘we have fifteen meétings odcurrlnz in siich places as Pear] Harbour, Karachi, Bagnlo, Bangkok,
. and Auckland, This is.rather ‘The i
various treaties, Our military advisor goes to SEATO He puu in a report and that report comes
back to the Minister for Defence and goes 1o the Defence Committee. If 2 matter is-of Cabinet
importance: it goes to the Cabinet. Similarly; in respect of the other parties to these. treatied. I
elaborate-on this in order to, indicate that the Committes has, first of all, a strategic baceround in
the. light of the international outlook,

CoMMITTEE MeMBER.—Does the Committee drreclly advise the Minister ?—(Str Frederick'
Shedden) Yes.”

37, The Defence Committee is thus-a body composed-of Armed Service Chiefs of Staff’

and, of :a.representative of .the Department of Defence. The inclusion. of an. officer of the
Department of Defence, especially when he is Chairman, makes the Australian. Defence
Committec rather different from those operating in the United Kingdom and the United
States of America. In those countries, the Defence Committee, consists of ‘the Chiefs of
Staff plus. a Chairman who is a Service Officer appointed from one of the three Services;
but the functions of the committeés: in the three. countries are not exactly comparablc.

38, Under the Defence Commiftee there are six othér Committecs,. é.g., Defence
Research and Development Policy, Principal:Administrative Officers’ Committees for Pérsoriniel
and for Maintenance and Materiel, and the Joint Planning Cominittee. There .are also
numerous 'sub-Coinmittees (numbenng about 20) that deal with detailed. aspects-of.the work
covered by the. Committees. We note that there is no Committec that, as such, deals with.
finance, though a Board: of Business Administration is appointed to give general advice on
the busmess aspect of matters such as supplies and works, We return fo this subject in
Chapter VI. below. We note also that the Assistant Secretary, Treasury Defence Division,
is co-opted to the Defence Committee when financial matters are discussed. (See
paragraph 27.) .

39. In addition to the committees and sub-committees just mentioned, there.are two
others that function in Australia: a Chiefs of Staff Committee and:a Joint War Production
Committee (with four sub-committecs), Overseas, Australian defence represéntatives and
joint service staff are posted in the United Kingdom and the United States of Amerrca and
a defence representative in. New Zealand. .

40. When to this arrangement of committees are added those. that exist within the
organization -of each Service, it can be sceri that committee. work must absorb a great deal
of the time of officers in the Defence Services Departments It may be. that some review
of the number and functions. of the committees, with a view to their simplification, might
yield valuab]e savmgs.

CHAPTER III.—THE DEFENCE PROGRAMME AND ITS ACHIEVEMENT.
(a) THE EXTENT AND BALANCING OF THE PROGRAMME.

41, '1956-57i§ the third year of the third of the Defence Programmes that have operated
since the war: the Programmes have extended for more than ofie year to enable proper
planning and organization, Through the Programme, the. Objectives of Defence: Policy are
implemented. It has been found that a programme: extendmg beyond three years becomes
unrealistic because of internal politics and. , price levels
and equipment available, and so three years has been the duratron of the last two Programmes.

** CommITree Memeer.—Is the three-year programme the longest that you.can have because
of the life of the Parliament 2—(Sir Frederick Shedden) When the Chifley GoVernment was in-office
‘we worked on a five-year programme but it became so unrealistic because of the rise in prices that it
was suggcsted that three’ years was sufficient becausc it coincided: with the tife of the ‘Parliament.
One of our aims in defence is to have uniformity and- continuity in policy. We take the view-that
defence should be above party .politics. Nevertheless, to provide for differing views between
governments, we suggested that three years was a sufficient period beciuse it.corresporided with the
Jife:of a Parliamtent and would correspond with a.change of government, The changes in price

levels became very substantial in later years and it would havé caused-embarrassment to the.

departments if they had had to keep within their original estimates over a five-year period.”

peaple work inder -these:

1

42, The current Programme. was framed around an. annual Vote for the whole of the
Defence Services that was not to exceed £200,000,000. This was subject to- annual review
in the light of the actual funds.that could be. ‘made _available for Defence in each financial
year.. Votes and expenditures. for cach of the last six years have been as follows:—

Yours,. - Voteda " Expenditare.
. £M., - £WM.

1950-51 . . .. . . 149.538. 148.067
1951-52 e, e B . . 181.703 169.495
1952-53 . .o . 200.000 i 215,292
1953-54 . P . . . 213.668 189.725
1954-55 . .- . . . 211,899 185.534
195556 .. . . . .l 197.671 190.716:
1,154,479 1,098.829:

(195657 .. . . . . (1%0.000)

{(a) Thiese figures Include appropriations made in Additional Estimates,

43, For a. Programme involving sums of money of this magnitude, a complex
organization is required. ~One function. of that organization is. to fit the expenditures into
the general pattern of government expenditure and into the framework of the national
economy.

44, In addition, there are. what might be called internal problems of orgamzatron.

These arise from. the changing nature of strategic requrremems and variations in the basic.

expenditure patterns that become necessary to meet that situation as it develops.  For instance,
the Secretary of the Department of Defence advised us that, at_present, greater emphasis
than in the past is being laid upon the development of air defence.  If a fixed ceiling is provided
for defence expenditure, the switching of funds to the Air Force means that they will not be
available for expenditure on. another part of the Defence P . At the , for
instance, it appears that expenditure on the Navy rs being reduced Wc drscuss further in
the next section of this Chapter the general p with ” the
Programme. Here we mention them as an example of the internal problems met.in organizing
efficient expenditure under. the Programme. .

45, The Department of Defence has drawn up a set of rules intended to _guide the

D«llll of

axpendrm
are cnnulned
in A

No.

Qs. 70-73,

.Service Departments in organizing their sections of the Defence Programme. The Rules .

are—

* Departments are required to carefully consider each item of their programmes to ensure : — fgxlhlbé("r:n7

{a) That first things come first,

{b) That it makes the greatest i i ibution.to Austratian Defence,

(o) That it is based on the mini i i with

(d) That expense is avoided wherever possible, even if it means that desirable, although
not absolutely essential, features are climinated,

nsk of cithera pro;ect o:mg or p

(e) That the objectives can be complmd within the ﬁnanmal allotmenrs available without.
of ad

being required to

) That, in view of the importance of the time factor, every effort should be made by
each ﬂmmml year, having regard

o
to the principles of priority, effici and

46. The Department of Defence is concerned with the. general progress of the
P g its in terms. of the Objectives set at its inauguration,
Funhermore, there-is an i ing the Service Departments
and. the: Departments of Defence Producnon, Supply, Defence, Works and the Treasury,
whose function it is to review progress from time to time—

* CommirTEE MEMBER.~—Have you d the monthly since: the:
of the three-year'plan and compared it with the monthly expenditure prior to the adoption of the
plan >—(Sir Frederick Shedden) Not in'so far'as the Defence Department is concerned, I should
say that we aje chieBy concerned withrthe progress ¢ of it and whether the objectives are being attained,
We have a.working party, of all which ines the trend
‘m detail. The chief aim of this party, m short, is to revrew progress, because, as I mentioned
onsmally to the Chairman, the bility for the of the: rests with the
department under the Minister concerned. It is for.it to see that it is getting full value for the money.
The division of functions between Sir Philip McBnde and the Ministers responsible for the services
was explained carlier.. The Defence Department is concerned with the. pattem- of the programme

Q.75.

and' variations of it. As:to'how they-go about spending their money, some gencral rules are set Quoted at

out in paragraph, 7 of my statement.”

above.
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(6) BXPENDITURE, ON THE PROORAMME; 1

‘h\ 47. Tigtee ain fétots appear to afieet, expenditure on the Defece Programme;
) Are.. # e . ) R
- W -tha~mtéma‘ﬁcna1~ sftlation, mvolving probleins of tehnichl developraent: and

- “Tebalcingy - CET )
(ii)sthe state of the

y, involving:
S s e e
i =D the broad “division of the Programme between capital and’ mainténance
expenditure; involving, iderations of commil and flexibility,

48, ‘The international sitation; insofar as it affects. the changing weapons likely to-be
used in diy probable conflict, is. beyond our purview: Suffice it to note that some ‘of the
most difficult - problems confronting those: who frame- estimates are bound up with these
‘considerati ‘or instance, current, overseas. developments in. fighter and' bomber ditcraft
make it very difficult to decide what aircraft should replace the existing Avon Sabres atid
Canberra Bombers. Discussing the-general problems of selecting' new equipment, the
Secretary of the Department of Defence was. asked— .

- * Commnrre Mesteer,—We. have been considering two things. The fiest is the programume
for 1954 to 1957, and in that perlod manpower shortages operated ; the second thing is the absence
of any. new plan for aircraft : because that decision has not yet been made, it has been necessary
to shorten sail and folk ate being Involuntarity- dismissed 1-(Str Frederick Shedden) ¥ do pot
dissent from Mr. Thampson's.view in the least, If.X was a bit ambiguous; it was my fault, J did:
not think theré was any divergencs in the views éxprésSed. 1 dm not blaming aybody, We do not
take decisfons on-these big fssties, which are matters for the Goveriment, In regérd'to the magattude
of the progtamme;  Mammoth figures-arcitivolved in the types of these new altersft and jt fe nob'g
matter for a department to decide, but for the Government.” - N

4Y. The interndtioniat situation may also have its efféct upon the. relationship between
the three Arriied Sorvices. We gathered the impression that i a csuntry stich as Australi,
some atithorities contend that it may be desirable to concentrate upon defénce by air rather
than deferice by sed, with the acoent upoh 4 relatively small, mobils and highly equipped
fand force rather than on a large force confined to one land mass.  For instance, it was
decided” that A ian defence. should concentrate Targely upon the development of an
efficient dir force. But when it is decided to miake a mdjor change, With the accent upon
development of a specified arm of the Service, expenditure on anothet of the firme must be
‘reduced (Sassuming the total Vote remains unaltered).  So the Navy, whose Vote for 1955-56
was £50,523,000; or 25.7 per cent. of the total Vote for Defercé Services, was reduced to

* £39,065,000 or 20.6 per cent. of the total Vote for 1956-57. (Details of Votes, efpendituras.

and percentages for 1950-5] to 1956-57 are. given in. Appendix No. 4),
30. When considering the state of the cconomy, aceotinit must be taken not only of

Australian economic conditions, but of the supply situation prevailing in the countsies from
which Australia draws much of its. defence equiptment,

51. A substantial proportion of all Service equipment appears. to coime from overseas,
Thus in 1954-55, the Department of Air placed orders for equipment under its main. Vote
of £17,633,000 (Division No. 147—Equipment and Stores) as follows

—_— ‘ Eatitiate. . Bapeddliure, Over-Estimate,
£ £ £
Augtralin ., .o " .. .. 10,517,000 7,505,000 3,012,000
United Kingdom ., “ o 3,208,000 1,550,000 1,658,000
United States of America - 3,908,000 1,568,000 2,340,000
Total . . ‘“ - . 17,633,000 10,623,000 7,010,000

These figures show “that mére than haif of the over-estimate for 1954-55. (£3,998,000. in
£7,010,000, or 57 per cent.) was. caused by the failure of overseas supplicrs to -deliver the
goods required. The Departmént of Air advised us that it s difficolt to sure that supplies
ofdered ovetseds will be delivéred when promised, because so many ¢lainis are made on the
two major sources.of supply, the United States of America and the Unitéd Kingdom,

53, The oyer-estimate for Australian deliverics. was the result of heayy demands
supplicrs made in 195435, Deliverics from thié" Australian suppliers (in- largs part ‘the
Department of Defence Production) did not match promises made at the time the. Estimates
‘were: prépared.

53. In éach of the Service D i

result was over-gstimatitig, especially in. 1954-35,

upon

simifar problems were encountered, The
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", 54, Anoth

P

show the position in August, 1956:—

’ tant itein in the.Bsti;
is_the. strength of personnel .that can. be attracted
understand that, at the. present, each of the Service:

és that is affected by
to service with tl

the staté. of the economy
he Armed Porces. We
s is under-staffed, The following figures

— Establishment. Strength, Deficiency, Q. 14,
Navy .. .. ) 14,400 13,000 1;400°
Amy .. T . . 26,000 23,000 3,000
ar .., " .. 16,000 15,000 1,000 '
Towl, = .. . 56,400 51,000 5,400

Even a fairly small over-estimate of the
cause substantial errors in the Estimate placed befor n
Frederick Shedden told us that one of the main causes for the over-estimates-
of the Army has been the difficulty of obtaining personnel—

 ** ComMITTEs MemBER.~~That was mainly because the
(Sir Freiderick Shedden) Yés. The figures. that I read out o,
the forces show that their establishment is 57,000 but that t
6,000. It costs at least £1,000 a head,
view is taken in the estimates about rec

e

oil febalancing directed

personnel that

because.it is of no use to train an army of 2

84,750 unless we have the equipment for them

55, The third main-difficulty experienced in. makiog, S
the substantial proportion of t

upon the Defence Programme is related to 3
devoted. to what can. broadly be termed maintenance,
£120,000,000, or some 75 per cent, of their expenditure,. is ca
Departments on maintenance of one kind and another.
showing capital and»maintenance‘expendxturqs on the Pro;
from the Treasurer’s Estimates; but the table in the next p

of the position,

56. The table relates only to expenditures in I955—5§ and is, 4
directly from the expenditures shown for the various Votes in the Estimates,
it is only possible to make an. approximation to'
projects: expenditures of a capital nature will ine:
whose nature warrants their classification as: Main

Tuitment or wastage.
ion to the question

to uge,”

heir strength is 51

expenditures on capital
vitably be included in-some of the Votes

will be on strength during a year will
e the Parliament. For instance, Sir

of the Department

y could not get the man-power?— Q.7
riginally in relation to the strength of
,000—a difference of
so that immediately £6,000,000 is involved-if an optimistic

In relation to the Army, the decision

of improving the equipm
6,000 permancent men and a Citizen Milit

th of

ent position,
ary Force of

diture

be expenditure

It seems that something over

ch year expénded by the Service
Accurate and comprehensive figures
gramme are not readily ascertainable
aragraph gives a reasonable indication

as.far as possible, derived
For that reason,
or maintenance

tenance Expenditure, and vice versa.

— Navy, Army. _Alr. .. Tonl.

Sl £000. £1000. £000, £1000.
Maintenance Expenditure— N .
?1‘:;37:: Forccic (Pay) . .. 12,172 22305 13,732 49,209
Citizen Forces (or Resetves) and Trainces 530 8,736.§ (@) 665. 10,179
Civilian Services(a). . . . 6,089 4,271 2,229 12,589
*Atnf, Equignientatrd Stores . . o - 13,793 7374 | - 15445 35941
Other Expenditure .. . . 4153 6,294 | 5,554 15,424
Total . . ' 36737 | 48,980 37,625 123,342
Capital‘Expenditure— . . S
Ki'mga’;%e;quipmcm . o 9,998 9,000 | 11,500 30,498
Buildings, Works, Sites, &c. . . 1,289 3,466 | 3,013 7768
I . . . ‘11,287 12466 14sixf  ame6
‘“‘“&imﬁoﬁl—t-r“~:7—~~*: T 48,024 61,446 53,138 161,608

mereaesoe oo (a) Fay and aliowasoss only. . e el o .
" Nort.~Thes figures of expenditure for 195556 are taken from the * Extimates ™ for 1956-57, ol No.

g nd their: classiBication by:tables subemi .

i
... :hearings (8th Avigust, 1956),

i

by the‘Audltor-'_Ge

neral.at. the time of ‘the
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. 57. In addition to the capital expenditures shown above, the amounts spent by the
Departments of Supply and Defence Production should be added. These Departments have
e 5_ngod enough. to supply ustwith the following estimates of their capital expenditure in
1955-56:— .

) M
— Supply. Defencs Production. Total,

£'000, £'000. ' £'000.

Plant andMachinery .. . . - |, 993 2,061 3,054
Buildings and Works .. . N . 2,113 691 2,804
St. Mary's . . . . . 6,499 ! 6,499
Acquisition of Sites ., .- . e 18 46 64
St. Mary's . . N . . 6 6
New Guinca Resources Prospecting Coy, Ltd, .. 38 - ' 38
Commonwealth Mica Pool .. . o 17 . 17
Total . . . 3,179 9,303 12,482

58, Thus, of expenditure by the Service Departments themselves, only a small
proportion can be described as of a,capital nature: £38,266,000 in 1955-56, or approximately
24 per cent.  When to this is added the sum of £12,482,000 that can be taken to represent
capital expenditure on defence projects by the Departments of Supply and Defence Production,
capital expenditure is £50,747,000 in a total Defence Programme expenditure for 1955-56
of £190,716,000, or rather leés than 27 per cent.

59. We were informed that the high proportion of mai; expenditure, esp y
in relation to the Department of the Army, caused the Government some concern in 1954,
when the. rebalancing decisions. were made. We understand that efforts are being made to
increase the proportion of total defence expenditure devoted to new equipment,

60. Locked at from anothier point of view, the high proportion of expenditure devoted
to maintenance may or may not be considered an indication that the Armed Services are
being kept to a minimum available in the event of war to form the nucleus of a much larger
force. There is a minimum base for the defence of the Commonwealth, as the Secretary of
the Department informed us— E

* CoMMITTEE MEMBER.—I want to get the picture in my mind. Is there a base, minimuny’
defence established for this country, of i ional i and all' that sort of
thing, being the minimum requirements from the point of view of defence ?7—(Sir Frederick Shedden)
Yes. 1 thought that I had brought that out early in my paper, when I referred to the fundamental
basis of the organization. There are head-quarters. There is a striking force, the field forces in
the case of the Army, ships in the case of the Navy, and certain squadrons, which are a.task force,
in the case of the Air Force. Behind the administrative head-quarters that run those field forees,
in effect, are all the training and other establishments which support. them., That provides
the minimum base for the defence of the. Commonwealth and,.in embryo, a nucleus on which to
expand on mobilization, and also a nucleus on which you would cxpand in the event of war., The
Go has endorsed those objectives of jon in war as a basis of planning without
Government commitment.”

61. Another feature closely related to the high proportion of defence expenditure taken

up in maintenance is the level of commitments carried forward from year to year. The
Department of Defence informed us that the current position is as follows:—

—_ Authordzatlons. Expendture.
£ £
Outstanding Commitment brought forward on
1st July, 1955 o . o . 142,472,000
98556 .. L . .. 205,534,000 191,683,000
15657 L. .. . . .. 200,078,000 | 198,785,000
Ou‘ls!_an‘ding Commitment at 30th June, (957, that . .
would be carsied forward to subscquent years ., i . 157,616,000
- o 548084000 | 548,084,000
i '

" .62, It can be seen from these figures. of commitments that the carry-forward. is .high
in .relation .to annual expenditure. For every pound spent during 195556, for. instance,
there was, at the beginning of the year, a firm commitment invelving the Commonwealth in

15

further expenditure of approximately 15 shillings; We asked whether that was an’ unduly
large sum—

at various periods throughout the financial year. Ithink that you will recollect that on the Ist July,
1955,.you brought forward i i ing to £142,472,000, .Gan you toll me
why that sum was so large?—(S¥r Frederick Shedden) As the Chairman mentioned originally, a
succession of programmes has been going on since the present Go into offi d d
the vote up from.£60,000,000, I mentioned that it had gone as. high as. £215,000,000, Some-.of
those things are spread over a long period,

., Mr. Hawkins of the Department of the Navy will be able to on his naval ion:
.programme which proceeds well into the 1960°s with the laying down of hulls and, the cquipping of
ships.. ‘The aircraft ducti i d

is ing over a period of years, We are building
the Sabre at the C Aircraft Ce ion and the Canberra at the Government factory
whilst the De Havilland people arc doing the De Havilland jet trainer, The Commonwealth
Aircraft Corporation is also tackling a trainer, the Winjeel.

‘These things, of course, arc long-term spreads.  They are authorized originally and, of course,.
the expenditure is a commitment over & period, The residue is outstanding commitments and. is.
taken up in the records as such, We have to.watch closely how our commitments run so that in
one year we shall not.be so with i i that will not leave anything
for new expenditure. , ,

With & £150,000,000 vote you have to be very carcful that you h:_xve control of authorizations

and outstanding commitments and be able to meet Risan
over a long period. It is quite legitimate, and in order, but it is-all a casc of what is the spread, over
what period." .

63. In a statement submitted to Your Committee when we were considering
Supplementary Estimates for 1954-55, the Department of Defence had indicated that the
outstanding commitments brought forward on 1st July, 1955, amounted-to £135,273;000:
A later statement, prepared for the August hearings, contained the £142;472,000 figure quoted
in: paragraph 61 above, We were informed that the reason for the altered figure is that,
in pursuance of reductions made by Cabinet in the Defence Programme allotments for 1955-56
(to £1%0,000,000) and' 1956-57, several items of the Programme were reduced or eliminated,
including reductions in the Naval ship-building programme. The result was, that the
commitments carried forward were reduced by £7,199,000, making the reviscd commitments
at Ist July, 1955, £135,273,000. ;

64, When the statement submitted to us in March was prepared, the commitment
figure was stated as £135,273,000: but it was subject to readjustment because by that time
the amount of £7,199,000 had- been reinstated by the Government. Thus the commitments
were as indicated in the statement submitted to us.in August (£142,472,000),

65, To make allowance for additional expenditure during the year 1955-56, the estimate
of Defence expenditure was increased from £190,000,000 to £191,683,000: Mr. Port, Assistant
Secretary (Finance) of the Department of Defence, explained the situation in this way—

“(Mr. Porfy . . . , I think our next statement shows £191,683,000 as the estimated Q. 113.

expenditure in 1955-56, The increase over the. vote of £190,000,000 is for the-items reinstated by
Cabinet.  £190,000,000 was shown in the first statement, but Cabinet reinstated certain items in the
programme which are not provided for in that £199,000,000.—(Sir Frederick Shedden) 1 think the
thing might have been simplified if we had put ontstanding items in the previous statement at
£135,000,000, and then put in another' item covering outstanding liabilities in respect.of items
reinstated by Cabinet and extended that, The figure would then have come out at
£142,472,000° . . . - -

66. In fact, it appears that the suppliers were never advised of the proposed reduction Q. 108.

qu‘ £7,199,000. Mr. Port explained this delay in actually reducing the commitments as
follows:—

“(Mr.Por) . . . . Inthe case of the Navy, the only way they could come down to Qs 106,107, _

the allotments approved for 1955-56 and 1956-57 was to cancel some of the outstanding commitments
which came in at.the 1st July, 1955. If these commitments had been allowed to run on the Navy
would not have been able to come down to the allotments approved for those years. ‘The only way

was to cancel some of the d in lar some of the ship. construction
commitments. This brought the outstanding commitments of £142 million down to £135.million.
The Cabinet, amongst other items. which have been, explained, reil those i i

the Navy programme. oo .
CommiTiee MEMBER.—When? It must have been between March and now?—(Mr, Porf). .
No, it was not. It was carlier.than tfiat, but there had been somelag in re-assessing the programme -
to bring in the new outstanding commitments after. the Cabinet reinstatement of the projects in the
programme, That is why when we put this revised statement before you we ‘g0t the revised figure ~
and put it 'in as the ultimate i itment -which-is how-approXimetély-£142006,0007
- hich-includes the rei by Cabinet: -The earlier statement you had did not include that.”
The change in- thie figures that we have been. discussing ilustrates the difficulty encountered
in inaking any reduction.in. expenditure, and also the strong pressure -that can-be -exerted-

to-reinstate an amount: even as large as £7,199,000. But, the Auditor-General infrmed. us, Qs 63,110,111,

the:

alteration' has no diréot cffect upon the: closing of accounts. or the. expenditure of the
p B " - . .

receding year. | - .. .

** CorparrTEE MemBER,—We were about to deal with tl;e cofnmitments, of your department Q 56



QLS

Sre paragraph
siabove

Qs 116-018,

Qs 203, 2047 °
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67. We-q d. whether- thait Could be thus reduced-and rfeinstated weré:
properly described as commitments. The Department informed us that sll commitments;
mentioned in the figure off £142,472,000 are firm- commitments. If they are-broken at its
in the C ealth would: bly be liable for damages in some cases.

68. The Department of Defence watches. the level .of -commitments incufred by
Departments within. the approved amount of authorizations for the. Objectives of the
Programme. The Secretary. of the Department. advised us that, at the:highest policy level,
a series of Objectives is decided upon for the Defence Programme as a whole;  These Objectives
éan be divided into: Maintenance and Capital Projects. For i , pay-and all
of the-Armed Forces would be classed as Mai new equipmient or buildings as Capital
expenditure. At the next order of generality are the Projects. These include tivo major
categories—Material Requirements and Works. Examples of Material Requirements are
weapons, clothing, stores. The Works Projects are contained individually in. the’ annual
Works Programmes. At the third level, the Defénce Programme can be described: in terms
of Items. The individual Items within the Projects are contained in the jnternal Programme
records of the Service Departments. An fe would. be individual types of equi]

e.g., tanks or clothing.

69. The Secretary of the Department of Defence described théir control over
commitments in the following terms:—

“ CommiTree. MEaBER.—Do you keep any control over.the way these commitments expand 7—

(Sir Frederick Shedden) We watch them, Our control exists in the fact that' we approve the

objectives of the programme as such, We know what the ceiling that they ace working onpis. But,

as L mentioned before, the detail of the programine is & matter for. the individual departments: We-

watch this figure pretty closely. As Mr.. Port meationed a.moment ago, at onc stage we-were-in 8"

jam before the Cabinet réinstatements. Navy cancelled soms.of its.ship-buildiog projects. and the-

Government was not prepared to accept the reduction because of various angles, such as'

unemployment and $o on, and decided that the ought to be leted., It e,

reinstated those items. But, except for authorizing the- programme. as such, we leave it to the:

departments and- keep- our eye on the. figure. * .

CommirTee MEMBER.—Are the whole of these

b; i e depaf

for th

by & 5 or are!

Y to obtain what i3 wanted ?—(S/r Frederick

hedde Some may be They all either a contract or an order placed. ° -

CommirTes Memser.—They are not just authorizations to the department ?-—(Sir Frederick
Shedder)y Oh, no, they are commitments, obligations.” -

70. In the preceding par: Your C have dto provide a factual
statement of the various difficulties standing in the way of making accurate annual: estiinates
of expenditure. Where. possible, we have included an le d d-in the course of
one of our Supplementary Estimates Inquiries, or with the Secretary, Department of Defence..
The. paragraphs that follow contain some observations upon the handling by the Defence
Services of these difficulties,

71. We appreciate that the p ns faced in ing overseas | pi
are very great, especially when any decision to order equipment will involve the expenditure
over a number of years of many millions of pounds. However, we think it only right to
point out that, if it. proves difficult to. make a decision, e.g.,.about the next type-of aircraft
that is to be dard front-line equi and that d is delayed, serious consequences
may flow—

some

11 hnieal devel

“ COMMITTER. MEMBER.~A lot of men have been put off who were engaged on local aircraft
production, so there was not a shortage of manpower 2-—{Sir Frederick Shedden) The Commonwealth
Aircraft Corporation recently represented to us—and-also the Department of Defence Production—
that the planning cycle of an aircraft.is such, the ordering of materials is such, and the Guestion of

- achieving production is such that they nced to know the next types to be approved because they

reach the point in the live of production at which men have to go off. The psychological aspect
that they have represented to us is that the knowledge in the factory that there is indefinfteness of
intention results in fellows saying, in time of fult employment, * Y am going to get a job somewhere
se .
v o CoMMITTES MEMBER.—You cannot blame a shortage of manpowerif there is a fack of planning
- of airciaft 'to be bulle?—(8§lr Frederick Shedden) WNo. That is the reason why ‘the' production
schedule falls behind—because people leave. T am not blaming anybody.” - -

el 1,

.72.‘ It is easy to attribute to lack of p and x gs in a
Progtamme that are in fact caused by delayed decisions, however necessary it may have been
to delay them. . . T

- 173, Your € isfied that appropriate- all has ‘been’ made,,
when framing each year's Esti of expenditure, for-the ever-ch level of. economic’
activity. We. have often been told' that it affects vitally expenditure for the year, speeding:

* up-or retarding as it docs the rate of deliveries of supplies.-and equipment made during the
year. This.is the point.at which consid of good and'good: prograriiing.
may well suggest the inclusion of different figures in the draft Estimates: criteria; of good.

are not
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estimating may suggest minimum figures, whilst a desire to achieve o Programme may suggest
figures that include.n degree of optimism as to achievable resulfs, We have already discussed
this' matter in our Twenty-fifth Report, and' take. it up againvin Chapter VI,

74, Nor are we satisficd that the forecasts made by the Service Departments of the
personnel that would be serving with them during the financial year under consideration
are as accurate as.they could have been,  We commented upon this matter in our Twenticth
Réport, in réspect of the Departiment. of Air, and have noted explanations submitted by the
Deé:airrmcnt' of Air (for under-estiniates of personnel on Strength for 1954-55 and. 1955-56)
and by the Départment of the Army (in respect of 1954-55).

75, We appreciate that the Service Departments. desire to operate their establiskments
up to-strength and that they are anxious to-do the job-assigned. to them, But it is. our view
that, however laudable the ‘general intentions, substantial over-estimating of this kind is not
desirabl di: ing the achi of the P we received the following
interesting evidence from the Secretary, Department of Defence, concerning the Service
Departments® forecasts of personnel strength:—

' “ Commrrree. MEMBER.—To what extent actually is your present programme incomplete?
+ o+ o o —Sir Frederick Shedden) By reason of under-cxpenditure it is short of expenditure
originally laid down. The permunent forces are 5,000 under strength and the Services hope that they
will get those bodics. At the.present time we are pushing the recruitment campaign in order to
get more bodies, The Services are even more greatly concerned about the low figure for the
re-engagement of skified men, because in regard to new recruitient they have to train a new man,
Consideration. has been.'given to such things as re-engagement bonuses, As an illustration,
provision has been made for a strength greater than that which the forces. have at the moment,
Orie of the reasons why-there has been.unds diture on the 1 side is that bodies have
not been forthcoming, But hope springs cternal and the Services have budgeted in cxpectation of
better results. ‘They learn from-their experience in regard to the provision to be'made for pay and

.related matters, The fact that personnel targets are not being realized in the Air Force is apparently

due to the state of the economy.”

. 76.-Finally, we observe that it is extraordinarily difficult to make major changes to a
Defence Programme as large anid yet as detailed as we have described. Major alterations:
will often affect one of the long-term Projects approved by the Cabinet. This is because, when
maintenance. expenditure involves some three-quarters of the total Programme, reductions
can only be made in one-quarter of it. If the reductions are to be appreciable in terms of
2 Programme aggregating £200,000,000, but have to e made from one scctor of it amounting'
only to some £50,000,000, then the cuts in that sector will have to be inordinately heavy.
It. was considerations such as these that caused the reinstatement of the Navy commitment
for ship .construction. (which comprised most of the £7,i99,000 of commitments reinstated
in 1955-56: see. paragraphs 63-66). .

77. We think that it should have been possible to foresee more clearly the difficulties
attendant .upon changes. in the structure of the Programme. If the heavy under-expenditure
that occurred: in, 1954-55 was really caused by the rebalancing decision in the first half of
1954, then it is understandable. But we note that none of the explanations submitted to us
in respect of the over-estimates for 1954-55 made mention of this factor.

(¢) DEFBNCE PREPAREDNESS.

-,- 78. In. 1950, the international situation was grave. Troops. had' been sent to Korea
and it looked as if war on an international scale was imminent. Tn those circumstances,
the Government announced that it had set in train' an expanded programme of defence,
involving heavy. expenditures over the next three years, that by 1953 would make the country
réady for mobilization,*

79. In 1954 the Programme was, as we have explained elsewhere, reviewed, and the
Government. announced that the basis of Defence Policy ““had been transformed from
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preparedness by a critical date, to maintaining it at a Ievel that could r bly be
for a ‘ Long Haul* >,

80, ““ Mobiliziition * is a term that has many meanings, It may mean that a force
exists which,. at very short notice, could be despatched, ready for action, to any place where
it, would be tequired, At varying stages following the availability of the Permanent Force,
the Citizen Force or Reserve would be called up, to the degree y for the requi
of the particular opcrational plan envisaged. N: ily, the readi of Citizen Military
Faicés for opeiations is contingent upon:the availability.of mobilization. equipment. for them,
and the completion of their training for operational deployment, i
; 81, Thus, according to this definition of mobilization, a' country may or may not be
mabilized-at any point of time, according to- the particular operations in relation to which
mobilization is considered.

... % See the Govecnmont Policy Speect, 3rd Apeil, 1951, snd tho Rrimo Misister’s Statecaent to the Prenaiers, 2ad March, 1951,
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82, On the other hand, “mobilization ” may mean “ General Mobilization . In
this case, mobilization is the. marshalling of the national resources for a total war. effort.
‘Fhis point was not rehched: durihg the 1939-45 war until'1943. By 1943 the strength of the
Forces had increased from 0. 6 per cent. of the total man-power to 26 per cent., and the labour

force in factories engaged on war production'had grown from 0.4 per cent. to 14:per cent.

83. In answer to questions, the Secretary of the Department of Defence informed us
that Australia had not beeii ready for mobilization in 1953, and' that that was still the case
in the current'year. _The aiounts voted by Parliament had not, he said, been-entirely sufficient
to enable the full Pr as' 1 ded by the Defence Committee, to- be carried
out. In addition, therc are deficiencies in each of the Services—deficiencies to. which we
have referred in the previous sections of this Chapter.

84, Sir Frederick Shedden explainéd that Parliament—

“, . . . did not provide the améunt that had been asked for by the Services which came
to the Defence Committee.  Having looked at the programme, the Government said, * This is to be
the Vote. You have to cut your coat according. to your cloth, This is the amount’, I' merely
make that clear, 1 am not wanting'to ascribe responsibility to anybody, because the Government

is well ncquqinted with the position. We are a bit on thin ice in regard to the quotation of specific:
things on this matter because I am-on the verge of classified information which T am not authorized'

to give to the Committee except in camera.  But the Government js aware and has long been aware
of what are the deficiencies of the Services and. carry the. responsibilities of what they' can provide
for'them, [ am prepared to give you a document which I have in my collection here and which I
brought with the intention of allowing you to see’it. It is a classificd document, 1t deals broadly
with the position of one of the Services as regards its equi which shows iencies, The
Government looks at the cost and decides what it can put in the Budget,”

85. It will be seen that although Sir Frederick claims that insufficient fands' were
provided for carrying. out the full Programme as envisaged by the Defence Committee, there
have been heavy penditures, ially on the. equif votes for' the Services.
Thus the, Programme is short not only because of the Government's decision that it was not
practicable to allocate to the Defence Services all the funds. they requited: but also because
the funds actually. allocated to the Defence Services were not fully spent.

86, The first of these factors is a matter of policy and.does not concern us in this Report.
The second indicates a certain lack of realism in estimating. We have already referred to
it in this Report, and-in our previous Reports on Supplementary Estimates.

87. One of the most difficult of all: the problems associated with expenditure by the
Defence Services is to determine whether value Has been obtained for the money spent. Sir
Frederick Shedden told us that basically, the responsibility for seeing that money is efficiently
spent rests with cach Service Minister and his Service-Board.

88, The Department of Defence. has no direct control over the expenditures- of the
Service Departments, though it keeps constant watch on how progress towards the Objectives
compares with expenditure upon them. He said that—

%, ., . . Asamatterof Ministerial functions, it has been laid down by the Prime Minister
that the ibility for ion of their respecti rests' on the Mini of the
departments concerned,  In Defence, we look at it from the over-all angle of a balanced programme
to provide for what we consider to be the defence needs.. We closely watch their progress but, as
to the method of spending or'achicving economics and that sort of thing, as long as they conform to
the particular pattern of. the programme the responsibility is with them. . . , .

3 . » . . . * . * * .-

. .« » . We take the physical aspect of some of the major items of their programmes and
watch those essentially in a material sense apart from their progress of expenditure, The Defence
Committee docs.look at this extremely closely, particularly at the time when the arinual programme
is approved, to sec what our objectives are and how we arc getting on. ‘This thing has been greatly
complicated, if I may say so, by the purchasing power of money . , . .

89, The tendering procedure adopted by the Service Departments is one means of
ensuring that the work required is done for the lowest available price. Both the Department
of Works and the Department of Supply also follow these procedures,

} 90, In the final analysis, Sir Frederick Shedden said, one must rely on the efficiency
and integrity of the Service Departments and their Service advisers. They alone can watch

détailed progress and ensure that the available funds are spent to the best effect. Bécause.

the Objectives of the Programme exceed the Vote, they have every incentive. to spend
economically. . .
Y.« . . (Sir Frederick Shedden) We, as well as the public in gencral, are. concerned

with getting value from the vote that is spent and the achievement of the maximum defence security,

T have often. said that I am greatly opposed to the i of an auditor-g
Auditor-General, T think there is a rationality in which you do superimpose overhead on.some. of

these things. These people are paid to do a job, and if they cannot do it-efficiently, it is just too bad.:

1 to audit the-
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You come down heavily on them if there is wa]stc. But I do know that, from the feeling in the
Services, there is a very strong administrative zeal amongst these people to squecze the vote and
get all they can out of it tecabse, as 1 foned carlicr, the ives of the exceed the
vote. They know that if they want to get these things they have to spend their money properly
and ¢ffcet savings to do it.  Quite frankly, from my knowledge of the public service in general and
what they do in other countrics such as the United States of America and the United Kingdom, T
think that the other departments are very able and cfficient and we are very well served by them,
‘There is.no new machinery that I could suggest. As. I mentioned; the business advisers in the
department meet coliectively and apply their collective brains to these things:. I think that on the
whole:they are doing quite well,”

91. Your Committee note that it is the opinion of the Secretary of the Department of
Defence: that, on the whole, the Service Departments are * doing quite well ”.  We suggest
that in the technique of ** input-output analysis ** now being applied in the United States of
America might be found a further means by which expenditure upon the Defence Services
could. be tested for practicability and its effects on other users of resources.*

CHAPTER IV.—THE PREPARATION OF THE DEFENCE SERVICES
ESTIMATES.

92, In the annual Estimates, those of the Defence Services are given a section of their
own., The section includes all Votes made specifically for defence purposes, and its total
is the figure used when total Defence Programme expenditure for the year is mentioned.

93, As we.mentioned in Chapter I., estimating for several of the Votes in the Defence
Services group has been wide of the actual expenditure: in some cases additional funds were
required and in others large surpluses. remained at the end of the year, Your Committee,
in an end to obtain satisfactory explanations for the i y, have incd the
time-table according to which the: Defence Services Estimates are prepared.

94, In outline, the time-table scems to be as follows:—
(i) The determination of the Defence Programme as an expression of Defence

policy.

(i) Author}i,zation of expenditure upon the projects necessary to give effect to the
Programme.

(iii) Preparation of draft Estimates,

(iv) Cabinet review of the draft Estimates.

(v} The settling of the Estimates, and their presentation.

(vi) Review of the Programme by the Defence Preparations Committee.

95. Defence Programmes usually extend over a period of three years, When approved
by the Government, they provide a working basis for the various departments in the Defence
Group. At the same time, the Government gives an indication of the order of funds likely
to be available during each of the financial years through which the Programme. runs. For
the Programme commencing in 1954, the Government indicated that expenditure plans could
be based on a figure of about £200,000,000 for each year.

96. The aggregate Votes for and expenditurcs upon the Defence Programme during
the currency of the last two three year Programmes have been—

Year. Vote.la) ‘Expenditure.

. £'000. £'000.
1951-52 .- .- .- . . 181,703 169,495
1952-53 .- . .- o - 200,000 215,292
1953-54 o . . . 213,668 189,725
1954-55 . . - . o 211,899 185,534
1955-56 .- . . . o} 197,671 . 190,716
1956-57 . . . . .- | 190,000 .

{4) These figures include amounts appropriated in Addidonal Estimates,

97, Once the Programme has been approved by the Government, the Defence
Pseparations Committee, and under it the Defence Committee, review progress from time to
time. We. were advised by the Defence Division of the Treasury that in recent years the
Government has often made approval of increased expenditure from one Vote conditional,
upon corresponding- reductions in.another Vote or Votes,

® See, for an appreclation of ** input-output *, Robert Dorfman: *“ The Nature and Significance of Tnput-Output ”, in Review of Economic
Statisics (Harvard), May, 1954, pago 121, and especally pago 132: and Durgess Cameron n articles fn ** Economic Record ™ (M.U.P.) for May,
1954 {an exposltion) an overnber, 1955 (an assessment In relation to mobilizatlon and other factors).
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98, 1t seems that the main meeting of the Defence ‘Preparations: Committee in
connexion with expenditure in any financial year occurs. after approval of the Defence. Votes
by the Parliament; Usually it is'not possible for this Committee té meet: until Qctober or
November, four or five months after the beginning of the finanéial yéar. The Committee
authorizes expenditures. under the Programme for the year and at the same time looks at the
general prospects for the next financial year,

** CoMmTTEE MEMBER— , t
followed which created difficulties. for' the service: fieaple when trying to' bring' their plans.into.
conformity with the new. decision, You commenced your discussions in, October whes preparing
for the ensuing year?—(Sir Frederick Shedden) That is. customary, It is. customary in-the first
half: of the financial year to present’ the- programme for’ endorsement and ask for provisional
figure for the next financia) year. ‘Two- figures are arrived at} odeis a prospective. expenditure
and the other an authorization figure, The authorization figure: is always. higher to-énable ‘the
job to beigot on with, It is customary. tq commence that in the first half of the financial-year.?

Thus it is not possible for the Defence groiip as' a whole to. begin any capital expenditures
until the financial year is one-third or even nearly one-half completed, except with the special’
approval of the Treasurer and Minister for Defence,

99, But at the same time the Defence. Preparations Committee considers the outline
Progranime for the coming financial year. From thén on it is possible for the. Defence
group to begin planning for the ing i ial year; and they have the benefit of an
authoritative figure to- work from, If they prepare. their draft Estimates, according to the
figure laid. down by the Defence Preparations. Committee, they will have taken 41l reasonable
precautions and should be well prepared. for the final review.. -

100. While expenditure for the current financial year is continuing, requests are sent
out by the Treasury fgr the submission of dtaft Estimates for the ensuing financial-yeat, The
Treasury 1y req that draft Esti be in its hands by the end of ‘April.  In the
case of the Defence Group, the Estimates must, of course, conform to the approved Programme,
Between the end of April and the time when the Government gives consideration to. the
Estimates (usually in July or early August) there will be-discussions between the Defence-and
Service Departments and the Defence Division of the: Treasury as to the. amounts. that are
to be submitted to the Government. They will, of course, centre round the achievement of
the Objectives, Projects and Ttéms that make up the Progrsmme as 2 whole, -

101. Therefore, by the time the Estimates are presented. to the Cabinet, they will have
been the subject of considerable discussion between the Service Departments, 'the. Defence
Production and: Supply Departments and the Department of Defence,

102. The Secretary of the Department of Defence informed us that they exercise a
** broad control » over the Estimates of the three Service Departments and the Departments
of Defence Production and Supply.

103. After the draft Estimates are considered, the Cabinet looks to the Minjster for
Defence to recommend allocations of the total Vote between the individijal departments,
Individual Programme proposals for the financial year are. then revised by the departmeits
to conform to their allotments. These tevised proposals are reviewed by the Deferce
Committee and' are submitted fo the Defence Preparations Committee for approval,. At
the same time, draft Estimates conforming to. the approved Programme allotments . are
submitted by the Departments to the Treasury. -

104, Although. the, Minister for Defence exereises & broad control over the expénditure
and expenditure proposals of the individuat departments, each. responsible Minister reviews
and approves the detailed items within his part of the Programme. The Estimates -of his
Department are his responsibility, not that of the Minister for Defence. Itenis involving
matters of policy or important principle are submitted to the Defence Preparations Committee
for approval. . o o

105, We have often been told that the Defence Services Estimates are difficult to
control and that they occupy a special position in the pattern of government expenditure,
Your Committee do not deny these assertions, Howeve , e desired to inform. ourselyes.of
the main difficulties associated with accurate estimating for this series of Votes and in
consequence undertook this Inquiry, Some of those difficulties in‘making‘accurate'esgimatc,s
we have discussed in Chapter Iif,

106. We now consider problems that inay arise directly as.a result of the nature of the
Estimates required by the. present system: of financial control. The various suggestions. for
improvement that we discuss below are that— ’ .

(i) Parliament should approve “ block votes * for the, Defence. group, -

(1i) More time should be-given for revision of Esti after financial.decigic
by the Government on overall'totals, . -

(i) Betfer co-ordination, between the Departments concetned, might be-achieved.

(iv) The system of continuing Appropriations operating in the United States of
America might be applied, b

(v} Earlier approval of the Estimates would facilitate -more effective expenditure
within the year of estimate,

« We wete a little non-plussed as to- the timetable. you -
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" 107, In the Fourtestith Report: (on Supplementary Estimates. for 1952-53), Your
Committes: discussed the practice of providing funds for the Navy, Army and Air Force in
thtee. block votes, Accor‘dlng» to that practice, each Service Department expends its own
Votes and may temporarily use savings. on one Vote to' meet excesses on, another, After
the end of the financial year the Parliament is asked to give approval to the transfers
(**Virements *); that must have receivéd Trensury dpproval during the year, .

108, 1t is suggested that if the Service Departments. were voted “ block votes” of this

kind; much of the criticism that is at present made of inaccuracies in estimating would be.

forestalled, The only critivism that could Justifiably be made would be of €Xxcess over, or
heavy wadersexpendituro:from, the Vote for each Service Department.

. . . e A
109. Because of the special nature of Defence. cxpenditure, it may appear that there U4th Repors,
are godd reasons why such 2. procedure should be followed. However, Your Commitfee ik R
e-affirm. the views expressed in the Fourteenth Report,

110, It is our firm opinion that “ block votes are nat desirable. If it becomes.
necessary, for strategic reasons, to make alterations to the Votes as approved by Patliament
atthe beginning of the Yedr, there is nothing to prevent those alterations being made, We
have indicated in varions Reports that we take no exception to variations in expenditure
thiat are made for good reasons.  The same would apply with special force to Defence Votes,

evertheless; such variations do alter the amounts that it was stated would be required, and
whic] - were -bona, fide. approved by the Parliament, It seems to us:right and proper that good
cause for-the alteration. should exist, and be stated (though subject to any restrictions that
are slecessary for security reasons).

L We observe also that the main Defence Services Votes are for large amounts,
with little itemization as compared with Votes for civil departments, Many-of the variations
that are necessary in any given year are in. fact made ejther within one of the large items of
the main Votes: “or at least between two iters of the-same Vote, in which case a Section 37

Transfer is very often avéilabie,

112, Thus we conclide that the institutiqn‘ of the practice of approving “ bloek votes
would not greatly inctease the decuracy of estimiating, ~ We understand, too, that the work
of accounting would not be reduced by such a device, becaunse financial branches even now
find it necessary for purposes of control to keep records containing far more details than
aré presénted to-the Parlinment, -

113, Your Commitice have heard from representatives of cach of the Departments in
the Defencé group that very little time i given those responsible for the prepatation of the
Estimates to Tevise them jn the light of alterations to the overall: Programme figure made by
Cabinet during. jts July-August pre-Budget review. There are two reasons why the draft
Estimates submitted for the Defence Services might be widely divergent from the figure actually
decided upon by the-Government in its final Budget. review—

: () The Estimate submitted 1o the Cabinet may have been considerably Higher or
ower (and in recént years it appéars to have been highet) than the figure
" in favour of which the Cabinet was ultimately likely to decide, -

(i) The. Government mtay have had to revise drastically jts assessment of the
priority of defence expenditure in the light of exfraneous. citoumstances,
e.g., the state of the economy or the ifiternational situation,

114. Your Commiftee were advised that in réspect of ‘the Bstimates for 1956-57, three
figures assumed importance. The first was the figure actually submitted to the Cabinet s, 32, 224
on-behalf ¢f the Defences Sérvices. This figare was £208,000,000. The second was the 45
Programme figure that had been fixed provisionally by the Cabitet for 1956-57, and was
regarded: by the Department of Defence as the proper basis for draft Estimates: it was
£198,700,000. (This figure had been raised from £196,000,000 because of items reinstated
by the Cabinet, during the financial year, mainly because of representations by the Navy that
the allocation of £37,900,000: fromy the total Vote of £196,000,000 was inadequate), As can
be seent from the Estimates for 1956-57, the third figute, the total Defence Services Vote
approved for 1956-57, is £190,000,000. "OF this Vote the Navy's share is £39,000,000. In
addition, the,\{ote for St.. Mary’s Filling Factory is increased from £6,000,000 in | 955-56.
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and Projects included in the Programme yus quickly as, possible. It is our yiew, that the
financial’ considerations may not have been taken sufficiently into account, especially when
it is borne in mind' that no special crises have occurred or major readjustments to the
Programme: been necessary. ,

116. All the alterations in the draft Estimates had.to be made within the space-of a.few
days, because of the need to have the final Estimates printed in time to present them to the

Parliament. We understand that the time for revision in connexion, with the 1955-56 draft -

Estimates was approximately 24 hours.

117, We asked Sir Frederick Shedden whether he thought it was possible to make
accurate reductions with notice as short' as' this. He said that expenditure in 1955-56 of
£190,716,000 had vindicated Estimates totalling £190,000,000 submitted at the beginning
of the year. (Although £7,671,000 was provided in Additional Estimates in May, 1956).
Elaborating upon his reply, and speaking in general, he said that he thought the'short time
for revision was not a major contributing factor to the inaccuracies that have occurred. The
procedure as he described it is as follows:—

“ (Sir Frederick Shedden) , . . . Havinggot the word from Cabinet of what the amount
is, the Services and Defence Committee then see the impact of that ﬁgurc. on the programme as it
stands at that time and then say to the Government, * This is what we think Is the way to cut ghxx
amount,’ This is on your. point about the time for the revision: of the: Estimates, The Services
complete the Estimates under the headings of divisions, sub-divisions, and items, nn@‘ the Estimates
then go to the Treasury to be embodied in the Budget. The programme statements'in detail come
in, and we look at them closely in. the. Defence Committee. and present them to the. Pcfenoe
P fons Ce if which is the sub. ittee of Cabinet.dealing with defence, Thgs. s the
programme for the year, in the form.of the objectives of the programine, as ghstmct t‘rpm divisions,
sub-divisions, and items of the Estimates, Undecr the time-table laid down in those circumstances,
the governing factor is the Government’s decision on what.is the amount to be given for defence,
Until this is known, finality cannot be reached on the estimates and the programme, but the
information about the.vote is generally not available until Cabinet considers the Budget,

CommiTee Memeer.—The departments told us in March last. that they did not hav; time to
re-adjust all their-estimates in the light of the new decisions that were taking plagc at a high lovel:
1 gather from.you now, in connexion with the Estimates and Budget for this financial vear, that if.as
a result of a decision of Cabinet today a certain line of action is decided upon, that will haye to-go
through you back to the Service Departments to have. all these things done in time to be included
in.the Budget to be delivered’ in August?—{Sir Frederick Shedden) Yes.

CommrrTeE MEMBER.~—~That means that there is cause for int by the Service Departmy

Because of the way in which things are done there is il ient time iely to- .a..d... t.hc
various adjustments. which should te made to bring the actual Budget cxpcx_\t'!uurc into. line wgth‘
the programme that has been modified to a very great extent by the Cabinet decision ?2—(Sir Fredenc_k
Shedden) We would agree with that. I would say that it is clerical work that happens. at this
particular stage, with people working long hours to-get their Estimates ready, because the broad
pattern of what they have to do with the money is resolved by the Defence Committee. The broad
pattern has existed on the bulk of this, since the first approval of the. three year programme three
years ago. 1t fiuctuates and it is flexible, I do not.say that it is clerically impossible for them to do.
it. The fact that they do it shows that. The Chicfs of Staff have sat on the Defence Committee
and have agreed on the adjustments and the directions in which they will spend money in brpag
terms,  Working out the divisions, sub-divisions, and items may be hard to do quickly, but.it is.
possible and feasible and 1 would not say that that would stand as a major reason for the. Estimates
teing out of line with hingin the , during the course of the year, they
“Nnave y and Additi 1 h
g:rfng the year, The Services find that works are not progrcs;iqg and supplies‘are not coming to
hand. They make adjustments to spend the money, The aim is to spend’ the money, because. it
represents a programme which the Government has laid down to be achieved.”

118, Your Committee recommend that careful consideration.be given to-the question
of “timing”. We have in mind the time factor in refation to two matters—

(i) the date at which the Defence Preparations Committee authorizes expenditures
for the current year; an

(ii) the time available for adjustment of the Estimates following Cabinet review,
bearing. in mind the complexity of the figures presented by the Defence
Services Departments to the Government,

119. In our Twenty-fifth Report we'commented upon the apparent lack of co-ordination
between the Department of Works and the Departirent of Air in connexion with maintenance
for tke Dcrartment of Air. We alo menticned the appearance on the Estimates of
£13,144,CC0 for Defence Works. We note that, in acccrdance with a new procedure, and
fcllowing the presentaticn of the Defence Woiks Vote to the Parliament, the Department of
Works cstimated, in consultation with the Treasury, that its. works capacity was £9,489,060
for 1954-55,

‘That is the way things happen, variations occur:

23
120, We observe also that the figures.for Deferice: Works for 1955-56 are—
Yote .. oL oy .. £14,800,000, .
Expenditure TS, . . .. £13,956,000,

‘These figures. seem to indicate that' there is still room for better co-ordination between the

* departments: concerned on the works side, .

... 121 We understand that another cause of inaccuracy in the Estimates of the Department
of Air is that the p y est penditure submitted by the Department of Defence
Production have not been accuraté,

* CoMMITTER MEMBER.—One of the featurcs we discovered in relation to the activities of
the of Defence P; ion was that the D. of the: Army, so it told us, did not
know what it was going to be up for until the bills came in. The Department of Defence Production
did not tell-them what was on the slate, and it was only when the bills camc in that they knew it had
to meet them, T think that is the position, Mr, McKnight ?2—(Mr, McKnight) 1 think it was, but
it has improved.

. CoMMiTTER MEMoER.~—~The Committee had some comments to make about. that—that the
service departments were really paying for things for which they had no responsibility in contracting ?—
(Sir Frederick Shedden) Again without criticizing any other department, the Business Board has
been paying great attention to this problem of aircraft production, which is done by that same
department. 1t is the controlling authority in regard to what is done by outside contractors in
addition to its own production of equipment. People budget for certain payments but the trouble
is that, through various technical production matters, loss of skilled' man-power, or other variations
such as modifications in the types of aireraft, increases are caused. ‘The Department of Air has to
rely on the Department of Defence Production for i ion of these i in respect of locally
produced aircraft,”

122. No doubt the other Service Departments have also experienced difficulty in
obtaining equipment approved under the Programme. because of similar supply’ difficulties,
‘We. recommend that the relations between the Departments of Defence Production and
Supply and the Service Departments also be examined with a view to ensuring that the
Estimates. presented to the Parliament are as realistic as possible,

123, The Secretary of the Department of Defence advised us that in the. United States
of America there is a sysiem of continuing appropriations for Defence Services, 1In a discussion
of the * Defense Budget ”, Mr. Arthur Smithies* says that the programming and budgetary
procedures can best be described by outlining the chronological process involved, He observes
that one of the special features of the process is that the Budget normally resuits from
programming commenced as much as two years earlier. For the Budpet for 1955-56, the:
process would be as follows:—

(i) July, 1953-March, 1954— .
Preparation of departmental programmes, with consideration by National
Security Council and President,
(i) April, 1954-August, 1954—
Prepgratjon of departmental budgét estimates—The budget process proper
egins, .
(iii) September, 1954~December; 1954—
Review by the Department of Defense and Budget Bureau, and preparation
of the President’s' budget, with discussions between the Sccretary of
Defense and Chiefs of Staff,
(iv) January, 1955-June, 1955—
Revision of departmental programmes to conform to the President’s budget
and, subsequently, to Congressional action on the budget.

124, Mr. Smithies’ comment on the detailed: Estimates is—

“ The detailed estimates included in the budget may be so much out-of-date by the time the
fiscal year. commences-that' they cannot serve as working programs. In fact, the timing is such
that the estimating agencies must make their budget estimates before they even know how many
dollars they will have in the year intervening. between the.time of estimating and the budget year
for which the estimates are drawn. The obsolescence of the budget figures before the beginning
of the fiscal year necessitates a further budget process, called the funding program or the financial
plan. This plan is particularly necessary when abrupt changes in the international situation, such
as the tion of hostilities in Korea, il program revisions,

A budget based on a highly intricate procedure that is designed to work out over a two-year
period clearly does not lend itself to ready revision. in its final stages.; and if it.is not revised.in a
rapidly changing situation, the basic assumptions underlying it tend to become obsolete by the time
the budget goes into effect.. In view of their importance in appraising the process and in considering
possibilities of improvement, more extended comments are required on two matters : the methods
of tion of i and the ideration of those est and action on

* them in the military departments and in the office of the Secretary of Defense,”

* “The Bndmfgm In the United States *, by-Arthur Smithles, for the Committee for Economlc Development Research Study
McGraw-Hilt Book Co. Inc., 1955 Pages 243 ef 2eq. [ - . . . '
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125, Congress appropriates funds fot & prticuldr finaricil year:-but, althbugh. the
-appropriations must’ normaily be * obligated ™ during the year for. which«they arc made,
the- obligations may be paid off during the next two )‘eafg. It scems: that in the case. of
programmes such as the Defence. Programme, the appropriations will be made..for ;evqrpl
years in advance, 'They will be obligated when' contracts.are lat, and.spent as. otistruction
is completed or goods are delivered.. .

126. As an vexamgle of the way in which the. American system works, wo quote the
following short extract from the * Budget Message of the President™ to the Congress: for
the fiscal year ending.June,.30th, 1956:— .
* Expenditures for major, national security programs in the fiscal year 1956 are estimated at
40,5 billion dollars, ‘This total.is 186 million dollars below that.for' 1955, and 6.1 blllion dollars
below the actua) 1954, amount, R aended new authority to incur obliga is, greater than
for, 1955 but Jess than for 1954;  After the cessation. of combat operations in Kores, we were able to
reduce our 1955 millitary appropriations becaise the unobligated balances available wera. greater than
required and the Jarge stocks of supplies.on hand permitted the military services to ¢ live off the shelf®
1o a large degiee without replacing the items consumed.”
(Commitiee’s Italics).

127, Although on. the face of it. the Américgn practice appears to have. great merits,

"more careful examination of the constitutional background seems to suggest that. such a

procedure would not be appropriate for Australia, or. for any system similar to that of the
United Kingd The. fundame difference: between British and. American practice
appears to be that in the British system the-Executive may enterinto coniracts: that may last
beyond the currency of one financial year and will involve expenditure-of moré funds. than
have in fact been appropriated. In America, no obligations may be entered into without
Congressional authorization. Hence the nieed for an appropriation that will. cover not only
expenditure in the current year, but probable future expenditure under the Programme, .

128. Mr, Samuel H, Beer, in 'a monograph entitléd “ TreaSuty Control—The Co-
ordination of Financial and Economic Policy in Great Britain*#*, suggestd that the.inability
of the President to incur obligations without Congressional authorization is the main reason
for the development of a Programme and for not following the traditional' procédure of
annual appropriations and' lapsing votes. From it, he suggests, stems the unsuitability of
the American system for annual audit, a cardinal feature of British financial practice— °

*“In it frecdom to incur labilities the British executive also enjoys what must seem from the
American point of view an even more remarkable powér, 'The point can be brought out if we examine
a peculiarity about the estimé & to, and the appropriations. voted by,. the British.
Parliament. It is that they show only the sums which are expected actually to conte in course of
payment during the year to which they relate. They include cdsh requiréd to meet liabilities
outstanding at the end of the previous year and cash required to meot new liabilities incurred and
coming into payment in the current year, They do hot, however, provide for liabilities: which may
be incurred in the current year, but which do not come into payment until a later year. In short,
appropriations in Britain do not present that familiar feature of recent Ameritan budgets : a
discrepancy, sometimés huge, between the sum that will actually be spent in the financial year and
the sum appropriated, which will be spent over & period of years, The reason for the American

practice is obvious : many defence can be carried out only
over a period of years:§ henco, if departments are to mako the necessary commitments.they must be
assured; of the requisitc appropriations. But the British G also Tvitie

of this kind; it also has a set of long-run defence programmes. How does it avoid the discrepancy ?

The reason in a nutshell is. that while in Britain the executive can, if circumstances are
sufficiently compelling, incur Iabilities not already covéred by an apptapriation, in the United States
it cannot. Exceptions. to the rule.occur fn the United States when Congress from time to time

Hically provides i Jogislation that s depari for a limited perlod and within 2 fixed sum,
may make contracts creating liabilities not covered by an appropriation. The general rule, however,
is that if a department of the Federal Government i legally to incur Habilities, even thotgh they do
1ot come In payment during the cufrent year, these Labilities must. alteady be covered by an
appropriation, Freed of this limitation, the British ive in l4unching » is obliged to
ask Parliament only for such funds as appear-to be needed: for the fiscal year, the tesult:being that
appropriations and expenditure are not greatly discrepant,”™

129. Ons other suggestion made to us concerning a. solution for inaccurate Defence
Services estimatitig was that the Parliament might appropriate funds earliee in .thé financial
year. Your Committee have already, ih- their Eighteenth Repott, suggested that carlicr
presentation of the Estimates: would be desirable, especially in. the case ¢f Capital Votes,
&g, for the Department of Works: Although, according to the analysis of the Defence
Programme made earlier in this Report, ¢apital expenditures. a3 such appear to form a
relatively small portion of total expenditure on the Defence Progtamme, they form, nevertheless,
att important part of it. ‘The Programmé is so large that unless adequate time {s: given. to
the procurement officers to lodge. their orders, it is not reasonable to: expect that they will
be. fulfilled during the: year. e oL

" This ook by Samuel H. Becr, Professor of Government at Hurvard University, was published in Ox(aed at thd Gikrvtvian Phove, 19963
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Y 77 130: M.~ Héwking,; Secretary of tHe Departinent -of the Navy, indicated that his
Department, would be assisted by being granted appropriations earlier in ‘the year, We
rétdll that in Your Committee’s Eighteenth Report it was indicated that all the Service
Departnients-regarded earlier presentation of, the Estimates as, desirable..” We discussed the
question: of timing. with Mr. Hawkins, and received the following evidénce:—

B DN ey

AT W CommiTTER. MEMBER.—Mr, Hawkins, you have been good' enough..to furnish us with a
. statgmiént. You remember that in our last Report we lained about the-ii diture of

. duite a'humber of items in your section, You have provided us with a statement’ dealing with the

« + - estimate of those things, In discussing this matter with the services the general complaint has been

thaf there is not sufficient time to consider the re-arrangement of the estimates at the last point before
they g into the Budget, Are you handicapped at all.in that regard?  Can you effectively handle the
situation in the time that you have at your disposal7~(Mr, Hawkins)'1 cannot say at the moment

« +.. whattime weare going to have at our disposal.  As far as the current financial year is concerned the

position is that we have prepared our estimates knowing what our programme figure would be. The
estimate we put in was above that figure. In view of increased costs and for various other reasons

v e the Figure wé put in was above our programme figure by 4 certain amount.  We have not yet obtained

Lo a decision on what our final allocation for this year is going to be. When we get our final programme

Afrures then we will know how much we will have to reduce,  If the reduction is only small we would

. be #ble to adjust our estimate as we have already worked. it out on that basis.  We would at once

+.." putinia new estimate and would point out to what extent the project we had in mind would be

influenced-by the reduction on account of higher costs. 1f we have to go down below that programme

. figure the estimate. we require would depend upon how much we have to go below it.  If it were a

-+ .- . substantial sum it would necessitate the naval board getting together again-and going into the whole
4 programme.. It would require them looking at the. whole programme and setting out an order of
priority. One of our problems is that part of this financial year has alrcady gone and by the time

we get out decisions. we will have spent a certain amount of the money that is.allowed to us, We

ar ding it on mail and small capital orders, If we have to reduce a number of employces,

the sodner we obtain the figute the better. The poshiton would be muck ecasier if we knew what the
position.was at the beginning of the year. ‘The naval board will' have to declde how to bring about

the savifig. -Last-year was a very high yeat for us because of ‘certain reasons, This year is going to

be lower as we have the Melbourne paid for.  We.would have to decide first of all what we will do.
Wo-mny need to cut out national setvice training orwe may have to advise the Minister for Defence

- . .ajong those lincs, Perhaps we will have to stop building some of our frigates or the number of
. émployecs in our dockyards be reduced or some yards closed down, We would have to go into these
estimates and see what the saving would be.  We may have to put down the savings for one particular
item and the savings for other items and decide which we would prefer to have taken out. There

. is.our difficulty. It depends on how soon we have to.submit cur reduced estimates, 1 understand

‘the Budget is to be presented fairly soon but we have not yet, obtained our figure,™

{Committee’s Halics),

CHAPTER V.—THE DEFENCE TRUST FUNDS.,

131. In the Budgét Papers for 1955-56 are shown twenty-five $eparate Trust Funds or
Accotnts dealing with sSomé aspect of Defénte. Eight of these ate included in. Section 1 of
the Budget Papers. Table and are funds held by the Commonwealth it Trust fot persons-and
authorities other than the Commonwealth Govetnment, There are seventeen funds or
aecounts in. Sectioh 2, Most of the Section 2 Accounts are working accoilfits covering the
operations of factories, e.g. the Munitions Factories. Account, the Defénce Clothing Material
Account, Others constitute reserves appropriated by Parliament and are set aside for specific
utposes. The tliree accounts of this type sét aside for defence purposes. are' the Strategic

tores and Peui t Reserve Account, the Korean Operations Pool Account, and' the
Defence Equiment and Stpplies Accotint.. .

132: We intend shortly to make a general investigation of the Trust Fund and of the
arrangements. made for the use of the funds lying in it. In this Report we arc concerned
“chiefly with the three Special Purpose Trust Accounts created to further the objectives of
the Defence Programme.

. 133, Although the total balances carried forward‘at Ist.July each year in the Section [
Accounts. have risén.from £5,742,000 in 1950 to £11,888,000 in 1956, the rise does not appear
10, be..more than would be expécted as & result of the changing value of money and
the increasing amounts standing to the. credit of the- Defence Forces Retirement Benefits
“Fimd:: - ’

. - 134, The.increases in balances carried forward each year for the Section' 2' Accounts
“have; however, beert dramatic. From £5,286,000 carried forward at ist July, 1950, the
chalance: rose to- £89,794,000 in’ July, 1955, and declined. only . slighty. (by .£3,786,000 to
£86,008,000) during 1955-56. T
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135, The. following table sets out th Bi i
since oo g table out the movements-in Defence Trust Funds (Section 2)

195 51.;5 £m, £m..
. .. .1950- trategic. Stores e, e e e ose 44B.0- - -
Other Trust Funds . e e t 1.4
. 1951252 Stfategic Stores . . . .22 +é6.6
Other Trust Funds. “ . .ok LT
i . _ 439
1952-53—Strategic Stores . . . o =13
Korean Operations. . . . o 10,0
Other Trust Funds . o o -+ 06
1953-54—Defence Equipment and Supplies . .. +12.0 + 93
Other Trust Funds . . . + 51
1954-55—Defence Equipment and Supplies - m +H7d
Other Trust Funds . . .. — 04
1955-56~-AlL Trust Funds . . . Tas 1S
— — 3.8
+80.7

It can be secn that the movement in Section 2 Trust Funds, other than in those we have called
the three special reserve Trust Accounts, has been small. Balances in Trust Funds other
than the three special reserve accounts have increased by only £0.5 million during the six
years. On the other hand, aggregate balances have increased by £80.7 million,

136. The increase represents the funds.in the three major Trust Accounts—

- Balance at
1st July, 1956,

r £ )
Strategic' Storeg and Equipment Reserve Trust Account .. .. 48,637,027
Korean Operations Pool Trust Account . . .. 10:000:000
Defence Equipment and Supplies Trust Account. . . .. 20,000,000

. 137. The Strategic Stores and Equipment Reserve Trust Account was created in 1950,
in pursuance of a Government decision “ to build up in Australia reserve stocks of certain'
key materials, and equipment needed for the Defence Services.and war industries ”.

138, A provision of £50,000,000 was included in.the Estimates for 1950-51 for payment
into the Trust Account. A further £5,000,000 was transferred to the Accountpb);' the
;:llzilg:gfgéaym;l .Béll (Ng. R2) d1.950§51 (ﬁdgmonall Egtimates for that year). The. Treasurer

i in his Second Reading Speech that only about £10,000,000 had
from the Account during 1950-51, but that— Y ,' actually been spent
.+ . . very substantial commitments. have been entered into under the Defence
Programme and the unspent balance together. with B i il
the commitments which have already bggn cnlere‘d ix:‘!g?" udget surplus il be svallable to mest

“

139, In 1951-52 more funds were transferred to the Account, The
announced in his Budget Speech that £32,500,000 was the amount that the Go&i:;‘x::
goigo_sedl ;glpz-% into the Account, In fact; only a little more.than £10,000,000 was credited

m =z *

140, Expenditure charged to the Account was £9',038 000 in 1950-51, £7,8 i
1951-52 and £1,321,000 in 1952-53, a total of £18,225,000. 'Payments out of e Account
since then have been negligible (except that there was a payment of '£239,000 in 1955-56),

141. The purposes of the Korean Operations Pool Trust Account are—

“ To record the receipt and payment of moneys by the C isil A i
participation in the Korean. Operati X ished under the inistrat fror;m for the
non-operational contro! and: general of the British, Cor Force, Korea,”

142, The Treasurer announced in the Second Reading Speech on the Appropriation.

Bill (No. 2) 1952-53 that provision had been. made in the Budget for 1952-53 to-
Government expenditure on supplies and services in Korea, How%ver, Australia’s ;ga::e;:'
expenditure was considerably greater than' originally anticipated, and for that purpose an
%lejil;l:pnaggtn of £10,000,000 in the form of a Korean Operations Pool reserve’ was then
sought, ‘

n

143, Details of transactions on this accoung are—

Year, Dalanco Trought Recepts. | Expenditure, | Blgice Carted

. . £ £ £ £
1952-53 .. . . . “ . 23,160,210 13,160,210 10,000,000
1953-54 .. . .~ . 10,000,000 19,172,361 | 18,267,316 10,905,045'
1355»45-_5% . . . - 10,905,045 3,542,119 | 4,057,151 10,390,013

56 ..

.- . . 10,390,013 5,586,400 5976413 10,000,000

144, In our Fourtcenth Report we sct out the position as follows:—

“The Department of the Army explained that—* The bulk of the expenditure charged to t4th Report,
this vote relates to the Army's share of the cost of stores, supplics, &., for and the maintenance paras, 73,74,

of the British Commonwealth Land Forces, which cxpenditure originates in the country of the
participants’ in the operations, viz, United Kingdom, Canada, New Zealand and Australia,
Expenditure is debited in the first place to a Pool Account controlied by the Treasury and is allocated
out on a per capita basis to the countrics concerned.  Apart from rations, the Army sends very
ittle to Japan and Korea and consequently, in the main, debits are in respect of issues by the United
Kingdom and Canada which are not known until the allotment is made by Treasury .

The Treasury cxplained that, although it was aware of the existence of the outstanding chims
from the United Kingdom, it did not have sufficient information to assess what the additional debit
might be, It was necessary to write to the United Kingdom Government for the information and
the money was provided. when that information was. received later-in the financial year.”

Your Committee understand that the funds in the credit of this Account may shortly be used
for the purpose for which they have been held.

145, The Defence. Equipment and Supplies Trust Account was established in 1953-54.
£12,000,000 was paid into the Account by appropriation in the Additional Estimates.

146, The purpose. of the Account is to provide funds—
“ For jture in ion with the ing Defence
(i) Construction and-procurement of Naval vessels and associated equipment and stores.
(i) Construction and of aircraft and jated equil and stores.
(iii) Procurement of arms, it ¢ ical transport, machinery,
equipment, plant; coal, petro}, oils, clothing and other stores and supplies.”

147, In his Second' Reading Speech on the Appropriation. Bill (No. 2) 1953-54, the
Treasurer said that difficulties had been experienced in the fulfilment of orders and—

@ . . . . ontheonehand itis proving difficult to keep total defence commitments within
planned. ceilings. On the other hand actual cash cxpenditure is tending to lag somewhat bchind
the rate for which provision was made in the Budget. Unless, however, some provision is now
made to meet these delayed expenditures an extra burden may be thrown forward on to the Budget

for 1954-55. . . . /

148.. Again, in 1954-55, moneys were appropriated to the Defence Equipment and
Supplies Account, Additional Estimates for 1954-55 appropriated an amount of £8,000,000
to it, bringing the balance at the end of the year to £20,000,000. On the occasion of the
appropriation of £8,000,000, the Treasurer indicated that, because defence expenditure in
1954-55 was going to fall short. of the Budget Estimate of £200,000,000 through economic
conditions in Australia. and overseas, the Government had decided to transfer a further
amount to the Account. He said that—

" This amount of £20,000,000 will be held available in the Treasury to assist

in i ding Defence

149: The various Accounts containing Defence Trust moneys are subject to control
by different authorities. For instance, Departmental working accounts are normally controlled
by the departments in question. A fund such as the Defence Forces Retirement Benefits
Fund is controlled, on behalf of the beneficiaries, by the Department of the Treasury (Defence
Division). Control of the three Accounts we have been idering specially is di d in
the following paragraphs.

150. The Korean Operations Pool Trust Account is under the control of the
Department of the Army. Itsipurposes are relatively closely defined, and there is the prospect
that claims will be made that will use most of the balance remaining, Mr. Hewitt, First
Assistant Secretary of the Department of the Treasury, explained that, as claims were made,
they could be met without further appropriation—

“ Commrres MEMBER.—The fund could be actually used but it would need a new appr.op_riati%n

in.order to find the cash?—(Mr, Hewitt). No. The is there. By the
amount origis for the Korean.O, ions Trust Account F horized the i

of that moncy at any time for the limited and specified purpose of the trust account. No further

Exhibit
No. 29/4,
paged.

Hann;r,d,
age 377

B apri,
1934,

Hansard,
o
1953,

Qs 330-132
Qs. 166, 168

Q. 167,



Qs 172, 134,

Q2.

Qs. 123-126,

Qs 158 159

Q 13¢

QI

Q 161

Qs 121, 422,

28

appropriation is necessary by Parliament for cheques to be drawn. aghinst: that. trist -account,
~—*"Certain-other" requirements are necessary in' order to provide' the cash -at the-momént-to-mest
disbursements becabse the amount in the fund; as.well'as amounts in other funds, is not in idle cash,
but has been invesied until' such time ag it i requtred.” !

is-niof -s0 simple; They are Accounts established in accordance with Government policy,
and operations upon them are made subject to Government direction, At the present fitne,
no operations are permitted on gither of them. :

152, The Strategic Stéres and Equipment Reserve Account is under the jurisdiction.
of the Department of Supply; but because of a change in Goverhment policy, né diawings
of any significance have been permitted since: 1952-53 (when £1,321,000 was expended from
it), It appears that the Account is, in fact, controlled by the Treasury, and: that the balance
is invested in Government Securities. :

** ComniTTEE MEMBER—S0 that because of a change of Government policy dnd the exigencies
of sutside events you.were left with the sum of £48,000,000 wisich fias not been used (Sl Frederick
Shedder) ‘Thatisso, 1tisreally a Treasury find, Itwas ¢reated by the Government in its wisdom
and ' when a request was made to use it (hely decided against it.

CombuiTree MEmBeR.~The. balance is invested !—(Mr. Hewitl) Yes, ag pait of the Trust
Fund, 1t is one of those accounts which was included on Table 18 of the Tast Budget Papers under
the deseription * General Trust Funds " )

153, 'The third Account, the Defence Equipment.and i A , was establi
following the review of the Programme by the Prime Minister and the Minister for Defence
in 1954, But, as with the Strategic Stores and Equipment Reserve, no expenditures have
been made from it in recent years. Indeed, no expenditure has ever been made from it, in.
accordance with decisions of the Govemn}ent executed through the Treasury, The Secretary,
Department of Defence, explained that its intended purpose had been to equalize annual
appropriations for a three year Programme, cxpenditure upon which would not netessarily
be the same in each year of its operation (although the Account was not credited, with the
unexpended balances.of the Defence Vote). .

** COMMITTEE MEMBER.~~I think it only right-to say that we realize the need for flexibdility in

# defence programme but I think that the Committee would be concerned at the effect of the creation
of trust funds in.relation to the.parlinmentary control of the public_purse, In the second place, the
ittee would be d at the ionship between the smaller trust funds of, which there

are quite a numberand the need for precision in the Estimates, In one of the statements, that you
. gave to us in relatlon to the defence you i that balancés would
~be placed to the credit of trust funds. Is it the usuat practice to- make such a provision or was. it
¢xpected, at the time, that balances might well be left unexpended ¥—(Sir Frederick.Shedden) This
Defence Equipment. Trust Account arose from discussions. betiveen the Primé Minister and the
Minister two years ago on rebalancing the Rcbaldncing and revision take time to
do and the services take time to implement them, There is generally an under-cxpenditure because
the Estimates have gone through, The Government, for its own reasons, ‘considered that
£200,000,000 was a stable figure and proposed, subject to revision each yéar; to give us £200,000,000
ayear, We have to refate this to the gencral background of the international outiook at that time—
in 1954—and the instructions that we were under from the Government to camplete our preparedness
to n degree, The Prime Minlster and the Minister for Tifence agreed and.the Défence Preparations
Committee ultimately dpproved that the trust accounts should be'created for unexpended balances.
Personally, other things being equal, 1 consider that a good way of equalizing expenditure is 10 hayé
these funds. 1 knigw that there ace-political objections to them, ‘They have been ablised at different
times. But-as-an-adminl on-a of threc years,. 1 favéur therm. That wag the
origin of these funds. It was agreed that our uncxpended balances should be placed.to. our oredit;
in trust funds, There was a credit in the Defence Equipment Trust Account of £12,000,000 and'

one of £8,000,000 ‘Which makes £20,000,000, I think that the under-cxpenditiire. over the period
was £40,000,000. We did not get the full sup. That did not matier much because we wore
forbidden by the Treasury 1o use the fuhd, But the reasons are as [ have. stated them, It was.
o ji e that the of i would-be tigh up and that there would: be no.
abuse of it,

CommirTee MEMBER:~—~Would, the general attitude be: * Here is the aimount necessary; in;
view of the considerations we have belore us, to achieve this programe; if, duc to. other
considerations that appear, that money cannot be usefully spent in that period, it will-be.retained
in a trust account in order to fulfill that programme *%—(Sir Frederick Shedden) Yes, ‘The graph
of expenditure since Federation has been in peaks and troughs.and you get and" equalization in this
sort of thing., In my opinion, if the state of the economy is such that-the Budget can afford. it,
itis a good idea. It.means that, in the lean years when the Governmient cannot give us the vote
that is necessary, perhaps because they want to reduce taxation or for some other redson, our vote

can be supplémented from a trust account. Semator Benn spoke about inecting, cutstahding:
i The i hicl

of those hes arisen from the original-vie, which 1
huvé mentioried, that we should have a vote of £200,000,000 a year and trust accotints Tor unexpended
bilances. As was mentioned a while ago, when-olir vots was cut down to £190,000,000 we had: to
€ut out certain things. The Navy cut out some of itt construetion programme,. I think it is o

o -« dtabilizer and &n.cqualizer dn:the annusl vote.to have.n trust: account'to work. to,™ <. " .

151., The position in regard to.contro! of the other two major Defence Trust Accounts.

29.

154,. Morcaver, Sir Frederick Shedden said that he thought such a Trust Aceount, if @ 134

réasonnbly used, could be of great value because— M

“ . . These annual fluctuations are quite' a- nightmre: to- the: Service Departments Q. 142,

and the D‘epa‘ﬂment‘ of Defence, and’ the elfective operation of a spread' of the: appropriations
supplemented by & trust fund is.a very good idea.”

155, Discussing the question whether it is better that any such Account should be
controlled by the Treasury, rather than by the Department of Defence, Sir Frederick Shedden
said that they would not seek control of such an Account because the executive work on the
Programme is' donc by the other Departments in the Defence Group. However, the
Department-of Defence would be willing to- operate an Account if that were the wish of the
Treastry-—

having a trust account, even if it is controlled by the Treasury 7—(Sir Frederick Shedden) The
Treasury has kept a, tight-hold.on trust funds.in the past. In general, we have found them to be
quite reasonable people in regard:to our requests and the use of the funds, but we understand t!ml
paramount Treasury and political considerations precluded qur use of this one.. 1should not think
we would want one in our because, as ¥ foned in the very t ing In reply to
the Chairman, the exccutive work on all the votes and the opcratjop of trust funds is done by the
departments. If the Treasury liked 10 give us a trust account similar to the-Defence Equipment
and Supplies “Trust Fund in order to supplement the programme, we would be only too happy to
. .operate it; but, on the other hand, they might not think it appropriate. You know, the Treasury
likes'to control these things itself. In general principle, 1 agree-on the. need r.or' a trust account.
As to-its location and control, while the Treasury is about its I.sce no
harm-in general principle in.the Treasury kecping it under its control. On the other hand, if there
were-any reasons, why it should be put under the Depanmcm‘ of Defence for the purpose of
authorizing its'operation by the Services, or its parcelling out, I think the Treasury could be assured
that our interest iti it would be the same as theirs—that we would want a combination of value for

the money and' cconomy.”
156. Your Committee note that in the Strategic Stores and Equipment Reserve and

Defence Equipment and Supplies Accounts there are balances totalling £68,637,000. The g ta1. 122

purposes for which these funds may be used are wide, and no further Parliamentary

appropriation is required, It appears that decisions regarding expenditures from them have, os. 167, 183,

at. any rate-to the present, been made for economic rather than strategic reasons—

* ComMiTtee MEMBER.—I take it that the considerations affecting that decision would. be Q. 124,

considerations relating to the national' economy rather than stratcgic.considtgmtior.ls'Z—(Sir Frederick
Shedden) I think that is'correct. The national cconomy and financial considerations have governed
the decisions and the Treasury wouid fay down the rues under which authorization should be
granted.” .

157. The purposes for which the funds were voted by the Parliament were expressed
in-terms of the need—
(i) to build up strategic reserves; and L
(i) to equalize Defence Votes for a Programme that is now in its ﬁr'xal year of
operation. . .
) ittee: observe (i) that.the need for building strategic reserves arose in 1950, and
zi{i(;u\rhgzoﬁlngPaﬂiamem is‘xZO\v in the process of appropriating the necessary funds for the
fast year of the current Defence Programme: We question whether any future expenditures
from these two Accounts could ever be said genuinely to have been made in fulfilment of the
purposes for which the Parliament originally appropriated the funds. It may be that, even
if the letter of the law were observed, the situation has now so changed as to suggest the view
that a fresh approach might be made to the purposes for which the balances should be expended.

‘We, recall in this connexion that any alteration to the purposes of a Trust Account canbe made q. 171,

only after Parliamentary approval by legislation or fresh appropriation.

158. In an Inquiry, the preliminary steps for' which have already been taken, Your
Committee intend to 2xar:¥1ine in detail the problems associated with the Trust Fund, including
those raised by the-existence of these. large unspent Defence Reserves.

CHAPTER 'VI—~FINANCIAL AND ECONOMIC ADVICE.

. In Chapter III. we discussed the vital effects that changing conditiég's in the
wnnonij,g both at ﬁomc and overseas, can have upon the ability of the ‘Defence: Services

* % CoMMITTEE MEMBER.—Do you believe there is.any economic advantage in your department's q, 138,

‘De ents to- exécute the Defence Programme, Upon the execution of that Programme Sce Chipte Y.

depends, of course, the expenditure of the funds. voted by the Parliament. Further, when **o*

discussing the:two.major Defence Reserve Trust Accounts, wo.noted that the most xmpqrtan_
reason fog} the embargo on their-use has been the’state of the economy. R Le
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160. The responsibilities for finance” and financial administration are diided b
the various Defence Services -Departments. The Permanent Heads of the three Service
Departments were recently appbinted Accounting Officets within the meaning of the Audit
Act, That was in an endcavour to give them more control over. financial administration
within the Services. The Secretary, Department of Defence, advised us thaf the resuits
;lgwigg from, their appointment had proved as satisfactory as they had been in the United
ngdom.

161, The Minister for Defence is responsible for “the formulation and general
application of a unificd Defence Policy . . . . including . . . . the financial
requirements of Defence Policy, and the allocation of the funds made. available”. As
mentioned earlier, the Defence Division of the Treasury, which was created when the Defence
Department was split early in the war, ,x’s responsible for * financial aspects of Defence matters,

including questions of pay . . .

162, In addition, there are two committees within the Higher Defence Machinery that
have specidl functions in the financial field. The first is the Board of Business Administration,
It is one of the principal subordinate committces operating within the purview of the
Department of Defence. Composed. of four members, its function is—

“ To deal with joint Service matters of common interest to.the three Services, or important
subjects on which.the collective advice of the Board is desired.”

163. The Joint War Production Committee is part of the Joint Service and Inter-
Departmental Advisory Machinery, It is composed of an outside Chairman and- of senior
public servants from the Defence: Group, including, Heads of Departments, and: has. power
to co-opt representatives of. other Departments as necessary. Its functions are—

“ (i) To late the current material of the Services and the resultant production
programmes.

(i) To consider production questions affecting the Services which require joint consultation,

(iii) To study the question of industrial war potential in all its aspects; make recommendations
as necessary for the retention of existing capacity and the creation of new capacity
in peace as'part of war potential; gencrally to co-ordinate the planning of industrial
production to meet requircments in.war,

(iv) To report generally to the Council of Defence, i particular to submit annual reports
{a) on the material: requircments of: the Services and the resultant. production
programmes for the following financial. year; and () on its activities during the
year under (iii) above,

(v) To advise the Defence Committce on. the particular aspects of matters referred to it by
that body." :

164. The Secretary of the Department of Defence told us that the Board: of Business
Administration has recently been concerned—not whole time, because it is a board of
businessmen who give. their services voluntarily—with the aircraft production programme,
But the Board does not advise on economic trends. Its function. is to look at matters of
works and supplies.

“ Commrrtee MeMBerR.—The Board of Business Administration does not advise on economic.
'As busi b

trends 2—{(Sir Frederick Shedde No. they take the into account.
They are i i who are in their busi with the general outlook,
They primarily look at matters of works and supplies which are their own particular speciality,
The Chairman is Sir. John Allison, the Chairman of Permewan-Wright. The Deputy Chairman
is Mr.. Artiuir Wiggan,, the Director of Supply in General Motors-Holden’s Limited, These people
are fairly close to what is happeniig. I should have referred to this Board. earlier, when you asked
if there was any agency in the department,
There is a business adviser in cach Service D anda and-a deputy chais

in the Defence Department, The Service Departments refer these problems to their own business
advisers. Most of the business adyisers take their problems along to the Board and'get the collective
views as to what they are going to do. This wa$ a most' prudent instrumentality to set up. Prior
to the war, in the. 1930's, we sct up an Industrial Advisory C: ittee with Mr. Essii Lewis
and Sir Walter Massey Greene and other leading busincssmen, When the war came, we set up-a
statutory Business Board which was chaired by Sir George Pearce who retired as a Senator, Some
outstanding business people were members of that Board, 'If anybody criticised expenditure the
ready answer was that it had been through the Business Board because that Board was composed
of such outstanding people. We did not know where we could turn for better advice and, on the

works and supply side,.l would repeat that now. We have reinforced the administration of the:

department by the of these who are' quite-ind They
have excellent sub-committees on matters such as standards of building, which eliminates the necessity
for a variety of submissions to be made as to this or that type of building, They perform.a most
excellent service and in an honorary capacity.” :

165, The Department of Defence has set up a working party that keeps the progress
of the Programme under constant revicw. The Committee is under the. chairmanship of
the Assistant Secretary (Finance) of he Department of Defence; and hds on it representatives
of the Service Departments and of ihe Departments of Defence Production,. Supply, Works
and Treasury. o

3

166, Your Committee note that there is no Department among the. Defence Group,
nor any committee. appointed within' its orbit, that is charged specifically with analysing

the mutual reactions of cconomic conditions. and the Programme.: No doubt many of thé'

committees. that exist to watch over supplies are in some way concerned with future supply
prospects,  No doubt, too, some: cognizance is taken of the state of the economy when the
probable Votes for future years are under discussion. Nevertheless, it is our view that this
matter is so important, and that its dire cffects upon. estimates of expenditure and achievement
have been so clearly manifested in recent years, that systematic,. continuous. and specialised
examination of it is warranted. The value of the ination would be enk d if, in
addition, it resulted:in an appraisal of the effects upon the economy of the various alternative
Objectives- that might be. included' in the P, For le, the import aspect of
any' re-equipment proposals is a relevant factor, as is: knowledge of what portion of the
Programme can be met from local'sources, and with what effect upon other potential purchasers.

167, When we discussed these matters with Sir Frederick Shedden, he said that he
regarded the decision about the economy as one for the Government to make, He said—

" “‘The Government is the judge as to the state of the economy and. what the country can
afford . . . .

. . . Itisonly the Government that can weigh (the urgency of doing things) . .. . .
in relation.to the state of the economy and of our resources and of the urgency of doing them, I
«quite, agree that under normal circumstances the facts (about imating) speak for.
There is no refuting them, We were given these votes and did not spend them all owing to economic
exigencies,”

Your Committee consider that it should have been possible to take these matters into account
at.the departmental or advisory level, along with the very much more. vital question of the
general effects upon the economy of a Defence Programme of a certain extent and emphasis.

168. We recommend that thought be given to obtaining and presenting suitable advice
on these matters. We do not say whether the function should be that of the Treasury,
already equipped for giving economic advice, or that of the Department of Defence, or even
that of a special committee.

169. It is not satisfactory that the finance branches of the Defence Group should
have no more than financial supervisors; business. advisers and. statistical sections, Nor
is it adequate that they should handle only the financial aspects of the Programme, When
a Programme is under ideration that. to one-fifth of the total Commonwealth
Budget (or one-quarter, if the amounts paid to- the States are deducted), it warrants the' best
advice on all aspects that can be. proffered. Not only the defence of the nation, but the
safety of the economy, is at stake.

CHAPTER VIL--SUMMARY.

THE INQUIRY.

Because of the nature of the discussions that followed the Inquiry of Your
Comnittee into the Defence Estimates in August last, we have decided to
publish. with- our Report the text of the evidence given. at that Inquiry.
(Paragraph 4.) .

Your Committee emphasize that we do not discuss Defence Policy.  (Paragraph 5.)

"Our purpose is to inform the Parliament of the manner in which the Defence
Estimates are prepared and executed, and to consider the reasons for the
inaccuracies revealed in- the Estimates in recent. years. (Paragraph 5.)

4. Your Committee remind the Parljament of the adverse comments on the Defence

Estimates that we made in our First, Fourteenth, Twentieth, and Twenty-fifth
Reports. (Paragraphs 6-9.)

—

W

Tue HIGHER DEFENCE. MACHINERY., -

5. The Organization of the Defence Services provides for a Minister for Defence,
for Ministers of the Navy, Armyand: Air, for Ministers of Defence Production
and Supply, and for a Defence Division (Finance) of the Treasury.
(Paragraph 15.) : . A

‘The Higher Defence Organization operates through a large number of Committees,
of which the more important. are—

(a) the Déefence Preparations Committes,. -
) (b) the Defence Committee,
o {c) Defence Research and Development Policy Committee, .
(d) Principal Administrati fficers’ Commi for Personnel, and for
Maintenance and Materiel,

Q25
Qs. 190, 191



1. Your Committee compare the Australian- Orgamznuon -with: that. of the- Umtcd ~

8
9.

13.

2

- Al the arrangements mentioned have as their purpose—

2

(€) the Joint Planning Committee and. the Joint War, Production. Committee:
(f). In addition, there arc the Navy Board, the Army Board.and the Aif’ Board,
as.well as the'Chiefs of Staff Commrttee.
(Pamgraphs 16-39.).

ngdom and of the-United States of America. (Paragraphs 28, 37)

Your Commrttee refrdin from d the: policy

i i d-in «the art
described*in (5) above.. (Paragtaph 29:)- '

The Chart aniexéd to-this Report | inditates some of the lines, of authomy ithat | *

run befween Ministers, their Departments, ‘and. the. many Commrt(ees dnd
Boards, (Paragraphs 12, 39,.40.)° i

Tue POLICY AND THE PROGRANME:

(@) the dctermmatron of” Defence Policy,. |

(&) the fi lation-of a P; to givé effect to-that policy, and

(c) thechoice of Projects. that become an integral part, of"the Programme
(Paragraph 41y

. The-activities mentioned tie into.the. financial. aspects of the Defence»orgamzatxon

in that the Cabinet decides:the -sums it will seek from: the Parliament to.pay
for the Programme, and- thereafter .the variovs Ministers; in collaboration

with each other and the: Treasury, .prepare their Estimates: in- the: light of sthe: -
funds ‘placed: at their disposal, the.state of* the-ecopomy,.and the: possibility. .

of obtaining ‘the men and materiel' necessary for -the - several. projocu
(Paragraphs 42, 45, 46))

EXEENDITURE ON. THE PROGRAMME..

The Defence Department revxews the progress. of the, Programme from. fime:to-
time, and it has d a special inter-dep tmental, to watch

the rate and nature of deferice expenditure- throughout: the: year ‘(Paragtaphs
46, 165.) o
The three. main factors affecting expendnure on the Programme are—

(a) the international situation,
(b) the state of the economy,.and

(9) the broad distribution of expenditure between: capital spendmg on'the

one hand and maintenance on the other.
(Paragraph 47.)

The international situation may influence the distribution of expenditure as between

the several Services. (Paragraph' 48)

The state of the economy may influence the extem of orders placed overseas,
(Paragraphs. 50-53.) It will also have ‘a inarked' effect upon the personnel
that.can be attracted:to-the-Services, (Paragraph 54.):

Tt will-be seen from the figures given-that Maintenance absorbs a' httle more than
© 775 per cent. of the total Services Vote, while rathér less than: 25 per cent. is
devoted to Capital works. (Paragraphs 55, 58) Capital projeéts count for
27 per cent,if expenditure by. the Departrnenrs of Defence Production and
Supply is taken into. the reckoning. (Paragraph 58.)

Another factor affecting the flexibility of the. Programme is the- lugh level of
commitments carried forward. In 1955-56, for- every: pound spent, the
Commonwealth was. committed to future hablhty of fifteen shillings.
(Paragraphs 61, 62, 73.)

Your Committee noted the difficulty of making reductions in the Defencc Vote,
and the pressure that can be exerted to compel the reinstatement of even large
sums to the expenditure programme. (Paragraphs 63, 66, 74, 76.)

Your Committee consider that, in framing the Estimates, sufficient allowance has
not been made for the problems created by the ever-changmg nature of the
economy. (Paragraphs .52, 53, 73)

. The forecasts of available personnel have been wide of the mark,but we appreciate

.the difficuities encountered, and the eﬂ”orts bemg taken to overeomQ them.
“'(Paragraphs 74,75

DEFENCE: PREPAKEDNESS

Your Committee were. told by Sir Frederick. Shedden- of thc swps taken by the
: . Governmént in 1950-to ensuie. that ‘because .of the Korean. thréat to world:

peace, the country would be ready'for mobilization. by 1953:- (Paragraph 78:)

23,

25,

26.

27.

28.
29.
30.

31

32

33.

34,

35,

36:
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We-were also. fold: of the review of the Defence Programme in 1954 to enable
the defences of the country to be kept at a level that could be sustained for a
“Long Haul . (Paragraph 79.):

Sir«Frederick Shedden fold us-that the 1953 objective had not.been realized. He
explained, however, that there was in existence a basic organization, independent
of international stresscs, and- ready for expansion on mobilization. See
paragraph 60 above, and.Question. 229 there. quoted. (Paragraph 83.)

Your - Committee . were told that ““mobilization” has many meanings,
‘(Patagraph 80.) It may mean that a force exists that could be despatched
ready for action at very .short notice.

Mobilization may also mean * general mobilization », i.c. the marshalling of
the national resources for a total war effort. This point, we were told, was
not reached during 1939-45 war until 1943, (Paragraph 82:)

The Mlmster for Defence has no dlrect control over the Service Departments,
which are indi for: g their Votes, Your Committee
discussed with Sir Frederick the questxon whether value. had been obtained
for the money spent on defence, and were. told that in his opinion the Service
Departments are | domg quite wellé ’l;h)e system: of tenders helped to get

in hs 87-9
(We vefer- also, m connexion with. Defence Preparedness, to Summary
Paragraphs Nos, 53-63 3]

THE DEFENCE ESTIMATES.

‘Becatise Your Committee. have been concerned with the discrepancies in the

Defence Estimales over the years, we examined the. time-table for preparing
‘the Estimates. (Paragraph 93.)

Defence. Programmes usbally extend over three years, and all the Departments
are given. an indication of the funds they can expect to get. (Paragraph 95)
Since 1951-52 the Votes have. been in the order of £200,000,000 annually,
(Paragraph 96) .

The Defence Preparations Committee meets, after the Budget has been adopted,
to aisthorize expenditures under the Programme, and to look at the general
prospects for the next financial year. This meeting usually takes place in
‘October. or November.. (Paragraphs 97-99.)

The Estimates for the next financial year are required by the Treasury by the

.end of April and are framed. in-the light of the approvals given by the Defence
~ Preparations Committee. (Paragraph 100.) _

There will be generat ideration of these by the several Service and
othér Departments, thé, Defence Department and the Defence Division of the
Treasury between April and July (or early Augusi), and decisions are taken
a(s) ltc; the amount of the Vote to'be sought from ‘the Government. (Paragraph
101,

When the Cabinet approves of the sum to be voted, the Minister for Defence
decides the amounts to be allotted to the several Departments in the Defence
Group. (Paragraph 103.)

If nécessary, the.individual Departments revise their Estimates: when approved

by the Defence. Prepatations Committee, they are submitted to the Treasury.
(Paragraph 103.)

Your Commmee discuss at length suggesuons that have been made for improving

for the and 1 of the Defence Estimates:

\ eg,, , Block Votes (which we. reject) (Paragraphs 107-112); extending the

- times -for revision ‘of the Estimates after alteration by the'Cabinet (which we

- .approve).. (Paragraphs 113-118.). (The-time for the.revision for the 1955-56
draft Estimates was approximately 24' hours (Paragraphs 116-118): the
Secretary of the Department of the Navy-told us he:was embarassed by having
insufficient time to revise his Estimates-if he had to bring them into line with
Cabinet changes in allocations. (Paragraphs 122, 130.))

We repeat our view, expressed in earlier Reports, that there isi room for more
effective co-ordination-between the Departments of Works, Defence Production
and Supply, and Service Departments, One. cause of maccuracy in_ the
Estimates-of the Departnient of Airis-that the preli
by the Department of Defence Production were not aocurate (Paragraph 121.)

Your Committee: drscuss the' Estimating’ practices operating in the United States
‘of America and in the United Kingdom, but doubt their suitability for
‘Australian condmons (Paragraphs 112, 123<128.) .

F.5971/56~3



38,
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45,
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50.
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52,

34,

Your Committee advert to their Eighteenth Report, in. which' they recommend

that the Estimates should be brought down. earlier than-at present, and: before:

the of the ial year, particularly for Capital works, We
;;cgalll;léa)t all theServicé Departments agreed with. the suggestion., gParqgrqphs
, 130,

TRUST ACCOUNTS. .

The Budget Papers for 1955-56 show twenty-five separate Trust Funds.or Trust

Accounts dealing with some aspects of Defence, (Paragraph 131.)

Your Committee: are concerned with three Trust Accounts. which constitute
reserves appropriated by Parliament and are set aside for specific purposes.
(Paragraphs 131, 132)) ’

The three Trust Accounts-are—

(a) Strategic. Stores and Equipment Reserve Trust Account;

(b) The Korean Operations Pool Trust Account; and’

(¢) Defence Equipment and Supplies Trust Account.
The balances in these Accounts at 1st July; 1956, amounted to £78.6 million,
(Paragraphs 135, 136.)

The Strategic Stores and Equipment Reserve Account was created in. 1950 “to
build up in Australia reserve stocks of certain key materials and equipment
needed for the Defence Services and. war industries *.  £50,000,000 was provided
in the Estimates for payment to the Trust Account, A further £5,000,000 was

provided in the Additional Estimates for that year (1950-51). (Paragraphs

137, 138.)
Only about £10,000,000 was spent.during 1950-51, but as the Treasurer anticipated

heavy commitments the Government anfiounced (1951-52) that. £32,500,000 .

would be paid to. the Trust Account. In fact, only slightly more than
£10,000,000 was paid in. (Paragraph 139.).

Expenditure charged to the. Account for the three years 1950-51, 1951-52, and'
1952-53 was a little more. than £18,000,000. There have been few entries in'
the Account since 1953, save that £239,000 was debited to the Accourt in
1955-56. (Paragraph 140.).

The Korean Operations Pool Trust. Account was established in 1952-53 to record.

the receipt and 0 ys by the Cc Ith arising, from
Australian participation in. Korea, (Paragraph 141.) A sum of. £10,000,000
was credited to the Account.

It is understood that the funds at the credit of this Account may shortly be used:
for the purpose of the Trust, (Paragraph 144.)

"The Defence Equipment and Supplies: Account was established in 1953-54 when
Additional Estimates provided for a credit of £12,000,000. .

The purposes of the Account are for—
(a) construction and, procurement of naval vessels,
(b) construction and. procurement of aircraft, and
() procurement of arms, equipment, &c.
(Paragraphs 146, 147.)

195455 Additional Estimates appropriated a further sum, of £8,000,000, bringing
the balance at the end of the-year to £20,000,000. (Paragraph 148.)

Control of these Accounts varies, The Army controls the Korean Operations.
Pool Account. (Paragraph 150.) The Strategic Stores and Equipment
Reserve Trust Account is under the Department of Supply, but is in fact
controlled, by the Treasury, and no operations of any. significance have been-
allowed since 1952-53. (Paragraph 152) The Defence -Equipment and
Supplies Account was created in 1954 by Cabinet direction to meet anticipated
commitments, but in fact no payments have ever been made from it.
‘(Paragraphs 153-155.). )

The total balances to the credit of the Strategic Stores and’ Equipment Resérve
Account and the Defence Equipment and Supplies. Account are £68,000,000.
(Paragraph. 156.)

Your Committee note that the. decision not to operate upon these two Trust
Accounts is based upon ecconomic rather than. strategic grounds.
(Paragraph”156.)

Since it i doubtful whether any future payments from these two-Accounts can
be regarded as fulfilling the purposes of the Trust, we recommend that the
A should be ined  afresh. (Paragraph 157.)
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FINANCIAL AND ECONOMIC ADVICE.

53.. Theseveral Defence and Service Ministers divide between themselves responsibility

. for-finance and. financial administration. (Paragraph 160.)-

The: Ministér for Defence is responsible, inter alia, for the financial requirements

of Defence Policy. (Paragraph 161.)

55. 'The Defence Division of the Treasury is responsible, inter alia, for financial
aspects of Defence matters, (Paragraph 161.)

56. There is a Board of Business Administration of four members which, inter alia,
.deals with Joint Service matters of common. interest {o the three Services,

. (Paragraph 162.)

57, The Board of Business. Administration has recently been examining the aircraft
production programme.  (Paragraph- 164.)

58. There is a Joint War Production Committec whose members are an outside
Chairman and senior public servants, and: which has power to co.opt. Tt

. has comprehensive functions, including the correlation of current material

requirements of the Services with the resultant production programmes; the
consideration, of production questions affecting the Services; the study of
industrial war potential; the co-ordination of planning of industrial production
to mect requircments in war; and to advise generally, as well as to report
annually on defence requirements, (Paragraph 163.)

59, There is aninter-departmental working party advising the Department of Defence
upon the progress of the Defence Programme. (Paragraph 165.)

60, Your Committec note, however, that there is no-one. specifically charged to watch
the mutual reactions of economic conditions and the Defence Programme.
The absence of this information has had a serious influence upon the forecasts
and estimates of the Defence Group. (Paragraph 166.)

6. Your Committee' recommend that thought be given to obtaining and presenting
suitable advice upon these-matters. (Paragraph. 168.)

62, 1t is not sufficient. that the Defence authorities should have no more than financial
supervisors, business:advisers, or statistical officers, nor that they should handle

' only the financial aspects: of the Programme. (Paragraphs. 167, 169.)

63. When onefifth to one-quarter of the Budget is being hypothecated, the
Goverriment needs the best advice obtainable. Not only' the defence of the
nation, but the safety of the economy is at stake, (Paragraph 169.)

54.,

CBAPTER VHI.—CONCLUSIONS AND RECOMMENDATIONS.

" As there are special problems associated with estimating for defence, as distinct from
civil requirements, the purpose of this Inquiry has been to deseribe, for the information of

“the Parliament, the ‘background to ‘the Estimates for and expenditure upon the. Defence

Sérvices. The resulis are fully set forth in our Report, and are summarized in our Observations
(Chapter VIL):

. further, it has: been the endeavour of Your Committee, by an examination of the
procediires involved, to ascertain the reasons for the discrepancies that have occurred in
recent years between various Defence Votes and expenditure from them. The reasons are—

Thé Programme as a Whole—
A. The changing dnternational situation, which has affected the Programme as a
. whole, .particularly by altering, its Objectives. (Paragraphs 47-49.)
B: 'The state of the economy (domestic and international), which has affected the
Programme as a whole, particularly in- terms of the achievement of stated
Objectives, e.g., equipment, personnel. (Paragraphs 47, 50-54.)
‘C. The diffictilty of making. major alterations to a programme which involves a high
Tevel -of commitments and a high proportion of maintenance expenditure.
- .\ " '(Paragraphs 47, 55-69.) - .
R

. The Estimates—

D. Insufficient time has in recent years. been left for proper consideration of the
effects of Cabinet decisions about thie sizé of the overall Programme Vote for
the year. (Paragraphs'98, 99, 113-118:)

E. Because the approval of the Pérlidment is riot usually given to the Defence Services'
Estimates. until. about. four months of the financial year have elapsed, there are
difficulties in giving effect, before the end of the year, to new proposals for which
funds have been voted. (Paragraphs 98, 99, 113-118.)
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Defence Reserves—
F. £68,600,000 is held in two Trust Accounts as & reserve for defence: purposes,

Although voted by the Parliament,. the funds have not Been used because of

prevailing economic conditions. If expenditure from the. Consohdated Revenue
Fund on the Defence Services i is looked at from one point of view, these unspent

balan t till greater under-expenditure on Defence. . (Paragraphs 135,
136, 150-153 156). .

Financial and Economic Advice—
G. Tt seems that adequate fi ial'and; i advrcehasnotbeenavallableabout
the reactions on each other of the Programme and economic oondmons.

(Paragraphs 166, 167.)

RecomunNnAnons.,

A 'y of the: dations that we have made in. an: endeavour to suggest.
ways of i lrnprovmg the accuracy of the Defence Services Estimates is set-out below.

‘We observe in passing that these ¢ ndations; although designed to the
accuracy of the Estimates submitted to the Parli may have i that extend.
beyond the purely financial, and our terms of réferencé. Your Ct itted’s dation:

are—

() There. should be a greater appreciation of the effects: of decisions about
major items of equipment upon the future capacity. of the defence supply
network. (Paragraphs 71, 72.)

(ii) More. careful note should. be taken of the  likely effects of the: ccndmon of
the economy when estimates are fram of
or the:recruitment of further personnel (Paragraphs 73-17.)

(iif) A body to prepare-and presefit suitable advice dn the general effect upon:
cach other of ‘the" economy and"the Defence Progiamme (both when-itis.
inl prospect and when' it is.in-progress) should-be. set up- at -an appropriate
llaléce, either within or outsrde the ‘Defence Group. (Paragraphs 73,

(iv) We suggest it might be possxble to’ adotgt the: techmque of “ m%xt-output

to

.and. the effects -that. alternauve Programme: Prolects might have upon
others who draw on the country’s resources, (Paragraph 91.).

(v) We think more time should be given, after the Government has' made its
decisions on the overall funds available, for revision of the Defence.
Services Estimates. (Paragraphs 106, 113-118, 122.)

(vi) Earlier authorizatioh: of expenditure for cach current year is desirable, but
this links with the date of the presentation of the Budget. (Paragraphs;
106, 123, 129, 130.)

(vii) The methods by which co-ordinati hieved b Ahe Servxcc
Departments and the various supplymg ageigcies. should be rmproved
(Paragraphs 106, 119-121.)

(viii) We think that the institution of a system of  Block Votes.” such as operates
in the United Kingdom would be: undesirable. (Paragraphs 106-112))

(ix) The practice-of continuing appropriations that. operates in the United-States
of America would not. be appropriate for oursystem, whlch involves
annual Votes and audit. (Paragraphs 106, 123-128})

(x) In the light of changed conditions, a fresh-approach might be made to the
use of the .balance of £68,600,000 standing to- the.cfedit of the Strategic
Stores and Equipment Reserve -Account and the Defence Equipment and'

pplies Account. (P b 157

For.and on behalf of thc Committee,

Peter H. Bailey, Secretary,
Joint Committee of Public Accounts,
Parliament House, Canberra, A.C.T:
24th October, 1956. . } .
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APPENDIX No, 2,
Report Paragraph 28,

THE. FUNCTIONS OF THE MINISTERS FOR DEFENCE'IN AUSTRALIA, THE UNITED KINGDOM
AND THE UNITED STATES OF AMERICA.

Austnalia,

United Kingdom.

Unlted States of America,

Minister for Defence.
Subject to the authority of Cablnct and
the Council of Defence, responsible for—
The formulation and general application
of ynifiéd' Defence Policy-relating to the

Defence Forces and’ their requirements,, |

including—
@ Co—openmcm in British Com-
onwealth  and  Regional
Del'enee aspect of the Charter
of the United Nations:
(&) The. sluppb" aspect of Defence
po

lnding the review |

produ an programmes.
nnd

© 'l‘he memlﬁc upect of Defence '

ollcy.
& '!'bb financial requirements nl'
@ Defence “Policy, :
. rallocation, of.the funds mlde
available.

‘The Defence aspect of Armistice. and
Pewe “Terms, Control Commissions, and
Forees of Occupation..

Matters of policy or principle and
important  questions haylng 2 joint

Service or inter-departmental Defence: [

aspect.

The Higher Defenco Mlclunery. lhe
control. of. the. Joint Servico Mac!

o otretartas ofthe amat o ety |

Tho Defence sapect of questions relating

to the Organization and Machinery for— |

Co-dperation in British Common-
wealth: Defence,

Co-operation in Regional Security, |.

indudlnl obligations under tho
ted. Natloos Charter:
Hf;her Direction in War.
Higher Direction of the Services,

‘The Commonwealth War Book, which |

is 2 summary of National Plans for an
Emergency as developed in Departmental
‘War Books.

The administration of Inter-Service

Organizations, such as: the Jolnt' Intel- |

ligence Machinery,
The Defence aspect of—

The' Strennl\ and Organization. of '

the Forces..
Higher Appointments in the Services.
Honours and Awards,

Advice on the military aspect of Civil:
fence.

Minister for Defence.

The Ministry of Defence Act 1946
provides that the Minister of Defence

' ““shall bo In charge of the forrmulation

and general application of ' unified
pollcy relating to the armed forées of

the Crown as @ whole and their require-
men|

Sub]ecl toithe authority of Cabinet |
?nd the Defence Committee, responsible

for—
() The apportionment in. broad
outline of available resources

between the thres Services

in- accordance with the. [

includes the framing of gencral
policy to govern research and’
development,, and the cor-

relatlon of production pro- |

gramimes,

()] The mllemenv. of questions of
minfstration  on

whlch a cemmon poticy, for

the three Services is desirable, |

{¢) The :dmlnlnrluon of inter-
Service organization: such xs

Comblned Operations Head. |,

quarters, the Imperial Defenco

Callege, the Joint Intelligence-

Bureau and any other Inter-
Servics organization that may
be formed.

Secretary of Defense.
Under the dircction of the President,

‘undl subjcct to the provisions of the

National Security Act of 1947, as
amended, and Reorganization Plan 6
of 1553, the Sccretary exercise direction,
nuthemy and control over the Depart-
ment of Defense. The purpose of the
Department of Defense is to—

Provide for the cstablishment of
integrated policics and procedures
for tho departments, agencies and
functions' of the Qovernment relating
to-the national securily.

Provide for the authoritative co-
ordination and unified direction under
clvillan control of the Departments
of the Army, Navy (including' naval
aviatlon and the Marine Corps) and
the Alr Force, with their assigned
combat and scrvice components but
not to merge them.

Provide for the effective strategic
disection of the armed forces and
for their operadon under unified
control and for thelr integration
into-an emclcm team' of land, naval
and' air forces, but not to establish
l sln'lc Ciuel' of Staff over the

ied_forces nor an armed forces
:enenl staff (but this is not to be
interpreted as applying to the Joint
Chiets of Smff or Jolnt Stafl))
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APPENDIX No. I,
Report Para, No, 15,

AUSTRI:\LIAN HIGHER DEFENCE MACHINERY

AUSTRALIAN GOVERNMENT}

|

MEMBERS OF DEFENCE PREPARATIONS

COMMITTEE 4
Prime Minister, Treasurer, Ministers for Defence,
External Affairs, Navy, Army, Air, Defence Pro-
duction, Supply and Customs.and: Excise.

CABINET COMMITTEE

DEFENCE PREPARATIONS:

ON

1

MINISTER FOR DEFENCE

PERMANENT HEAD AND'
ADMINISTRATIVE MACHINERY OF

DEFENCE DEPARTME]

Accredited to Defence Depariment

NT

J
Australian Joint Service Stafls Overseas:

British Commonwealth: Joint

—
- Service Staffs in Australia
[ [l — T 1
AUSTRALIAN ' AUSTRALIAN AUSTRALIAN UNITED KING- || NEw zEALAND
BOARD OF . | DEFENCE REP- " DEFENCE REP- poMJOINT  [| JoNT sER-
| BUsINESS DEFENCE CHIEFS.OF RESENTATIVE [:é};?;ﬁigf}; | RESENTATIVE p;(gggcv;fgn SERVICE REP- VICE REP-
'ADMINISTRATION COMMITTEE STAFF COMMITTEE AND JOINT IN NEW AND JOINT COMMITTEE RESENTATIVE RESENTATIVE
SERVICE ZEALAND | SERVICE STAFF ! ; AND STAFF IN AND STAFF IN
STAFF IN U. K, IN U. 5. A AUSTRALIA AUSTRALIA
| , | I
| I — y% 1 |
Primcioal ‘The United Kingdom
Defence Re- Principal Administrative . Joint . Sub-Committecs 3nd New Zealand
search and Administrative Officers’ Joint Administrative Joint Joint Serv:ctz
Development Officers’ Committee Planning A Planning Intelligence Joint. War Representatives
Policy Committee (Maintenance Committee : Committec ' Committee Production attend Meetings of
Committee {Personnel) 4 tel : Planning Staff the Anzam Defence
and Materiel) ] | Strategic GCommittee when
l II I; l l I T Materials matters affecting
- Key Industries their countries are
! Sub-Committees " Sub- G Sub-C | Sub-Cr ' Sub-C Sub-Commitiees Standardization under consideration.
Armament Medical Ser- | Services' War Joint Planning Joint Joint Intelli- Members of the staffs
| Telecommunica- vices Materiel i | staff Administra- gence Staff of the Joint Service
tions . Honours and Requirements Joint Communi- tive Planning Cypher Secur- Representatives
Engincer Awards, War Works cations Staff ity attend Meetings of
Equipment Medals and: Services . Defence the Joint Service
Atomic Warfare Badges " Movements Co- [ Security Machinery subordinate
Clothing and " Services' Man- ordinating to the Anzam Defence
General power ' Liquid Fuels and I Committee,
Stores Lubricants
Ch 1and JOINT
Biological INTELLIGENCE
Warfare . ORGANISATION
Medical
Rescarch SECRETARIAT OF JOINT SERVICE AND INTER-DEPARTMENTAL
I ADVISORY MACHINERY :
Officers are responsibfe to the relative Departmental A Secretary

AUGUST. 1956

' Committees.

for administrative assistance on matters flowing from their respective
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- APPENDIX No, §.
3 _ Report Paragraph 131,
DEFENCE TRUST FUNDS,
B ldlmlCurHFnrwmlto—
Fund. Tt Jul “18¢ July, l Jul 13t Jul: 13t July, 13t July,
. | | s 'fm" Nosh. 1955, | 1956,
) -g000, | £ooo. | o000, | £ooo, | £ooo. | £000,
SecroN b
Defence Forces Retirement Benefits Fund 2423F 367} 400 5,098 6119 T8 | BASS
Deferred Pay—. . - b < b
A(r Force .- wd 1 1 145 132 116 102 98
Naval - . 1,368.4 1,201 1,051 989 964 91| 967
Otber Trust Mm)‘l— s !
I . . 226 | 161 159 26, 70 17 12
.- . 1,165. 1,349 3,098. 298 as6| 26 2,153
Del‘mee Froduction’ - - . . 30 32 37 2 13k
Navy ., - . “ 241 224 253 238 | 44t 2 2
Supply . - . - a7 402 | 267 [ 146 146 4 30.
Tota Section.l .. W osmz| ses | ein|  nare| s 8,357 11,888
SEcTioN 2
Adminlly .- . e . 11 | 10 17 . .
- - . 168, 23 1,239 1,303 .
Urﬂnhod ion.. v “ . B . n . . 225
Defence Clothing Material . 882 L9 109 182t |: 1,32
deehnlpmundSupplm . . 8 . 12,000 | 000+
6 A1t | -66 59 | $4.4- 6t
Sl Arms ] <108 |, 06} 05 106 106
Defenos Production Materials . 655 212 s 524
Korean Operations Pool. . . . 10,000 10,905 10,000
of 295 862 1,068 1,663
Factories 1,547 1,282, 2304 | 3,266 2284
Material .. 23 . 331 it 646 60
Production . . . . . | 21
tions Stores and Transport . 362 418 859 38 s20| 150[ Ll
Royat: Military College—Working Ex: X .
penses i . u 21| . 27| 36 47 43 | 13
Strategic Stores Equlpmen 48010 50,92, 48370 48869 | 48876 43,637
U form,. Clothing ane . ! X
Naval .. - . . 46| A8 5|8 FL - 363.
Total Section2. .. sae6 | s8] 85766 esotp | s2ms | w74 86008
- aver Pmrlo\u Veir i Lo g
(Secﬁon 2 only) . - 46,591 3,889 9283 | 17,099 2646 3,786
t Dutlng

**During 1955-56 this Account was closed, and the M.erll Product llan Account, vdih altered prm"po«lF wn “Ilﬂhb.d

1955-56 this Account was closed, and the. M\lnldon.l Production, Account; with sltered purposes, was ceia!

By

ot-Prioter, Canberea,.

&



