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DUTIES OF THE COMMITTEE.

Section 8 of the Public Accounts Committee Act 1951 reads as. follows;—

8. The duties of the Committee are—

(a) to examine the accounts of the receipts and di of the C and ecach
statement and. report transmitted o the Houses of Parliament by the Auditor-General in
pursuance of sub-section (1.) of section fifty-three of the Audir Act 1901-1957;

(6) to report to both Houses of the Farliament, with such comment as. it thinks fit, any items. or
matters in those accounts, statements and Teports, or any circumstances connected with
them, to which the Committee is of the opinion, that the attention of the Parliament should
be directed;

(c) to zeport to both Houses. of the Paxli any alteration which' the C i thinks
desirable in the form, of the public accounts or in the method of keeping them, or in the
made of receipt, control, issue or payment of public moneys; and

(d) to inquire into any question in connexion with the public accounts which is referred to it by
cither House of the Parliament, and to report to that House upon that question,

and include such other dutics as are assigned to the Committee by Joint Standing Orders appraved
by botlt Houses-of the Parfiament,
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JOINT COMMITIEE OF PUBLIC ACCOUNTS.

THE TRUST FUND.

CHAPTER [.—INTRODUCTORY.

(a) THE INQUIRY.

Under section 8 of the Public Accounts Committee Act 1951 the Comunittee is

enjoined, inter alia—
*“1o report 1o both Houses of the Parliament any alleration which the Committee thinks
desirable in the form of the public nccounts or in the method: of keeping them, or in the
mode of receipt, control, issue or payment of public moneys.”

2. From the inception of Your Comumittee in 1952, Inquiries have been conducted
not only into specific aspects of financial administration and into details of the accounts of
governmental agencies, but also into the form. in which the accounts of the Commonwealth
are kept by the Treasurer. We recall in this connexion the Eighth Report of the Committee,
entitled “ Parliamentary Procedure in the House of Representatives on the Supply and
Appropriation Bills*,  That Report was prepared by the First Committee, which also
took evidence relating to the current form. of the Estimates, but was unable
comprehensively to present its findings in a Report before the dissolution of the Parliament
in May, 1954 (although a Progress Report—the Committee's Thirteenth Report—was
presented on $th April, 1954).

3. The evidence taken before the First Committee was considered by the Second
Committee and resulted in the presentation of the Committec's. Eighteenth Report on 11th
November, 1954, The Report is on “ The Form and Content of the Finantial Documents
presented to the Parliament”. The Committee was able only to present Part I., which
relates to the Budget Speech, the Estimates of Receipts and Expenditure, and the
Appropriation Bills.

4. More recently, Your Committee have submitted a Report on the manner in which
cxpenditure from the Vote “Advance to the Treasurcr” should be presented to the
Parliament. The position in law is that no appropriation by the Parlinment (in the form of
a Supplementary Appropriation’ measure) is necessary. We therefore sought a suitable
pracedure for future presentation of the expenditures made from the Advance.

5. This Report has connexions with both the Thirteenth and Eighteenth and with the
Thirty-first Reports of Your Committee, for it deals with the Trust Fund, one of the three
Funds which go to make up the public accounts of the Commonwealth. Our Inquiry has
embraced not only the form in which the financial operations of the Trust Fund are
presented, but the legal and accounting problems associated with it and the general questions
of Partiamentary control of the expenditure of public moncys involved in its existence.

6. We have been much assisted in our Inquiry by Mr. C. L. S. Hewitt, First Assistant

Secretary in the Budget and Accounting Branch of the Department of the Treasury, It

can. be seen from the Minutes of Evidence that are presented with this Report how much
Your Committee are indebted to him. We have also received assistance from the Auditor-
General, Mr, H. C. Newman, O.B.E,, and from the Public Service Board in the person of

Mr. L. O. Brown, Assistant Commissioner. To these gentlemen and to the representatives.

of departments operating trust accounts whom we invited to appear before us in that
connexion, we extend our .acknowledgment and thanks.

7. Many departments operate trust accounts. It would have been impracticable
for us to examine cach of the 134* heads of the Trust Fund and trust accounts listed in the
Finance Statemént and Budget Papers tables. Consequently, we invited departments
operating representative trust accounts to appear before us in order to explain—

(i) how they are.used;

(i) whether their existence is regarded as conducive to greater cconomy and
efficiency of operations than would be possible if the operations were
conducted by means of an annual appropriation; and

(iii) to advise us of any other rel cirt el
existence of the account in question.

* Asnt 30th June, 1956,

I with the

No, 61 of 1951,
section B (e},

Tabled on
201h November,
1953,

Thirty-first
Repot, tabled
on 21st May,
1957.
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Those who appeared before us are—

Department of Defence Production; .
Mr. L. F. Bott; Assistdnt Secretary, Policy and Administration.
Mr. D. I. O'Conor, Accountant, Finance and Administration.

Attorney-General's. Department;
Professor K. H, Bailey, CBE., Solicitor-General,
Mr. J. Q. Ewens, OBE., Parliamentary Draftsman,

Commonwealth Scientific and Industrial Research Organization:
Dr. S. H. Bastow, Chief Executive Officer.
Mr. M. G. Grace, Secretary, Finance. and. Supply.

Department of Supply:
Mr. J. Curran, Director of Finance,
M. C. F. Owen, Accountant.

Postmaster-General’s Department;
M. E. W, Easton, Director, Finance and Public Relations,

8. Hearings were conducted on. five separate occasions, first on 2nd November,
1956, and subsequer’xtly on 22nd and 25th February and 10th and 23rd May, 1957. In
addition, Your Committee have in private ings spent a iderable: time
discussing the progress of the Inquiry and the terms of our Report.

(b) THE PURPOSES oF THE INquUIRY.

9. In the first place, Your Committee have been anxious to obtain facts about. the
Trust Fund. The Trust Fund has been associated in the minds of many people with
various forms of financial juggling, even if not with actual financial mismanagement, We
have attempted to set out in the Chapters below the information we have obtained. We
believe that it is in itself valuable to make available to Members and to the public accucate
and disinterested information about the Trust Fund and the transactions. carried out
through it. It is our view that many of the misconceptions at present existing about the
nature of the Trust Fund can be aseribed 1o the lack of written material on the subject:
available to the public; it. js hoped: that this Report will, in some measure, remedy ‘the
situation, We have also, where appropriate, discussed whether the. present procedures are
soundly based in principle, and have made suggestions for their modification.

detailed aspects of this Question, and we attempt in Chapter IX. to draw the various
threads together.

11, There has been some discussion in recent years of the vast “ hidden reserves
of the Commonwealth. In support of the views expressed in some sections of the: press;
citation is made. of the balances standing to the credit of the Trust Fund: at the end
of the financial year 1956-57, for example, £904,447,426  was carried forward,
On the face of it, such balances, representing as they do an amount equivalent to
approximately three-quarters of the expenditure on the Budget each year, detract
substantially from the principle of annual budgeting. When it is. observed that in addition,
expenditure from the Trust Fund in a year amounts to only a little less than, this amount
(£821,093,924 in 1956-57), there also appear to be grounds for suggesting that, the
transactions of the Consolidated Revenue Fund placed annually before the Parliament for
approval are well-nigh overshadowed by those of this second-line Fund and set of accounts,

12. 1t can be seen from the Chapters that follow, and especially Chapters V. and
VL, that Your Committee have come to the conclusi that these pici are, for the
most part, unfounded. But it is upon this kind of problem that our Report has been,
centred.  Through our examination of the Trust Fund, of the problems involved in jts
existence, and of the circumstances surrounding its creation and jts use, a focal strand hag
been the effect it has upon Parliamentary contro} of finance,

CHAPTER IL—THE TRUST FUND: HISTORY AND LEGAL PROVISIONS,

(a) THE THREE Funps oF THE COMMONWEALTH,

13, All public maneys held by the Commonwealth or its agents comprise what is
known as the “ Commonwealth Fublic Account ”, Thus Treasury Instruction No, 1/1 reads—
“1. The Audit Act directs that, unless the contraty intention appears,
‘ Commonwealth Public Account’ shall include the Consolidated Revenue Fund. and af)
public moneys whatever, ‘Public Moneys® are defined to-include all revenuc, loan, trust
and other moneys whatsoever received for or on account of the Commonwealth or
referred to in the Audit Act, The Commonwealth Public Account therefore includes all
Commonwealth public moneys, whether such moneys be in the hands of any officer or in

any bank account.”

14. The Commonwealth Public Account has within jt the moneys of three major
Funds. ‘The first is the Consolidated Revenue Fund, to which under the Constitution ail
fevenues or moneys are to be paid and from which no fssue may be made except under
appropriation. Thus sections 83 and 33 of the Constitution read—

“8l. Al revenues or moncys raised or received by the Executive Consofldated
of the C shall form one Consolidated Revenue Fund, Reveriie Fund,
to be appropriated for the pupases of the Commonwealth in the manner and
subject to the charges and Habilities imposed by this Constitution.
83, No money shall be drawn  from the Treasury  of lhc:vloneymbg
b

Commonwealth except under appropriation made by law.” ‘}”xﬂmm

15. In addition to the Consolidated Revenue Fund, the Audit Act provides for the
Keeping of separate accounts called “The Loan Fund ™ and the Trust Fund.* Sections
55 and 60 of the Audit Act read as follows:—

“55-—(1.) A separate &ccount shall be kept in the Treasury of oliSeparate
moneys which shall be raised by way of loan upon the public credit of thefeeaunsto be
Commonwealth and which shall have been placed to the credit offund
the Commonwealth Public Acconat,

(2.) Such account shall be called ‘The Loan Fund’ and shall be keptw.a., 18;
vnder such separate heads as are specified in the several Loan Acts under (he@ (890X 3.
authority whereof the moneys were raised,

60. A separate account shall be kept in the Treasury to be calfed theTrust Fund,
Trust Fund of all moneys which shall be placed (o the credit of that fund
under such separate. heads as may be direeted by the Treasurer,”

16. It is important at the outset o appreciate the distinction between the unified
Commonwealth: Public Account, which includes a]l public moneys of the Commonwealth,
and the separate. accounts kept within it for various purposes.  Thus there are no physically
separate moneys that can be pointed ont as the Trust Fund or. the Loan Fund, The moneys
are all within the Commonwealth Public Account, but for accounting purposes are kept
separate. Another factor that assumes importance in any discussions of the Trust Fund is
that moneys credited to it from the Consolidated Revenue Fund require an appropriation,
It will be seen from the discussion in Chapter IV, that this legal provision has implications
for the manner in which funds can be credited to the Trust Fund, i.e. to any head of Trust
Fund or trust account,

17. The original Audit Act (enacted in 1901) enabled the Treasurer to divect that
moneys. standing to the eredit of the Trust Fung should. be- placed under separate heads ”.
These heads of Trust Fund: constitute a.distinct section of the Trust Fund, though in terms
of amount they are not very large. They can most easily be understood as “ trustee funds v,
funds held by the Commonwealth for or on behalf of persons. or authorities other than the
Commonwealth. Such moneys have already been held in the Trust Fund, and for them
every system of government accounts. has to make provision. The 1901 provisions. of the
Audit Act relating to the Trust Fund and its separate. heads (with the exception of section
60,. which is quoted in paragraph 15 above and a minor amendment to section 62 (2.))
read as follows:—

“61. Tt shall' not be Jawful for the Treasurer o expend any moneys Expenditure of
standing to the credit of the Trust, Fond: except for the purposes of such fund Trost moneys,
or under the authority of an Act,

62.~(1.) All the provisions of this Act relating to the. issue and Frovisions of
expenditure of public moneys and the. authority for such issue and expenditure A% to 8ol
shall apply 1o the issue and expenditure of moneys standing to the credit of
the Trust Fund, and the, Governor-General shall have the same authority with
respect to such moneys and. the expenditure thereof as he has with respect to
moneys standing to the credit of the Consolidath Revenve Fund,

* Tbis is the mantier In which reference iy wmade fn the Avdlt Act (o thess Funds,

——

G.P. No. 21252,
page 133,

Audlt Aet
19011957,

No. 4 of 1901,

Q. 6-12,
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{2.) All the provisions of this Act relating to the collection and receipt Ameadsd b
of moncys- and the. audit of the Public Accounts and the powers.and duties of %% ¥
the Auditor-General with respect to the expenditure of public moneys and the
duties and linbilities of accounting officers and other persons whomsoever shall
in like manner apply to moneys collected reccived or expended on account of
the Trust Fund.”

18. It will be noted that the original Trust Fund provisions. included in the Audit
Act conferred upon the Treasurer no power to establish what we now know as trust
accounts. All he was empowered to do was to keep under separate heads moneys received
by him for credit to the Trust Fund. Expenditure of the moneys standing to the credit
of the Trust Fund was expressly made permissible only for the purposes of the fund or
under the authority of an Act.

19. Sir George Turner, then Commonwealth- Treasurer, in introducing the Audit
Bill on 19th June, 1901, made special mention of the provisions being included to establish
the Trust Fund, He said—

“. . .+ A very important fund in many of the States is what is called the Trust
Fund, Unfortunately' in years gone by that fund has been at the disposal of the Treasurer,
to draw upon it as he. thought fit without any check. The result has been—I know it hag
been so in Victorin—that expenditure has been: incurred' by the Treasurer paying for it
out of Trust funds, heping that revenue might come in to recoup those funds afterwards,
when he would not have. suthorized the expenditure if he had not had the Trust Fund to
fall back upon. While for some years the Commonwealth may have no such fund to draw
upon, still as years roll on we shall have Trust funds to a-considerable amount.. From past
experience I have come to the conclusion that, we should on the face of this Audit Bill tel{
the Treasurer and Auditor-General that no money belonging to the Trust Fund is to be
applied to any purpose except Trust fund purposes, unless Parliamént. has thought fit to
authorize that expenditure by passing a special Act,

Sic WiLtiam McMiLuaN,—Where .does the right honorable gentleman propose to
keep the Trust fund?

Sir Georae TURNER.~—The Trust Fund will be part of the public account. It will
be kept in the Treasury, and if any attempt is made to draw on the Trust Fund for purposes
other than those authorized the Treasurer will have staring him in. the face the fact that he
is directly and deliberately contravening an- Act of Parliament, I think that will make
him more cautious. Rather than draw upon the Trust funds, he probably will prefer to
8o to Parlisment and ask for such authority' as may be necessary to raise the money required;
or if he proposes that a portion of the Trust'‘Fund 'should be lent to the Government for
loan. purposes—as' may very well be: done—he will obtain the nccessary Act of Parliament
and the Trust Fund wilt obtain the security of the Commonwealth, just as any ordinary
Jender would obtain security for an amount advanced, . . "

20.. Whilst the 1901 provisions were found to be adequate in respect of the type of
funds that might be described as “trustee funds ”, they were felt to be insufficient to cover
the needs of the Commonwealth for certain purposes, particularly in connexion with working
accounts operated by certain departments, Examples are the Commonwealth Ammunition
Materials Account, the Small Arms Ammunition Account and the Government Printer
Account, et

21, Consequently, the Audit Act was amended in 1906 to empower the Treasurer
to establish Trust Accounts. At the same time, already established
without proper authority were by the Act made Trust Accounts, With the exception of
sub-section (1.} of section 624, which served the immediate' purpose of providing that the
accounts specified in the first column of the Fourth Schedule of the Act should be Trust
Accounts for'the purposes that were also set out in the: Schedule, and of other relatively
minor alterations, the 1906 amendments of the Audit Act. with which we are concerned
are now incorporated. as sections 624 and 628. They read—

“62a~~(1.) The Treasurer may establish Trust Accounts and define theTrust Accounts,
purposes for which. they are established.. No:3: 154

(2.) Subject to this section, the Trust Accounts established by or under this.c'..}"‘m;m
section and existing immediately prior to the f' this-sub-section{l) ed &)
shaif continue as trust accounts under this' seetion. N 60, 4

(3.) All moneys standing to the credit of an account' which is a Trust Substiruted by
Account established under, or continued by, this section or established under N 1945
any other Act as a Trust Account for the purposes, or' within the meaning, of
this scction, shall be deemed to be moneys. standing to the credit of the Trust
Fund,

(4.) The Treasurer may direct that any Trust Account shall be closed Substituted by
and thereupon after all iabilities of the Account have been met the Account oSt 1945
shall be closed accordingly. P

$

{4A.). The Treasurer may direct that any moneys standing to the crcdi(lnumdb{
of any Trust Account which are not required for the purposes of that Account V% 2, 1517,
and the balance of moneys standing to the credit of a Trust Account closed und. r ubstituted by
the: Inst preceding sub-section shall be paid as provided in the next suececdings s,
sub-section,

(4n.) Where any amount is required in accordance with the last [oseried by
preceding subsseetion to be paid, that amount shafl, (o such extent as it was}gS0 1%®
appropriated out of moneys standing to the credit of the Loan Fund, be paid
to the Loan Fund and any bolance of that amount shall be paid to the
Consolidated Revenue Fund,

{5.)* The following moncys may be paid to the credit of the TrustMoneys to be
Account to which they relatei— uid into

(a). All moneys appropriated by law for the purposes of any Trust Accounts,
Account; ﬁ:‘.’ggﬁthu.
(&) All moneys received from the sale to any person or Commonwenlth & 36
Department of any articles purchased or produced, or for work
patd for, with moneys standing to the credit of a Trust Account;

and
(¢) All moneys paid by any persons for the purpose of any Trust
Account.
(6.) Mongys standing to the credit of a. Trust Account may be cxpended Expenditure of
for the purposes of the account. T punt.

62, —(1.) Moncys standing to the credit of the Trust Fund may bc}‘x‘:;':zlr;xemol'

invested by the Treasurer— standlng to
(a) in any sccurities of, o puaranteed by, the Government of thegreditol =
Commonwealth or of any State; or Tnserted by

(b) on deposit in any bank. No. 8, 1906,

(2.) The Treasurer and his successors in office shall, for the purposes of
the investment of any moneys in pursuance of this section, be deemed (o be a
corporation by the name of *The Treasursr of the Commonwenlth’, and any
securities or deposits taken or made in pursuance of this section may be taken or
made by him in his corporaie name.

(2A.) A deposit receipt for moueys deposited under this section for o Inserted by
fixed period with any bank shali, for the, purposes of this Act, be deemed to be Ny5% 148
a security.

(3.) Except where otherwise provided in a.y Act any interest received Disposal of
from the investment of any moncys standing to the credit of the Trust Fund ™
shall. be paid to the Consolidated Revenue Fund.

22. Because the validating amendment of the Act mentioned in the previous
paragraph reveals interesting facets of the original thinking in regard to- the establishment
of trust accounts (as distinct from heads of Trust Fund), we set out in Appendix No. 1 the
Fourth Schedule to the Audit Act 1906. It shows the Trust Accounts already in existence
in 1906, and whose. existence was validated by section 624 (1), together with their purposes.
In addition, we quote below the relevant section of the second reading speech of Sir John
Forrest, then Treasurer. He. said—

%, . . The principal clause of the Bill is clausc 13, which is to legalize certain
accounts which have been in existence for some time. The following may be termed
“*trading accounts’, mamely: The Commonwealth Ammunition Material Account, the
‘Small Arms Ammunition Account, the Defence Clothing Material Account, the Small
Arms Account and the Defence Force Stores Collection Account (Queensland)., . .
A strict: reading of the law would probably require the proceeds to be paid into revenue,
and the fresh purchases to be charged to a vote of Parliament. Such a course would,
fiowever; show the i of the C ajth as much more than the amouat
which is really borne by the general taxation of the people; and it is thought that |hcs.e
special: receipts.should be devoted wholly to the purpose of replacing the goods sold. This
practice was followed by Victoria and Queensland hefore the Defence Department was
transferred to the Federal control. It may be stated, however, that the Defence
Force Stores Collection Account {Queensland), the Deferrcd Pay account and the Ocean
Mails account, are included. in the: Bill principally to validate past transactions, ‘it being
intended to close them almost. i 1 bl will see that the object
of the: Bill' is merely to legalize certain methods adopted at the inception. of Federation,
and-to provide for the manner in which these matters shall, in future, be dealt with. In.a
fourth schedule which appears in the Bill, the names of the accounts, and the purposes
referred: to. in section 62A are given, and' this schedule it is proposed to insert in the
principal Act.. ;

Question resolved in the affirmative.

Bill read a second time.”

23. Thus the Trust Fund of the Commonwealth had very humble beginnings. It
was in the first place intended as a repository for funds held by the Commonwealth in trust
for persons and authorities outside the Commonwealth Gevernment. But these functions.
were found to be far too limited. As just described, they were extended to permit the

* The operatlon of subssection (5.) s affected by the Surplus Revenue Act 1908, 3, 5,

No. 8 of 1906,

Hansard,
Vol. L,
2nd Parliament,
B
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S0 Q.13 “working account purposes ”. The usc made of the Trust Fund in accordance with the

provisior%s of the %url;ﬂus Revenue Act 1908, described in the following paragraphs, ‘:;e'ﬂgpg;‘r’;'{i‘g;'f"““‘“ thinks necessary for the purposes of

represents yet another extension. In Chapter VI. we set out in some detail these and yet : '

other activities that are currently being financed from the Trust Fund. The short conclusion 27, Sir William Lyne, then Treasurer of the Commonwealth, in moving the second

can only be that the Trust Fund as it is used to-day fulfils enormously wider and mare reading of the Surplus Revenue Bill-on 31st March, 1908, cxplained clearly the reasons why

varied functions than were originally planned for it. Your Committee have examined, and the Surplus Revenue Bill was before the Parliament. He said—

now report upon,. both the uses of the Trust Fund as originally envisaged and also the ““The result of the system hitherto dop.tcd has ;ccn that works which should have

extensions made since then. been spread over a number of years, and paid for out of the surplus revenue, have been

held in abeyance, und th?t certain services have no doubt been starved. This year, all Hansord,
(b) Tuc SURPLUS REVENUE PROVISIONS OF THE CONSTITUTION AND THEIR SEQUEL. {,"EZHD:;:;';':,‘;";°nu"‘:1]l§‘c“rgo‘;rgcc‘;sdem““ds for I‘¥°Tk5 ‘V‘;’,h.h' t“str have s}:'if’ fh"“ld hl‘]“’j Pages SE4E-9.

No. 15 of 1908, 24, It is probably not too bold to suggest that the passing of the Surplus Revenue upon- this year to find money, ir!: many cases, for wolrsksSl:vl:;i‘: hn(:l ::ey b‘ce::\ nblgn:o ‘i::\;c

10

Trust Fund to be used by ag of the Cc

Act 1908 represents a qualitative alteration in the nature of the Trust Fund. We set out
below a brief history of the introduction and passing of this measure.

The scheme of the Constitution which is embodicd in these provisions is broadly
as follows:—

(a) under section 87 (the “Braddon Clause”), for ten years after the
establishment of the Commonwealth, and thereafter until otherwise
provided by Parliament, the Commonwealth could not spend more
than one-quarter of the customs and excise duty collected' by it, and
the balance, being not less than three-quarters of the net revenue from
customs and excise, had to be paid to the States, or applied towards
interest on State debts in accordance with the Constitution;

(b) for the period prior to the imposition of uniform duties of customs, section
89 provided a scheme for crediting Commonwealth revenues and
debiting Commonwealth expenditure on a State basis; each State
was credited with the revenue collected. by the Commonwealth in the
State and debited with the Commonwealth expenditure in the State
on transterred Departments and a proportion of other Commonwealth
expenditure; the balance was paid tothe Statc monthly;

(c) section 93 applied a modification of this formula for the. five-year period
after the establishment of uniform duties of customs and thereafter
until the Parliament otherwise provided. The balances (including, of
course, at least three-quarters of the net revenue from customs and
excise for so long as section 87 continued to operate) were to be paid
to the States month by month;

(d) section 94 permitted the. Parliament to provide, after five years had
elapsed from the imposition of uniform customs duties, for the monthly
payment to the States, on such basis as it (the Commonwealth
Parliament) deemed fair, of all surplus revenue.*

25. In 1908 the Attorney-General (Sir Littleton Groom) advised the Auditor-General
that. under the provisions of sections 89 and 93 it was probable that the Commonwealth

Ith for what might be termed

1

(b) the Treasurcr muy in any year pay to the credit of the Trust Amonded by
Account, out of the Consolidated Revenue Fund, such moneys N% % 1910

the provision for which this Bill provides, would have been spread over a number of years
- Perhaps the principal object that I have in view in introducing this Bill is to
enable the Gpvemment to keep in hand sufficicnt money to meet our Habilities in respect
9f works. which this Parliament has declared shall be carricd out, so that the liability
mcur'x:cd in respect of any one year shall not be carried forward to burden the next financial
year.

28. In. .the further quotation from his speech that follows, one of the issues
subsequently litigated in the High Court by the State of New South Wales was raised. It
concerns the meaning of “expenditure” in connexion with the relevant sections of the
Constitution. He said—

. . Section 89 of the Constitution directs that the Commonwealth shall credit sransard,
of

to cach State the revenue collected therein by the Commonwealth, and shall debit to each %" Fortiomens,
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State—

(a) the expenditure therein incurred solely for the maintenance or continuance,
as at the time of transfer, of any Department transferred from the State
to the Commonwealth; and

(b) the proportion of the State, according to the number of the people, in the
other diture of the

Mr. Josepu Cook.~—The Minister is leaving the
alone,

Sir WILLIAM LYNE.—Yes, except so far as concerns the trust funds. The
balance is directed to be paid over monthly to the States,

Mr. Josern Cook.—That is the point, and the only point.

Sir WILLTAM LYNE.—Probably it is the great point,

Mr. DucaLp THOMsoON.—And there is an cndeavour to interpret ‘new revenue’.

‘Sir WILLIAM LYNE.—Probably, but the interpretation of *expenditure’ is the
more important,

Mr.. W. H, JRvINE—We have to find the interpretation of *expenditure’, for the
purpose of the Bill, in the Bill itself,

side of the book-keeping

General's . . . .
feportsos,  could not, to avoid the obligation to pay its “ surplus revenue ” to the States, validly vote ; S‘i' WILLIAM  LYNE~Yes, b::] d“"‘ the interprotation of the words in_ the
£, ;, moneys into a Trust Account: some * actully accruing obligation ™ would be necessary. iy o 0 s o i e maner st That 1 oot my_opiio bk th opinon
Fase Jost: However, he gave it as' his opinion. that it would not be desirable for the Parliament to: of the law officers I have consulted. The words * debit to cach State the expenditure therein *
continue to vote' moneys to the Trust Fund under the arrangements made possible by those might possibly be held not to include payments to a trust fund with a view to further
Pago 1083 sections. He suggested that “a better way can be found.”, and that the appropriate course cxpenditure. It has been thought wise, thercfore, to ask Parliament to exercise the powers

No. 15 of 1908,

would b;, for the Parliament to place the position beyond doubt by enacting legislation under
section 94.

26, The result was the Surplus Revenue Act 1908. The Act had'a twofold purpose.
First, it provided that section 93 of the Constitution, in relation to the crediting of revenue,
the debiting of expenditure and the payment of balances to the several States should not
continue beyond the commencement of the Act (13th June, 1908). Secondly, it provided
that, in order that the expense of large Commonwealth projects could be spread over a
number of years, moneys appropriated to a trust account or for any purpose for which a

trust account is. established should not tapse at the end of the financial year, and that the

Governor-General might decide what amounts should be credited to the Trust Account
from such an appropriation. Section 5 of the Act reads as follows:—
“5. Where any Trust Account has been cstablished under the Audit Paymentsto
Acts 1901-1906, and moneys have been appropriated by the Parliament for' the Trust Accounts.
purposes of the Trust Account, or for any purpose for which: the Trust Account
is established— e
(a) notwithstanding anything in the Audit Aects 1901-1906, the

which it undoubtedly possesses, under section 94 of the Constitution, to virtually repeal
sections 89 and 93, and to provide a new basis for distributing its surplus revenue.

Mr. HeENry WILLIS.—We cannot repeal an English. Act.

Sir WILLIAM LYNE.—We cannot actually repeal, and, therefore, I use the word
*virtually > The Constitution gives us power to- alter these sections. The present Bill will
effect the object I have indicated, It dirccts that from a date to be fixed by proclamation
new book-keeping provisions are to be followed by the Treasury instead of the old provisions
enacted by sections 89 and 93 of the Constitution.”

29, In the opinion of the Attorney-General already referred to, emphasis was laid s

apon the significant difference between arrangements under sections 89 and 93 and those
that could be made by the Parliament if it availed itself of the provisions of section 94.
Among other things, the “ constitutional appropriation ” as it was termed (i.c., under
sections 89 and' 93) would, once the Patliament enacted legislation under section 94, give
way to an ordinary-appropriation duly made by the Parliament. For our present purposes,
the kernel of the Attorney-General's opinion is contained in the following extract:—

1908
85 |-’s§S"’ o

ab

paragraph.
ove.

“, . . *Surplus’ ordinarily means that which remains over and above what has been Appendix B of

appropriation shall not lapse nor be deemed to have lapsed at
used or is required (Standard Dictionary). 1In the Oxford Dictioncry the synonymous word Gencrabs

the close of the financial year for the service of which it was

made; and. ¢ overplus’ is defined as meaning * that which is over in addition to the main amount, or to Fgbem,
s 13 P.P. Val. 2|,
* For much of the matcrial contained In this paragraph and In paragtaphs 32 to 36 below, Your Commities acknowledgo the advice of the what is aflotted or needed pago 1083,

Solicitor-General Who, at our request, provided us with a brief history of &re “* surplus revenue

rovisions of the Canstitution,




N.S.W. v. the
Commonwealth,
7C.LR, (1908
09), 179,

No. 8 of 1940,
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It should be noticed that.the words relating to debiting, expenditure against revenue,
and striking a balance, which cccur in the two temporary scctions (89 and 93) are not
repeated in the permancat section (94), and that the new phrase *surplus revenuc’ is
substituted.

This change of phrascology is coincident with & most important change of substance.
Under sections 89-and. 93, thé¥ balances * payable 1o the States nre.specially sppropriated to
them, and they have a vested right to Teceive those balances. But once a mew basis,
established by Parliament under section 94, comes into operation there is a complete change.
The constitutional appropriation ceases, and a Parliamentary appropriation is substituted.

But 1 do not think that legislation ynder section 94 could .enable .tevenue to be
retained, in a Trust Fund or otherwise, unless definitely appropriated by law to a specific
purpose,”

30. In.a certain sense the Opinion was prophetic. The very points discussed in it
werc subsequently raised in the High Court by the State of New South Wales. That State
contended that, for the purpose of ascertaining the amount of its surplus revenue for any
given period, the Commonwealth was entitled to-take into account as.* expenditure * only
moneys which had been disbursed or paid away by the Commonwealth. The Commonwealth
on the other hand contended that, in calculating its expenditure for any period, it was entitled
to take into account all moneys which had been appropriated during the period for a
specific purpose and paid into Trust Accounts to be retained for disbursement after the
expiration of the period.

31, The High Court unanimously held that there was a valid appropriation to the
Invalid and Old-age Pensions. Fund and the Harbour and Coastal Defence (Naval) Account,
on the bagis that, in ascertaining what is the “surplus revenue” of the Commonwealth,
appropriations to Trust Accounts for subsequent expenditure on Commonwealth purposes
constitute expenditure by the Commonwealth. (Once money is expended on a lawful
purpose, it can of course no longer be regarded as. surplus revenue and, therefore, is not
available for the States under scction 94.) (See Judgment of Isaacs J. at pages 200,
202.) The opinion was also expressed (by Griflith C.J.) that it would not be possible for
the Commonwealth to caleulate accurately month by month the surplus available to the
States. The reason given was that the accounting: period in respect of which a surplus can
be said to exist is  the financial year ™. Thus any monthly payments would only be an
approximation to the amount ultimately due: the balances available could not be finally
struck, even if amounts were paid- monthly, until the end of the year.

32, To continue with the history of the legislation dealing with surplus revenue, it
can be said that the passing of the Surplus Revenue Act 1908 did not, and could not,
affect the liability imposed on the Commonwealth by section 87 of the Constitution, to
pay to the States not. less than three-fourths of its net revenue from duties of customs and
excise for at least ten years after Federation, That liability continued until 31st December,
1910, when the operation of section 87 was brought to an end by section 3 of the Surplus
Revenue Act 1910, Section 4 of that Act, however, made other provision for payments
by the Commonwealth to the States. which can’ only be regarded as in the nature of
payments of surplus revenue. Insofar as is relevant, that section provided—

“4.—(1.) The Commonwealth shall, during the period of ten years beginning on
the first day of July Onc thousand nine hundred and ten, and thereafter until the
Parliament otherwise provides, pay to each State by monthly instalments, or apply to the
payment of intcrest on debts of the State taken over by the Commonwealth, an annual
sum amounting to twenty-five shillings per head of the number of the people of the State.”

33, These payments have usually been referred to as the per capita payments. In
addition, section 6 of the 1910 Act required the Treasurer of the Commonwealth to pay
to the scveral States in proportion to the number of their people all surplus revenue (f
any) in his hands at the end of each financial year,

34, The per capita payments under section 4 of the 1910 Act continued to be
made during each year until 30th June, 1927, when sections 4, 5 and 6 of the Surplus
Revenue Act 1910 were repealed by section 2 of the States Grants Act 1927.

35. Section G of the Stdtes Grants Act made provision, “subject to the terms ‘of
any agreement made between the. Commonwealth and all the States ”, for annual payments,
by monthly instalments, to the States of amounts shown in the Schedule to the Act.” These
amounts, which were, it appears, approximately equal to the then rates of per capita
payments to the States, totalled £7,734,990, However, section 6 did not operate, as the
Financial Agreement made other provision. Under the Agreement, which was executed on
12th December, 1927, the Commonwealth assumed liability to contribute to the interest
payable on the public debts of the States which were taken over by the Commonwealth
(clause 11) and to the sinking fund established for the repayment of those debts.(clause 12),
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fhe Commonwesith obligations under the Financial Ag d on 1st July,
1927, i.e. the day after the repeal of section 4 of the Surplus Revenue der 1910, and are
still in force.

.36, In addition,. section 5 of the States Grants Act 1927 in substance repeated
section 6 of the 1910 Act.. It js still the operative legislative provision for the payment of
surplus. revenue to the States. With certain formal amendments made in 1934 and 1950,
it reads.as followsi—

“5—(l.) The Treasurer shall pay to the several Stutes of the Commonwealth, in
praportion to the number of their people, any surplus revenue in his hands at the close of
the financial ycar commencing on the first day of July One thousand ninc hundred and
twenty-seven, and at the close of each financinl year thercafter.

(2:) For the purposes of this scction, the number of the people of » State shall be
deemed. to be the number as ascertained according to the laws of the Commonwealth by
the. Commonwealth Statistician as at the thirty-first day of December in the financial year
in respect of which a payment under this section is to be made to that State.”

37. Quite apart from the legal history of the Surplus Revenue Acts and their
successors, the: Parliament has since 1908 made frequent appropriations to the Trust Fund,
These have all been for purposes of the: Commonwealth—for war, for works, for social
service payments, for the operation of quasi-commercial undertakings, and for a host of
other purposes.

38. It appears that from time to time it has been suggested that a particular trust
account has been used. as a repository for moneys that might otherwise have been surplus
revenue payable under one authority or another to the States. Thus at an early stage in the
history of the Commonwealth, the Invalid and Old-age Pensions Trust Account was
frequently used to receive moneys additional to those disbursed for this purpose in the
course of the year of appropriation. Later, the War Pensions Account was used for the
same purpose (and there was still, at Ist July, 1956, a balance of £13,399,000 carried
forward' in that Account).® Your Committee observe that it would be difficult to ascertain
whether or not this was so. For our purposes, it is sufficient that the Government and
Parliament of the day so disposed of the funds available that there have been no surplus
revenues for payment to the States since 1908.

39, In more recent times, the Trust Fund has been the recipient from Consolidated
Revenue- Fund of some very large appropriations for debt redemption and loan investment
purposes. The most. interesting of these is the Loan Consolidation and Investment
Reserve: Trust Account, established: by the Loan Ci lidation and In Reserve
Act 1955, This Account was used in 1955-56 to receive from Consolidated Revenue
Fund a sum the precise amount of which. was determined by the Treasurer, within an
overall, limit set down in the Act.

40, The clause enabling the Treasurer to determine the amount to be paid into the
Account is section 5 of the 1955 Act. It reads as follows:—
“5~—(1.) The Treasurer may, during the financial yeur whichpayments to
commenced on the first day of July, One thousand nine hundred and fifty-five, Roerve:
pay to the: credit of the Reserve, out of the Consolidated Revenue Fuad, which
is appropriated accordingly, such sums as he from time to time determines, but
not excceding in the aggregate Forty-cight million five hundred thousand
pounds,
(2.) There shall be paid to the credit of the Reserve—
{a) the amount standing to the credit of the Debt Redemption Reserve
Trust: Account at the commencement of this Act; and
(b) interest received. from the investment of moneys standing to the
credit of the Reserve.” .
In addition, section 4 of Appropriation Act (No. 2) for 1955-56 provided that “ Such sums
as the Treasurer from time to time determines” were thereby appropriated “for the
purposes of the Loan Consolidation and Investment Reserve”, In the event, an amount of
£61,612,952 was paid to-the credit of the account in 1955-56.
41, Your Committee note that in 1956-57 no- special Act was passed. Instead, a
clause was included only in the Appropriation Bill (No. 2) 1956-57. Section 4 reads as
follows:—

“4,~—(1.) In addition to the sum referred to in' the last preceding Fusther issue,
scetion, the Treasurer may issue out, of the. Consolidated Revenue Fund, :\nd;gg',",“';ﬂ:ﬁo;:“’
apply towards making good the supply hereby granted to Her Majesty for the
service of the year ending the thirticth day of June, One thousand nine hundred
and ffty-seven, such sums as-the Treasurer from time: to time determines.

(2., The sums granted by the: last preceding sub-section are appropriated.
for. the purposes of the: Loan Consolidation and Reserve cstablished
by the: Loan Consolidation and Investment Reserve Act 1955

® The balance ta the credlt of this Account was used during 1936-57 in conjunctian with the purposes. for which the Account was created,
snd & nil balance was carricd forward (o Ist July, 1957

No. 55 of 1955.

No. 26 of 1956,

No. 17 of 1957.
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42, It may well be that the Additional Estimates are the proper place for such. an
appropriation. However, Your Committee incling to the view that some maximum amount
should be specificd. We are of the opinion that an open appropriation that may amouat. to
£100,000,000 or more in a year, i.c., approaching one-tenth of the entire Commonwealth
Budget, is undesirable, even if it be to an already established Trust Account, We therefore
recommend that in future clauses of this type some maximum amount be: specified, as it
was in section 5 of the Loan Consolidation and I Reserve Act 1955. When
amounts of this magnitude are in question, we would favour the initial approach for an
appropriation to be made at the time of the introduction of the main Estimates.* The
additional amount (if any) in respect of which, towards the end of the financial year, a
turther appropriation was desired, could then be included (with a ceiling figure) in the
Additional Estimates. It seems to us to be wrong in principle that no ceiling is expressed;
just as it would be in the case of any other appropriation.

. 43. A balance of £317,333,000 was carried forward to lst July, 1957. We
discuss in Chapter V. below the problems created by the existence of such large sums in
the Trust Fund. Here our purpose has been to indicate what has been the final outcome of
the supersession by section 94 and the Surplus Revenue Act 1908 of the commencing
clavses of the Constitution.

CHAPTER 1I1.—PUBLIC INFORMATION ABOUT THE TRUST FUND.

(a) THE First TrUST FUND TABLE INCLUDED IN THE FINANCE STATEMENT AND
THE BUDGET PAPERS.

44. Public information about the Trust Fund is contained in most of the documents.
published annually in connexion with the Budget or its out-turn for the previous year.
Special sections on the Trust Fund are included in the document entitled * The: Budget ”,
normally referred to as “ the Budget Papers ” and presented to the Parliament along with
the Estimates for the coming year, and also in the document entitled * Finance—The
Treasurer’s Statement of Receipts and Expenditure for the Year . . .”, normally referred
to as “ the Finance Statement ™, The Annual Report of the Auditor-General, which is
attached to the Finance Statement, usually devotes considerable space to analysing and
reporting upan various aspects of Trust Fund transactions. Finally, there are scattered
references to the various heads of fund and trust accounts, and occasionally to the overall
movement of Trust Fund balances. in the Budget Speech and the statements attached to it.

45. For our purposes, the important documents are the Budget Papers and the Finance
Statement. They alone set out separate and systematic information about the Tiust Fund.
Yet the information they contain is virtually identical. The main difference between them
in this context is that the Budget Papers are produced at the same time as the Estimates are
tabled, and are thought of as an adjunct to the legal document (the Schedule to the
Appropriation Act) that constitutes what is usually known as “ the Estimates . In contrast,
the Finance Statement is to be made available. only when the Annual Report of the
Auditor-General upon its statements is ready to accompany it. Section 53 of the Audit Act
provides, in respect of the Auditor-General’s Report, that he is to transmit to both Houses of
the Parliament “ the statement transmitted (to him under section S0 of the Act) by the
Treasurer accompanied by such report *.

46. The earlier preparation and presentation of the Auditor-General's Report and
therefore of the Finance Statement make it desirable, in our view, to compare the two sets
of statements to see whether there is any unnecessary duplication of information. Your
Committee intend to examine the form and content of the Budget Papers in some detail:
Here we confine our comments to the part devoted to the Trust Fund. It seems to us that,
at any rate on a first examination of that part, much of the information contained in the
Budget Papers is otiose. (The proposition is not reversible, because the Finance Statement
must by law be a complete statement of the accounts of the Commonwealth, and in such a
statement the Trust Fund plays an important part.)

47. On closer examination, however, it can be seen that there are slight differences
between the Budget Papers and Finance Statement tables. They occur chiefly in the first
table appearing in each collection of papers, and-in the table giving particulars of investments
of the balances standing to the credit of the Trust Fund.

48, The first table in each collection is a 'y of the receipts and
expenditure of the Trust Fund, classified under the various heads of Trust Fund and Trust
Accounts. Opposite each fund or account are set out the balances brought and carried
forward, and the revenue and expenditure (in gross only). Whereas the Finance Statement
sets ont in alphabetical order and in one long table each head of Trust Fund or Trust

* In the Appropriation Act 1957-58 a specific amount of £119,363,000 hes been sppropriated,
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Account (there were 128 in the 1956-57 Statement), the Budget Papers break the list into
two scctions. In section 1 are listed “ Moneys held in trust for persons and authorities other
than the Commonwealth Government ”, and in section 2 are * Working' Accounts covering
certain factories, stores and services and moneys held in trust under the authority of
Parliament to meet future expenditure *.

49. Your Committee note that in 1936 the then Treasurer, Mr. R. G. Casey, issued Quoted in

a_“Memorandum by the Commonwealth Treasurer, 1936, Regarding the Nature and
Management of Trust Funds”, The aim of that Memorandum was * to throw full light on
the Commonwealth Trust Funds”. In pursuing that aim “the individual accounts have
been classified . . . according to their nature and purposes .". The division
made in the Memorandum was threefold. In section 1 were “Moneys held in trust for
persons and authorities other than the Commonwealth Government . Section 2 comprised
“Working Accounts covering certain factories, stores and services”. In section 3 were
“Moneys placed in Trust Accounts under the authority of Parliamentary Appropriation to
meet expenditure in current and later years .

50. The 1936 divisions thus correspond almost exactly to those now included in for

two sections: the first section in each case being the same, the present second section
comprising the same accounts, with virtually the same description, as did sections 2 and 3
in the 1936 division.

51, Mr, Hewitt described the basis on which the heads of Trust Fund and trust
accounts are grouped in the Budget Papers as follows:—

“Table 8 in the Budget Papers 1956-57 are sectionalized in two groups with, 1 think
explanatory headings, They comprise two types of account. One is heads of the Trust
Fund established under section 60 of the Audit Act and best described, in a shorthand way,
as moneys which are held in trust by the Commonwealth on behall of other persons or
authoritics. The balance of the accounts are trust accounts for the purpose of section 624
of the Audit Act established in. one of two ways—either by individual statute dealing with
the subject-matter, such. as the Loan Consolidation and Investment Reserve Trust Account,
which was cstablished by specific Act of Parliament, or by the Treasurer pursuant to the
power vested in him by section 62A of the Audit Act. The trust accounts themselves are
of different kinds. For example, there is the group first referred to in the heading and
providing working capital and i ing capital for go factories and undertakings,
There are accounts which are used primarily in the nature of clearing accounts, for
channelling expendil from the C i Revenue Fund and in which there is no
opening or closing balance—a useful' accounting device for dealing with the ).'car's
transactions. Finally there is a group of accounts which are best described as providing a

inuing Parli y iation as distinct from those which lapse on the 30th
June, for the expenditure of money for certain determined purposes at any time. I have
spoken on the assumption that it is best to be quite brief on the subject at this stage and
then to claborate any of the points in response to questions.”

52, We. were informed by Mr. Hewitt that in at least some cases, e.g. the Canberra
Cemetery Trust Account, the Account, although in its nature a working account, had been
placed in section. 1—

“ COMMITTEE MEMBER— . Would you, say that the descriptions at the

top of each of these sections is completely accurate in relation to the funds listed below?

The first one is * Moneys in trust for persons and authorities other than the Commonwealth
Government’. The. second includes working accounts. Would there be any working

accounts in section 12—(Ar, Hewirt) There are at least four which I think should be removed

from section 1 and which will, in future, be shown in section 2. The first is the trust

account for financing of the Canberra Cemetery. The second is entitled ‘ Forestry®, The

third is ‘ Papua and New Guinea Services', and the fourth is the * War Damage Fund’.”

Your Committee appreciate that the evidence given by Mr. Hewitt indicates that the Treasury
is at present examining the status of the heads of fund and accounts included in section

1 of the Budget Papers table.

53. Whilst that examination is mno doubt necessary and is revealing hitherto
unnoticed matters,. it raises further issues. Should there be a statement of the Trust Fund
divided into three or more sections? Would it add materially to the information already

ined in the Fi St 7 Alternatively, is the single alphabetical list contained
in the Finance Statement sufficient?

54, Your Committee have given careful consideration to the most suitable method
of presentation of an overall statement of the Trust Fund heads of fund and trust accounts.
Our_general conclusion is that the heads of fund and trust accounts should in some
published statement be scparated into various sections. In this way it would be possible to-
see how many of the individual heads of Trust Fund or trust accounts in the Trust Fund
are contained in any particular section, and what balances are involved,

. A. Blands
Government in
Australin, at
pages 630-698.

a
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tho different
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55, The sections we have in mind: would' show: separately such groups of accourls
as relate to “teustee funds”, working accounts: of Commonwealth: agencies, -statutorily’
created accounts making possible expenditure from previous appropriations;, and:
any other group. that might appear desirable, including’ the four Funds described in.
Chapter VIL below. We cannot, however, ignore-the, fact that the larger the: numben of.
groups, the more difficult becomes the task of finding details of any particular head of fund
or account. Moreover, duplication of tables. iievitably invoives. furtlier expenditure on
printing_and more bulky documents for circulation. We think the following:explanation
by Mr. Hewitt summarizes accurately most: of flie relevant points—

“ CommirTer MEMBER—I have not looked' to 'seet whether the Finance Statements
of 1936-37 and onwards. citried. out the -classification that you had in that statement of.
Mr.. Héathershaw of 1936.—(Mr. Hewitr) They ncver appeared. The. statement: of the:
Trust Fund appears in two: places.publicly, once in the Finance Sfatement, and. once im
this. group of Budget Papers, The statement, I think, prior to.1953-54, in both documents
always appeared as one single list of account headings. Mr. Casey, as 1 say; circulated a,
statement which was prepared for a specific purpose in a particular context at that time,
to explain the Trust Fund and its activitiess Mr. Heathérshaw did prepdare a very
exhaustive analysis of the Trust Fund in pre-war days, He was trying to—and.- did-—sort,
out the confusion which undoubtedly, exists in relation to the Trust Fund, confusion which
1 try to illustrate, in part, by this historical summary of whadt has taken place in- the. lagt:
fifty odd years, Mr. Heathershaw. suggested that it might add to: public understanding if
the account headings were published in three different groups. it was not until'1953-54.
that the decision was implemented to publish in the one document—this document oaly,
and not. in the Finance Statement—a dissection in two parts. Even in two parts it provides
a very fruitful field for disputation as to what ought to be: where. 1 have not satisfied:
myself, and I have not been. through every one of these” account headings for the purpose.
of satisfying, myself about Scctions 1 and 2. 1 would:like {o give only a tentative answer
to. your suggestion that you. might have. only thrce or four classifications, 1t might assist,
or it might merely lead to greater confusion.

CoMMITTEE MEMBER—I do not want you to be.more than tentative. at this stage.
You would suggest that. that classification by Mr. Casey, who was, Treasurer at. that time,
was merely an academic exercise?—(Mr. Hewitt): It was a very practical exercise, whicl,. I
think, came: out of a public disputation. between the. Treasurer and the Auditor-General,
and it was. p d-for very i "

56. In our opinion, the difficulty of classifying, the various heads of Trust Fund
and trust accounts into categories should not. be the decisive reason for or against
presenting, a, separate. statement showing various groupings. At the same time, it does.
suggest that in some way any grouped statement of heads of fund and accounts should not
be relied upon as official and definitive in. the same sense as.is the one that now appears in
the Finance Statement.

57. Your. Committee incline to the view that the twofold division. of the receipts
and expenditure statement of the Trust Fund that has appeared.in the Budget Papers since
1953-54 hardly justifies its existence. It is so similar to that appearing in the Finance
Statement as to suggest that it is. merely a duplication. It does not commit itself to.a group
treatment of the- heads of Trust Fund and trust with: a decist sufficient to
make it apparent that a quite different type of statement is being produced. In short, we
consider that. it makes. the worst. of both worlds. It has neither the advantages of ready
reference that result from the unclassified alphabetical list appearing in the Finance
Statement, nor those that would result from.a list fully divided, into sections according to
the. type of fund.or account in. question..

58. Our conclusion. that in. its present form the table. in the' Budget. Papers is
unsatisfactory leads us to our next point. Tt is to. ask whether a statement of the heads
of Trust Fund: and. trust accounts divided into: various: groups is: desirable. In our opinion
it is. We have reviewed the various kinds of statement that might be included in- the
Budget Papers to serve the dual: purpose of being, clearly distinct in nature from the one
appearing in the Finance Statement and. of conveying further and' useful information to
the Parliament. We think that the best form of such a statement would be one
repeating the financial information contained in the Finance Statement table and in
addition, including information about. the legal authority for the heads of fund and
accounts, about their purposes and the administering departments, and some information,
about the extent of the funds involved.

59. In suggesting such a table, we have in mind- the very full statement of trust
funds incorporated in the Budget of the. United States of America. It may be that the
information contained in' that document is more extensive than would'bé necessary-for our
purposes, at any rate for the present. We quote belpw a short extract from a stitement
appearing in Part IIT. of the 1956 Budget. of the United States Government, Part I, i
entitled * Estimates for Trust and Working Funds”. The first of the statements included
in it sets out Trust Receipts and Appropriations, and following: that is a full statement for
cach trust fund. Separate sections of this statement show respectively the trust. funds, and
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the working funds. An example of one of the detajled statements on the trust funds is
quoted for information. It relates to the Treasury Department, and is one of the funds
under the control of the Burean of Customs, It reads as follows:——

 REFUNDS; TRANSFERS; AND EXPENSES, UNCLAIMED, ABANDONED, AND
SEIZED GOODS, BUREAU OF CUSTOMS.

Appropriated (estimate) 1955, $360,000,
Estimate 1956, $360,000.

AMOUNTS AVAILABLE FOR OBLIGATION,

1954 1955 1956
setual. estimate. estimate.

$ s $
Appropriation or ¢stimate . E 360,713 360,000 360,000
326,854

Unobligated balanes brought forward .. n SR 130074 | 2285854
Total available for obligation .. . . . 490,787 ses854 | 686854
Unobligated balanco carried forward .. . . . —228,854 —326,854 | —424,854
Obligations incurred .. . . . . 261,933 262,000 | 262,000

OBLIGATIONS BY ACTIVITIES,

4 1
Deseaiptlon. . estmgte, | este,
$ $
1. Assessment.and collection of dutles, taxes, and, fees .. 49,945 50,000 50,000
2. Payments to rezeipt accounts. - . . 211,988 212,000 212,000
Obligations incurred .. .- . .- | 261,933 262,000 262,000

PROORAM AND PERFORMANCE.

All praceeds of the sale of abandoned and seized merchandise are deposited to
this account, Expenses of sale are paid and net proceeds transferred to miscellancous
receipts (19 US.C, 528, 1491, 1493, 1559, 1613, 1624).

OBLIGATIONS BY OBJECTS.
07 Other contractual services-~1954, $261,933; 1955, $262,000; 1956, $262,000.

ANLYS!S OF EXPENDITURES.

Obligations incurred during the year (total expenditures)—1954, $261,933; 1955, $262,000;
1956, $262,000.”

60. An example of a detailed statement from the working funds section is quoted
below. It can be seen that in respect of these funds no statement is given of the purposes
(“ Program and. Performance ”) of the account, Presumably it is considered that they are
made clear by the statements of accounts set out. This working fund relates to certain
exge%;lit’}ue l;y the.Office of Education. (which is under the Department of Health, Education
and Welfare)—

DEPARTMENT OF "HEALTH, EDUCATION, AND WELFARE..
. OFFICE OF EDUCATION,

Consolidated Working Fund, Department of Health, Education, and Welfare, Office of
Education,

AMOUNTS AVAILABLE FOR OBLIGATION..
(Balances for 30th Jure, 1954, are as certified under sec. 1311, Public Law 663.)

—— 1954 1958 1956
actual. estimate, estimate.
. $ $
Advanced from other. accounts . . .- . 45,682 56,000 .
Unobligated batance, estimated sayings . . . —236 . .
Obligations incurred .. - . . o 45446 | 56,000 .

¥.6390/57.~2

Budget 1956,
page 1099,
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OBLIGATIONS BY ACTIVITIES..

Desctptlon. ¢ dih | clie | ediame
7
. $ $
1. College housing loan program (Housing and Home Finance
gency) . . . .~ . " 29,637 30,900 |
2. Clearing house program (Departmenl of State) .~ . 15,809 25,100
Obligations incurred .. . .- .- . 45,446 56,000
OBLIGATIONS BY OBJECTS.
1 1958 1956
Objece Classification, s estimate. cstimate.
Total number of permanent positions .. . I . 6 T .
Average number of all employees o~ I . . 6 7 .
Number of employecs at cnd of year .. . - ol 6 7 .
Avcrage salaries and grades—General schedule grades—
Average salary .. . . . .~ .- $6,057 $5,795
Average grade .. - . . .- o G5—8.6 | GS—8.4
01 Personal services—
Permanent positions ., I . n . 835,004 §40,339
Positions other than permanent . . . 930 600
Regular pay in excess of 52-week base .. .~ o 132 156
‘Total personal services . . . 36,073 41,095
02 Travel . . 2,197 3,000 .
04 Communication services .. 150 250 .-
06 Printing and reproduction 89 30
07 Other contractual services . . n . 52 235
Services performed by other agencies .. . .- 6,338 9,935
08 Supplics and materials ., .- o - . 151 380
09 Equipment .. . . . . . 174 450
15 Taxes and assessments ., “ . - . 222 355
Obligations incurred .- .- .- . 45,446 56,000

ANALYSIS: OF EXPENDITURES,
(Balances for 30th Yune, 1954, are as. certified under sec, 1311, Public Law 663.)

—_— 1954 1955 |
aciual estimate, cstse.
' 8 $ $
Obligated balance brought forward .. . . . 208,321 1,695 3,000
Obligations incurred during the year .. . .- . 45,446 56,000 |. .
283,767 | 57,695 3,000
Reimbursements ., . - . — 45682 1 ~ 56,000 .
Adjustment'in obligations of prior years . —138,013. . .
Obfigated balance carried forward o = LG9S~ 3,000 .
Tota! expenditures “ o~ . . 68,377 | — 1,305 | 3,000
EFFECT ON. BUDGET EXPENDITURES.
Funds applicd to operations .. . . . . $114,059 $54,695 {, $3,000
Funds provided by operations .- . . e 45,682 [' 56,000 | .
Net effect on-budget expenditures .. . - 68,377 { — 1,305 3,000
‘The above are charged or credited (—} to net receipts of the fund .. 68,377 || — 1,308 3,000

A further statement in connexiori with the Office of Education appears analysing

expenditure from the Special Fund of that Office. The complete statement for the

Department of Health, Education and Welfare contains in' addition, details of the working
funds established for the Public Health Services, the Social Security Administration and
the Office of the Secretary. ’
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61.. Part of the detail that appeacs in the United States Budget is the result of their
system of providing statements of obligations. Because of the different budgetary principles
applicable, it might not be necessary for precisely the same details to be provided for the
statement of accounts of the Trust Fund as administered in Australia, If they are not alt
included, the statements produced here might not need to be so large. However, the
underlying objective we have in mind is the same, It.is that reasonable information should
be published about the Trust Fund and its mode of operation.

62, We therefore suggest that a new statement, in substitution for the statement
now appearing in the Budget Papers, should be. published. 1In the first place, we think it
should be divided into several sections. We recommend that the three groupings as indicated
in the 1936 Memorandum of the Treasurer should form the basis of the divisions. However,
that would leave in the third section certain heads of fund and accounts that we have
discussed in the course of our Inquiry. In particular, we have in mind four funds which,
although not formally part of the Commonwealth accounts for which the Treasurer is
responsible, are shown. at present in the Finance Statement. Others receive no mention
there.

63. We discuss these funds and accounts in detail in Chapter VII. below. Here we s

epitomize’ our recommendation by stating that we think that some ought to be shown: but
that at the same time it ought to be made clear that they are shown for information and not
because they are strictly within the Treasuret’s accounts,

64, Thus the four groups into which we suggest that the fitst of the Budget Papers
tables on the Trust Fund should be divided are—

() moneys held in trust for persons and authorities other than the
Commonwealth Government;

(II) working accounts covering certain factories, stores and services;

(1) other moneys (not in (IT)) held in trust under the authority of Parliament
to meet future expenditure; and

(IV) funds and accounts not part of the Treasurer’s accounts but included in
the Budget Papers table purely for information. -

65, We recommend further that in respect of each of the four groups of heads of
Trust Fund or trust accounts described above, the following information be added to the
details of balances, receipts and expenditure already shown in the Budget Papers table:—

(i) a note of the legal authority for the head of Trust Fund or trust account,
together with the administering department;

(ii) the purposes of the head of Trust Fund or trust account; and

(iify where applicable, an indication of the advance made to the account from
Consolidated Revenue Fund.

66. In regard to (i), we think it important that the Iogal authority for the head
of fund or account be made clear in order that it may be apparent how the Treasurer is
using the powers conferred upon him by section 62a of the Audit Act and how many
heads of fund or account'the Parliament is itself establishing or authorizing by special
legislation. We. consider it important also.that" thg administering department should be
mentioned. We include (ii) because we think relatively ineffective. any list of 128* heads
of Trust Fund and trust accounts that does not give also some reasonably accurate
indication of the purposcs for. which they are used. We cannot.overlook the fact that an
annual expenditure of some £ 800,000,000 is now made from the Trust Fund. Finally,
we suggest the inclusion of (ifi) in order that it may be clear what funds have been
appropriated by the Parliament for the purposeés of the account, and how much of the
advance has been utilized:

*'As at 30th June, 1957,
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67. By way of example we set out below, as it would appear if our recommendation
is adopted, the additional information in connexion with the. Post Office Stores and
Services Trust Account (it would be included in group Ii., relating to working accounts)i—

a) @ ity
Advance
AR B, Purposes. Consollanted
Revenue,
£
Audit Act, section 624, | (1) For expenditure on— 16,059,035
Postmaster-General's (q) the purchase and acquisition;
Department (b) the receipt, storage, issue and conveyance: and'
(¢) the i recondi-
tioning, conversion and repair
of stores, materials and equipment for—
(i) the Postmaster-General’s Department; and
(i) sale to any ith or State D
Authority of Instrumestality and any person
(2) For expenditure on the maintenance, upkeep and running of
transport services and transport equipment
We propose also that the new table be luded with. a y of the im of

the Trust Fund along the lines of that given in paragraph 121 below:

68, Your Committee appreciate that the additional information which we propose
be shown might give rise to printing problems. Whether or not the complete table
should be reproduced each year in the Budget Papers rather than, say, periodically, we
leave- to the authorities concerned to determine., However, the arrangements made should
be such as to ensure that the information is readily available to the Parliament and the
public.

(b) ESTIMATES FOR THE TRUST FUND.

69, Another matter that we think it important to discuss in connexion with

information made available about the Trust Fund' is whether Estimates should each year
be presented for expenditure from it. We recall that the Joint Select Committee of Public
Accounts, reporting in 1932 the results of the Inquiry of the Joint Committee of Public
Accounts into the form the Estimates and other financial documents should take, indicated
its preference for an annual presentation of Estimates for the Trust Fund. That Committee
reported—-

“As the Esti itute the fund

1 basis of the financial policy of the

Government, it is most important that they should show clearly, not only the estimated

expenditure from Revenue and Loan Fund but also the estimated gross expenditure from
Trust Fund in all cases where money is regulatly appropriated by Parliament for transfer,
to specific Trust Accounts. It is, of course, recognized that all Trust Accounts cannot be

treated in this way, because in some cases Trust Accounts are created which:do not involve.

the receipt or payment of Commonwealth moneys, while in other cases they are purely in
the nature of trading accounts which, for the most part; are scif-contained. At the same
time, where moneys are provided annually from Revenue and Loan Fund to finance Trust
Accouats, details of the estimated expenditure therefrom should be supplied to Parliament
in the Estimates.

A comparison of the actual annuel’ expenditure from. certain Trust Accounts with
the amounts transferred from Revenue and Loan Fund to Trust Fund' each year clearly
indicates that the estimates of expenditure shown in the annual Estimates are. often very
much understated, while in other cases the amounts transferred to Trust Fund are greatly
in excess of the actual annual expenditure therefrom,

In view of the defects herein di: it is. ded that' the principle should
be laid down that where moneys are regularly voted by Parliament for transfer to- specific
Trust A ts details of esti gross dit should be shown in the Estimates,
together with a line deducting from the total gross expenditure all. moneys' expected to be
available in the Trust Account for expenditure.”

70. Your Committee wish to leave over until further stages of our Inquity into the
form of the Estimates a full discussion of the desirability of including in the annual Estimates
some special section devoted to Estimates for the Trust Fund. Although not wishing to

prejudice our future consideration of this matter, we. think the notion of separate Trust

Fund Estimates may be based on what is in fact a false analogy from. the practice. in
connexion with expenditure from Consolidated Revenue Fund.
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71, What seems to us to be. of more importance is to ensure that, in the main
Estimates, which are the source of most of the moneys standing to the credit of the Trust
Fund, adequate attention is drawn to the appropriations made to the Trust Fund, We think
%hebmost‘ appropriate way in which attention could be drawn to these appropriations would

e by
(@) including in the Index printed in the front pages attached to the Estimates
comprehensive entries covering the Trust Fund; and
(i) the use of a clear and standard form of notation in the body of the
Estimates, on occasions when an amount is being appropriated to a
trust. account,

72. We suggest that one way of dealing, in the Index to the Estimates, with the entries
relevant. to the Trust Fund, would be to insert an entry entitled “ Trust Fund * (or separate
entries entitled “ Trust Fund—Heads of ” and “ Trust Fund—Trust Accounts™). We
observe that at present there is no entry as such for the “ Trust Fund ” or for any “ Trust
Account”. There are, of course, numerous references by title to heads of Trust Fund and
to trust accounts.. But even there, the reference is often not made clear. For example, no
mention i§ made, under the reference to “Postmaster-General's Department”, to the
existence of a trust account, nor under * Commonwealth Scientific and. Industrial Research
Organization ™ to. the existence of the Science and Industry Trust Account, nor under
“ Australian Capital Territory ” to the numerous trust accounts in respect of which funds
are voted.

73. Some indication of where, in' the Estimates, appropriations are made to trust
accounts or heads of Trust Fund would, we think, be of great value. It is not merely that
the entries would serve the convenience of those seeking fo ascertain what trust accounts
are involved in the annual votes, and that they would convey additional information to those
seeking it. There is a matter of principle involved. Tt is that to construct and introduce
a separate set of Trust Fund Estimates is tantamount to recognizing a second group of
accounts. Moreover, it would have the most far-reaching implications for the principles
accepted in connexion with the existence of the Consolidated Revenue Fund, The proper
course seems, to-be to.keep the transactions between Consolidated Revenue and Trust Fund
within the ambit of the Consolidated Revenue Fund. If this procedure does not prove
satisfactory, consideration could be given at a later stage to including estimates for some of
the larget accounts, in the Budget Papers, e.g. the Post Office Stores and Services Trust
Account.

74, Although Your Committee freely recognize the need for the existence of the
Trust Fund, we think it important that it should only exist (except for the heads of Trust
Fund that we have called “ trustee funds ") in-a relation directly and explicitly subordinate
to the annual Appropriation measure. We therefore recommend that, at this stage, steps
should be taken to provide adequate indexing. Should it later be decided that, as a matter
of principle, separate Estimates should be presented for the. Trust Fund, it would naturally
be. necessary to reconsider the entire relationship between the annual Estimates and
expenditure from the Trust Fund.

75. Furthermore, while the arrangements for the presentation of Appropriation
measures remain basically as they are at present, we are of the opinion that separate
Estimates for the Trust Fund would be likely to cause confusion. The reason is that they
would not be. “ Estimates ” in anything like the same sense as are the two sets of Estimates
now submitted to the Parliament (we recall that “ Supplementary Estimates” as such are
no longer to be presented). Expenditure from the Trust Fund may, by express authority
of the Audit Act, be made for any of the purposes of the head of fund or account. No
“ appropriation ” js needed and the * estimates ” would therefore be of information value:
they would, as the law stands at present, have no legal effect.

76, We turn now-to the second-of the methods-by which attention could be drawn
to appropriations to the Trust Fund: that of standard. notations in the Estimates
themselves. The Treasurer has already gone some way towards notation in the Estimates
when an appropriation is made to a trust account. As examples, we cite the Australian
Capital Territory Trust Accounts already mentioned. The Postmaster-General's
Department Estimates also make reference to the Stores and' Services Trust Account
operated by that Department. It might be possible to settle some standard form of
reference to- trust accounts in the Estimates. in order that appropriations to them ‘could be
picked up at a glance over the items, In the present form of the Estimates there is already
a standard form of wording for such items as Salaries, Travelling and Subsistence,
Postage, &c. It might be possible to. entitle appropriations to trust accounts * Trust
Account: for payment to . . . (here would appear the name of the account) ”. If
there. were: appropriations. to- several trust accounts (as in the case of the Australian
Capital Territory Accounts) they could alt appear-under the “ Trust Account” item.

See Chupter IX.
for fusther
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77. There is one further possibility upon which we make no definite recommendation
at this stage. It springs from the suggestion in the 1932 Committée’s Report that
where there is a regular appropriation to a trust account (or head of Trust Fund), details
of the estimated gross expenditure from the account in. the year of appropriation should
be shown in the Estimates, with g line deducting from that amount moneys expected to be
available in the trust account for expenditure. The net figure would be the amount in
respect of which an appropriation is sought, A reference to the Finance Statement would
then indicate whether the balance brought forward was being maintained at approximately
the existing level, or whether it was being substantially changed.

78. Since this is a matter that must be determined in the light of other decisions
on basic questions concerning the form of the Estimates, we do not at this stage' wish
to make a final decision. We note it for discussion at a. later date, A further comment
upon the problem of “net appropriations ” is included in Section (b) of the following
Chapter. (Paragraph 94.)

(c) THE REMAINING TABLES IN: THE BUDGET PAPERS.
79.. As we indicated in. Section (2) of this Chapter, the main issues of principle
concerning the publication of information on the Trust Fund arise in connexion with
the first table included in the Finance Statement and the Budget Papers.

80. In addition to. this first table, the. Finance Statement includes ten others
devoted to some aspect of the Trust Fund. The Budget Papers include only nine further
tables. The different number is explained by three detailed in respect of
Coinage being excluded from the Budget Papers. :

81. Your Committee are of the opinion that, with. the earlier presentation of the
Auditor-General's Report and' accompanying Finance S repetition of all these
tables is no longer called for. We recommend that those included in the Finance
Statement should continue to be presented, and in their present form, but that, with the
exception of the revised table that we have alrcady outlined, no special tables should
be included in the Budgét Papers, However; should, at some future time because of an
carliecr Budget or some other reason, the submission of the Finance Statement and
Auditor-General’s report lag behind the presentation of the Budget Papers, then the
contents of those papers might need to be again reviewed.

82, We think it important, however, that the Budget Papers contain a reference to
the additional information about the Trust Fund that will be available in both the Report

of the Auditor-General and.the Finance Statement. On many occasions. suggestions have.
o 22D,

been made that there should be more adeq cross-ref ing of the F

annually presented to the Parliament. This is a matter that in its full application is likely
to take a considerable time, Rather than wait for the whole job to be done, we suggest that
a start be made with the matters we have been discussing. Progressively, and in the. light
of experience, further cross-referencing could be included.

83, Finally, it will be observed that we have at this stage not recommended that any
changes should be made to the information, concerning the Trust Fund currently included in
the Finance Statement. That is because the information. there contained is in a category

different from that contained in the Budget Papers. It is part of the annual statement of,

accounts prepared by the Treasurer at the direction of the Audit Act. We think it better to
defer final consideration of these statements until we are able to consider in greater
particularity the Finance Statement and the principles governing the selection of its contents.
We defer that consideration for another reason: it seems to us to be linked to the question
of presenting Estimates for the Trust Fund, That matter, we have already indicated,
should be considered in the context of the Estimates rather than of the Budget Papers, a
purely information-giving document.

CHAPTER IV.—ESTABLISHING AND CLOSING TRUST ACCOUNTS.
(a) THE ESTABLISHMENT AND CLOSING OF FUNDS AND ACCOUNTS.

84, As explained eatlier, the Trust Fund is divided into two kinds of detailed,

accounts. In the first are the heads of Trust Fund and in the second are the trust accounts.
These two types of account are created in rather different ways,

85. Heads of Trust Fund are the original type of distinct fund within the. broad
Trust Fund section of the Commonwealth Public Account that are provided for by the
Audit Act. Unless there is in existence a separate head of Trust Fund that has been created
by the Treasurer under section 60 of the Audit Act, moneys received in trust for a person
or authority other than the Commonwealth Government by any person associated with the
Commonywealth Government are placed to the credit of the Trust Fund under the heading,
* Other Trust Moneys .  (There is only one head’ of Trust Fund entitled' * Other Trust
Moneys ", though most departments operate their own section of the Fund, and each
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depastment’s bafance at the end of the year is shown separately in the first Trust Fund
table.) But if at some stage it is considered that the moneys in question should be held
under a separate head of Trust Fund, the Treasuter is given power by section 60 of the
Audit Act so to direct. The heads of Trust Fund (“‘Funds”) so created are set out in
section 1 of the first Budget Papers table on the Trust Fund,

86. Sections' 27-29 of the Audit Act 1901-1957 provide for the payment to the
appropriate head of Trust Fund of private moneys collected by Commonwealth agents.
They read as follows:—

“27—(1) When under any Act any money (which by such Act is Disposal of

directed to be paid into the Treasury or to the Treasurer) shall come to the DEjais mongs

possession or control of any person in the public service or subject to the R

provisions of this Act by virtue of his office service or employment for or on g, g
account or for the use or benefit of any other person, such first-mentioned Vs
person shall pay the same and act in respect thercof and in regard thercto in Sobection w
like maaner as accounting officers arc required to pay and act with reference to amended by
moneys which shall come to their possession or control for or on- account of %% 196
the Consolidated' Revenue Fund or as near thereto as the circumstances of the
case will permit.

(2.) Such money shall be placed to the credit of * The Trust Fund® and
under such separate heads as may be directed by the Treasurer.

28~~(1.) When by virtue of his officc service or employment or of Public servants
any legal process whatsoever any moncy shall come to the possession or controf f,‘,’;'f,‘;“'.f‘:.‘},n,,,
of any person in the public service or subject to the provisions of this Act 1o place them
for or ont account or for the use or benefit of any other person and shall have in bank,
remained in such possession or under such control for such period as may be s
prescribed,. such. first-mentioned person shall pay the same into such bank atNZ, 1L
such place and in such manner as the Treasurer shall direct.

(2.) Such money shall be paid by such person as aforesuid to an official
account to be opéned by him in such bank; and all interest which shail become
due from such bank for or in respect thercof shall form part of the Consolidated
Revenue Fund,

(3.) No such person shall be answerable or accountable for any loss
that may happen through any such bank,

29, When any such money as last aforesaid shall have remained in such pa meat 1o
bank for three: months, and thereafier for such period (if any) not exceeding Bioisascoust
three months as the Treasurer directs, such person shall pay the same and actmosys,
in respect thercof and in repard thereto in like manner as accounting officers public servants.
are required to pay and act with reference to moneys which shall come tuﬂ;’j‘{\‘;ﬂﬁg{
their possession or control for or on account of the Consolidated Revenues.d.

Fund, or as near thereto as the circumstances of the case will permit; and such
money shall be placed to the credit of the said Trust Fund under such
separate heads as may be directed by the Treasurer.”

87. As described in Chapter 1. above, the 1906 amendment of the Audit Act
cenabled the Treasurer to establish trust accounts and to define the purposes for which, they
are established. Most of the accounts now shown in section 2 of the Budget Papers
table are trust accounts created under section 62a of the Audit Act. Frequently the
method by which an Act other than the Audit. Act will establish a trust account is to direct
that it be an account similar to those cstablished under section 62a. Thus section 25 of
the Science and Industry Research Act 1939 provides that, for the purposes of that Act, a
trust account is to be established and “shall be a Trust Account within the meaning of
section sixty-two- A of the Audir Act 1901-1957",

88. There is a number of funds established by Acts of Parliament that do not
appear in the Tt ’s St of Receipts and Expenditure of the Trust Fund for last
year.. The reason is that only funds statutorily placed within the Trust Fund' (under the
authority of the Audit Act or of another Act) are shown in the Treasurer’s statement of
accounts. Other funds and accounts, to which one or perhaps several appropriations may
be made, and for which there may be other sources of revenue, are not shown, except for
a.few that are included for reasons that we discuss in Chapter VI, below,

89. It has not in the past been the practice of the Treasurer to make any special
mention of heads of Trust Fund or trust accounts that have been established. or closed
during any financial year. Naturally attention would be. drawn: to the opening of a new
account because there-would be no balance brought forward from the previous year. Thus
in the Finance Statement for the year ending 30th June, 1956, several of th? Australian
Capital Territory Trust Accounts established during the year for use as working accounts
are shown with no balance brought forward from 30th June, 1955. But there is no
separate and comprehensive: note of new funds.or accounts opened during the year. The
closure of an is indicated by the appe of a nil bal carried forward to
the following year. Again, however, there is no drawing together of all the information
for any given year. (To this general statement of the position regarding balances brought
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and carried forward there are certain exceptions, to which we refer further in section (f)
of Chapter VI. The exceptions are accounts that continue from year. to year, but carry
forward no balance from one year to the next.)

90. Your Committee thik it desirable that some indication other than that

described above should be given when a fund or account is put in funds for the first time:
or when it is finally closed. We think the most appropriate method of doing this might be
to add a.footnote to the table that we have suggested should be included in the Budget
Papers. Alternatively, or in addition, a footnote could be added to the main table in the
Finance Statement. Its effect would be to note that during the year the fund or account
had been closed or put in funds. This would provide yet another means of conveying
information to the Parljament: in this case, whether the Treasurer is increasing or
decreasing the number of heads of Trust Fund and trust dccounts in existence.,

91. We discussed in some detail with the Treasury representative, Mr. Hewitt, the
arrangements made. for closing trust accounts, We recall that trust accounts may be closed
by the Treasurer under the authority of section 62A of the Audit Act. The relevant
sub-sections of section 62A read as follows:—

“ 62A—(4A.) The Treasurer may direct that any moneys standing to the Xnunedb’y )
credit of any Trust Account which are not required for the purposes of that}§3% 1917
Account and the balance of moneys standing to the credit of a Trust Accoun('ﬁ':"s‘a“';g‘"{
closed under the last preceding sub-section shall be paid as provided in thes 3.
next succeding sub-section,

{48.) Where any amount is required in with the last rted b;
sub-section to be paid, that amount shall, to such' extent as it was appropriated NgS% 1945
out of moneys standing to the credit of the' Loan Fund, be paid to the Loan
Fund and any balancc of that amount shall be paid to the Consolidated
Revenue Fund.”

92, In the normal course of events, trust accounts are closed by the Treasurer
when the purposes of the account have been discharged, or when there are no further funds
in the account and there is no likelihood of further credits being made to it. There are
also occasions when, before the Act itself was repealed, an account established by an Act
of Parliament has been closed by the Treasurer under section 624 (4).

93, On the face of it, the power to close Accounts may be rather more extensive
and hedged about with less qualifications than might be considered expedient. However,
bearing in mind the general principle that the number of trust accounts should be kept
to a minimum, Your Committee can hardly take exception to. it, Moreover, we were
assured that the Treasurer would never use the power except in general furtherance of the
purpose for which the Parliament had enacted the necessary legislation, or for which the
account had been established.

94, The Treasury gave us information concerning four Accounts that were closed
by the Treasurer before the parent Act was repealed. Reference is made to these Accounts
in the first section of the following quotation from our Minutes of Evidence. They are
Accounts established under the Geophysical Survey Act 1928, the Gold Tax Collection Act
1939, the Petroleum Oil Search Act 1936 and the Post Office Works Act 1937

“ CoMMITTER MEMBER~In the statement you have supplied I notice you say that
from time to time, pursuant to section 62A (4), the Treasurer has directed the closing
of trust accounts which have been t by Act of Parli . You specify four
accounts which were closed. Were they closed by. the Treasurer or by thé repeal of the
Acts?>—(Mr. Hewitt) By the Treasurer.

CommiTree. MEMBER,—In those. cases, when does legislative authority come into
operation to close an account and when is it closed merely by act of the Treasurer?—
(Mr. Hewilt) The repeal of a statute may fail to close an account in legal terms and-
the account has formally to be closed under the authority of the Audit Act. The
examples that I have given are examples' of accounts the purposes of which were
exhausted and which were closed by the general authority given- to the Treasurer under
the Audit Act, in advance of cventual repeal of the Act under one of the periodic
Statute Law Revision Acts. For cxample, the Geophysical Survey Act of 1928
established a. Trust Account for the purposes given in the statute and provided 2 sum
of £20,000 for those purposes. By February, 1935, the survey had been completed, the
baok ibing it had been published and sold and, as a matter of the facts of life,
there was no further use for the Account. So the Account was shut in 1935, although
the Act was not repealed until the Statute Law Revision Act of 1950.

Commitree: MEMBER.—Therefore, an account can be closed before the necessary
legislation concerning it has been passed?>—(Mr. Hewitt) Before it is repealed, yes. 1
gave that as an example. of an obvious. case where the purposes provided by statute had
been exhausted, There was no question of the Parliament establishing a trust account
xld Ithe. Treasurer, for other reasons, closing the account. There was no suggestion of
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CoMmiTTES MEMDER.—In that case, the Treasurer would notify you that the fund
was no longer required—or what would be the initinting procedure?—(Mr. Hewitt) The
initiating mechanism would be cither from the Audit Office, the Treasury or the department
utilizing the nccount—a query or a voluntary admission that the account was. no longer
required and that there were surplus funds in it which should be repnid to revenue. The
Treasurer would be advised to write on a picce of paper words to the cffect that he
hereby closed: the trust account pursuant to section 62a of the Audit Act.

CommrTree MEMnER—The term ‘writc on a picce of paper® docs not appeal to
me very much, I suppose that there would be a proper letter?—(Afr, Fewint) it would
be more formal than that, There would be a formal document which would be endorsed
in the customary manner, *Approved’, and then the initials and name of the competent
authority, followed by the date.

CoMMITTEE MEMBER,—Has there been any case where money has been kept in
an account after the repeal of the legislation?—(Mr. Hewitt) I know of one,

CommiTTEE MEMDBER—Was there any particular reason for that?—(Mr. Hewitr)
1 do not know the reason. You have here this morning officers from the Department
concerned who might be able to answer that question. It was the Aircraft Production
Trust Account, cstablished by Part 3 of the Supply and Development Act 1939, which
was repealed in 1948, The Account was not closed until 1956."

95. Your Committee were informed that hitherto there has been no regular review
by the Treasurer of trust accounts to determine whether or not they should be permitted
to continue in existence. It is our opinion that such a review ought regularly to be
undertaken, Unless this is done, heads of Trust Fund and trust accounts can be allowed
to languish on the books of the Commonwealth for many years although, were the rationale
of their existence to be examined, they would be closed. We note with satisfaction the
indication by the Treasury representative that in future a regular review will take place—

“CoMMITTEE MEMBER—I gother from what you have said that the Treasury
is now keeping an cye on these accounts with a view to sceing whether they have fulfilled
their purposes and are no longer required?—(Mr. Hewir) That is correct,

COMMITTEE MEMBER.—You arc making a regular survey of the situation?—(Mr.
Hewirr) It will be regular,

CoMMITTEE MEMBER—Will that be donc in connexion with the Budget each
year?—(Mr. Hewitt) T think it would be preferable to do it in the off period.”

96. We cannot regard it as part of our function to make such account by account
reviews as the Treasury will henceforth undertake. We conceive it as. our function to
exercise a general supervision over the use made of the Trust Fund and to examine particular
problems when they arise. Part of the necessary sequel to the establishment of the Trust
Fund is that the Treasurer should be responsible for its proper working, and as much as
anything else that means, in our view, that the number of heads of Trust Fund and trust
accounts on the books, and the balances in them, should be kept to a minimum, We
discuss the problem of the balances in Chapter V. below.

97. Pethaps we might add here that the review we have made of the Trust Fund
in connexion with our present Inquiry has not concentrated upon details. Our purpose has
been to elucidate and discuss the various principles governing the present use of the Trust
Fund. In addition, some of the. detailed results of our inquiries are mentioned in various
sections of this Report, particularly in Chapter VI, Tt will there be seen that the Treasury
has already been active in connexion with some of the less useful existing heads of Trust
Fund and trust accounts.

(b) THe PROBLEM OF AMENDING THE PURPOSES OF TRUST ACCOUNTS.

98. During 1953 the Auditor-General asked the Solicitor-General for an opinion
whether or not the purposes of trust accounts established by the Treasurer under section
624 of the Audit Act can subsequently be amended by the Treasurer. The short answer
to the question was that he has no such power.

69, The result has been that whenever the purposes of an account neegl, for some
reason, to be ded, it has been y to close that account qnd to establish another,
Since the year in which the opinion was given,, the Treasury has invariably followed the
practice of closing an account, the purposes of which _would' under other circumstances
have been amended, and of opening another with similar title and with the purposes
altered as requited. An example appearing in the 1956-57 Budget Papers is that of the
Aircraft Trust Account (now closed) and the Aircraft Production Trust Account (opened
instead of the Aircraft Trust Account).

100. One method of closing an account and opening another is to pay back to
Consolidated Revenue Fund (or if necessary to Loan Fund), under section 624 (4a)
and (4B) of the Audit Act, the moneys standing to the credit of the account to be closed.
They'are credited in the Treasurer’s accounts as miscellaneous revenue. Parliament
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would then appropriate fresh money to the new account. A further appropriation would
be necessary if stocks were transferred that had been purchased from the original trust
account (and. in that casc there would be an additional and equal credit to miscellancous
revenue). The general effect would be to increase both the revenue and expenditure. side
of the overall Budget. :

101. By adopting a special notation in the Estimates, the Treasurer has attempted
to avoid the effect of increasing by an equal amount both sides of the Budget. In the case
of the Manufacture of Munitions. and Munitions Production Trust Accounts and of the
Aircraft and Aircraft Production Trust Accounts the notation in the Additional Estimates
for 1955-56 is as follows:—

“ DEFENCE PRODUCTION TRUST ACCOUNTS.

Approptia-
tion.

£ £
1. Amount for payment io credit of Munitions Production Trust
Account . - - . . .. 1,064,714
1A, Less unrequired balance of Manufacture of Munitions Trust
Account .. .. - . 1,064,714
2. Amount for payment to. credit of Aircraft Production Trust
Account .. . . . .o . 300,608 .
2A, Less unrequired balance of Aircraft Trust Account ., .. 300,608

On some occasions, as for that of the C Ith Mica Pool Trust Account,
a small appropriation has also been made because the amount to be credited to the newly
formed account from the other account is less than that required by the new account, In
the case of the Commonwenlth Mica Pool (to which a portion of the assets of the Minerals
Production Trust Account were paid under the authority of Additional Estimates 1954-55)
an amount of £30,000 was appropriated to suppl the quired bal amounting
to £405,037, of the Minerals Production Trust Account. The relatively small actual
appropriation has the advantage that an approach to the Parliament for funds is
necessary.  Your Committee would favour the continuation of such practice, even if it only
involved a token amount, such as £10, in future transactions of this kind.

102. But to this method of avoiding an identical gross increase in both revenue and
expenditure (often called “net appropriation”) there are legal objections. The
Auditor-General brought the practice to our notice, at the same time questioning its legality.
The reason the doubt arose is that. no appropriation is considered by the legal authorities
to have been made in a.case such as that of the Aircraft Production Trust Account mentioned
above, We asked Mr. J. Q. Ewens, O.B.E., Parliamentary Draftsman, to appear before us
to explain the legal position. He quoted a portion of the advice prepared by the
Attorney-General's Department for the Secretary and Chief Inspector of the Audit Office
in connexion with the purposes of the Aircraft and Aircraft Production Trust. Accounts.
The relevant paragraphs read as follows:—

“FORM OF EXISTING APPROPRIATION.

14, I have. bascd my advice on the assumption that the moneys in the existing Trust.
Account have been validly appropriated for the purposes of the Account. I should, however,
point out that, in my opinion, no appropriation is made for thosc purposes by the
Appropriation Act (No, 2) 1955-56, Part 1. of the Schedule to- which mentions the Aireraft
Production Trust Account (Division 180K). The Schedule merely notes that there is an
‘amount (of £300,608) for payment to credit, of Aircraft Production Trust Account’, but
does not include any sum.in the appropriation column. -

15, In my opinion, the sum to be appropriated should appear in the appropriation

column, with a note to the cffect that a similar amount has been placed in the Consolidated’

Revenue Fund. as a result of the closing of the Aircraft Trust Account.

16, The proper cowse is, in my view, to close the present Trust Account and to
open a further account, with, if so desired, purposes wide enough to cover clearly expenditure
under headings (a), (b), (¢), (d) and (e) above, and to appropriate, in the manner
described: in paragraphs 14 and 15, for the purposes of the new Account, an amount
cquivalent to the balance of the existing Account.”

103. The Treasury have for some time been discussing the general question of “ net
appropriations ” with the Attorney-General’s Department, Indeed, correspondence on this
matter has been passing between the Treasury and the Parliamentary Draftsman since 1954.
The Treasury view is that it is undesirable for the gross receipts and expenditures of the
Commonwealth to be swelled by entries in, the Estimates such as we. have been describing.
With that view Your Committee find ourselves substantially in agrcement. Basically the
Fstimates are a document indicating, as accurately as may be, the actual disbursements that
are to.be made during a fi ial year from Consolidated R Fund, Such entries as
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‘the ones we have mentioned, involving' merely a minor change in the purposes of an

Account, and particularly when they involve amounts as large as are concerned in the
Mupitions Production and Aircraft Production Trust Accounts, arc apt to be positively

‘misleading,

104.. Nevertheless, we observe that the opinion of the Solicitor-General has the effect
of preserving for the Parliament the power. to scrutinize thetactions of the Executive when the
purposes of a Trust Account are being ded. Many d will be of minor
import; but occasionally there will be one of a kind that warrants Parliamentary scrutiny.
For that reason, Your Committee think that the present provisions of the Audit Act are
satisfactory, and would be averse from suggesting a provision that would cnable the
Treasurer on his own decision to amend the purposes of a Trust Account..

105. Your Committee notc that the Treasury has asked the Attorney-General's
Department for advice of a convenient method by which a net appropriation only need be
made to a newly established Trust Account whose' purposes constitute in effect an
amendment of those of an Account concurrently closed, The suggestions made to the
Parliamentary Draftsman in a letter from the Treasury dated 29th June, 1955, were that a
special provision might be inserted ecither in the Audit Act, or in each relevant
Appropriation measure. As yet, the Parliamentary Draftsman has not given a final reply.

106. Your Committee do not wish at this stage to make a final pronouncement of
our views on this matter.. Not only has it been raised with the Parliamentary Draftsman by
the Treasury; but the Second Committee, in the course of its Inquiries into the accounts of

the Postmaster-General's Department and into the Form and Content of the Financial &

Documents Presented to the Parliament, also raised this and associated. matters with the
Attorney-General. It seems to us. that this is a question properly relating rather to-the form
and content of the Estimates than to the Trust Fund as such, Partly this is because the net
appropriation technique affects the Trust Fund only indirectly. More especially, it is
because the. question of net appropriations arises in connexion with a large number of
entries in the Estimates that have no relation to the Trust Fund. Indeed, it is chiefly these
entries that will be affected by whatever solution is reached to the problem.

107. It seems that, before a final decision is made on this matter, further discussions
should be had between Treasury and the Parliamentary Draftsman. At a later stage, the
matter, might again be discussed by the officers concerned with Your Committee. [n the
meantime, we recommend that steps be taken forthwith by the Parliamentary Draftsman, in
consultation with the Treasury, to settle what are the alternative courses that might be
followed,

CHAPTER V.—THE USE OF TRUST FUND BALANCES.
(a) BALANCES AND THE EXPENDITURE OF FREE FUNDS.

108. The first table produced in the Finance Statement and in the Budget Papers
in- connexion with the Trust Fund shows, for each head of Trust Fund and trust account,
both the balances brought forward from the previous year and those carried forward to the

next year. In each case the bal are agg 1. The total bal carried forward
to 1st July in. recent years have been as follows:—

Carled Fotward to fst July. Section 1. Sectlon 2. Totl,

! £ £ £

1950* .. . . - . . 278,647,307
1951* .. . . o .o o 363,051,257
1952% ., . .- . .o . 489,728,706
1953 .. ‘e o . 276,873,385 289,698,100 566,571,485
1954 .. . . i 272,589,350 374,700,246 647,289,596
1955 .. . . 278,488,606 454,909,212 733,397,818
1956 .. . e b 325,849,557 492,540,271 818,389,828
1957 .. . . PP 340,750,763 563,696,663 904,447,426

*The separato Sectlons were not shown in the Budget Papers untll 1953-54,

109. It can be seen that over recent years there has been a very substantial increase
in the balances held in the Trust Fund. Although much of the increase has resulted from
appropriations to the: trust accounts inchided in’section 2, the increase in balances to the
credit of the section: 1 heads of Trust Fund' and trust accounts has not been inconsiderable,
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110. At the same time, however, the amount of investments held by the Trust Fund
has increased substantially. Consequently, the. great. rise in balances has not resulted in
even a proportionate increase in free balances, In, 1950, of a balance carried forward to
1st July, 1950, of £278,647,307, investments to the cost of £271,887,477 were held by
the Trust Fund at 30th June, leaving free baances of £6,759,830. 'The same figures in
respeet of 1957 are that the total balance of £904,447,426 (£818,389,828) was invested
to the extent of £893,770,065 (£809,695,765), leaving free balances of £10,677,361
(£8,694,063) (1956 figures in parenthesis).

111. Thus it can be said that at the present time (and'indeed it is true of the whole.

of the period during which the Trust Fund' existed) there have been few free funds with
which the Government could affect materially the pattern of the Budget or of anticipated
expenditure as disclosed in the annual Estimates. It is true that, in respect of each head of
Trust Fund and trust account, the operating authority has power to spend the funds
standing to its credit. But expenditure can only be made for the purposes of the fund or
account. The purposes are usvally carefully defined and with intent to prevent expenditure
except in furtherance of them. It is the duty of the Auditor-General or of the Treasury
promptly to bring to notice any unauthorized expenditure. Therefore Your Committee
conclude that, with the investment of Trust. Fund balances being handled as it is, thete is no
danger of substantial financial juggling. Nevertheless, we consider that the Parliament
ought to keep a careful watch over the extent to which free balances are invested, If at
any time substantial disinvestment were to occur, there might be real dangers that a
government could finance projects substantially in excess of the. amounts approved by the
Parliament for expenditure during the year from the Consolidated Revenue Fund.

112. The eventuality to which we have just alluded will be merely hypothetical
unless it is possible for the government to disinvest the Trust Fund in such a way as to
make the moneys available to it in cash form. We discussed this matter with the Treasury
representative who told us that in the first place there is a regular review of the free balances
standing to the credit of the Trust Fund. In connexion with the £8,694,063 not invested
at Ist July, 1956,* we received the following informationi—

* CommiTTEE MEMBER—RoOUghly £9,000,000 appecars not to be taken out in
investments, Where would most of this balance be found? Would it be scattered through
all the accounts or is it mostly in the general Trust Fund?—(Mr. Hewir) It would be
seattered through the accounts. One would have to compare the invested amount of each
of these funds with the balance of the particular trust account to find what was the
uninvested balance although the great majority of them are grouped under the heading: of
the General Trust Funds,

CoMMITTEE M) 1 think you i that there is a more or less continuous
review of the funds which are ifable for i Is it a i process
or periodical process?—(Mr. Hewitt). There is a continuous-—daily~—review of the
cash requil of the: Ith, that is the amount required fo be. kept in the
banking account. In the case of the trust funds, the balances are reviewed periodically as
cash becomes avajlable from intercst payments or maturing sccurities and' there is, in the
latter part of the financial year, a formal investment of the General Trust Fund balances
to provide for subseription to loans.

CoMMITTER MEMBER—What exactly do you mean by periodic?—(Mr. Hewitt)
Let me take one particular account, the Lend Lesse Settlement Fund, It is reviewed
periodically in the sense that our United States colleagues and ourselves cither make & note
on the calendar or follow the date on which additional credit will come into the account
such as when sccurities or fixed deposits mature, We are advised a few days before the
cash balances become available and following that the Treasurer agrees to the investment
being made,

CoMMITTEE MEMBER.—With regard' to the General Trust Fund did I understand
you to say that it is reviewed towards the end of the year—(Mr. Hewitt) There are
quarterly investments of the General Trust Fund;

CoMMITTEE MEMBER~—I Was wondering whether the teview was related to new
issues. of Commonwealth loans, the. Treasury Bill situation or the general credit. of the
Trust Fund?—(Mr. Hewitt} An investment is made during the course of the year, in the
first three quarters. It is a temporary investment in Treasury Bills. Then, in the last
quarter of the year, the terms and conditions of the Special Loans are settled and, on the
maturity of the Treasury Bills, the General Trust Funds are invested in the Special Loans
raised.”

113, We also inquired what procedure would be followed were a government at
any stage to decide substantially to reduce the level of investments of the Trust Fund or of
any paiticular head of Trust Fund or trust account. The discussion took place in
connexion with the National Welfare Fund. At 1st July, 1956, the balance standing to the

' * Tbo amount at 13t July, 1957, was £10,677,361,,
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¢redit of the: Fund was. £193,124,340,* vistually all of which was invested in Treasury
Bills. The methods by which the invested balances could be replaced by cash are:
(i) to appropriate funds for the purpose of, redeeming the securities;
(i) to fail to renew investments as they mature (which, in the case of the
Treasury Bill investments taken up by this Fund, would not involve a
long waiting period); and
(iii)- to borrow money and with the proceeds of the loan redeem the securities.
1f the operation were simply to be one by which long-term securities replaced Treasury Bills
(thus yielding a higher rate of interest), it could, as explained by Mr. Hewitt, be performed
in the following ways:—
“ COMMITTEE MEMBER~—In June, 1946, there was a credit of £193,100,000 in the
National Welfare Fund. The inferest on that was £1 per cent, In the cvent of it being
decided. that the Fund chould. be increased by taking advantage of the normal ratc of
interest that is available to other people, what would be the procedure? If you wanted
to disinvest the National Welfare Fund, how would you go about it?—(Mr. Hewitf) ‘The
Treasury Bille would be redeemed or looking at it from the point of view of the National
Welfare Fund itself, the Treasury Bills would have to be releascd, that is either held until
maturity on 30th June next or sold. Looking at it from the Commonwealth point of view,
if on 30th June these internal Treasury Bills were not rencwed and the balance of the
National, Welfare Fund' Trust Account had to be replaced by cash, then the cash would
have to be found in another manner. One other manner available would be to borrow
money under a loan-raising authority which would provide cash for redemption of the
Bills. There would then be a holding of cash in the public account attributable to this
balance in the National Welfare Fund Trust Account. The cash could then be invested
in another form of security, c.g, another Special Loan carrying a longterm rate of
interest and a long-term maturity rate. The cash would then flow back into the Loan
Fund and from the Loan Fund it could be used to redeem the Bills jssued to the bank for
raising cash.”

114, Your Committce observe that if invested balances are cashed by means of a
further appropriation, there is no cause for complaint. The Parliament has had full
opportunity to examine the appropriation and its likely consequences. The only ways to
find cash for securities that had been allowed to mature and were then redeemed would
be to use funds already appropriated to the National Debt Sinking Fund or a similar
account, e.g., the Loan Consolidation and Investment Reserve Trust Account, or to
borrow money from the Commonwealth Bank on the security of Treasury Bills not held
as an investment of the Trust Fund.

115, The third method mentioned above is to use loan funds. We note that,
under standing legislation, it is possible to raisc a loan without the authority of a new and
specific Act. ~Although the Parliament has, in accordance with the provisions of section
57 of the Audit Act, exclusive right to authorize the expenditure of moneys standing to
the credit of the Loan Fund, there is standing statutory authority for the use of loan funds
to redeem securities. The Parliament would really have little. opportunity to examine, in
advance of its being done, an encashment of this kind that was made possible by a loan
raising, and although in the recent past such a procedure has not been used to any
significant extent, it could be followed in the future.

116, Thus it appears that the only currently available means of redeeming
securities held as an investment for a head of Trust. Fund or trust account which would
provide that fund or account again with free funds but would not require specific
Parliamentary approval would be for the Government to use the cash available from an
issue of Treasury Bills. It is possible that loan funds might in' the ‘future constitute a
further source from which a Trust Fund could be placed in cash without specific
Parliamentary approval. Your Committee state categorically our view that the kind of
transactions just mentioned cannot effectively be proscribed by legislative process. Were
action such as this ever to be taken, it would be 2 matter of the highest political import, It
would cease td be a matter concerning Your Committee: it would be a question that ought
to be taken up (if at all) by the Parliament, and possibly the country, as a whole, We feel
certain that nothing of this kind is likely and. are confident that, were it to come about,
appropriate steps would be taken.

{b) THe MACHINERY OF INVESTMENT.

117, Section 628 of the Audit Act provides that the Treasurer may invest moneys
standing to the- credit of the Trust Fund in securities of or guaranteed by the Commonwealth
or any State, or may place them on deposit in any bank. As we have already described,
the Treasurer has used this power to ensure that very little money is left lying idle. The

* At 1st Toly, 1957, the balanoe ws £195,062,310,
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reason for this is, of course, that by thus investing the moneys the Commonwealth is making
the most economical use of its cash—.

“ COMMITTEE MBMBER—I. understand there is nothing to compel the Government
to invest money standing to the credit of the Trust Fund. Can you expluin the main reason
why this money is invested where there is no compulsion to do so?—(Mr. Hewitt) 1t.is to
ensure the most ical use of the C s cash,

CoMMITTEE MEMBER.~I am not speaking of the Welfare Fund)—(Mr. Hewin) 1
appreciate that.  Cash comes to: the Commonwealth from three sources, the Consolidated
Revenue Fund, the Trust Fund and the Loan Fund and it is required for expenditure from
any one of those three funds, Cleatly if any large balance in the Trust Fond of say
£800,000,000 is not to be invested: but to be held in the form of cash then the cash needs
for payments from the Loan Fund and Consolidated Revenue Fund have to be met, by
borrowing from somebody clse, which would be just a waste."

118. The investment of moneys standing to the credit of the Commonwealth's Trust
Fund as it now exists is a task of considerable magnitude. Full particulars of the investments
are contained in the Finance Statement, A similar, but not so complete statement is
included also in the Budget Papers. The difference between the two is that details of some
of the major funds, g, the Defence Forces Retirement Benefits Fund and the
Superannvation Fund, are not given in the Budget Papers, Your Committee. recommend
that in future the Budget Papers. table be not prepared. We think the fuller details included
in the Finance Statement are preferable. For reasons' discussed. above at patagraphs 44
and 45 and 84-87 we think it unnecessary to duplicate this information,

118, We inquired whether any central jnvestment authority exists to advise those
who have charge of heads of Trust Fund or trust accounts. We were informed that there is
no such central authority, In respect of most of the heads of Trust Fund or trust accounts,
the Treasurer makes the necessary decisions. The funds and accounts for which he is not
directly responsible, and which we discuss in Chapter VIL below, are normally invested at
the discretion of the administering board: or trustees. The Treasury representative pave us.
the following interesting information on this matter:—

* CoMMITTEE MEMBER—When Mr., Hulme was speaking carlier on Treasury advices
he read o portion of a statement, What we are interested jin is the machincry that exists.
and the method of investment of trust funds, You informed vs in November on the general
question of investment of funds standing to the credit of heads of fund or accounts. The
Committee found' that, with the exception of the funds listed in the Financin} Statement Table
21, available balances were grouped together under the heading of * General Trust Funds

should be made-out of the funds as separately listed in Table 217—(Mr, Hewiu) There are
for some of them. ‘The Defence Forces Retirements Benefits Fund operates under the control
of a board, as does the Superannuation Fund and the Parli Yy Retiving All

Trust. The Insurance Deposits Fund mercly lists the deposits which the individual insurance
companies themselves have lodged. with the Treasurer, so they make their own decisions
under the siatute. There are others such as the Endowments Fund and' the Forestry Fund,
the il of which is provided’ for by an Act which is administered by a Minister,
and- thereby the Minister is the authority controlling the roney, For the rest, looking
quickly at them, the Treasurer is the authority deciding upon the investment, subject to the
qualification that in the case of such a fund as the Lend-Lease. Settlement Fund he. is
guided, by the advice of the persons who are to derive the benefit of the money—that is,
the United States Government through its Embassy here in Canberra.

CoMMITTEE MEMIER—Ts that only a fairly small proportion of the total?—(Mr,
Hewitr) The moneys in that group include the National Debt Sinking Fund of £238,000,000,
which is under the contral of a ission and the. S ion Pund of £45,000,000,
On the other hand.the Parli ¥ Retiring All Trust has £200,000 and the Forestry
Fund is £17,000. They vary in magnitude,, .

CoMMITTEE MEMsER~—Do those bodies review regularly the securitios they hold
or do they only consider investments as fonds become available from maturing securities
or outside sources?—(Mr, Hewit/) 1 have no real knowledge of the activities of the
National Debt Cq issi or the S ion Board or the Defence Forces Retirement
Benefits Board. My i ion is that the § ion Board, for example, watches very
keenly and carcfully their investment portfolio, “They are very active in their examination of
it, or at least the Actuary is very active in, watching over it. The United States authorities
are keenly interested in maturity dates and intcrest payments in their particular account,
More than that I really cannot tell. The insurance companies are, We quite often have
changes in the form of deposit. A company may decide to withdraw a deposit of inseribed
stock because it wants the security and may replace it with title deeds.”

120. Your Committee rccord that we are satisfied with the arrangements as
described.  While there is some merit in the suggestion that an independent investment
advisory board should be established, we consider that the Treasury is at present exercising
the right degree of surveillance, and have in mind also that there may often be matters. of
policy involved in deciding upon the government portfolio, For that reason an independent

3.

body is unlikely to be suitable (or aceeptable), We note also that the Commonwealth
Actuary watches over the general balance of the portfolios held by independent bodies
such as the. Superannuation Board and Defence Retirement Benefits Board, which have
power to make We der desirable some relationship of this kind to
Investing boards,

121, Since under the Audit Act the Treasurer may invest in Commonwealth or State
Government securities, we inquired what proportion of investments held by the Trust Fund
are those of the Commonwealth and what proportion of funds is invested in secusities. other
than those of the Commonwealth, In round figures, investments of the Trust Fund

epr ed by Cy Ith securities were £770,000,000 out of a total investment of g, 375-37,

£809,000,000 at 1st July, 1956, leaving some £39,000,000 for other approved securities.
Of the amount of £770,000,000, £232,000,000 was held in the form of Treasury Bills, and
the remaining £538,000,000 in other Commonwealth securities. The Auditor-General
provided us with a statement in which he set out a summary of the investments of the Trust
Fund at 30th June, 1956, They were—

* Commonwealth Stock and Bonds . Ve .
Commonwealth Treasury Bills .. .. . o + 231,600,000
Semi-Goveromental and’ other guaranteed investments .. o 37,081,878
Sifver and Bronze Bullion, &, .. . ‘. .. o 3,474,158

809,695,765 "

We suggest that it might be appropriate to publish these details each year either in the g,
Finance Statement or in. the Auditor-General’s Report upon it as well as in the Budget Papers, 67

122. Most of the £232,000,000 of Treasury Bills on issue at 1st July, 1956, were
invested on behalf of the National Welfare Fund "(£193,000,000 at 30th June, 1956).
Your Committee asked why that Fund was invested solely in Treasury Bills, rather than See Qs

being taken out in other forms of Commonwealth securities, We understand that, for J:i8

policy reasons settled prior to the inception of the Fund, the Government decided that its
balances should be invested in short-term securities, The general purpose seems to have
been to prevent the balances in the Fund: being tied up in such a way as to make their
rapid utilization difficuit. The Treasurer, in the second reading speech on the National
Welfare Bill 1943, said—
“In the carlier singes, however, the. Fund will build up some credit balances. These gxmipr
will be used later when the Welfare scheme reaches full operation. No. 34/6.
These balances will not be allowed to remain idle.  Seetion 628 (1) of the Audit
Act provides. for the investment of Trust Account balances.
I the balances are invested in Government securities, a useful source of temporary
finance for war purposes will be provided. Later, as greater demands aro made on the
Welfare Fund, the sceurities would be realized as required for the socinl welfare purposes
approved by Parliament.”

123, In 1952 the National Welfare Act was amended. The effect of the amendment
was to alter the basis of the appropriation from Consolidated Revenue Fund for the
purposes of the Welfare Fund, The Treasurer indicated that, under the policy of investing
the balances in Treasury Bills, they would increase each year by approximately
£1,800,000. The Treasury advised us that—

“. . . Had the policy of investment in Treasury Bills been varied, the balance of the

Fund would have been increasing at a greater rate, contrary to the advice given to the No. 346

Parligment in 1952.”

124, The remainder of the £231,000,000 worth of Treasury Bills on issue at Ist
July, 1956, was invested on behalf of the Loan Consolidation and Investment Reserve
(£10,000,000) and the “ General Trust Funds ® (£29,000,000).

125, The Finance Statement table showing particulars of investments of the Trust
Fund sets out details of investments under the relevant heads of Trust Fund and trast
accounts. In addition, there is an item entitled “General Trust Funds”, under which
heading an amount of £151,269,404 is shown as being invested at 30th June, 1956, In
“‘General Trust Funds ” are included the bal ding.to the credit of the Trust Fund
after all the individual decisions in relation to particular funds or accounts have been

taken. This conglomerate entry is used to simplify the procedure of investing Trust Qs. 185-162,

Fund balances. The aggregate balances are taken and invested without attributing the
inv to each indi and separate account,

126. Under section 628 (3) of the Audit Act, all interest received from, the qs 274081,

i of moneys standing 1o the credit of the Trust Fund is, unless an Act otherwise
provides, to be paid o Consolidated Revenue Fund. This provision was included because

£ Exhidit No.
537,539,720 %, page 3,

gr.nralmph
e,



Q. 280.

Qs. 218, 279,

Exhiplt
No. 3413,
page 2,

Q. 159,

Q.282,

See paragraphs
l!-lpi lb‘nvg

32

it was considered desirable that, unless there were a special reason why jnterest should.
be credited to the individual head of Trust Fund: or trust account, it should be paid to
Consolidated Revenue Fund, This had the effect. of. avoiding the. .accumulation, of undue
credits in the funds or accounts. Morcover, when: it is. borne in mind. that most ‘of the,
investments of the Trust Fund are in Commonwealth securities, it seems only sensible that
the actual burden upon the Consolidated Revenue Fund should wherever possible be
avoided. The gencral principles involved were explained to us: by Mr. Hewitt in this way—

* CoMMITTEE MEMBER-~When we climinate, as I take it we have, the special: trust
accounts, we come to the main bulk of trust accounts. where the interest is paid to
Consolidated Revenue. Is the provision in the Audit Act that the revenue should be paid .
into the Consolidated Revenue Fund in the nature of a dragnet clause to cover all funds
or is it a statement of a principle of finance which applics unless legislative provision is.
made otherwise?—(Mr. Hewitt) I think it is the latter. There is no recorded reason for
this provision in the Audit Act, The decision was put on the file in 1905 by the then
Treasurer that the Bili should be drafted on the basis of providing that interest from the
investment should. be paid to the Consolidated. Revenue Fuad unless Parliament determined
otherwise, I infer, therefare, that it was the principle of paying ali moneys received to
the credit of Consolidated Revenue. and that if Parliament wanted to provide more money
for. the purposes of any one trust account it should be by deliberate decision to appropriate
and the trust account should ot be alfowed to increase, without Parliamentary approval,
by investment leading to interest receipts,

COMMITTEE MEMBER—This matter raises the question of the - Commonwealth
lending money to itself. s it the general feeling that the Commonwealth should pay interest
into the Revenue Fund only when somebody else’s money is not concerned? If so, how
does one justify the payment of interest on some of the funds in Table 2! that are solely.
comprised of Commonwealth funds—for example, the National Welfare Fund, the Swiss
Loan, Fund and the National Debt Sinking, Fund?—(Mr, Hewitt) I think that where
moneys belong to other persons there is little ive to crediting the particular
account with- interest that might' be carned from: any investment of moneys temporarily
unused, For the other exceptions let me illustrate by taking the example of the National
Debt Sinking Fund which you mentioned. The purposes of the Fund were well established
by Statute to be for the longt d ion of the: C Debt,, 1 think. it
was recognized in the discussions at the time that necessarily the. Nationai Debt Commission's
activities on the market would be circumscribed by what was offered and the prices of
security that were offered. Its purposes for cancelling debt could not be exactly matched
with the cash it had available. It was recognized that there would be times when balances
would exist because the money could not be convenicntly used for debt redemption purposes,
It was quite proper to provide that any interest earned would accrue to the National Debt
Sinking Fund. On the other. hand Y think the opposite holds good in connexion with the
bulk of the accounts. For example, take the Law Libraries Trust Account, Parliament
decided that a sum should be set aside for the purchase of law books. for court libraries.
If the administering department finds itself unable to purchase. the books at a particufar
moment and- the money is resting in the account, there is no reason. why there should be
more cash to spend on law books just because interest might acerue on the balance held”

127. In general, the interest accruing on the investments of the heads of Trust Fund
and frust accounts set out in the table of the Finance Statement showing particulars of
investments is credited to the fund or account concerned. But to this general rule there
are cestain exceptions. Interest.on the investments of the numerous accounts making up
the * General Trust Funds ” is paid to the Consolidated Revenue Fund. The iaterest on
the investments of the Bankruptcy Estates Fund is credited to the Bankruptcy Suitors Trust
Account, and js the only source of revenue for that Account, Interest on the Insurance
Deposits Fund. is paid to the depositors.

128. The policy of actually paying, interest from Consolidated Revenue Fund to
heads of Trust Fund and trust accounts involves the Commonwealth in a considerable
annual internal interest burden, Although the transaction is only a transfer from one
part of the Commonwealth Public Account to_another—from Consolidated Revenue Fund
to Trust Fund—real funds are involved: within the Commonwealth Public Account there
is a suitable bookkeeping entry: but the entries relate to actual public moneys, In
1955-56 the interest pay from. Ce i d R Fund to Trust Fund ‘was. of
the: order of £25,900,000% of a total Commonwealth interest burden for the year of
£53,000,000 (excluding_interest paid by the. States on Commonwealth-State Housing
Agreement Advances), But, as already indicated, the interest on * General Trust Funds™
investments is returned to Consolidated Revenue Fund; Using figures computed on the
same basis,* this was of the order of £5,500,000 and thus reduced the net Commonwealth
liability for internal i to approximately £20,400,000.1

hauneamounts of £25.9 million and £5,5-milllon are taken from tho Budget Papers 1935-36, Tablo 12_and represeat the smaownt. at
Joad pate been peld during 193556, hud 1heporfolloy during the year boen 83 they were at 30(h Jaoe, 1558, (NG Semmoa ol ookt
1956-57 are {uilion and,£2.0 miflion) No figures are readily available In respect of tho grots Commenwealth Hsbiiey Toc oo on
pill aad securlties held by, Itz bul tha Finance Statement for 1985-6 shows tn actual credit 1o Contolmica Revenun Pk by Muersst
tnterest on invesyments of * General Truss Funds ™ of £7.0 million (£5.5 milion In 1956-57); ' : ¢
*1 £28,2 willion a 1956-37, :
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(¢} SeEciaL Loans.

129, In recent years the Commonwealth has floated what have been called * Special see

subseribed at the end of the year and from moneys ¥

Loans . These have usually been

Generally
283273,

standing to the credit of the Trust Fund, The issue of securities has been made with the

approval of the Loan Council and the terms

and' conditions have approximated to those

applicable to the previous loan raised on the open market. In the six years since 195 1.52,

when the first Special Loan was raised, the amounts subscril

Commonwealth have yielded almost exactly the same as have

Loan Council governmental' borrow

ing programmes,

bed from the resources of the

other loans raised under

130. We print in Appendix No..2 details. of Special Loans raised bet 195
1956, together with the Trust Fund sources from pwhich they ot Subseribad > g

amounts raised (face value) have be,

en as follows;—-

were subscribed. The

£
June, 1952 ., . . .. o - frmmine
Tune, 1953 . .. . . . . igg:ggglggg i
June, 1954 ., . . o .- .« 80,000,000
Juge, 1955 .. . - . . .. 48,000,000
June, 1956 . . . o «v 93,000,000
June, 1957 . ‘e . . 99,000,000
. 131, Your Committee asked that the procedures connected with the raising of
tS}{Jaetcml Loans should be explained and. were informed by the Treasury representative

*“The first step is the appropriation. from the Consolidated Revenue Fund for the

purposes stated in the legislation.

which blished the Loan Consofid: and R

trust account for the purposes

Commonwealth debt. That Act appropriated the s
purposes from the Consolidated’ Revenue Fund.

This story could well commence with the 1955 Act Q254
p p

eserve Trust Account as a

c ¢ pu s of the Audit Act. The purposes of the Trust Account are
stated in the legislation itself and, paraphrased, they are the redemption of the

um of £48,500,000, I think, for the
That amount, under the authority of

that special appropriation, was debited to the Consolidated Revenue Fond ang paid to ;‘5.'&5:.%3."4'0

the' credit of the Trust Accou,
Account for the purpases of t

nt, It then becomes available for

he Account which are debt redemption,  Until such. time

as the Qa}nncc is‘ used for the purchase of securitios on the
of seeuritios, or in paying off non-converiers on maturity, the cash is available, in any
case, under the. authority of the Audit Act, for investment, but also under the authority of
the establishing Aet, itself, which provides that moneys may

Commonwealth securitics.

During: the. course of the financial year Loan. Coun

. above for
v expenditure from the Trust abovefor
the Act,

market and the cancellation

be used for investment in

cif approval is given to the

loan raising which will be subscribed to by the Commonwealth in accordance with its

of this Trust Account. The mechanics are the equivalent of drawing a cheque which does

not extinguish the balance of th

of the Trust Account. The amount is

¢ Trust Account because it is not

represented by Commonwealth securities which, are thereaf

the Trust Account. The cash. re

expenditure for the purposes

for the purpose of an investment which is

held as the i of

course, a credit to the Loan Fund, It is pait of the loan raj

and from there is all d'in

with a

presented by the subscription becomes, in the normal

sings of the Commonwealth

to the States for their work:

There remains the use

d by the Loan Council

Pp:
! s requirements, That is the investing part of the story—
the investment of the available cash balance, ¥

of the moneys appropriated and

paid to the Trust Account

for the purpose of debt redemption, That depends on the securities which have to be
redeemed ang are not converted. There is an entry in a table i the Budget Papers” on
page 130 which shows, for example, the cost of the Commony

redeemed duiing, the: Jast financial year from the Loan Comsolidation and Investmient

Reserve, I refer to the sum

corner of the table, That Tepresents,

of £28,000,000. in the column

expenditure from the Trust Account for its purpose of debt

132, The Commonwealth has

year that the overall cash position of the Co

wealth securities which were

at_the bottom right hand

not an investment from'the Trust Account, but

redemption,”

> ! in the past raised only one Special Loan during, each
year, The loan is floated late in the year because it is only towards the end of the financial Qs.258-259.

mmonwealth becomes favorable, Subscriptions

to Special Loans;ha_ve‘ often jncluded the Australian currency proceeds of loans raised
overseas, There is, 1t seems, 10 special reason why the loans raised overseas are included
with domestic funds in the: single Special Loan. Partly it would be because it is convenient

to conduct only one internal loan operation;
pursuance of the Government's undertakin,

Australian currency proceeds, of overseas borrowings,

. 133. Securities issued for a Special Loan are identical with those: issued for public
loaits and' ate thetefore marketable, shiould that course be desired. They are, as we have

mentioned, issued on ‘ferms and
borrowings, -and thére iy nothing in.
F.6390/57~3

conditions similar to those
the’ sccurities themselves to

basically the two operations are merged in
g to make available for domestic use the

determined for public Q260
differentiate: them from



Q..

See Chapter 11,
above,
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ordinary publicly issued bonds. The terms of the overseas loans range throq;r’h periods of
maturity similar to those of Commonwealth s scurities; but would not necessarily correspond
exactly to those of the Special Loan in respect of which the Australian proceeds are used,
However, though such differences might conceivably create difficulties, we think there is no
cause for concern because they represent so small a proportion of the total borrowings of
the Commonwealth, It is in fact possible, with obvious limil for the C lth at
any time to dispose of the securities issued for Special Loans—
“ CoMMITTEE MEMBER—Do these internal loans always remain as internal loans?
Are the sceurities never sold so that they become n public issue rather than a private issue?
—(Mr. Hewitt) They could. be sold, The securities. are identifiable with and are the same
as the sccurities' that are marketed and they could' be sold. 1 think some have been sold
to the Commonwealth Bank. These. are: very large sums and none have been passed out
to brokers for sale on the Stock Exchange. It would be just out of aif proportion with the
current turnover.”

134. As we indicated in Chapter IT, when di ing the surplus provision
of the Constitution, the Commonwealth has in recent years used the Trust Fund' as
repository for large amounts of money that have been, as a matter of Government policy,
sct aside to provide for the enormous volume of securities. that.mature over the next few
years. Pending disbursement the funds have been used to assist in meeting commitments in
fields outside those for which provision has in the past been made in annual Budgets,

Those commitments derive from the shortage of loan funds at the present time, Had it.

not been for the existence of the Trust Fund, the Commonwealth would have found it
difficult to provide for the heavy obligation it finds itself called upon to meet.

135. Your Committee regard these arr genme for the disposal of bstantial
portions of the total Commonwealth Budget as pertaining to matters of high financial and
cconomic policy. In that context they do not, and may not concern us. Our function is
to ensure that the accounting arrangements made for them are in all respects satisfactory.
It is at this point that we suggest that improved methods might be adopted.

136. In Chapter II, (paragraphs 41-43) we indicated our view that it is desirable
for the Treasurer to make explicit, when presenting the annual Estimates of expenditure,
the order of the amount he anticipates will be appropriated to the Trust Fund for loan
consolidation or redemption purposes, We consider that the raising of Special Loans is a
corollary to those credits. We therefore recommend that some means be devised that would
relate the credits to the Trust Fund for loan consolidation and redemption purposes with
the investment of it in Special Loans. There is at present, attached to the Budget Speech,
a statement that tells the story in retrospect, and one that tells part of the story in
prospect. What we are seeking is a method by which the Parliament can be advised in

d of the arrang being made, as it is of all major proposed expendl_n:lres from
Consolidated Revenue Fund. Since the Loan Council has already met, the decisions have
all been made, and more details. should be included than are at present.

137. Your Committee recognize that, in contrast to expenditure from Consolidated
Revenue Fund or Loan Fund, there is no need to obtain particular Parliamentary approval
to investment of Trust Fund balances: it has been given in section 628 of the Audit Act. In
respect of trust accounts, the necessary authority for expendmllre qf any balances (as distinct
from their investment) exists in a special Act or in a determination by the Treasurer under
section 624 of the Audit Act of the purposes of the account. However; for the trust moneys
to be available for investment in Special Loans a prior appropriation must have been made
by the Parliament. Hitherto, as we have _alraady observed, only. the minimum qurmat_xon
has been given, and no ceiling amount is fixed for qxese Special anns. We think it a
matter of great importance that full advice should be given to the Parliament, Thus, when
being asked to appropriate up to a defined amount for the purposes of the Loan Consolidation
and Investment Reserve (or whatever other trust account may from time to time be used for
this purpose), the Parliament should be advised also of the d.etall.s,.or 1f_ no detaﬂ:s are
available of the general order of magnitude, of the: amount which it is anticipated. will be
available for investment pending application of the money for redemption purposes. Not
to be advised whether, of an amount of £100,000,000, one-tenth or the whole is to be
used for investment in Special Loans or for redemption purposes seems to us to leave
something to be desired.

138. Your Committee venture the opinion that the investment provisions included
in the Trust Fund portion of the Audit Act were never envisaged as authorizing procedures
such as are now in operation for Special Loans. Just as the. original conception of the
Trust Fund and of the purposes for which it would be used have expanded, so now are the
investment clauses of the Audit Act being used to sustain investment on a scale never

conceived by their framers. Nevertheless, Your Committee can see no alternative. It is.

essential that Trust Fund moneys be invested. It is also probable that any attempt to
place a limit on the amount. of investment that might be made by the Treasurer without
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some sanction of the Parliament would result in substantial impediments to the efficient
handling of the balances available in the Trust Fund. Such a situation Your Committee
would not wish to bring about,

139. 1t is true also that the highest loan raising authority in the land, the Loan
Council, approves the amount, terms and conditions  of Special Loans raised by the
Commonwealth. Nevertheless, we confess that we are uneasy with this state of affairs,
Unless arrangements such as we have adumbrated in paragraphs 42 and 137 above can be
made to ensure Parliamentary scrutiny at the appropriation stage, there is no opportunity for
the Parlisment to examine the use that s intended for the funds being appropriated. In the
case of ordinary revenue, the Parliament has an opportunity to discuss both the methods by
which it will be raised and then its appropriation from Consolidated Revenue Fund. In
the case of Special Loans it has had very little opportunity even to ascertain the position
until the following year.

140. Your Committee have already quoted the appropriation clause of the Loan

lidation and I Reserve Act 1955, We now quote the purposes for which
the funds standing to the credit of the Reserve were authorized by the Parliament to be
used—

“6.—(I.) Moneys standing to the credit of the Rescrve may be applicd Purnoses of
in repurchasing or redeeming securities which represent portion of the public Reserve
debt of the Commonwealth,

(2.) S S0 repurchased or reds shall be and the
amount of the public debt of the Commonwealth shall be reduced, accordingly,

(3.) Until moneys standing to the eredit of the Reserve are applied as
provided by sub-section (1.) of this scction, those moneys may be invested in
accordance with section sixty-two B of the Audit Act 1901-1955, as modified by
the next succeeding section.”

141, The Act specifically permits the Treasurer to invest the moneys standing to the
credit of the Reserve as if they were invested in accordance with the normal provisions for
the Trust Fund, except that they may not be invested in the securities of the Government of
any State. By implication, these clauses suggest that Special Loans are a possible
interniediate outlet for investment moncys standing to the credit of the Loan Consolidation
and Investment Reserve. In fact, as we have pointed out in the preceding paragraphs, large
amounts have been invested from the Reserve in Special Loans, and we think the
Parliament should be advised in of these cir Your Committee realize
that it is never likely to be possible to estimate with final accuracy what is the exact amount
of funds likely to be used for Special Loans in any year. That depends upon too many
tenuous occurrences. For example, it could depend upon the yield of the loan market,
conversion decisions of maturing stockholders, the reserves of the National Debt Sinking
Fund and the decisions made about their application, the proceeds of overseas borrowings, or
the general out-turn of the Budget. But it should at least be possible, as we have- already
indicated in discussing the appropriation clause of the Loan Consclidation and Investment
Reserve Act, to give some indication of the amounts likely to be involved.

142, Failure to give an indication such as this pays, we think, insufficient regard to
the duties incumbent upon the Treasurer to make available cach year a full statement of his
plans for the ensuing year. It matters not that the funds in question (either for credit to
the Loan Consolidation and Investment Reserve or its successor, or to other sections of the
Trust Fund for ultimate use in a Special Loan) cannot be credited to the Trust Fund until
late in the financial year. What does matter s that at the outset of the year a reasonably
accurate overall presentation of the financial transactions of the year is made. Difficulties
of ‘estimating should not prevent or deter those concerned from making, at the outset of the
financial year, an estimate of the whole of the Budgetary commitments (including
those of the kind that will be met from the Reserve) in a direct and clear manner. This
seems to us fundamental to the principles of Parliamentary government,

143, Despite what we have said above, we emphasize that we make no suggestion
whatever that there has been any deliberate attempt to conceal information from the
Parliament. Events have moved fast and on all occasions the pressure has been considerable
upon those responsible for the sound of the Cc Ith's f . What
is more, the circumstances of large surpluses, works projects on a developmental scale and
tight money market conditions have only recently prevailed. The arrangements we have
been describing were all made to meet a rapidly aitering situation and were necessarily
unable. at times to take account of all the implications we have been considering, It is our
view that the time has now arrived when a more satisfactory basis could be arrived at that
would enable the Parliament to be advised of Special Loan arrangements and that would
give: it an opportunity to consider them proleptically.

See parageaph
o
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CHAPTER VI—WHAT TRUST ACCOUNTS ARE USED FOR,
(a) INTRODUCTORY.
144. In this Chapter Your Committec describe in some detail the various

categories under which the trust accounts listed in both the Finance Statement and the
Budget Papers can be set out.

145, Different principles operate in respect of each of the categories: the accounts
in one category, for example, are used to facilitate. the operations of trading undertakings,
(Some mention of these accounts was made in Chapter I above, when we recounted- the
history of the Trust' Fund.) In general, it scems to us that accounts of this type are
unexceptionable. They are created to: facilitate some administrative or trading purpose,
Ilf1 ' thatlpurpose is'in fact furthered, we would not wish to interfere with it-by recommending
their closure.

146, But there are other accounts, that might be termed “:suspense.” accounts, the
desirability of whose existence is much more debatable. When these accounts merely act
as a reserve against unforcseen expenditure (that rightly should have been anticipated), or
otherwise to cushion the effects of bad estimating, we think them undesirable. The
Parliament has seen fit to vote a substantial amount of money each year to the Treasurer
as an Advance to meet unforeseen and emergent expenditures, and it is our view that it
should, in the normal course of events, be used in such circumstances. Expenditure
from the Treasurer’s Advance as at the end of the year is subject to annual scrutiny

by Your Committee, and to all the checks operating upon expenditures from Parliamentary’

votes. Unless a very good case can be made out for them, it is our opinion that trust
accounts of this type should. not be created: it their chief objective is to lighten the burden
upon the Treasurer's Advance, it seems to us that they are undesirable. If further funds
are required, they should be obtained in Additional Estimates or by increasing the
amount of the Advance (not that we think that ought to occur), rather than by creating
special trust accounts. On yet other occasions it has been put to us that the control of
the Parliament is in fact facilitated by the existence of a trust account. This point we
fully discuss below in connexion with Stores Purchasing and Holding Trust Accounts.

147. We deem it appropriate to add at this point a.brief exposition of our view of
the rationale of the existence of trust accounts, On the face of it, any trust account that
is created derogates to some extent from the control by the Parliament (through the
annual appropriation and lapse of funds) of the disbursement of public funds. Yet there
are occasions’ when a purpose for which the Parliament has made funds available may
or can more efficiently be achieved by creating a trust account and putting it in funds
than by insisting upon its accomplishment under the normal arrangements. Again, the
intention basic to the submission to the Parliament of annual Estimates of expenditure
from the Consolidated Revenue Fund, which as we see it is to show what is the proposed’
*“ net appropriation ”, i.e. cash expenditure of public funds, may best be served by creating
a trust account that constitutes a “revolving fund ”. When such justifications can be
advanced for the creation and existence of a trust account, we think that account may
fairly be allowed to exist.

148, Our approach throughout the Inquiry has been, by inviting written
submissions and by the process of question and answer, to ascertain what are the reasons'
for the existence of any trust account or category of accounts. We have then weighed up
the principles and the issues of expediency (if they may not be subsumed under the
principle of “efficiency ) involved, and have indicated our conclusion in respect of each
acco;:r;ll: or category of accounts. These more detailed findings are set out in the paragraphs
that follow.

149. However, we make no mention in this Chapter of the. Trustee Funds, normally
referred to as heads of Trust Fund. It seems to us that, provided some examination is
made from time to time of their continued necessity, there is no need for us to examine
the category as a whole. [Every government must make some provision for holding moneys
in trust for persons and authorities not part of the government itself, and the mechanism
of the Trust Fund. seems for this purpose to be entirely appropriate,

{b) WORKING ACCOUNTS.

150. Your Committee examined: closely a number of working accounts. Among
them were those operated upon by the Department of Defence Production. They include:
the—

Munitions Factory (Factories) Trust Account(s).

Munitions Production: Trust Account,

Aircraft Production. Trust Account (formerly the Aircraft Trust Account).
Defence Production Materials Trust Account.

Munritions Material Trust Account,
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151, Tn addition to these Trust Accounts, we examined the Munitions Stores and
Transport Trust Account operated by the Department of Supply, and, in its relevant aspects,
the Post. Office Stores and. Services Trust Account,

152. There are numerous other trust accounts included in the working accounts
category, e.g., the Australian Capital Territory undertakings’ trust accounts (brickworks,
electricity supply, forestry, hostels, housing), Cafeteria trust accounts operated by various
departments, and various Department of Works trust accounts. Because our purpose is not
to report upon each and every account, but to attempt to lay down some general principles,
we: examined in. detail only the trust accounts operated by the Department of Defence
Production.

153. Munitions Factory Trust Account—~In the Trust Fund tables there has in BBl No.

recent years been a reference to the “ Munitions. Factory Trust Account”, In 1955-56
expenditure from this “ Account  was approximately £ 18,979,000, receipts £ 18,408,000,
The balance carried forward at 30th June, 1956, was £2,283,545. In fact this was a
consolidated entry and included the figures for fifteen separate factory trust accounts.* The
Department of Defence Production stated that—

“The use of Factory Trust Accounts has been found particularly suitable, over a b
number of yeats, in the operation of Government factories. Factories recover their full
costs on orders and therefore each Account acts as an imprest, reimbursement of which
stems from sppropriations to Service Departments.”

154, The purpose of the accounts is to finance factories. concerned with
the production of various kinds of munitions. Some of the factories are for explosives, some
for ammunition, some for aircraft. They have been created over a period of years—the
first being the ammunition factory at Footscray, the Trust Account for which was created
by the Treasurer under section 62a of the Audit Act on 30th December, 1920. The
Department gave the following explanation of the operation of these Frust Accountsi—

“In each instance the' Account was created by the Treasurcr under section 62A of Exnibit No.
the Audit Act. Each factory has its own accounting organization and dircetly mecets. all 3421 psac 1.

Iabour and material costs and the full overhead expense of the establishment. Monthly
financial statements are prepared to a chart of accounts common to all factories. Basically
each of the factory accounts finances factory operations in the same manner, viz., factory
costs (no more or no less) are recovered fram Central Administration and it is the function
of factory management to maintain proper balance between the cash and non-cash
components of Trust Fund: capital. From a Treasury accounting viewpoint, the no profit
no loss’ basis. of factory accounting is an assurance that each factory will be able to

intain an pted level of p without further recourse to- Treasury finance—
at the same time there is the knowledge that the factory cannot accumulate surplus cash
in its Trust Account.”

155, Thus the trust account in each case acts as a kind of bank account that yet

remains under Treasury control. Mr. Bott, Assistant Secretary, Policy and Administration, q,43s.

Department of Defence Production, told us that to open an actual bank account instead of
using the trust account would reduce. Treasury control. With that view we agree. Indeed,

B . . ’ . . re 22nd
we have already expressed opinions to this effect in connexion with our Inquiry into the Report. tabted
Accounts of the Australian Aluminium Production Commission. Sgtober, ass,

156. Tn addition to the factory accounts, there is an account entitled the Central Siaaphs
5 By

Drawing, Office Trust Account operated by the head office. We understand that although,
owing to-a misunderstanding between the Department and' the. Treasury, approval for the
establishment of the Account was not sought until March, 1957, an Account with. this title
has -n. fact been operated upon since 1950.1 Its purpose was described to us by Mr. Bott
and Mr. O’Connor, Accountant, Finance and Administration, Department of Defence
Production, as follows:i—

“ COMMITTEE MEMBER—Can you. tell me why it was created?—(Mr. O'Connor} qs. 690-693,

Well, the purpose of the Central Drawing Office, as we submitted to the Treasury, was
that it provided a common service to the other departmental establishments as far as
drawings were concerned. In our letter to the Treasury we sl_ntcd that it was for the
production of drawings, printed: matter, ph hs and dp It was
preferable to give this common service to our factories rather than have.cach factory set up
its own drawing office. X L .

CoMMITTEE MEMBER.—At the present time it is reimbursed monthly?—(Mr.
O’Connor) Yes, 3 .

COMMITTEE MEMBER~—TJust as: if a frust. account did operate?—(Mr. O’Connor}

Yes. CoMMITTEE MEMBER~—~You have taken action to have it put on a permanent basis?
—(Myr. O'Connor) Yes.”
Your Committee would expect the irregularity here revealed to be corrected as soon as
possible.
o In tho Budget Papers for 1957~58, the accounts kave been shown separa

61y
A ko tnally sutablished was st wnder consideration ot 30th June, 1957, The.1956-57 figures
tor the N o 193795 Daigel Papars Wit thosa for o Ordnance Faciory, Marlbyraong.
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157, Another matter that we examined in some detail is the purposes that have
been approved for the various factory Accounts, Some sixtcen* in number, these accounts
were all created by the Treasurer under Section 624 of the Audit Act, and the Treasury
provided us with a statement of them: it is included as Appendix No, 3. We note that very
few of the purposes are similarly expressed, although the operations they are intended to
facilitate are virtually identical, Your Committce suggest that, in conjunction with the
general review now being made of the Trust Accounts being operated by-the: Department
of Defence Production, some examination should be made. of their purposes, In the first
place, we think it desirable that, whenever possible, the purposes should be identical, If
in fact the factories’ operations are similar, different formulations. of the purposes of the
Accounts is misleading. In the second place, we consider that the purposes should be
defined restrictively rather than widely, At the same time, we recall the difficulties
associated with amending the purposes of a trust account, and would not therefore expect
them to be too rigidly defined.  We are of the opinion that the purposes of the Munitions
Factories Trust Account, described to us by the Department as being “ for the payment. of
salaries, wages and all other expenses in connection with the production of munitions,
and providing any other service which may be approved: by the Minister *, are too wide.
[Committee’s italics.}'

158. Your Committce suggest that the.point we have in mind could be met by some
such general phrase as “ any service iated with the pr of munitions .. .. ..".
It is our view that, were a factory to be used for widely different purposes, then the
authority of the Minister is not adequate: the matter should be submitted again to the
Parliament for approval. Such 2 form of words as we have suggested would, we think,
provide reasonable flexibility of operations; but would ensure the proper reference back
to the Parliament of any major proposed changes. Nevertheless, we record also the
assurance given us by the Department of Defence Production that the power of direction
given to the Minister would not in fact be abused—

“ CoMMITTEE MeMBER—On the: first page of your statement, in referring to.

Munition Factories Trust Account, you refer to the payment of salarics, wages and all other

{ in ion with the duction of it and the provision of any other
services which may be approved by the Minister. That is the Minister for Defence
Production?—(Mr. Bot) Yes..

CoMMITTEE MemBER~—Which menans that you, can use this Trust Account for
almost unlimited purposes?—(Mr. Boyt) Yes—if approved by the Minister, We do not,
of course.”

159. The points in favour of operating the factories through a trust account are
first, the general one that the gross figures do not have to be entered each year in the
Estimates. Instead, a balance is noted in the Finance Statement, and. only a further.
recourse to the Consolidated Revenue Fund for an additional advance comes to the
notice of the Parliament, The aggregate balance standing to the credit of the several
Accounts at 30th. June, 1956, was £2,283,545.f We were told that the balance is usually
some six to eight weeks' working capital which means that in itself there is fairly strong
central control. Furthermore, stockholding is kept to a mini b the ad
has to cover production costs as well as stocks held. The controls over the factories might
not be so effective were they simply to be authorized to continue working until a specified
project was completed, without the need to operate within the balance in the Trust
Account—

“ CommiTTeE MeMBER.—Have you any idea what is the magnitude of the balances
carried forward through these working accounts?—{(AMr. O'Connor) 1t is usually about six
to eight weeks' working' capital, perhaps. They can not carry. expenditure beyond: two
months, In all these big orders, they claim regularly, every month, progress -payments
on the work being done. Their capital is not sufficient to enable them to carry a big job
to completion.”

160. Another advantage claimed for the Factories Account is that, under them,
the system operates efficiently:

“ CoMmmITTEE MEMBER.—What do you think of these trust accounts generally?—
{Mr. O'Connor) 1 think that they operate very well in the factorics,

COMMITTEE MEMBER—Are they an il £ to i ? (M
O’Connor) 1 think that, generally, our factories are considered quite efficient. We
have, within the factories themselves, the production control' sections which prepare
estimates on production orders for the Services. Prior to a factory receiving an order, it
prepares this estimate, from which funds are.subsequently stated on the Service order, There.
is a limit, and to go beyond that figure, we have to approach the Services and explain why-
we want the extra money, So there is an incentive to keep the cost below those estimates.

* This Includes the Central Drawing Offico Trust Accoust, | Theindividusl balances can b found at page 76 of tbe Budget Papers for 1957-38..
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In. our stores accounting and storckecping in our factories, we ate, 1 think, better than you
will find in any Commonwealth department. They are actually show places in some of our
ordnance cstablishments, and we are visited by other Commonwealth departments which
wish to sce what the ultimate in stores accounting is, We have unit piling, &c., with very
tight stores. control. I recall visiting the Ordnance Factory at Bendigo, Out of a stock of
approximately. £750,000, theic total discrepancy over the year was less than £20 on a full
count of stock. i

ComMITTEE MEMDER—Do you think that the scheme is a good one?—(Mr,
O'Connor) Yes,

CoMMITTEE MEMBER,—Would yout sty that the trust accounts system makes it
easier for those operating under the trust accounts to obtain funds?>—(Mr. 0’Connor) Yes.
They are reimbursed only the moncy that they spend in the production of these munitions
for the Services, As I said in the statement, there is a ‘no profit, no loss® basis, and they
cannot accumulate funds in their account.

ComMITTEE MEMBER,—Could it all not be done with an approprintion account?—
(Mr. O'Connor) 1 think it would be rather difficult.”

161. Finally, it was pointed out to us that without the use of these trust accounts,
annual estimates of gross expenditures would have to be prepared for and' submitted to the
Parliament. Estimates are difficult enough to prepare accurately for ordinary dircct
administrative expenditure; but when the rate of expenditure varies with the fluctuating
requircments of the Services, and is in any case offset by similar increases in revenue, the
estimates cease to have very significant meaning, Indeed, the Votes of the Service
Departments should reveal the necessary information——

“ CoMMITTEE MEMBER.—~AIl these factories and undertakings could obtain an
appropriation just as casily as they obtain money for their trust accounts?—(Mr. 0'Connor)
‘To estimate what their appropriations would nced to be would be rather a difficult process.
‘They are selling to the Service Departments, and the Service Departments, in their votes,
appropriate the amounts to reimburse our factories for the work being done for them,
‘There would not be much. point in appropriating amounts. to our Department and then
issuing materials' free of charge to a Service Department, I think that the Service
Department is the proper Department to pay for goods which are manufactured in our
establishments.”

162, Your Committee consider that in many cases, trust accounts in the nature of
working have distinct ad ges over the system of annual appropriations, We
think that a number of qualifying conditions should normally be complied with both before
such accounts are established, and in connexion with their operation—

(i) There should be a policy decision that the body in question (normally it
could appropriately be termed an “undertaking ™) is to operate on a
quasi-autonomous basis (we have already referred to this matter in our
Report on the Canberra Abattoir): and we place strong emphasis, in
this context, on the word “operate”. In our view, it connotes the
day-to-day activities of the organization, activities that in a Department
are generally subject to-the direction of the Minister; but which in these
organizations are usually not so: they operate only subject to general
directives as to the ends to be achieved,

(i1). There should be an obligation upon the undertaking to keep a Profit and Loss
Account, and a Balance-sheet, and in other ways.to operate on the basis
that its incomings should match its outgoings (subject, of course, to any
policy direction about the level of profit or subsidy involved; and the
“subsidy ”, where needed, should be shown as such in the Estimates
and should be kept distinct from capitalization measures; which should
be shown in the Capital Works and Services section of the Estimates,)

(ili}- The annual Profit and Loss Account and Balance-sheet should be
certified by the Auditor-General,

"(iv) The working advance representing the appropriation to the trust. account

should be, determined at a level that would facilitate the efficient
operation of the undertaking; but not at a level such as would enable it
to branch out, without appropriate directives and additional advances,
into new fields of activity:

(v) Unless. policy requirements are expressly to the contrary, the undertaking
should prepare annual reports. Preferably these should be made to the
Parliament; but, there may be occasions when report to the. responsible
Minister would be adequate. We would think inappropriate any lesser
obligation than that of annual. report to the Minister,
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(vi) A regular review of the level of the Advance should be made by the
appropriate authorities (which, we consider, include both the. Auditor-
General and the Treasurer) in order to ensure that jt is not larger than
is essential for the efficient operation of the undertaking.

(vii) In any event, the Budget. Papers should include, along the lines discussed
in Chapter III. above, information concerning the balance, level of
advance and purposes of the account.

163, The' preceding discussion on working accounts leaves unmentioned two
important aspects of the defailed operation of them and of the undertakings whose purposes
they serve. They are whether charges should be raised in respect of—

(i) interest on the capital advanced to the undertaking; and

(i) depreciation on the assets of the undertaking,
We canvasscd these issues in connexion with our Inquiry into the accounts of the Canberra
Abattoir. The Auditor-General had, it will be recalled, commented that until these issucs
were scttled, appropriate charges could not be raised by the Department of Health, in the
accounts of the Abattoir, and a satisfactory Bal t was in conseq not jn
existence. In our Report, we made no. final recommendations concerning the question of
énte'resgl charges, although we indicated our view that a depreciation charge in some forin is

esirable.

164, In each undertaking some decision has had to be made (or has gone by default).
in respect of interest and. depreciation, Your Comnittee view the y decisions as
not directly at issue in the instant Inquiry, As with the problem of “ net appropriation *, we
think an Inquiry into the Trust Fund is not the context in which it should be settled,
Nevertheless, the issues are of such importance that we think they might well provide the

subject-matter of a later and independent inquiry by Your Committee. Suffice it now to say ~

that the existence of a trust account would facilitate the charging of the amounts, and in the
event of successive major losses would, by virtue of a diminishing free balance, reveal when

a further advance was necessary. In the event of successive substantial profits being made.

by the undertaking, it would no doubt become necessary to refund the excess balance to
Consolidated' Revenue Fund, Those are matters that could' conveniently be handled by
the responsible Department in consultation with the Auditor-General and the Treasury, The
debiting of actual charges would make possible a sense of autonomy that the system of
“ gross appropriations ” cannot be said to foster.

165, Turning now to our concluding comments on this matter, we are of the opinion
that, as a general proposition, and with the necessary safeguards, working accounts can
facilitate the achievement of the purposes for which the Parliament or the Government has
created an undertaking, When that is the case, we would have no hesitation in approving
the existence of a trust account used for working purposes. On some of the practices
in connexion with charges to be made to these accounts we have just reserved our opinion.

On others we express our views in the Section of this Chapter devoted to Transport Trust
" Accounts.

166. The alternative is, of course, entirely to abandon the use of trust accounts, and
in their stead to adopt some form of “ collections-in-aid ”, In this way a “ net appropriation *
only would be necessary, representing the amount by which the undertaking was in deficit.
One way to deal with an. expected surplus would be to provide for some form of token vote.

167. This is a matter that may need to be discussed again by us in connexion with
our review of the Form of the Estimates. However, it is our view that the balance of advantage
lies in retaining the trust account system, with the publication of adequate information along
the lines we have. already described. If this method is adopted, the Consolidated Revenue
Fund Estimates would show in cach case the true (net) call being made upon the Fund
by the undertaking, and the facts would not be obscured by details that are
more appropriately included in the other documents dealing with further sections of the
accounts of the Commonwealth, in particular with the transactions of the Loan Fund and
the Trust Fund, Although there may be some suggestion of circularity in the above line of
argument, we think we have already indicated clearly enough why we consider the advantages
lie'in establishing working accounts for appropriate undertakings.

168. Your Committee are fortified in our conclusions by experience overseas, We have
already drawn attention to the cxistence in the United' States.of America of working accounts
for just such purposes as we have been discussing. We also mention that in the United
Kingdom real difficulties. have been found in successfully operating undertakings. that in
cffect require working accounts or “ revolving funds ”. Distinguished persons have given
it as their view that the system of “ Appropriations-in-Aid ” in operation in. the United
Kingdom is unsatisfactory. They have recommended that, for undertakings such as we
have been describing, the technique of the “ revolving fund ” should be adopted.

H

169. Thus the “Final Report of the Committee on the Form of Government
Accounts.” (the “ Crick Report ™) recommends that a revolving fund should be established
for the Ministry of Food for use as a food trading fund, The Crick Committee outlines
the scheme: as follows:—

“. . . The day-to-day trading operations of the Ministry would be financed, not
by direct supply of funds through the ordinary Vote procedure, but by the establishment
and.operation of what might be called a Food Trading Fund, fluctuating in amount according
to variations in requircments of working capital. Transactions between the Exchequer
and' the: Fund, by way of advances from time to time, would appear *below the line’
in the Exchequer Return, On the other hand, the estimated subsidy requirements of the
year, enlarged, if nced be, in dance with [ Yy i together with
expenses agreed to be attributable to administrative functions of the Ministry, would. be
provided for by the ordinary Vote procedure, outgoings in respect of these items thus taking
their place within the figure for Supply Services.* above the line '

The advantage to be achicved. by this method: is that the ‘Revenuc® section of
the Financial Statement would be purged of purely ‘ Capital * items arising from the trading
operations of the Ministry of Food—operations which distort the picture so far as
expenditure is affected by fluctuations in current trading assets and liubilitics
of the Department. An increase in.stocks, a decrease in creditors or an increase in debtors
would be reflected (subject to fluctuations in its holding of cash) simply in fresh advances to
the Fund recorded below the line’; while a running down of stocks, a shrinkage in the
volume of business due to the turning. over of a section of trade into other hands, an
enlargement of the amount of creditors or a diminution in debtors would correspondingly
find expression in a repayment of advances, again entered ¢ below the line’. There would
be no necd to compile, so far as the Ministry of Food is concerned, an © Alternative
Classification* with items for ‘Rise in stocks of food, &c.' and ‘Argentine Agreement
adjustment .. As a result the element of subsidy in food trading would be separately and
explicitly stated in the Vote, The *Trading and Profit and Loss Account’ of the Fund
to be prepared under this procedure would be'no different in essentials from that already
produced and published in the volume of Trading Accounts and Balance Sheets, though
it might well be made available at. an earlier date.

We do not believe that our proposals would weaken Parliamentary control; in
particular, there would be none of the objections on this ground that might be dirceted to
a proposal for a statutory corporation. The effect of our scheme would be as follows:—

(a) Normal Parliamentary Supply procedure.would still apply to the administrative
expenses of the Ministry, including the salary of the Minister, and to the
amount of the subsidy included in the Estimates.

(b) A Supplementary Estimate would be necessary if the amount required by
the Fund in any year to meet trading losses was expected to exceed
materially the subsidy originally voted for the year.

(¢) The amounts required by the Fund for capital would not be included in the
Estimates, but would be ad d from the Cq idated Fund. Amendi
legislation would be necessary if the Fund required advances for capital in
excess of its statutory borrowing powers.

It follows from (a) and (b) that neither the opportunitics for nor the scope of
Pariiamentary Debate would be impaired by the change in accounting procedure,
Examination by the Comptroller and Auditor-General, the Public Accounts Committee and
the: Esti C i would be ffected and there would be no diminution of
Treasury control.”

Your Committee find this a very persuasive piece of writing. Although no such revolving
fund has been established in the United Kingdom, we note that the Public Accounts
Committee did in 1952 express the view that such a fund would offer solid advantages over
the- existing method of accounting. The Treasury Minute was to the effect that the present
was not opportune: for such a fundamental change.

170. If further support be needed for the opinions we have expressed in this Section
of our Report, we would mention also the work of J. R. Hicks, entitled “ The Problem of
Budgetary Reform ”.. It is.a closely. reasoned monograph whose aim is to demonstrate that
the traditional system of Treasury accounting cannot readily be adapted to the needs of
the modern governmental trading undertaking. Let usquote the pungent phrases in which
he poses the basic problems—

“The nature: of. the problem confronting us now becomes apparent. The British
Government has been conducting its affairs on the basis of a set of accounting and
administrative principles which were, in their great days, a simple and efficient solution to
the problem of controlling the public finances. But we have now reached a point when it
is hardly too much to say that this fraditional structure is in a state of ruin. The ruin is
parlly a result of the war—it has' always been difficult to enforce the traditional principles
in war-time—but to a large extent the causes lic deeper. The main reason for the collapse
is the development of trading services, which will not fit into the traditional categorics.
The trading cervices are much more like businesses than they are like government
depariments- of the traditional type; like businesses, they borrow and lend (they have to
borrow and lend), and like businesses, they accumulate real assets, their stock of which
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rises and falls. To apply the conventions of the traditional. Exchequer accounting to these
trading services makes nonsense; it has been found that it makes nonsense, But because
there has been. no ic attempt to the itional principles to meet the
new situation, the failure to.fit these. principles to the trading services has had a whole series
of destructive conscquencest  On the one hand, there has been: the tendency to push some
of the go 's trading ibilities (in parti the nationalized industrics) cutside
the budget altogether. Because we cannot deal with them by the: traditional methods, we
will not deal with them at alll' On the other hand, those trading services which have not
been excluded in this way have hori

d a baleful i in weakening the of
the traditional principles in' their traditional applications. Because the old system no
fonger makes the sense it did, there scems less and less reason to conform to the old rules,
It follows as a result that just st a time when the national government is undertaking so
i a new ibilities, its strength and authority, at the very heart
of its activitics, is being gravely weakened.”

171, 1t is our view that we are fortunate that in Australia we have in operation
various forms of working accounts, Our desire is not to see them abolished, but to sec that
they work efficiently and in conformity with the principles and practices we have described
above.

(¢) STORES PURCHASING AND HOLDING TRUST ACCOUNTS.

172, Numerous departments purchase and hold extensive quantities of stores in
connexion with their operations. Some have stores purchasing and holding trust accounts
to assist them in- their control over stores; but most do not. Examples of departments that
hold stores purchased from a trust account batance are the Department of Defence
Production, the Postmaster-General's Department and the Department of Supply. The
Accounts in question are the—

Munitions Material Trust Account.

Defence Production Materials Trust Account.,

Post Office Stores and Services Trust Account.

Munitions Stores and Transport Trust Account.
Examples of departments holding substantial stores, but not operating trust accounts for
them, are the Service Departments and the Department of Civil Aviation,

173. Your Committee have found widely differing views as to the desirability of
stores purchasing and holding trust accounts. On the one hand, we were told by
representatives of the: Department of Civil Aviation that they consider a stores trust account
would complicate accounting procedures; but would not facilitate overall control. (This
evidence was received by the Second Committee when inquiring into the accounts of the
Department of Civil Aviation, and we reported upon it in the Twenty-fourth Report.) We
understand that the Department of Civil Aviation still-holds this view. On the other hand,
the Postmaster-General’s Department has suggested that the existence of their
Stores and Services Trust Account (in respect of its stores element) not
merely does not jeopardize, but in fact facilitates Parliamentary control over its
operations. The Department of Defence Production holds similar views concerning the
Defence Production Materials Trust Account. Midway between these two points of view
stands that of the Department of Supply. Its representatives suggested in effect that
although the Munitions Stores and' Transport Trust Account is useful for certain purposes
in connexion with, the Department’s storage activitics (mainly to assist. in combining for
accounting purposes the store and transport operations of the organization), it was probably
not essential.

174. I these cir Your C have found jt difficult to arrive at a
conclusion about the general desirability of stores trust accounts. Whatever solution we
suggest, if it be framed in general terms, will cause one group of departments to alter their
practices, probably against their firmly held convictions. But is it possible to arrive at a
conclusion that is not general in its terms? Can a practice that is considered best for one
group of departments. be not so viewed in relation to another group?

175. We have been strongly pressed,. in connexion with the Post Office Stores and
Services Trust Account, to.regard it as sui generis. That is, even if on general principle,
and in agreement with the views expressed by the Department of Civil Aviafion, we conclude
that stores trust accounts are not in general desirable, we should make an exception of that
operated by the Postmaster-General’s Department. In the following paragraphs we analyse
the arguments for and. against stores holding trust accounts. The. views of the proponents
are set out more fully because of the care with which they were expounded to us by
representatives of the Postmaster-General's Depattment, and because, as a matter of general
principle (and, on the face of it) we think that those who wishi to operate stores trust,
accounts, just as those who wish to operate trust accounts for any other purpose, should
Justify what is after all an exception from the general rule that government agengies obtain
their funds from annual appropriations of the Consolidated Revenue Fund,
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176, Parliamentary Approval to Expenditure—In the case of a normal vote,
Parliament approves the expenditure of fundsonthe purpose stated in the Estimates. Thus,
if one were considering the nature of the cxpenditure authorized by the “ General Stores and
Equipment * Vote for the Department of Civil Aviation (Division Mo. 75, Item 9, in the
1956-57 Estimates), one would assume that it represented. what is ««pected will be spent by
the Department on stores dming the year. It would be understood that, in addition to the
amount there shown, funds for purchases of stores would be made available under various
specific votes, e.g. that for air navigation equipment. The procedure adopted by the
Postmaster-General's Department is in contrast to that just described in that all proposed:
cxpenditures on stores purport to be shown in the Stores Sub-division of the relevant Vote.
However, the amounts there shown do not represent actual purchases of stores. They
represent issues of stores from the Stores Trust Account to jobs. Thus the bulk of the funds
voted under the Stores Sub-division can be deducted and can then be shown also under
varjous “ purpose ” Votes (in this context the Votes for stores and administration are known
as “ nature ” Votes). No actual purchase figures are shown in the Estimates: only issues from
store.,

177. Here is, we think the basic issue that has to be decided by the Parliament.
Does it wish to control purchases to store, or issues from store? The argument in favour
of controlling purchases to store is that the Estimates are drawn up on a cash basis: to
include Votes that do not represent actual calls on the general resources of the economy, but
only on the Department’s already purchased.stocks, may be misleading.

178. Mr. D. J. O’Connor, speaking for the Department of Defence Production,
indicated that the Defence Production Materials Trust Account is a stores trust account and
that there are advantages in it as against holding the stores without such an Account. He
explained the position in the following way:—

“ COMMITTEE M —What is the ge of having it under a trust account?—
(Mr. O’Connor) 1 was just suggesting the fact that our materials are not used within the
Department, They are simply being held for sale to our own factotics or to industry for
making up into Service orders. The Services cventually will pay for those materials, and
amounts are appropriated to the Services for the payment of our factories. If the amount
were appropriated to our Department and the items were sold again to the Services-—as they
will be—and- the Services paid for them, there would be something in the nature of a double
appropriation. You would have to appropriate amounts to the Services as well as to our
Department which purchased the stocks in the first place. That is one factor. The other
factor is that it is a very difficult matter to decide, as far as o purchasing programme for this
material is concerned, 1t is quite a difficult matter, in Maison with the Service Departments,
to decide just what your production needs will be at a particular time. Allied with that is
the fact that sales are made in the year of purchase, and naturally that would result in a
credit to the Vote—if there were a Vote—and would offset cxpenditure in that year. So
that there would: be twoe Estimates for that year: P ing needs and ici] i sales.
That would be just a guess, actually.

CommITTEE MEMBER.—AnA that is a justification for having the trust account system?’

—(Mr. O'Connor) Not of itself. I would say that the justification is—as I said before—
the fact that we do not want the stores purchases of this nature to be a charge to our
Votes when, in fact, they are to be used for the manufacture of goods for the Services and
the Service Departments will themsclves be paying for those goods.”

179.. We also invited the Postmaster-General’s Department to send a representative
to explain to us the reasons for which they favour a stores trust account, Mr. E. W,
Easton, Director of Finance and Public Relations, appeared before us for this purpose.
When asked a similar question.about the usefulness of the Trust Account as compared with
operations under an appropriation he gave a similar answer—

“Commirree MeMRER.—What ate you doing now that you could not do under an
appropriation?—(Mr. Easton) May I put it this way: we are ensuring that when materials
are on issue to a vote which has been approved they are issued within the limits of that
vote,. and'in the correct way. I do not think that that could be done if they were charged
direct to an appropriation. You would have to guess in advance, for you are buying the
materials in advance, You would have to guess in 1956, for you have to order materials
in advance and quite-a lot of materials arc being delivered which you are going to use in
1957-58. ¥f you charge those to an appropriation, are you going to charge them. to the
1956-57 appropriation? They are not going to be used on the programme for which that
money is votcd. Obviously, you cannot charge them to what is not yet a 1957-58
appropriation. You do not know what your vote is. going to be for 1957-58.. You do not

know precisely at this stage. how much of it is. going to be maintenance material, how much:

capitel works, and what particular emphasis is to be placed on phases of a capital works
programme in accordance with government policy. All those things are unpredictables.
Therefore, you may-issuc them direct to onc part of the appropriation, if you do have some
advance appropriation, and in 1957-58 you have to correct that by re-issuing them 10 another
part of the appropriation,”
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180. At other times during his evidence, Mr. Easton suggested that the existence of
the Trust Account, far from frustrating Parliamentary control of the operations of the Post
Office, actually furthers it, The argument runs that, because the Post Office works to the
advance made to the Trust Account, the Parliament has placed an overall limit upon its
capacity to purchase and hold stores that is at Ieast as effective as a stores-purchasing vote
would be. In addition, though, the Parliament controls the year by year activities of the
Post Office through: autherizing issues from store (under the authority of the  purpose”
votes). Thus there is in a double sense a control by Patliament. In the succinct words of
Mr. Easton, the utility of the Trust Account in the general scheme of control by the
Parliament of the store and works activities of the Post Office can be described iri the
following way:—

“. . . We can hold materials sccurely and safely and devote them to use
wherever the programme neceds are in the year in which funds are voied by Parliament for
the use of those materinls, That is, we feel, one of the utilities of it.”

181. In its essence, we find this an attractive and important argument. We think
that, for an undertaking of this magnitude, its clear rebuttal would be necessary before a
suggestion could reasonably be made that the Account be closed, It will be seen from the
paragraphs. that follow, in which some of the detailed points made in connexion with stores
trust accounts are discussed, that, in one form or another, this argument is central to the
whole problem. TIndeed, now that the general problem is set in terms of the principles of
Parliamentary control, we see our task as to cxamine the. various aspects that have been
presented: to us for consideration.

182. Accuracy of Estimating—A point upon which Mr. Easton laid some stress
throughout his evidence, and mentioned in the evidence quoted above, is the difficulty they
would experience in making accurate estimates of expenditure for purchases to store.” Both
the Department of Defence Production and' the. Postmaster-General’s Department indicated
that accuracy of estimation is very difficult to achicve when respectively the basis of ordering
is a fluctuating defence programme or involves amounts as large as are concerned in the
operations of the Postmaster-General's Department. Thus Mr. Easton described the position
as follows:—

“CoMMITTEE MEMBER—In paragraph 26 of your statement you say that the
alternative to the Trust Account would be to charge materials on reccipt directly to the
appropriation accounts. This system has been tried in the Department but is not favoured,
and you give various reasons. You point out that the Trust Account was not: established
until 1933, You say also that there would be no allowance for changes in delivery dates,
which are considerable in some cases, particularly where overseas purchases are concerned
or developmental work is. involved. Can you explain how, in financing stores from the
Frust Account, adjustments are made for changes in delivery dates?—(Mr. Easton) We
might order £1,000,000 worth of material for a specialized purpose; for delivery in May or
June, 1957, Under the present system we plan for that and budget for it in the Trust
Account, so that if it does arrive we can pay for it. But we might receive advice that it
will not arrive until July or August. What happens then is that at the end of June there is
a credit in the Trust Account of £{,000,000 which is available to pay for those goods when
they arrive. If we charge it to Jation an iation is und t by £1,000,000
what happens i the next year is that the Appropriation Account. will have £1,000,000 to
be voted for something that arrived Jate. That has happened faitly consistently.

CommitTee MeMsER~-—How does the turnover of the: English. Post Office compare
with ours?—(Mr, Easton) L think they have an annual works programme of about
£60,000,000 or £70,000,000 a year. I should like to confirm that.* The Treasury may
may have the figure, but I do not recolleet it at the moment. I should' say in general that if
we were operating in England we could get by with rclatively smaller stocks than in
Australia because in England the total of production are avai as it were, at
the back door. Another factor is the size of the country and the distribution of its
population. If you look at the stock figures for the various States you. will see that we hold
a far higher proportion of stocks, relatively speaking, in Western Australin than in New
South Wales—for obvious reasons, The factorics which make cable and automatic
equipment are at the back door in Sydney, but in. Western' Australia we have a lot further
to go.”

183. Against the view that accurate estimates are impossible must be set the
achievement of the Service. Departments, which- spend some £39,000,000 on stores each
year. It is true that we have in the. past commented adversely on the accuracy of the
estimating of Scrvice Departments for items in respect of which stores purchases.would play
an important part, It is also true that the estimating of the Postmaster-General's

Department has, in recent years, been markedly accurate. Be that as it may, Your Committee:

think it necessary to- arrive at our conclusion in terms of the principles involved, Should
the Parliament vote moneys for the purchase of stores, regardless of the possible substantial

* 1o 195435 the programmse was £58.6 million; in 1955-56, £70,8 million.
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short-falls' in expenditure in one year and the consequent heavy additional charges to
expenditure in the next; or should it provide a stores trust account as a kind of buffer to
enable the submission of more accurate estimates?

184, A Value Level for Stores—If Parliament makes an advance (in the form
of a credit to-a frust account) against which stores may be purchased and held, it
automatically provides a limit upon the total value of store holding authorized by it. Both
the Department of Defence Production and the Postmaster-General's Depactment claim this
as one of the advantages of a storcs trust account. Mr. O'Connor, of the Department of
Defence Production, explained that the imposition of a maximum level of store holding may
discourage possible imprudent purchasing—

* (Mr. O’Connor) From the point of view of the types of material that we buy, I
think the fact that only a certain amount of money is available acts as an inceative to the
people who initiate the orders, because if they were to go ahead purchasing material
that was not really going into production, then within a comparatively short space of time
quantities of material’ would become “ dead  stock, and it would be necessary to ask the
Parliament to appropriate further money to the Trust Account.

CoMMITTEE Memner.—Is that the only method open to yout!—(Mr. O'Connor) I
we operated on a Vote, we would have to be pranted a certain amount cach year, ‘The
present system makes for imp.  p ing, because 2 could perhaps adopt &
pessimistic view of its nceds for the ensuing twelve months or so and go ahead and spend
all the money that had been appropriated to it whether on not it actually needed certain
items, Of course, ] am expressing my own personal opinion,

CommITteE MEMRER.—Referring again to the present practice swhich, it is claimed,
results in an administrative advantage, can you say what was the basis of comparison—was
there any other method in mind?—(Mr. O'Connor) It is an ndvantage compared with the
system of purchasing from an appropriation and putting the matedals into store.”

185, Mr. Easton, speaking for the Postmaster-General's Department, told us that
their experience is similar. He added that for the Trust Account to be workable it is, of
course, necessary to decide upon a reasonable level of store holding: this represents some
cight months' use in the case of the Postmaster-General's Department. He also explained
that it is not possible to have more than a small amount of stock in hand over the advance
made to the Trust Account—

“ CoMMITTEE MEMBER—Although you said you might have o go on from one year
to another and do those things you contend that Parliament would still have the information
to the extent they would get it in the ordinary appropriation?—(Mr. Easton) At least such
information, pius one other thing. Pariiament has, by appropriation, limited our stock
holding, so Parliament has that total control of our stock holding,

CoMMITTEE MEMBER.~—In connexion with your statement, paragraph 23, you say that
the need for holding d stocks was jzed as far back as 1910 by a
Royal Ce ission, which ded that six to ninc months' reserve stock should be
held; even though the ramifications of the Department were very much narrower than they
are at present and supply difficultics were: practically non-existent. You have stated that
you look ahead twelve months, have you ntotP—(Mr, Easton) No, our main stores stocks
of about £18,000,000 represent something like cight months’ stocks.

CommiTTEE MEMBER—Does the Trust Account at the end of the year show what
stock you have on hand?—(Mr. Easton) Yes.*

CoMmITTEE MEMBER~—Does it include the stock which has been charged to an
appropriation?—(Mr, Easton) No. We will have a record of that, but it would not be
counted as part of the stock on charge to the Trust Account.

CoMMITTEE MEMBER.—It is possible to have a far greater stock than the Trust Account
would show?—(Mr. Easton) Only to the extent of the physical issues Iagging behind the
documents. In some cascs, it may be a day or two days, or'in some cases a week. It would
depend on transport problems.

CoMMITTEE MEMBER.~—It would depend on quite a lot more than that, according to
the evidence you have. given to Senator Benn, What proportion would it cover? Would it
be £1,000,000; £2,000,000, or £500,0007—(Mr. Easton) 1 have not the figure, At 30th Fuae,
it. may be much less than at 31st May. 1 am guessing when I say that the figure would
average about a fortnight's issues. .

CoMMITTEE MEMBER:—About what would that be worth?—(Mpr. Easton) About
£1,000,000, I am guessing, and' 1 may be wrong. I could be right at 30th April and wrong
at 31st May .

186. Although we received an assurance from the Postmaster-General’s Department,.
that the total value of stores held at any one time would only slightly exceed' the advance
from the Parliament and although we understand that there are in fact mitigating features
in this case, such as deliveries in advance of contract date, we record the advice of the

*Tho value of the stock on hand ean be calculated from the amount of the advances to the Account and tho residual balance,
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Auditor-General' that in respect of the Post Office Stores. and Transport Trust, Account at
30th June, 1956, 8oods delivered and. taken to store to the value of £1,879,414 were not
paid for.* At the same date, the balance in the Trust Account was only £71,746.

187. Your Committee observe that, had the purchases in question been made from
a stores (or other) vote, the outstanding liabilities would have been reported as required by
section 36 (2.) of the Audit Act. Section 36 (2.) reads as follows:—
* 36.—~2.) The Minister of each Department shall within thirty days l';gl‘b,{ﬂ;‘,ﬁ‘ﬂ

after the close of the financial year prepare and transmit to the Treasurer a Nz. 3.

statement of afl claims in respect of the services of his. Department outstanding,

at the close of such year which might by law have been paid out of the

Consolidated Revenue Fund during such year ”,

The Auditor-General publishes in his Report the major amounts of outstanding claims,

188. We recommend that in future the Auditor-General should consider as g
general practice disclosing circumstances of this kind that arise in connexion with
the Trust Fund. Because there is not in the same sense as there is for appropriations a final
day of reckoning for trust accounts (no lapse of available funds occurs), 30th June may not
be the only occasion on which a trust account is over-committed,. Over-ordering {or
under-use) may result from a miscalculation or jt may even represent a reasonable workin
practice. But on the other hand, it may represent 5 means of cscaping from the restrictions
upon stores purchases and holdings intended by the Parliament in making its advances to
trust accounts, Tt is such cases that ought, in the opinion of Your Committee, to be the
subject of report by the Auditor-General,

189. It was put 1o us by Mr. Easton that not only does the advance constitute a
limit to store holding: it also’is in itself what might be regarded as a Parliamentary
appropriation of a permanent kind—

* CoMMITTEE MEMBER~—S0 if the evidence you are giving to-day is on, the case of
trust account versus appropriation account, you are pinning your casc on the aequisition of
materials and equipment?—(Mr, Zaston) No. I think we are saying that we have an
appropriation and the Trust Account ad-ance is an appropriation, albeit a i
wppropriation, which cnables. the Department to maintain a stock holding account. That
appropriation [imits the amount of stock we can hold. Under the present system of not
charging materials or cquipment to the appropriation until requisitioned for the jobs, it
enstres that the expenditare on materials on the vote is within the Paliamentary appropriation,
That is basically the point I have been trying to make.”

190. Your Committee understand that in certain spheres of business activity there
has been a recent tendency to return to quantity accounting for stores in preference to
quantity control allied with accounting on a value basis involving reconciliation. between the
financial accounts and the stores records. Reliance on quantity accounting s not a new
development, It has been followed in many Commonwealth administrative departments
since federation and is the current general procedure in the Service Departments, It is
eminently svited to organizations in which a detailed cost record is not an important

191. The Post Office is one public busi‘r.less undertaking which adopts quantity and

value control of stores as an integral part of its cost accounting arrangements, ‘These

arrangements would doubtless be maintained whether Or not a trust account was utilized.

192. On the other hand, the use of a trust account to transact the purchase and issue
of stores of itself makes necessary accounting on a value as well as a quantity basis,
regardless of whether the. nature of the arganization's operations warrants the use of the
mare complicated accounting arrangements. involved. However, in our opinion, neither
this nor any of the other accounting problems that we mention in the following paragraphs
are sufficient to decide the issue for or against a stores trust account.

193. Accounting Problems—The Postmaster-General’s Department argued strongly
that the use of the Trust Account means that Parliament controls the actual work
performed by the Department in any year. Without issues of stores (and all stores have
to go into store and be paid for from the Trust Account balances), no work can be
undertaken by the Department. The position was explained to us by Mr. Easton in the
following way:~—

“(Mr. Easton)—OQur present system gives us no more clasticity on the vote
whatever. If you give us a. vote, for instance, for item 1 of capital works of £20,000,000
and we issue materials through the year 10 such an extent to item 1 that our expenditure
becomes £20,500,000, in that case we would have to come back to Parliament and ask for
provision to be made of additional estimates as a transfer between items.  Parliament
would know if we were aver expending on any item in the appropriation. On the
maintenance side if our fssues of materials in any onc year were so great that we were
tending to exceed the appropriation, Parliament would know from Section 37 Transfers what
we were doing.”

23 TRl Py sF 55 195, s ES18,331, WL (e Avdor Generl covsidersd  mar Somornc] "; the balance of the A«
£145,823 (Aanial Repon oF 10g v Sesi8tst, wh yoar eaded 0 Fune, 1955 pesagran 10 © Balance of the Account was
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194, When the issues from store may be to a number of different kinds of jabs and
may also have to be all d as bet: i and capital works projects, there are
very considerable difficulties in the way of accurately charging to appropriations purchases
to store. The problem is clearly almost non-existent if the charges are made to the relevant
“ purpose ” head of appropriation when the store jtems are issued to the job. But if the
charge to the appropriation is made at the time of the purchase of the stores item, the
situation is more complex. With a large programme such as is being undertaken by the
Postmaster-General’s Department, it is likely that substantia] re-allocations of charges to
appropriations (for both ordinary and capital services) would have to be made in years
following that in which the charge was made., 1t is even possible that on some occasions
Votes might show a surplus (i.e. a negative expenditure) in one year,

195. Although we were assured by the Treasury representative that such a matter
need not nowadays cause great concern from a technical point of view, we think it hag
implications when looked at in relation to the principle of Parliamentary control. Your
Committee would prefer to decide this matter on more fundamental grounds than purely
accounting difficulties. It is our view that the latter are not insuperable, Nor, in our
opinion, would the use of the appropriation system involve so much additional accounting
work that it would. add appreciably to the expenditure by the Post Office on accounting
services. But the issue of principle still remains: at which point does the Parliament wish
to exercise its contro} over expenditure? Does it wish to exercise control at the time of
purchase, when the cal is being made on the resources of the community as a whole, or
when- the Postmaster-General’s Department is about to put its own work force on to a
particular job?

196, The accounting problem also hag implications for our general Inquiry into the
form of the Estimates. The principle of showing in the Estimates “ net appropriations ” has
already been mentioned in passing in this Report. We again note that, if it is decided that
stores trust accounts are undesirable, that decision will have implications for the form of the
Estimates. AsMr. Scott, Director of Finance in the Department of Civi] Aviation, indicated
o us in evidence during our Inquiry into that Department, it would be necessary
occasionally to make transfers from one Vote to another, particularly between the
Maintenance and Capital Votes. He suggested that for the Department of Civil Aviation
the problem would not be very great. However, it is conceivable that, for an organization
the ‘size. of the Postmaster-General’s Department, and facing its particular problems, the
adjustments would have to be unacceptably large. ‘That is not a matter upon which we
think there is an casy answer. Any satisfactory answer, indeed, would involve extensive
research and the making of some difficult judgments, both technical and on matters of
principle,

197, The Postmaster-General’s Department also indicated that it would be difficult
to handle stores for emergencies, with the associated need for stocking up in advance,
without the use of a trust account, chiefly for the reason that at the time of purchase no
charge could readily be made to the appropriate head of expenditure. It seems to us that
for purchases of stores that cannot be allocated, a general Stores Vote will alwz_\ys be

instance, later showing them as expended from a * purpose “ vote (e.g. Engineering Services),
with appropriate deductions from the Stores (““subject ) Vote.

198. Your Committee note one further interesting factor in connexion with stores
trust accounts, It is that, with the information being made available at the present, no
indication is given to. the Parliament of the size of the store holding lying behind the
account, Thus the fact that there was at Ist July, 1956, only a balance of £71,746
in the Post Office Stores and Services Trust Account gave no  suggestion that behind the
balance stood: stores to the value of some £16,000,000, This is true of any stores trust
account. For example, we: were informed that in the case of the Munitions Matena! Trost
Account the book value of stocks at 30th June, 1956, was £4,866,000,* Yet examination
of the Finance Statement table would have revealed figures containing at least an implication
that no such amounts were in existence. Receipts to the Trust Account during 1955-56
were as little as £16,045, Correspondingly, expenditure from it was £22,228 and the
balance at 30th June, 1956, £59,626. This kind of information could misiead a person
not familiar with Governmental accounting practices.

199. It is for this purpose that Your Committee have suggested that, in the revised

we have rec ded for the Budget Papers, information should: be given of the

amount of the advance made o g trust account from Consolidated Revenue, We also
suggest, in passing,. that the Postmaster-General's. Department might prepare for publication

* Subsequeatly, in Yune, 1957, the Account wazclosed. The book value of stock was £4,82 milllan at 30th June, 1957,
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in the Budget Papers, along with the other statements concerning it, an estimate of its
purchases from the Trust Account. This is a matter that might be considered by the
Committee of inquiry suggested:by us in paragraphs 203-204 below.

200. Your Committee also observe that, should it be decided to close a stores trust
account, no intrinsic difficulties are involved. The Department of Defence Production
advised us of the Crown Law Authority’s opinion that a trust' account can be closed. while
substantial stocks purchased from it are still held. The. relevant portion of the opinion
received by the Department of Defence Production in connexion with the Munitions Material
Trust Account reads as follows:i— .

“1 would consider that there is nothing in the proposal which offends any of the
provisions of Section 62a, This Section deals with the establishment and operation of trust
accounts which must of course-deal with moneys and not with stocks of materials purchased
from: the funds drawn from the accounts,

Sub-section 624 (4.) provides that the Treasurer may direct that any Trust Account
shall be closed and the fact that there may exist stocks of goods or materials which have
been purchased out of moneys from the Trust Account does not, to my mind, act to-restrict
the Treasurer from closing the account.

As to the method' of treatment of any such stocks where the Trust Account is
closed, this appears to be a matter to be dealt with in accordance with usual Departmental
practice regarding Commonwealth stores.”

201. This opinion suggests to us that there are no: great difficulties involved in
closing a stores trust account.

202. Conclusi Your Cc i are unable to come to any final conclusion
about store purchasing and holding trust accounts. In general we doubt whether it is
necessary for departments to- operate them. In this regard we are influenced by the views of
the Department of Civil Aviation and by the experience of the Service Departments.
Nevertheless, the Postmaster-General's Department has for many years operated successfully
a stores trust account. Moreover, an informative document was submitted to us by that
Department indicating the process by which a Trust Account was obtained for this purpose.
The document shows’ that from the: very earliest days various. authorities considered the
Department should operate a stores trust account. Indeed, it appears that as carly as 1916
the Treasury and the Postmaster-General's Department had.almost come to an agreement to
cstablish an account. It was not, however, until 1933 that the Post Office Stores and Services
Trust Account was created.

203. To decide whether or not the Stores Trust Account operated by the
Postmaster-General’s Department should constitute an exception from the general principle.
we have already enunciated is a task that we think requires the attention of officers
intimately concerned with the working of the system. It has clearly been a vexed question
in the past. We consider that the only appropriate course of action, bearing in mind the
circumstances described in connexion with stores trust accounts, is that a full-scale review be
made of the success with which the trust account system has. operated,

204. Your Committee suggest, therefore, that a committee of inquiry. should be
constituted, It might be representative of the Treasury, the Auditor-General and the
Postmaster-General's Department. Its purposes would be to examine in detail the advantages
and disad ges of the Posts Genefal's Department conducting its stores accounting
without the use of a trust account. It should also examine whether any alternative scheme:
would produce better results. One obvious alternative. system would be for the Postmaster-
General’s Department to operate its votes on a- purchase basis, as do the Department of
Civil Aviation and most other departments. When the Committee has drawn: up a considered
report, which if necessary could contain. a minority view, Your Committee might again
discuss the matter. At that point of time we would expect that, even if no uUnanimous
conclusion could be reached, the facts and principles at issue could be clearly stated- and
identified. n the meanwhile, we consider that the system at present operating in ‘the
Postmaster-General’s Depastment should be continued.

(d) TRANSPORT TRUST ACCOUNTS.

205. Some Commonwealth Departments, sach as the Postmaster-General's
Department and the Department of Works, operate their own transport fleets, ‘The
requirements of the remaining Commonwealth departments are, with minor exceptions, met
from transport pools operated by the. Department of the Interior in Canberra and by the
Department of Supply in other States. Thess operations are financed by separate Trust
Accounts, the larger being the “ Munitions Stores and Transport. Trust Account™ controlled:

by the Department of Supply. The otheris the “ Australian Capital Territory Transport

Trust Account” for which: the Department of the Interior is responsible.
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206, The' general order of magnitude of the operations carried on by the two
Departments under their respective Trust Accounts can be seen from the following figures,
extracted from the Budget Papers for 1956-57:—

Balance Brought Balance Carried
_ 30 o, 1956, Brpendiare. Receits. 5 Joig, 1957,
£ £ £ £
Department of Supply . 1,145,687 4,517,073 4,821,988 | 1,450,602
Department of the Interior .. 321,940 729,534 522,834 117,240

Because the same principles apply to both Accounts, we decided to examine in some detail
the Targer of the two—that controlled by the Department of Supply.

207. The Munitions Stores and Transport Trust Account was created by the
Treasurer on 2Gth September, 1941, under section 624 of the Audit Act. The purposes of
the Account were defined as follows;—

“ For the purpose of paying salaries, wages and other expenses in connexion with the Exhibit No.
operation of the stores, transport and garage and in providing for other services which 4/ vaeel.

may be approved by the Minister™,
The Department informed us that there has been no amendment of these purposes.

208. In 1947 the Government, acting on the recommendation of an Inter
Departmental Committee, approved the establishment of a Central Transport and Storage
Authority under the control. of the Department of Munitions. In 1950, the Acting Prime
Minister further directed' that—

(i) Member Departments be required to make provision in their estimates for transport toid, pagez.

services and that they be billed for such services; and
(i) The present rates charged for hire be deemed to include d ion and that
of existing vehicles when scrapped be made from a Trust Fund ",

209. The directive of 1950 altered the basis upon which the Department of Munitions
had been operating, Until then, there had been one annual vote from which all the transport
requirements of the “ Member Departments ” were met. Thenceforward, Departments have
made in their own estimates provision for the cost of the transport services they think they
will require during the year. At the same time, the (now) Department of Supply has to
keep the cost of operations within the limits of the revenue received—or approach the
Parliament for further funds. No such approach has been made since 1952-53, when an
additional £100,000 was made available for working capital. In 1955.56 the balance in
the Account was reduced by £200,000; £ 100,000 coming from each of the Operations
and Vehicle Replacement Sections of the Account. .

210. From the funds standing to the credit of the Account the Department pays
the salaries and wages of its employees engaged in transport and storage activities, purchases

vehicles, workshop' plant, fuel, tyres and spare parts, and meets other costs associated with rbid, page 1.

its transport and storage functions. Receipts to the Account are the recoveries made for
services rendered——charges for the hire of cars and trucks and the storage of goods—and
the proceeds of the disposal of vehicles and spare parts.

211. An indication of the amounts involved in the transactions on the Account js
given by the following table:—

—— Total. Working Capital. Depreclation Reserve,

£ £ £
Balance a5 at. 30.6.55. ., . 1,529,896 737,639 792,257
Receipts 1.7.55-30,6.56 .. . 4,248,968 | 3,815,216 433,752
5,778,864 4,552,855 1,226,009
Expenditure 1.7.55-30,6.56 ol 4,633,177 3,912,501 720,676
Balance as at 30.6.56 .. . 1,145,687 640,354 505,333

212. In this section of our Report we are concerned only with the transport activities
financed' by the Account. We have mentioned already, in connexion with stores trust
accounts, the storage activities: d with the Account. One of our main purposes
has been, to. ascertain what arrangements are made for the replacement of the transport fleet

owned and maintained by the Department.
F.6390/57.—4
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213. The basic control over the fleet is exercised through an approved Establishment
of Vehicles. This is approved by the Minister, and may be varied by him from time to
time. As a subsidiary control, the Stores and Transport Board of Management, to which
the Minister has delegated the task of ronning the fleet, is only permitted to authorize
purchases (within the Establishment) “up to” £10,000 in any one transaction”. All
purchases exceeding £ 10,000 are referred to the Minister for approval, Your Committee
were assured that the Board would not abuse the powers vested in it by authorizing at the
one time a large number of transactions each within the prescribed limit of &£ 10,000

* CommiTTEE MEMBER.—I take it that when your Board holds its monthly meeting
it could spend £100,000 and provided no one line exceeded' £10,000 you would not require
to get any authority from the Minister?—(Mr. Curran) That could possibly happen but the
Board does not operate in that manner.

CoMMITTEE MEMBER.—Out of that. £100,000, if there were five orders at £8,000
cach~—that would be £40,000-—and of two orders at £30,000 cach, the total would be
£100,000. You would not require to get the Minister's authority for the five orders at
£8,000 each but you would require his authority only for the two orders of £30,000 each.
Is that the position?—(Mr. Curran) We could do that, but in such a case we would' put the
whole lot up to the Minister for his approval as being one purchase,

CoMMITTEE MEMBER.—In. other words, the responsibility is with the Board? We
are nol questioning the integrity of the Board—far from it—but there does' appear to be.
a weakness in the way it could operate?—(Mr. Curran) That is so..

CoMMITTEE MEMBER.—S0 then it would be possible, working on this' principle, for
the Board to meet twelve times a year and on eleven of those occasions could agree to
purchases of £9,500 a month without seeking the Minister’s approval, but on the twelfth
occasion it might decide to make a purchase of £50,000 and that would be the only time
of the: ycar that the Board would have to seek the Minister's approval?—(Mr. Curran)
‘That is the position.”

214, Whilst Your Committee have no doubt as to the integrity and efficiency of
the Board—and we note that the transport pool has in recent years operated at a profit
(£157,030 in 1954-55 and £197,000 in 1955-56) and had accumulated profits at 30th
June, 1956, of £760,928 after providing for depreciation—we consider the terms of the
delegation to the Board of Management have hardly been formulated with sufficient
precision. We suggest that perhaps a maximum of authorizations in 2 given period, e.g,, a
month, should be set as well as a maximum in respect of single transactions.

215. Another point that concerned us was how the Department arranges for
replacement of the fleet. Is there any possibility that the. value of the fleet—or its size—is
being increased without recourse to the Parliament for further capital advances?

216. The answer to this problem is intimately associated with the provisions made
for depreciation. It appears that depreciation is allowed for at 124 per cent. for cars and
15 per cent. for trucks, with cars being disposed of after 50,000 miles instead of after five
years’ use, as was until recently the practice—

* CoMMITTEE MEMBER~—Can you explain how the depreciation reserve is built up?
—(Mr. Curran) The transport establishment carries out a service for various Commonwealth
departments.  In providing that service we make a charge of so much a mile for the use
of motor cars. If a vehicle is hired on a weekly basis the charge is' so much a week. In
all hire charges there is an clement for depreciation to provide for the replacement of the
vehicle when it is worn out. The amount of that depreciation is paid periodically into. a
separate section of the trust account which we call the depreciation reserve and' from that
depreciation feserve new vehicles are financed.

CoMMITTEE MEMBER—WIll you tell us the rate of depreciation decided for the
various items of equipment?—(Mr, Curran) For motor cars it is 12% per cent, and for
trucks 15 per cent. . . . (Q.806). . . . In assessing the life of a vehicle we
work on a percentage of about 374 per cent. residual value for all the light flect, that is
cars. That is made up this way: We depreciate at the rate of 124 per cent, giving an
cight-year life but we sell our vehicles approximately at the end of five years which leaves
a residual life of three years, or 374 per cent.

COMMITTEE M Irrespective of the mileag (Mr. Owen) In practice
we find that in five years our vehicles do about 50,000 or 60,000 miles. There has. been
a recent change of. the time of disposal from five years to 50,000 miles, but the differcnce’
will mean hardly anything in the actual writing-off of the vehicle. As far as spare parts
are concerned, the sale of spare parts came about through the standardization of the
vehicles that we have in the fleet. During war-time, we obtained vehicles wherever we
could. In. doing so, of course, we accumulated a number of makes of vehicles which,
in the ultimate, made our servicing very difficult, We had to. carry quite a large value
of spare parts simply by reason of the diversity of makes in the flect. Standardization
was put into practice for reasons of economy and, as a result of standardization of
makes, we have had to dispose of the spare parts for the makes of vechicles that we no
longer had.” .
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. ' 217. Charges for operations and' for depreciation are separately computed, and
any profit or loss on one or other of these two would no- doubt lead to a re-examination of
charges. In an internal service of this kind' there is, in our opinion, no purpose in
accumulating substantial profits in the Trust Account. Either charges should be fixed on
a basis that will cover costs (including depreciation),.or if, for other reasons, e.g. the
desirability of charging commercial rates, the charges are such as to yicld substantial profits,
those profits should be paid to revenue.

218. In this case it appears that the charges are such as to enable replacement of the
fleet with vehicles costing on average more than those they replaced:

“CoMMITTEE MEMDER,—Are the vehicles on the establishment cheaper than those
with which they are being replaced?—(Mr. Curran) In some instances, yes, The purchase
price of earlier vehicles may have been. less than present prices. There has not been a
great deal of variation over the last few years.”
Your Committee are firmly of the opinion that the depreciation rates charged should
enable replacement at prime cost and not at current replacement cost. It seems to us
that when further capital funds are necessary for expansion of the fleet in size or value,
the Parliament should be informed of that fact. by an approach for wi is required
Otherwise, the effect is that the Department of Supply obtains further capital funds from
the Ordinary Services Votes of Departments, and never nced seek further moneys from
the Parliament. We think it unnecessary that the Department’s transport operations should
in this sense be a self-financing undertaking, and recommend that the charges for
depreciation should be reviewed with this general principle uppermost in mind.

219. One further point which interests us (and this is quite distinct from the questions
of increases in the size and value of the pool already discussed) is the ability of the
Department to- purchase substantial numbers of vehicles for replacement purposes without
needing to seek the approval of the Parliament to the expenditure involved. This, in our
opinion, is the most important feature of the present arrangement whereby the receipts
from the depreciation charge remain in the Trust Account as a reserve fund for vehicle
replacement. An alternative would be for those receipts to be transferred annually to
Consolidated R and ppropriated, as required, for the purchase of
replacement vehicles. This would achieve two things. Firstly, the Trust Account would
be used solely as a working account to meet day-to-day expenditure connected with the
operation of the pool (which would, perhaps, be more in line with the defined purposes
of the Account) and, secondly, would return to the Parliament control over the substantial
capital diture. incurred lly.*

220. We say nothing at this stage about the question of interest on the capital
advanced, though we venture the suggestion that, because the Munitions Stores and
Transport Trust Account finances purely internal governmental operations, such a charge
would be inappropriate.

221. Incidentally, we note that the title of the Account, “ Munitions Stores and
Transport Trust Account ”, is now somewhat anomalous if not misleading. No Department
of Munitions has existed for several years, Nor does the Department of Supply provide
on any regular basis for the transport needs of the Service Departments. We recommend
that a more suitable title be sought for the transport section of the Account. We have
already commented upon the necessity for the stores section of the Account.

—
(e) DEFENCE RESERVE AND DEBT REDEMPTION TRUST ACCOUNTS.
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222. During our Inquiry into the Defence Services and the Esti we ¢ i
upon the existence of certain Trust Accounts the purposes of which could no longer be said
to be achievable. The reason was that they had been created to receive for specified
purposes large appropriations from Consolidated Revepue Fund. One, the Defence
Equipment and Supplies Account, was designed to enable expenditure on the procurement
of Service equipment and the other, the Strategic Stores and Equipment Trust Account, was
designed to enable the building up in Australia of stocks of key materials.

223. In the upshot, neither of these Accounts had been used to any extent since
1952-53, Indeed, the Defence Equipment and Supplies Trust Account was never used for
the purposes for, which it was created and for which it was put in funds.

224. We record the comment we made in our Report. It was as follows:—

“, , . Your Committce observe (i) that the need for building strategic reserves
arose in 1950, and (i) that the Parliament is now in the process of appropriating the necessary
funds for the last 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

ses, in other fiefds also. In the course of (e Inquiry leading up to the Committee's Report on Expenditure from
v D 1 g werd Iaformad (pat subsiential capltal sxpEaditure on plant and puldings for the Commonwealth Serom
L aborataries was met from funds accurulated in the Secura Laborataries Trust Account,
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be that, cven if the letter of the law Wero 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 jon that any to the purp of a
Trust Account. canbe made only. after Parliamentary approval by legislation. or fresh
apprapriation *, .
Both of these accounts have since been closed. We regard this as a welcome move, one
that has had the effect. of ing one of the lies existing in the Trust Fund.

225, Our purpose in recording this information is to show how easy it is for trust
accounts, created in good faith, and put in funds by the Parlianient in good faith, can become

1 The circum brought to light in our earlier Inquiry suggest that a regular
review should be made. of the vse of trust accounts and' of the balances. existing in. them
bearing especially in mind. the purposes-for which the account was created. This review
should, we think, concentrate especially on those falling within the category *to meet
expenditure in later years ",

226, We have already mentioned in Chapter II. above the trust accounts- used to
establish resetves for debt redemption, These accounts have been used to receive large
amounts appropriated each: year by the Parliament for purposes of assisting in redeeming
the large amounts of debt maturing in the next few years, It is conceivable that in a few
years’ time problems may arise similar to those we have discussed in connexion with the
defence trust accounts, However, that time has not yet come. Then again, we have
mentioned the suggestions made in earlier years that appropriations to some accounts,
although ostensibly for the purpose of creating reserves for what we now know as Social
Service benefits and for pensions to servicemen,* were made toravoid the existehce of any
“surplus revenue” that would be payable to the States under the provisions of the
Constitution.

227. As we said earlier, Your Committee do not wish anything we say to be
understood as trespassing upon policy duly laid down by the Government. Our objective
is to ensure that proper account is given to Parliament, and that appropriate accounts are.
kept, of the Government’s use of the funds appropriated by the Parliament, This includes,
in our way of thinking, both a forecast of the purpose for which specified amounts will
be used and an explanation after the event of how those estimates have in fact turned out.
This forecast should include the use of Trust Fund moneys where these have an effect upon
Parliamentary appropriations.

228. When all that js said, Your Ci ittee feel compelled to draw ion to the
real dangers that may lie concealed in the use of trust accounts.in the manner in which we
have just been describing. Our point is that, laudable as' may be the attempts of a
government to equalize expenditures over the years by using a trust account.to spread extra
burdens through several years before or_after, they may lead to great and dangerous
possibilities in the realm of finance. Indeed, in some circumstances they may even
jeopardize the stability of the economy.

229, Here again Your Commil are approaching a field of discussion not
committed to us. Nevertheless, as it borders upon those that have been, we think it only
right that we should: mention the existence of the problem and the dangers. The remedies
that must be looked to in any emergency are, of course, not such as can be found by the
adoption of any particular method of handling the public accounts. of the Commonwealth.
Accounts should not and could not be asked to bear such a burden. The remedies lie with.
the Parliament itself, and with that note Your Committee let the matter pass.

(f) TRUST ACCOUNTS WITH NO OPENING AND CLOSING BALANCE.

230. In the Treasurer’s Finance Statement for the year ending 30th June, 1956, are
shown five Trust Accounts.that carry forward no balance to the new financial year. They
are—

Science and Industry Trust Account,

War Service: Homes Trust Account.

Australian Soldiers Repatriation Trust Account.t

Immigration Centres Trust Account.

Serum Laboratories Trust Account.
The funds upon which these Trust Accounts operate are each year appropriated to the
Account, and, as with an ordinary annual appropriation, any amounts unspent at the end of
the year are surr d to the Consolidated Revenue Fund. (Although a balance is cartied
forward each year in the Serum Laboratories Trust Account, we understand that to all
intents and purposes this Account is.the same as the four others mentioned above.)

. balance standing (0 the credit of the War Pensions Accouns was dishursed duclng 1936-57 o pay for peavions,
stieving ha Eatoniad, Bevene 10 M ekients. GOF ogly comunt 1s UNG i WUl Dave Desn pacorable 1. allons ot whle coctlt b b
‘Estimates, rather than freeing money that was approprinied by the Parliament: for the purpose by a subsequent deciaion to draw down the
B ot sescrveas % " 2153 Accout I, 1 appears from the 195738 Budgst Papers, 1o Ionger 1o bs used:
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231, As in our examination of the other categories of trust account, we selected a
single account for detailed investigation. It was the Science and Industry Trust Account.
This Account was established' by the Science and Indusiry Research Act 1949, and is a
Trust Account within the meaning of section 624 of the Audit Act. The Science and
Indusiry Research Act provides that no money is to be expended from the Account except in
accordance with Estimates of Expenditure passed by both Houses of the Parliament.

232. The original Trust Account was operated by the Council for Scientific and
Industrial Rescarch and was known as the Science and Industry Investigation Trust
Account. To it was.appropriated, on its establishment in 1926, an amount of £250,000,
and a forther sum. of £250,000 was appropriated: in 1926-27. Originally, then, the
Ac t visaged as a ding fund from which the Council for Scientific and
Tndustrial Research was able to finance its expenditures,

233. However, the funds standing to the credit of the: Account were exhausted in
193233 and finance has since then been provided' for the Council (and latterly for the
Organization) on an annual basis, Until 1938-39, unexpended funds were allowed to remain
in ‘the Trust Account for use in the subsequent year as a portion of the approved
Parliamentary appropriation. The Commonwealth Scientific and Industrial Research
Organization (C.S.LR.0.) described the position as follows:—

“ Following the exhaustion in 1932-33 of the £500,000 credited to the Fund in 1925-26
and 1926-27, finance has been provided on an annual basis by including in the Approptiation
Act, for payment in to the Trust Fund, the sum approved for expenditure: in respect of the
financial year concerned. Until the year 1938-39, if the amount appropriated was greater
than the actual i the funds in the Trust Fund and were
carried forward to the ensuing financial year for use during that year as portion of the
approved Parliamentary appropriation. Commencing with the financial year 1938-39, the
amount paid into the account from the approved appropriation has been the sum required to
meet the actual expenditure for the financial year, so that, if the expenditure for the year was
less than the app! i the pended amount reverted to Consolidated Revenue
and thus would not be in the Trust Account to be-carried forward to the new financial year *,

234, The fi ial arrang for the Cc Ith Scientific and Industrial
Research Organization were in 1952-53 brought still further into line with those for the
ordinary Commonwealth department, because the revenue received by the Organization has
since then not been credited to the: Account for use in a later year. It is estimated at the
bepinning of the year and treated' as part of the funds made available each year, The
Organization explained the position in this way—

** Apart from the amount credited to the Trust Fund from the approved appropriation,

other revenue is received each financial year and credited o the Trust Fund, This revenue s

’ derived from sales of goods, produce, products, livestock, &c., and fees for services rendered,

Until 1952-53 it was not available for expenditure during the year of receipt, as provision

for its expenditure had not been included in the Estimates for that year. Thus, the proceeds

inéd in Trust Fund-Receipts, and were carried forward as the opening balance for the
ensuing financial year,

Commencing with the year 1952:53, an estimate of the revene to be received during
the year has been included in the annual i bmitted for Parli y approval and
budgetary provision made for the expenditure of such revenue within the year of its receipt.
If the actual receipts fall short of the estimate, ) funds are provided by the
Treasury. On the other hand, if the receipts exceed the estimate, the excess is used to reduce
the amount credited to the Trust Fund from the app) Parli; v A fation for
the financial year concerned. Thus, all reccipts obtained during the year arc applied as a
reduction in the expenditure, so that the Trust Account will then show a nil balance at the
end of the year ™.,

235. The developments outlined above indicate a gradual process of assimilation of
the finances of the Commonwealth Scientificand Industrial Research Organization to those
of an ordinary Commonwealth department. They are the result of a policy that has no
doubt been deliberately determined and put into effect. Since it is a matter of policy, Your
Committee make no comment upon it. We mention the fact in passing—noting as we do
that the process in the case of the other organizations operating under this category of trust
account has been similar. What concerns us is to know how the financial arrangements
made for the Organization affect, the efficiency with which it operates. If having a trust
account demonstrably increases efficiency, we would, as we have elsewhere indicated, be
loath to recommend its closure. On the other hand, if it makes no significant difference to
the working of the agency in question, our view would be that it should. be closed,

236. One of the main problems of a governmental research organization: is to retain
the flexibility so vital to sy 1 h, while still obtaining, the funds so necessary to
conduct the research. Your Committee sympathize fully with the desire of the Organization
to preserve. its freedom of action insofar as research activities are concerned. We do not
intend to examine or comment upon this matter at all: our purpose is confined to assessing
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the. adequacy of the fi ial arrang made for the Organization, In connexion with
the importance of administrative flexibility, we quote with approval the following comments
of the United Kingdom Select Committee on Estimatesi—

“The object of financial control is to bring about cconomical and efficient
administration, as well as tq, guard against the abuse of public funds. Your Committee’s
primary concern: must be to satisfy themsclves that the controls imposed are so devised as to
achieve these objects.  But methods of controlling and accounting for expenditure need to be
applied with'a clear recognition of their implications. A system which produces economies
and is emineatly sound when applicd to.normal administrative expenditure may not have the
same beneficial results when applied to certain types of research, From what has been said in
earlier paragraphs it will be obvious that for some kinds of rescarch, projects a.reasonable
flexibility in the detail of expenditure is essential to the success of the research and to the
most economical use of the money. The nced of this flexibility has been recognized' in the
varying financial arrangements that have been made for the conduct and fostering of researéh,
as.opposed to Your Commi are i d with the ies that can
accrue in such expenditure from allowing the greatest freedom compatible with,safety, and
they are not entircly satisfied that the same degree of freedom and flexibility is always

accorded to the same kind of ki They d that the existing
arr should, be reviewed with the object of frecing the responsible officer; so far as
is icable, from detailed or h ing external control "

237. Does, then, the Commonwealth Scientific and Industrial Research Organization
feel that the financia) arrangements under which it operates.at present are unduly restrictive?
It seems that, with the inevitable reservations, the' C.S.LR.O. considers them satisfactory.
We quote the following interesting evidence given to us by Mr. M, G. Grace; Sccretary,
Finance. and Supplics, of the CS.I.R.O., who d before us to explain -the operation
of the Trust Account:—

“ CoMmTTEE' MEMBER.—It is suggested, at page 6 of the siatement, that, under the
new mode of operation of the Trust Account, administrative flexibility is no greater than
would be if the organization were to work under an ordinary annual appropriation. Can
you explain whether that is s0?—{(Mr, Grace) We would not be greatly concerned, I feel,
if the pattern of the Estimates was retained as it s at present and we retained whatever
flexibility we now possess. If this Trust Account was abolished, I personally do not think
there would be any serious disadvantage to us:

CommiTTeE MEMBER.—In other words, you would prefer to work under an
ordinary appropriation and not have a Trust Account?—(Mr. Grace) No, 1 would not say
that. I would say that, so long as our Estimates are in the present pattern,
inasmuch as we have money voted for investigations in that form under
Sub-division C, we would see no disadvantage, Take, for example, Animal
health and production, We: have. a total vote for that of £659,100. So
long as we retained the authority to spend that moncy for any purpose associated with
those investigations, we wounld see no disadvantage from abolishing the Trust Account and
relying upon direct appropriation. This is where, perhaps, I am not fully knowledgeable.
But, possibly, the fact that the Trust Account does not exist confers upon us a greater
flexibility between the sub-divisions. There are four sub-divisions~-A, B, C, and D. As 1
said before, if that pattern was maintained, and if the top line—' For payment to credit of
Science and Industry Trust Account’~—was crossed out, and we got our funds by direct
appropriation, I think our operations could be conducted just as well as at present.”

238. Thus the C.S.LR.O. would not find operating under an annual appropriation
less satisfactory than under the present arrangements, provided, of course, the necessary
flexibility is preserved. Dr. S. H. Bastow, Chief Executive Officer of the Organization,
who also appeared before us, confirmed this view:— '

* CoMMITTEE MEMBER.—But forward planning is an essential thing in a job like
yours, How satisfactory to you is this system of having to basc your requirements on an
annua) system?—(Dr. Bastow) 1 think that we would all prefer to carry the amounts five
years ahead, but we can see the danger in that because we could not. foresee how much we
would have to spend and we might be just as limited by a five-yearly amount as by any
other appropriation,

ComMITTEE MEMBER.~—But you admit that by this method you cen get what you
want although if you got something else in addition such as more liberal, funds you would
be happier still—(Dr. Bastow) The essential thing is to get speed. These amounts aré
not very great in terms of our annval cxpenditure. A sum of £50,000 in that total
amount means all the differcnce between flexibility and inflexibility. We wounld like to be
able to plan this work shead by five years but, financially, we arc probably as well' off
under the present system as under a real trust account. It would have to be a big thing to
be of any use. '

ComMITTEE M “The present ar
It is fairly satisfactory. It could be freer.

CommITTEE MEMBER.~—You have a sub-heading in your Estimates to the cffect
that the money is for payment to the credit of this Trust Account. If that héading were
removed, what difference: would it make?——(Dr. Bastow) 1 could not tell you at the
&ox:em. So long as we could continue to operate, as we do-at present, we would not
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ComMiTTEE MEMBER~-It would make no difference if you did not have a Trust
Account—(Dr, Bastow) So far as I can understand. No.—(Mr. Grace) So long as we
did' not lose flexibility in our A, B, C and D Sub-divisions~—(Mr, Hewitr) The Trust
Account would still cxist but it would become inoperative. I think that that would
make a difference, It would represent a considerable improvement in. administrative and
accounting practice. It would make no difference to the Organization but it would make
a ial imp in current it in the way that I have mentioned.”

239. Your Committee recommend that the Science and Industiy Trust Account be
closed. It scems to us that it has become an anomaly. In its current mode of operation,
it appears to serve no useful purpose. Its only effect’is, apparently, to cnlarge the figures
of receipts and expenditure showi. in the first of the Trust Fund tables in the Finance
Statement and Budget Papers. .On the other hand, Your Committee wish to make it clear
that the recommendation we have just made indicates no judgment upon the overall

juacy of the arr made for the administration of the Commonweaith Scientific
and Industrial Research Organization. It might, for ple, be idered ad I
to revert to the original conception behind the Science and Industry Trust Account—the
existence of a large corpus that could be used by the Organization over a period of years.
Such a proposal would, of course, involve a large: amount of money: Mr. Grace ventured
the opinion that the amount would have to be of the order of £20,000,000 to
£40,000,000. Even then, as Dr. Bastow observed, a five-yearly limit on funds available
might prove just as restrictive as an annual appropriation.

240. However, these are matters beyond the scope of our present Inquiry. All
we have done js to recommend that, in the circumstances as they exist now, the Trust
Account be closed. We note also that Mr. Hewitt, First Assistant Secretary of the
Department of the Treasury, expressed the view that, examined purcly on the basis of
the present mode of operation of the Account, it would be better if it did not exist,

241, Your Committee recommend that the three other continuing Trust Accounts
that fall within the same category as the Science and Industry Research Trust Account be
examined, bearing in mind' the comments we have made above. If no further reason be
found fgr their existence than for the Science and Industry Trust Account, they also might
be closed.

242. One other matter in connexion with the financial and accounting arrangements
of the Commonwealth Scientific and Industrial Research Organization scems to Your
Committee to warrant report, Tt concerns the numerous * Specific Research Trust Funds ”
held by the Organization. There are some 50 of them, shown in the published statements
as one single head of Trust Fund—

“ CoMMITTEE MEMBER.—They are not shown in the financial statement of the
Auditor-General nor in the Estimates?—(Mr. Grace) Not in detail—merely in total,”

243, A record of these heads of Trust Fund js contained in an appendix to the
Annual Report of the Commonwealth Scientific and Industrial Research Organization.
The aggregate balance is shown in the T ’s Finance St At 1st July, 1956,
it was £25,185. The funds represent donations to the Organization for' some specific
purpose, and are used as necessary to supplement funds from Consolidated Revenue that
have been. made available for the same purpose—

“ CoMMITTEE MEMBER.—A few minutes ago, Senator Wedgwood asked you some
questions in relation to tobacco research, I think you said there was a special account
for that.. Is that money sct aside in a special trust account?—(Mr. Grace) Yes.

CoMMITTEE MeMpER—It is different from the mother trust account?’—
(Mr. Grace) Yes.

CoMmiTTEE MEMBER—The Trust Fund Specific Research Account is a holding
account for moneys that you get from outside bodies?—(Mr. Grace) Yes, and when we
receive a ‘donation we put it into that account. We: budget to spend. so much, and we
estimate the amount that will be recovered in respect of the various items in the account.

CoMMITTEE MEMBER—What about the efficiency of this scheme-—(Dr. Bastow)

We are extremely anxious to get as much money as We can from' industry to finance our
industrial rescarch. We belicve that that is a.more healthy practice than obtaining all our
money from the Treasury. But we cannot get an industry to finance rescarch if it has no
certainty that the money donated will be used for a specific purpose. Thcrcforc,_such money
is put in a trust account, We might receive £10,000, perhaps, for 2 specific job of work
on copper, or £5,000 for expenditure on plaster. research. Many timber firms have made
donations and we hope that there will be a great many more. But these people do not want
to feel that the money will be swallowed up in Consolidated Revenue. Concerning the
serutiny of funds, we probably receive ten times as many requests for scientific rcse.m.'ch
from industry as we can possibly carry out. There is an enormous amount of work requiring
" attention for industrial organizations and' Government departments. We cannot do it all.
That circumstance always has. the effect of making us scrutinize work in: order to sce that
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what we are doing is more important than requests that are coming in. I suppose that

dozens of small pieces of work are stopped during the year while other work is started.  As:

u result, people’s carcers. are also stopped. Wo havo 10 say o a reseirch man, * You will
have to stop this work. We have another job for you to do’. It is necessary for us to have
power'to do that or we would become sterile,”

244, Your Committee observe that, in the financial information made available to
the Parliament, no indication is given of the purpose of the Specific Research Trust Fund,
nor of the agency by which it is administered. Nor does the Science and Industry Research
Trust Account reveal in any way the parallel existence of these funds, although it is true
that the. Annual Reports of the Commonwealth Scientific and Industrial Research
Organization contain full details, We consider that here again is an example of the need for
the kind of Budget Paper table discussed by us in Chapter III, above.

(g) MiscELLANEOUS TRUST ACCOUNTS.

245. In addition to: the five types of trust account mentioned in the earlier sections
of this Chapter, there are; of course, others whose purpose is in some way to further the
processes of administration. They cannot readily be placed into further categories: their
object is to promote efficiency by the use of a trust account as an immediate source of funds,
rather than an- annual (or. occasional) appropriation.

246. We mention three only of these trust accounts because it is our view that, at
any rate at this juncture, our purpose is not to investigate in detail every account that exists.
1t is to lay down some general principles upon which a decision can be made whether a trust
account ought to. be created or whether, if it is in existence, it ought to be closed.

247, Although once again Your Committee’s inclinations have been to view
critically the need for these trust accounts, we wish once more to emphasize that we have
not approached the problem with our minds made up. If a genuine case can be put showing
that a demonstrable advantage can be derived from operating a trust account, then we would
find no objection to it. On the other hand, if the main weight of the case for the trust
account rests, for ple, on the i quacies of the established system for providing funds,
our conclusion would be that the system should be improved, not that a trust account should
be established.

248. The three Trust Accounts. we examined in this field were the—
Aircraft Production Trust Account,
Munitions Production Trust Account.
Law Libraries Trust Account.
The first two are administered by the Department of Defence Production, the third by the
Attorney-General’s Department,

249, The Aircraft Production Trust Account—The Aircraft Production Trust
Account, established in March, 1956, “ to finance the manufacture or assembly of aircraft
or parts thereof by the Commonwealth or any authority of the Commonwealth ", supersedes
the Aircraft Trust Account that was closed on the same date. It had been established in
1939,

250. It seems that, because of the amendment of the Supply and Development Act
in 1948, there is some doubt about the validity of operations upon the Aircraft Trust
Account between 1948 and 1956. Tt also appears that the validity of operations upon the
Aircraft Production Trust Account may be open to guestion, in this case because of the lack
of reference in the cnabling Act to the Department of Defence Production,, and to the failure
to include in the Administrative Arr Order appropriate functions for the
Department.

251. Your Committee consider it improper to permit operations. on trust accounts
without due authority and recommend that the matters in doubt be clarified and put on a
proper footing without delay.

252. In a statement prepared for Your Committee, the Department of Defence
Production explained the use of the Aircraft Production Trust Account in the following
wayi—

“The Aireraft Production Trust Account is used to finance, by way of reimbursement,
the. production in Government Aircraft Factorics, annexes and industry of the requirements
of the Department of Air in the following categoriesi—

Aircraft Construction,

Madifications,

Repairs and Servicing,

Spares.
in addition, it provides finance for the stock holdings. of Aircraft Maintenance Branches of’
the Dep of Defence F i
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Amounts totalling £1,000,000 were credited by way of advances on orders to Aircraft
Trust Account in past years.to enable this D pending p {rom D
of Air, to meet the claims of factories and contractors for expenditure incurred on construction,
modification, &c..

‘The Trust Account meets the needs of this Department as an imprest account clearing
expenditure as between Aireraft Factories, &e., and the Department of Air. In effect, the
scale of expenditure from the Trust Account is dependent on the annual appropriations to
the Department of Air”,

253. Thus the Account operates as.a kind of imprest account, serving to deal with
the time lag that occurs between the actual construction or modification of aeroplanes or
the production of parts in- aircraft factories, and the ultimate payments by the Department
of Air for the finished job, As the Department explained, the Account is, except within
the limits of its advance, dependent upon * purpose ™ appropriations to keep it in operation.
Were the Department of Air to receive no appropriation for aircraft construction or
maintenance, the resources of the Trust Account would soon. be exhausted.

254, While Your Committee can see the need for a central Account for Munitions
Factories, each of which has only a small working advance, and’ each of which may only
praduce a portion of the total requirement of the ordering department, we find it more
difficult to appreciate the purpose of the Aircraft Production Trust Account. It seems that,
on, the face of it, the accounts falling due from factories might be paid direct from
appropriation, rather than through the Trust Account, with subsequent claim on the Vote.

255. We recommend that the reasons for the existence of this Trust Account be
re-cxamined by the Departinent, in consultation with the Treasury. If it be found that
without. additional inconvenience to-the Departments of Defence Production or of Air the
l.;\ccount could be- closed-and charges made direct to the appropriation, we think that should

e done,

256. The Munitions Material Trust Account—Your Committee have already, at
paragraphs 197-198 above, mentioned the opinion given by the Crown Law authorities that
no legal difficulty stands in the way of closing a stores trust account for which there is no
further use, even though stocks are still held against the account.

257. The Department of Defence Production explained that the Munitions Material
Trust Account was established by the Treasurer in 1942 “ for the purchase and manufacture
of all classes of materials and supplies needed in connexion with the preduction of
munitions, aircraft and war material generally ”.  Until 1951, it was used for the purchase
of reserve stocks for production, but thereafter was not used for that purpose because of the
creation of the Defence Production Materials Trust Account.

258. From 195] the Account was used only for * minor expenditure associated with
reconditioning items of stock ”. The Treasury asked that it be lquidated as early as
possible and the Accotint was finally closed in June, 1957. The book value of stocks on
hand at 30th June, 1957, was £4,820,000.

259, Your Committee question whether the stocks might not have been liquidated
rather more rapidly than in fact they have been, and suggest that this should take place
without further delay. It seems to us too that the Account, which had long outlived its
purpose, could have been closed much earlier as closure should have presented no
difficulties in handling, disposing' and: ing for the ining stocks. Furthermore,
another of the prolix series of accounts complicating the financial operations of the Defence
Group would then have been eliminated.

260. Law Libraries Trust Account—The Law Libraries Trust Account was
established' by the Treasurer in 1928 under section 62a. of the Audit Act. Its purpose
is, somewhat cryptically, to provide for “ the establishment of departmental law library for
the Attorney-General's Department and library for the High Court”. There was some

argument as to the precise ambit of the purposes: either they cover only High Court and *

strictly depattmental law libraries, or the latter phrase includes also libraries established for
the federal judiciary in general. (But that point does not here concern us: our inquiry was
as to the use of the Account, and whether it promotes the efficiency of operation of the
Department.)

261. The Solicitor-General and Secretary, Attorney-General's Department, Professor
K. H. Bailey, C.B.E., appeared before us to explain the purposes. and use of the Account,
He said that it might be used up to six times a year, although it was not in fact used in
1954-55.and 1955-56, Its chief value-is that it enables special, unforeseeable purchases to
be niade when the delays consequent upon recourse to the Treasury for finance might mean

that the offer would lapse. Moreover, its us¢ avoids the occurrence of inaccuracies in the
? e

Estimates resulting from either not including am s for unfor and then having to
obtain additional funds (which in our opinion is the proper course), or else from including
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them in the hope that a library might become available during the year, finding that none
could be purchased, and in consequence having under-expenditure on the: Vote.

262, The Solicitor-General told us that the ordinary Votes of the Department carry
items for the maintenance of their libraries. The Trust Account is used strictly for
establishment purposes—

“, . . Perhaps the neatest illustration of the Trust Account s the nced that brought
it into cxistence,

CoMMITTEE MEMBER.—Establishment would become less and fess important and
maintenance more and more important?—(Professor Bailey) In respect of any one library;
yes. The Account was brought into cxistence by two moves. made in the financial year
1927-28. The High Court of Australia moved out of the Supreme Court of Victoria, where:
judges had shared chambers, into its own building, neighbouring but not under the same roof
in Melbourne, and the injstrative oTice of the Di moved from Melbourne to
Canberra, It became necessary to provide for two completely new libraries, one for the
High Court and a library for the Canbzrra office. of the Department. The Canberra office
could, of course, have moved jts library from Melbourne, but that would have meant that
you had to provide a new library in Melbourne, so it was donc the other way. The
establishment of a new library is a matter not only of finance but of time, and the events of
the last war and since have emphasized the time factor. At no stage in my lifetime has it
ever been possible for anybody who was establishing a law library to go into a law baokseller’s
and give him a list of all the series of reports, statutes, and the like that.he wants to buy and
get the order fulfilled then and there, The destruction of the stocks of Jaw reports in England
during the war-time bombing has only accentuated a problem that existed before. The main
source of supply of the English law reports, which are an essential ingredient of every even
reasonably well-equipped. law library in Australia, is now the Lhand sale. Sets of the
law reports are now out of print. Sets of the English Reports, which are the reports from
the earliest times up to 1863 and which used to cost a couple of hundred pounds and now
are worth £1,000, arc available only sp ily, an dictably. You have the offer of
somebody’s library, perhaps when he dies, perhaps when he retires from. office and moves
into a smaller house, perhaps when he wants to realize some of his disposable goods and pay
a deposit on a. new house, perhaps when he takes a new job, but you can never predict’ jt.
The books may come on the market in small' quantities or in large quantitics. We had the
offer in the last few months of a library independently volued at £1,750. T had a very warm
and strenuously pressed request from the Chief Judge of a federal court only a few days ago
for a set of law reports which would cost £1,000.

CoMMITTEE MeMBER,—The total amount of the operations, according to the figures
1 have for 1956, was only £1,250.. What is the order of magnitude usually of operations
through the Trust Account?—-(Professor Bailey) Perhaps the illustration I just gave might
serve as what I think would be a- maximum. If we had in the Trust Account so much as
£1,750 we would have wished to buy that library. It was an extremely advantageous offer *.

263. Your Committee were impressed by the manner in which the Solicitor-General
presented the arguments in support of the continued operation of the Trust Account. We
note also that at the present it has only a small balance, and that its closure is under
discussion between the Attorney-General and the Treasurer. In our view there i really
no satisfactory alternative to recommending that the Account be closed, which we do.

CHAPTER VII.—TRUST MONEYS NOT INCLUDED IN THE TRUST FUND.

264. The Auditor-General brought to our notice the fact that figures for some trust
funds are included in the Finance Statement table, although they are not heads of Trust
Fund or trust accounts within the meaning of sections 60 and' 62a of the Audit Act. In
addition, there are numerous funds that partake of the character of a trust, but in respect
of which particulars of neither balances, expenditure, nor investments are included in the
Trust Fund statement. .

265. In. the first category, i.e. trusts established by Act of Parliament, but not
within the meaning of sections 60 or 624 of the Audit Act, there are four funds—
Defence Forces Retirement Benefits Fund.
Parliamentary Retiring Allowances Fund.
Superannuation Fund.
National Debt Sinking Fund.

266. In his. statement the Auditor-General adviced us that—

“The legislation concerning these funds places their control under a Board, Trust or
Commission and does not vest it in any way in the Treasurer. None of the Funds is named
either as a Trust Fund or a Trust Account in the relative Act. Control of investments is in
each casc vested in a Board, Trust or Commission..

‘The legislation also usually provides that the accounts relating to the Fund shall be
audited by the Auditor-General,
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In regerd to the Nationol Debt Sinking Fund, although all moneys received and
expended pass through the Treasury accounting system they are paid to a separate bank
account wvader the control of the Commission.”

267. The three Funds first mentioned are of a 'type to which the Commonwealth
makes contributions in respect of the retirement pensions paid from them. In addition to the
amounts paid m.by the Commonwealth, there are, of course, extensive funds contributed by
the eventual recipients of the benefits. These contributions normally exceed substantiaily
those made from Consolidated Revenue Fund. Thus, in 1956-57 contributions by members
to the Superannuation Fund amounted to £5.8 million, whilst those from Consolidated
Revenue amounted to- £3.7 million. Contributions to the other two Funds are in similar
proportions,

268, It seems to Your Committee that these Funds are indubitably trust moneys
held by the Commonvwealth or one of its agencics. for persons other than the Commonwealth
Government, In that sense, they fall within the ambit of the heads of Trust Fund shown in
section 1 of the table in the Budget Papers. However, there are reasons for and against the
inclusion: of these Funds in the Treasurer’s annual Finance Statement. We received from
Mr. Hewitt the following evidence:—

“. . . Xrefer now to paragraph 10 which ibes four sub inl each Q.

one of which has been established under a scparate Act of Parliament, the management of
each of which is placed under the control of a Board or Trust or Commission and the
expenditure from each of which is determined by the Act. For that reason they bear an
apparent identity with those illustrated in paragraph 12, and others. ‘The question is, if those
in paragraph 12 are excluded from the Trust Fund and the Treasurer’s Statement, why are
these fau included? There is no doubt that there is room for difference of opinion on the
inclusion of these four in the Trust Fund., Mr. Newman’s predecessor formally took up with
the Treasury the inclusion of these accounts in the Trust Fund. T am not sure what argument
is relied on for excluding them from the Trust Fund. There are two possible arguments,
one is that the moneys paid to the four accounts are not moneys deseribed in section 27 or
section 29 of the Audit Act, e.g., because none of the Acts require the money to be paid to
the Treasurer or the Treasury. If yourely on an interpretation that the Trust Fund described
by Section 60 of the Audit Act can only comprise moneys described by Sections 27 and
29, that is a line of reasoning to exclude these accounts from the Trust Fund. I think that
legal opinion is that there can be Heads of the Trust Fund created under Section 6O of the
Audit' Act in addition to the moneys described in Sections 27 and 29. So I hold the view
that reliance onthere not being moneys described in Sections 27 and 29 does not exclude them
from the Trust Fund, The sccond argument put forward, and the Auditor-General of the
day used it, was that the Acts establishing these four funds specifically empowered the Boards,
Trusts or Commissions in each case to invest the balance of the account, Therefore, if the
moneys arc held to be part of the Trust Fund there is a conflict because the Treasurer, under
section 628 of the Audit. Act, is empowered to invest the Trust Fund, Because of that the
conclision was reached that they should be excluded from the Trust Fund. I think there
is Iegal opinion to support my view that the two provisions are not inconsistent, and that
the specific provision in each of the four Acts for the investment of money is the operative
one, and the general provision in section 628 of the Audit Act js overridden by the specific
provision in the four establishing Acts, Therefore, that second line of reasoning is not one to
support the-exclusion of these four accounts from the Trust Fund, I think there are also
positive reasoas for Including them in the Trust Fund, and here again there is room for
differences of opinion. I believe that it is not inappropriate to include the funds in the Trust
Fund and the positive reasons which lead me to that conclusion are twofold, The first is that
the entire accounting for three of the funds is part of the Treasury accounting.. Those funds are
the § ion Fund, the Parli: y Retiring All Fund and the Defence
Forces Retirement Benefits Fund. All the cash that comes in and goes out of those funds is part
of the Commonwealth Public Account. The accounts of the National Debt Sinking Fund are
kept within the Treasury and are not part and parcel of the Treasury accounts in the sense of
the other three funds,  But the cash receipts and payments of the National Debt Sinking Fund
do enter and flow through the Commonwealth Public Account to a separate banking account.
My second positive reason. is that those controlling the first three funds, in accordance with
their statulory powers, have lodged at call with the Treasurer their daily uninvested cash
balances. Consequently, whether the total transactions of those three funds do or do not
form part of the Trust Fund, there is.not the slightest doubt that the daily cash balances of
the funds are moneys correctly described as being included in the Trust Fund. The National
Debt Sinking Fund' does not formally lodge at call with the Treasurer its uninvested cash
bal but the C jssion in 1937 i d 2 of the ices followed by
the Treasurer as Chairman of the National Debt Commission in investing the funds of that
body. The Commission adopted the practices, which included the practice of setting, off
against the overdraft in the Commonweaith Public Account any credit balance in the Natiopal
Debt Sinking Fond' bank account. The Treasurer pays to the National Debt Commission
interest on the amount of the credit. balances in the Commission's bank account, which is
set off against the Commonwealth Public. Account overdraft. That means that the two bank
accounts are merged and treated as if they were one by the Bank, and the Treasurer has
available to him the uninvested cash balance in the National Debt Commission bank account.
1 think it can be argued forcibly that the Commission and the Treasurer, having made an
agreement, have.not brought the National Debt Sinking Fund within the- full legal definition
of the Trust Fund. But. I believe,. in the light of that ion, that it is not i priate




See_parographs
sfﬁs{:&‘f"‘"
expecta

T8 whove.

Exhlbit No,
?4{7, paragraph

Q. e

Q.5
xhilsit Na.
342,

€0

to include the Fund in, and that it would be most innppropriate to exclude the Fund from,
the statement of the Trust Fund which includes money held by the Treasury in trust. There
is wide room for differences of opinion as to whéther this should or should not be included in
the Trust Fund, and Mr. Newman's predecsssor argued both for its exclusion and' for its
inclusion. While I would fict. use the argument that he used for including it, it is a forcible
line of reasoning, He used the argument for refusing.to sign the Auditor-General's Certificate
for £18,500,000 to be paid to the National Debt Commission."

- 269. Your Committee. consider all the relevant issues adequately set out in the
foregoing passage of evidence. It scems to us that it is desirable that details of these threc
Funds, together with those of the National Debt Sinking Fund, should' be included in
the Finance Statement prepared each year by the Treasurer. These are large funds and
are all in some way available to the Treasury for use in conjunction with its general
operations on the Commonwealth Public Account. In the case of the three retirement
benefit funds, the available uninvested balances arc at the disposal of the Treasurer.
Moreover, their entire accounting arrangements are dovetailed with those for the Tréasury,
In the case of the National Debt Sinking Fund, the National Debt Commission. has permitted
the overdraft in the Commonwealth Public Account to be offset by eredit balances in the
National Debt Sinking Fund. Although not in the same sense as the other three Funds
part of the Treasurer’s accounts; the accounts of the National Debt Sinking Fund are also
kept within the Treasury.

270. The Treasury representative indicated to us that it is: the Treasury’s view that
it is “not inappropriate ” to include these accounts in the Treasurer's annual Finance
St Your C i deem' s¢ modest this statement of the desirability
of publishing details of these four Funds in the Finance Statement. We think. that, bearing,
in mind their size, their importance to the whole of the Commonwealth Public Service
and Defence Forces. on the one hand and to the public debt of the Commonwealth on
the other, there are positive reasons why they should be included,

271. We have already indicated in Chapter III., where we discuss the information
made public concerning the Trust Fund, that we think it desirable that these. Funds should
be placed in a new and separate section of the revised Budget Papers Trust Fund table.
There is force in the' Auditor-General’s contention that these Funds are not, in significant
respects, on all fours with other heads of Trust Fund included in the present section 1.
We, therefore, recommend that they be shown in a new fourth section. It would no doubt
be possible to devise some caption to this section that would indicate that the funds shown
in it are included for various reasons, though perhaps not in the strict sense comprising a
part of the Trust Fund proper.

272. The Auditor-General also brought to our notice the existence of numerous
funds whose existence is not disclosed in the Finance Statement or Budget Papers. As
examples he mentioned the Science and Industry Endowment Fund, the Services Canteens
Trust Fund, the Royal Australian Navy Relief Trust Fund, the Australian War Memorial
Fund and the Aboriginals Trust Account. It appears that these funds and accounts were
established by special legislation and that they are vested in and administered by a board
or trustees, None: of these funds are, he stated, “heads of Trust Fund” within the
meaning of section 60 of the Audit Act; nor, it seems, are the “ Accounts ™ trust accounts
within the meaning of section ‘62 of the Audit Act.

273. These funds were discussed by us with both Mr, Hewitt and the
Auditor-General (Mr, Newman). Many of the bodies administering the “ Funds” are
in. fact entirely separate from the Commonwealth: Government. They may be conducting
tractor-testing or may be engaged on any one of a multitude of activities over which the
Commonwealth has no immediate influence or control. Their only connexion with the
Commonwealth is that certain public funds have at some time or on some. occasions
been appropriated to them. In this sense, there is a very fine line to be drawn between
what could in any sense be considered “ Trust Funds ” and what are in fact more properly
classified as “ Grants-in-Aid ”. The following quotation. from evidence given by Mr.
Hewitt and Mr, Newman seems to us to explain adequately the status of these Fundsi—

“ CoMMITTEE MEMBER.—Considering section 1, should they be related to funds under
the control of the Treasury? These are not accounts under section 62a of the Audit Act,
but should be grouped with funds which are audited by the Auditor-General?—(Mr.
Newman) That is so.—(Mr. Hewitt) Two questions arise out of the paragraphs numbered

10 and 12 in the Auditor-General’s statement, Considering first No. 12, these moneys.

are not included in the Trust Fund The given in 12 are
examples of moneys which are quite: outside the Treasurer’s accounts: Each one of these
is described as a trust fund, but they are moneys. which. have been put under the control
of some group of persons for particular reasons as set out in the relevant Act of
Parliament, They are not very diiferent from other moneys which are quite outside the
Treasurer's statements of account. For example, the Canberra University College and the
Australian National University derive money from the C h, but' their

have nothing to do with the Treasurer and there is no question of including ift the Treasurer’s
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statement of receipts. and payments of the Trust Fund any of the cash recelpts ang payments
of the Australian National University. For like reasons, therc is no reason for showing
the Royal Australian Navy Relief Trust Fund, which is money to carry out statutory
functions, as forming part of the Treasurer’s statement of reccipts and expenditure.—(Mr.
Newman) 1 do not disagree with that at all. T was drawing attention to the fact that there
are these and other funds not shown, I do not suggest that they should be shown in that
statement——(Mr. Hewitt) I do not think that these moneys and other moneys illustrated in
paragraph 12 should come back and form part of the Treasurer's statement of aceount.”

274, We think it important to mention that the use of the word “trust” in
connexion with the Funds we are now discussing is b isleading, This is b
within the Treasurer's accounts, the phrases “ head. of Trust Fund " (often termed “ Trust
Fund”) and “Trust Account” are used in a very special sense, The Treasury
representative explained the difficulty in this way:—

“ o .« (Mr Hewitr) . When Parliament passes statutes establishing
these funds~—I think the word * trust’ is unfortunate:in being picked up and put beside this
very formal Trust Fund which is properly defined in the Audit Act—when Parliament
passes its statutes providing for money to be given o trustees, say, the Australian National
University or the R.A.AF, Veterans' Residences Authority, it passes the money right out
of the Treasury, right out of the Treasurer’s control, In many of the statutes, it is
provided that the persons charged with the cxpenditure of the money shall report to
Parliament and in many cases the Auditor-General is charged with the responsibility of
auditing the accounts. The responsibility for reporting to Parliament, for Parliament' to
ensure that it gets its reports and the responsibility of the Auditor-General to audit them
in. accordance with the statutes are very important responsibilities which quite outweigh
the fact that they ave no part of the Treasury accounts and the Treasurer’s statements,”

275. Some of the funds are audited by the Auditor-General and a report upon
them is contained in his Annual Report. In respect of trusts which have received a once-
for-all payment from the Commonwealth it is clear that while, from the Commonwealth’s
point of view, some. audit may be desirable, the Treasurer has in many cases no further
concern over the use to which the moneys are put, Once duly disbursed from Consolidated
Revenue, they are no longer funds for which he must by law account to the Parliament.
They are, therefore, not shown in the Finance Statement. But at the same time the
C ith may, & for ple of the likelihood of a further application by the
body for funds, or because of the high proportion that the Commonwealth grant bears to
the total funds available to the body, desire to exercise some further supervision over the
expenditure of these moneys. To achieve that end it seems that in many cases the Auditor-
General has by the enabling Act been instructed to examine the accounts' of the body in
question,

276. Your. Committee regard audit by the Auditor-General as a satisfactory form
in which further scrutiny can take place of the way funds made available by the
Commonwealth are expended. At the same time, however, we recall our previous
observations in this regard. They are contained in our Twenty-sixth Report, on the
Commonwealth Office of Education. We there emphasize that, because the bodies in
question are not subject to the Audit Act and Treasury Regulations, the conditions of his
audit may necessarily be different than are' those for the ordinary government
instrumentality. Indecd, the autonomy of the recipients of Commonwealth grants-in-aid
could easily be prejudiced by the manner in which the audits were conducted. Your
Committee hasten to add that we wish no implication to be drawn that we have had
occasion to question the methods. of audit previously used for such bodies as these. We
have not. Our only purpose is to ensure that the Commonwealth, which has by granting
funds to indep bodies acknowledged their independ should not unwittingly yet
in-effect become their master.

277. Your Committee report that we have been unable to receive all the assurances
we think necessary in connexion with the provisions for report and audit included in the
Acts constituting some of the bodies whose funds we have been discussing. Thus, for
example, we mention the obscurity with which the Aboriginals Trust Account is cloaked,

. and, the steps now being taken by the Treasury to ascerfain its status. In themselves these

circumstances mean little: but they do suggest the need for an examination of the numerous
trusts not included within the Treasurer’s accounts, yet in some way associated’ wngl the
Commonwealth. The following passage of evidence seems to us to indicate an undesirable
lack of certainty in regard to these trustsi—

“ CoMMITTEE MEMBER.—Is there a general jule that when such funds are created
they are subject to (a) a report to. the Parliament by the trustees and. (b) an audit by the
Auditor-General?—(Mr. Hewitt) 1 do not kaow of that. It would become apparent i
the instructions given to the Parliamentary Draftsman by lh.c'dqmr(mcn(s whose Ministers
are responsible for the laws establishing the bodies or providing' for the' grants.

CoMMITTEE MEMBER:—You cannot say whether that is as a rule?—(Mr. Newman)
That is the practice in-very many cases. In most cascs. we are aware of, that.provision is
made.”
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278. Cir will ily alter rules. Nevertheless, Your Committee
recc d that the of independent boards or trustees appointed by the
Commonwealth under Act of Parliament should be subject to audit by the
Auditor-General, We 1egard this as. the prime obligation, Its performance should
not, as we have mentioned, violate the independence of the bodies. At the same time, it
would provide a means by which any irregularities could promptly be brought to the
attention of the Parliament, In addition, we think it would be desirable that, where
substantial Commonwealth funds are involved or where for other good reasons it might be
desirable, a report should be made to the Parliament by the board or trustees in question.
We note that this is already done by the Supcrannuation Board. But because the audit
we have in mind would relate to bodies crented or given a special status by the
Commonwealth, it would not extend Commonwealth scrutiny and control info an
unnecessarily or undesirably wide field.

279. Where the funds represent a once-for-all grant, there is very little need to take
any specific steps to convey information to the Parliament through either the Auditor-
General or a report from the body in question. The grant will appear in the Estimates and
its conferring is subject to debate. Any irregularities in the payment would subsequently
be reported to the Parliament by the Auditor-General. But where there is a lkelihood
that the grant will be repeated in later years, or where the Commonwealth funds form part
of a trust corpus, or where other special circumstances pertain, it may be that some statement
of their existence should be available, and even that the accounts should be subject to audit
by the Auditor-General. There are arguments for and against such a list, and such an
audit. As the arguments appear clearly from the evidence, we quote the relevant passages—

“ CoMMITTEE MEMBER—What amount of money would be involved in these at a
particular balancing date?—(Mr, Hewitt) 1 would not hazard a guess.—(Mr. Newman)
In regard to the point about recording what the various trust funds are, that was. done
indircctly at paragraph 137 of my last Annual Report where for the first time I published

a statement of audits carried out in pursuance of the provisions of other Acts. These are:

referred to in the provisions of section 51a of the Audit Act. I published a fairly
prehensive list, It is a ge of the audits we undertake which are outside
the ambit of the Audit Act.. If it is thought to be dcsirablc. to amplify that statement to

give an indication of the extent of C in these.

various funds, I should be quite happy to give consideration to it if the Treasury view is
that it is not a matter for inclusion in the Treasurer’s statement. This was merely published
as a matter of information about the various types of audit we carry out, but perhaps it
does not give the information you want in relation to the exent to which some of these
trust funds have been financed,

CoMMITTEE MEMBER.—As 1 Jook at the list, it scoms to me that there is a
tremendous amount of money somewhere under somebody’s control which belongs to the
Commonywealth or for which the Commonwealth is responsible and which, broadly speaking,
is not indicated any N

h (Mr. ) They are reported upon individually of course,
but that again does not give the information you have in mind. A report is made on the
operations and the results of the audit, but you are more concerned with a statement to
show just what the financial position is and particularly what has been the Commonwealth
contribution?

CoMMITTEE MEMBER.—That is right,
CoMMITTEE MEMBER~—In many cases the Commonwealth made a. grant in the first

place and intended that it should not give any more but that the fund should be self-

supporting for the purposes for which it was created. I you begin to publish these things,
there might be a demand for Treasury control over the operations of the accounts, more
particularly if it stemmed from comments, adverse or otherwise, which you might make as
a result of your investigation, It might be that you would therefore cut across a policy that
was inclined to allow these funds to be administered independent of any controis other
than the necessity to make a report to you?—(Mr. Newman) There could be complications
in certain circumstances. Mr, Hulme mentioned the Australian Aluminium Production
Commission. Speaking from memery, the Commonwealth contribution fo. that was abont
£10,000,000. A C ission is ible for that i If we started publishing

figures, perhaps we would have to get down to what they do with the: profits from the

undertaking, some of which might be turned back into additional plant and various other
forms of expansion. It could become quite complicated in- such a case, instead of being a
straight-out informative statement showing the original contribution or the fotal contribution
by the Commonwealth.”

280. The Auditor-General volunteered to show in his Annual Report a list of the
funds in question. The Treasury representative also said that, should Your Committee
think that desirable, an inquiry could be made to ascertain what Commonwealth moneys are
held outside the Treasury and the Treasurer’s accounts, though he pointed out at the same
time that the responsibility for the money, if issued from the Consolidated Revenue Fund,
is placed by Parliament in the hands of persons outside the Treasury and ‘beyond its normal
sphere of control. Your Committee doubt whether a full-scale inquiry is. necessary. On
the other hand, it may be that a simple and unqualified list of funds created by statute would
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be of advantage. Any more than a simple list, with the constitutive Act shown opposite
the fund, could become very cumbrous, particularly if the contributions from Consolidated
Revenue Fund were to be isolated, .

281, Your Commiltec recommend that a review be made of the existence of trust
funds outside the Commonwealth Budget and in which substantial Commonwealth moneys.
are involved, Where necessary, an audit by the Auditor-General might be provided in the
terms discussed above for the accounts of the body in question; in addition or alternatively
a report to the Parliament might be required from the administering board, While we think
it important that their accounts should be audited, we doubt whether a. complete and
published list is called for. We find it difficult to decide whether or not there should be-
publication of lists of these funds. and of associated details: there are advantages on both
sides and they cannot casily be weighed until more complete knowledge of the extent of
the problem. is available. Your Committee leave this matter to be decided by the Treasury
and the Auditor-General in consultation. Whatever the outcome, Your Committee would
vely on the Auditor-General to bring to the Parliament circumstances surrounding
expenditures of any of the boards that warrant its attention, Gradually, no doubt, the
Auditor-General and the Treasury between them will, even if there is no full-scale
investigation, survey the field and “clear up any anomalies that they come across. When
appropriate, the anomalies could be brought to the notice of Your Committee,

CHAPTER VHI--NOTES ON PRACTICE IN OTHER COUNTRIES.

282. In Chapter IL is described the inter-relationship between the « surplus revenue ”
provisions of the Constitution and the power of the Commonwealth to appropriate funds
to the Trust Fund for the purpose of meeting anticipated future obligations.  As we
observed in that Chapter and in Chapter V.(c), the Trust Fuad has been used: extensively
to receive: funds set aside to meet such obligations. But quite apart from these reasons for
the existence of the Trust Pund it is noteworthy that other countries whose financial
arrangements are of the. British pattern have also adopted the Trust Fund in one form
or another. The exigencies of a system of an annual vote and lapse of funds have, in
most modern polities, made necessary, or at least expedient, the adoption of devices to
avoid its application in all cases. The United States of America, as we shall describe
below, has, though no doubt for good reasons, made most inroads on the: rigours of annual
appropriation and lapse of funds. The United Kingdom, on the other hand, appears less
than other countries to have made breaches in the system.

283. Your Committee include some notes on the practice in other countries in
regard to operations carried' out in. Australia through the Trust Fund because, without
such notes, the setting of our Inquiry might scem to be unnecessarily local and our
conclusions might appear too readily to admit the necessity for the existence of various
forms of trust account. The notes do not set ont to be, nor should they be taken as being,
exhaustive comparative analyses of the practice in other countries. Such an endeavour
would represent an entirely fresh, albeit fascinating inquiry. All we can hope to do
here is to show in broadest canvas how four other countries have adapted their financial
machinery to meet the stresses imposed upon it by modern fiscal and economic requirements.
The countries we have chosen are the United Kingdom, the United States. of America,
France, and Canada.

284, Each country has adopted a form of trust fund to hold moneys that are in
the. possession of but are not owned by the Government. These are the funds termed
by us “trustee funds ”, and are those shown in section I. of the first Budget Papers table
on the Trust Fund, The necessity for keeping distinct from the moneys making, up the
public account the funds owned by private persons or authorities but for some reason
in, the possession of the Government is so obvious that we do not mention it below.
Each countty has made provision for these moneys in some kind of trust fund, and,
except in the case of France, whose arrangements form the subject of a special note,
keep them absolutely separate from the finances of the Government itself.

285. The United Kingdom.—In the United Kingdom the main annual Appropriation
Act authorizes in some cases the use by a department of receipts. incidental to its ordinary
course of business. The dircct use of these receipts is sanctioned by * Appropriations-in-Aid™
(not to be confused. with * Grants-in-Aid ). Thus no trust. account mechanism is used,
even where in Australia a working account of some kind would be used. Your Committee
have already mentioned the views held by authoritative persons in England that revolving
funds would in some cases be desirable. As a matter of interest we quote also the
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section of the Treasury Minute covering s recommendation by the 1951-52 Public
Accounts Committes that the institution of a Food Trading Fund for the Ministty of Food
would offer * solid advantages * over the existing. method of accounting—

“My Lords note that the institution of a Food Trading' Fund would, in the
Committee’s view, offer solid advantages over the: present method of accounting, They
appreciate the nature of the arguments which have led the Committec to this conclusion; but
they consider that it would. be. premature to establish' a Treding: Fund. for any: commodities.
while the future of Government trading in'many commodities is under review, My Lords,
therefore, while agreeing that the question might well be reviewed from time to time, are. not
persuaded that the present moment is. for. the introduction of islati
fundamentally affecting the financial administration of the Ministry of Food *.

286. In a few cases the receipts from miscellancous sources may be sifficient to
cover the whole of the cost of the service provided by a Department. In those cases
the Parliament makes a “ token” Vote of'a small amount—often £10—in addition to
authorizing as appropriations-in-aid the use of the revenues received from sources. other
than the Consolidated Revenue Fund.

287. Should receipts occur in excess of the amount authorized by the. Parliament
as an. appropriation-in-aid, no set-off is allowed against excess.cxpenditure. We quote an
example contained in “Notes for the Use of Accounts Branches of Government
Departments ”. Tt is of a case in which a gross, but not a net excess occurs upon a vote—

Estimated,  Actual,

« £ £
Gross total .. . .o .o . .o 20,000 21,000
Appropriations in Aid available. . . . .- 5000 7,500
Net total required .. . . . .. 15000 13,500
The * token * Supplementary Estimate would be. for—
Further gross expenditure . . .. . Lo .. 1,010
Additional Appropriations in Aid ., . .. .. 1,000
Net vote .. .- . .. . 10
The A iation Account th runs—
Estimated.  Actual,
£ £ £
Gross Total;
Original .. .. o o .. 20,000
Supplementary .. .o .. . 1,010

21,010 21,000
Appropriations in Aid:
Original

. o . . 5,000

Supplementary .- . .. . 1,000
6,000  *6,000
Net total . . . < 15010 15,000

* The remaining £1,500 of receipts avaifable being surrendered as oxtea reccipts to the Exchieguer,
The Appropriation Account here shows.a surplus of £10—the amount of the * token
Vote. The £10 is not issued from the Exchequer, but is written off at the time the surplus is
disposed' of (see 143).
p ”Tl::: £1,500 of surplus * Appropriations in Aid* is'paid over in cash to the Exchequer
(see 2 3

288. The system of “ Grants-in-Aid ” enables. another departure from. the ordinary
rules of Treasury accounting. If the Vote indicates that it Is a grant-in-aid, the rule that
the unexpended portion lapses at the end of the financial year does. not apply.
Furthermore (though this is not germane to our present purpose), a detailed account of the
expenditure is sometimes not required. The purpose of exempting the grant-in-aid from
the ordinary rules is to enable the grantee to carry on activities without being tied: entirely

to the financial year and the amount of grant made therein by the Pariament. 1t is'

intetesting to note that, in order to escape the lapse of funds, the grant-in-aid must be

paid over to the recipient before the end of the financial year, “ or paid out of the Vote

account to a specjal deposit account opened for the purpose. with Treasury authority *.

289. These are the only significant exceptions to the principles that all receipts must
be credited to Consolidated Revenue, and that all payments therefrom authorized by the
Parliament must be made within the. financial year, or the appropriation will lapse. As
can be seen, while the appropriation-in-aid does' not comply with the first principle, the
grant-in-aid does not comply with the sccond. Both are ‘devices designed' to cope with
difficulties that in Australia have beer met by creating a.trust account,
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290, Your Committee note in conclusion that in the United Kingdom stores are 1,

held in store accounts, to which no advances from Consolidated Recenue are made, Thus g;{:s;',h'
oe alia
g;u iphs

they are similar to the stores. operated by our Department of Civil Aviation and many
other departments, and are distinct from those operated by the Postmaster-General’s
Department, the Department of Defence. Production and,others.

7-288 above,

291, The United' States. of America—Your Committec have already quoted s pirssrscts
excerpts from the Budget of the United States of America in, connexion with Trust Fund 8 teve

statements, We there showed the detail in which expenditure from. the trust funds is set
out. It can be seen that the detail includes estimates of expenditure for the coming year,
how much. was spent in the previous year, and how much was committed for expenditure
(“ obligated ™)., We also noted the distinction made in American practice between the
“Trust Funds.” and “ Working Funds ", resulting in the two types of account being. shown
in separate Parts of the Budget.

292.. In the casg of both trust and working funds the accounting and legal rules and
principles governing their operation arc similar to those governing the receipts to and
expenditure of moneys from the general fund of the Treasury.

293. But the. appropriation system in the United States of America in itself departs
from the principle of the annual lapse of funds. ‘Thus the very appropriation system
adopted by Congress permits some of the relaxations that are in Australia only made
possible by the use of the Trust Fund. In addition to the ordinary annual appropriation,
there are current appropriations that are available for differing periods; annual
appropriations of indefinite amount but with a specified purpose; and permanent
appropirations (analogous to our special appropriations). Authority is on occasions given
to incur contractual” obligations up to ‘certain amount, without providing funds to
liquidate them; and funds are voted to liquidate previously authorized: contractual
commitments. Finally, recoverable expenditure is occasionally authorized from public
debt receipts. The following passage from “ Government Accounting and Budget
Execution ”, published by the United Nations Economic and Social' Council, summarizes
the icated network of arr

“The principal types of budget authorizations are the following:—.

(1) Ordinary curtent appropriations nre for a definite, specified amount, but vary
in accordance with the period of availabilif One-year pirations are used
for the ordinary salaries and of general go departments and agencics,
Multiple-year appropirations extend beyond a single fiscal year and ara used for programmes
of a seasonal or non-recurrent type. No-year appropriations are available i itely and
are used primarily for construction, projects.

(2) Annual indcfinite appropriations are indefinite in amount but specified as to
purpose. They are used for the allocation of earmarked, revenues and for such specialized
purposes as the covering of the Post Office deficit,

(3) Permanent. appropriations are those under which additional amounts become
available from year to year without new action by the Congress. Interest on the public
debt is paid under a permanent appropriation.

{4) Contract authorizations permit obli; to be incurred, but do not provide
the. funds to liquidate the obligation. This type of authorization has been used frequently
for military and naval procurcment and for public roads, although in rccent years its tse
has. been increasingly limited in-favour of multiple-year or no-year appropriations,

(5) Appropriations to liquidate contract authorizations are voted'as a separate type
of budget authorization.

(6)' Authorizations to spend: from public debt receipts are sometimes used in lieu
of iations where it is anlicipated that the outlay will be repaid at a future date,
For cxample, moneys for the lending programme of a government corporation may be
provided by this type of, authorization. It has also been employed for such purposes as the
United States iption to the i i 1

2 o 1 Bank for and Di
and to the International Monetary Fund. Expenditure from public debt receipts has the
same cffect on. the: budget totals as expenditure of appropriated moneys..

It is mary for obli; to expire at the end of the budget year,
unless Congress: has specifically. authorized its i , expendi may be
made to liquidate obligations for a period: of two years after the close of the fiseal year
during which the obligational authority was utilized. After the two year period the
undisbursed portions of appropriations are transferred’ to a special account known as
“Payment of Certificd Chims’. The Controllér-General may then certify for payment
from this account where the claim is. properly chargeable. against the unused balance, This
means that in ary one fiscal year a' ider portion of expendil may be in liquidati
of authority which was' committed in the two prior fiscal years.”

Thus: the American. system permits considetable fléxibility even within the appropriation
system—and jt is. stilf, apparently, found necessary to operate a large number of trust
accounts of the working: fund-type:
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294, Your Committee note, however, that the prevailing system of appropriation
is not without its critics. The Commission on the Organization of the Executive Branch
of the Government, reporting to Congress on Budgeting and Accounting in February,
1949, had this to say——a that we und d: still in subst applies—

“The appropriation siructure is further complicated by several different ‘kinds of
authorizations such as annual, no-year, and ppropriations, p intions,
contract authorizations, and appropriations to liquidate contract authorizations. Congress,
the press, and the public are therefore often confused about the total amount of
appropriations in any major appropriation bill. Certainly a comprehensive survey of
cxisting appropriation practices looking towards simplification of approprintion structure,
langunge, and procedure is long overdue, The revision of these practices should be
made along the general lines and in accordance with the underlying purpose of the
performance budget.”

295, France—In France appropriations are in the ordinary course of events
made for one year, and lapse at the end of it. There are certain exceptions, especially
in the case of expenditure relating to works programmes or works spread over a number
of years. Appropriations for these programmes, if approved by Parliament, are allowed to
stand until the funds are exhausted. Capital investment rcceives a *commitment
authorization ” and a “ payment appropriation . The former stands until the programme
is completed. (unless, of course, it is subsequently altered by Parliament); but the latter
must be expended within the financial year,

296. In addition, a system of “ Special Treasury Accounts”, playing a role similar
to Australian working accounts, has since the First World War assumed some prominence
in the financial operations of the government. Many of these Special Accounts are created
to finance the operations of bodies that are supposed to balance their own accounts.
Their importance can be seen from the fact that in 1946 these were 312 Special Accounts,
expenditure from which was equal to approximately one-half of that on the civil budget.

297, Since 1946 measures have been taken to bring the Special Accounts under
Parliamentary control. The United Nations document “ Government Accounting and
Budget Execution ” sets out clearly the steps taken to bring about future control:. in essence
they are the submission of estimates to Parliament, with the consequent opportunities
for scrutiny and criticism. We. quote again—

“Two Statutes, of 6 January, 1948, and 8 March, 1949, respectively, were enacted
for the purpose of remedying this situation, The Special Accounts were reduced in
number and their administration and i bjected to strict i The Act
of 6 January, 1948, lays down the principle that the operations of the Special Accounts
shall be subject to the same of estimati horizati ion and
regulation as the operations of the State budget. Parliament now receives a statement
of their total annual estimated receipts. and expenditure and each year must vote the
necessary funds to cover their expenditure. Lastly, their operations have been made
subject to: the normal budgetary p it of il and app: C ial
accounts, however, ate subject to the rules of ial, not govi

Control of the Special Accounts has been tightencd up. Under the Act of 6
January, 1948, the Administration of Finance, the administrative and judicial bodies and
ially the parli y A ics can now, by means of a special statement,
scrutinize all operations carried to these Accounts and put through on the responsibility
of the public authorities.”

298.. In addition to these provisions, the Treasury uses for its. current. accounts.
some funds that in Australia would not be so used. Thus deposits of private persons and
deposits made by some corporate bodies (including local bodies that are required to deposit
their funds with the Treasury) are used, as are deposits made by the Credit Foncier and the
Credit Nationale, and the Caisse des depots et consignations (The Bank of Deposits).
The latter include substantial social security funds and the idle funds of savings banks.
Nevertheless, in its essentials the practice appears to be similar to that adopted in Australia
in regard to “Section 17 trust funds.

299, Canada: In Canada there is no formally created “Trust Fund ” in the sense
in which there is such a separate Fund in Australia, nor in the sense in which one can be
said to. exist in the United States of America. However, the trust fund mechanism is.
availed of for many of the purposes for which it is used here.

300. In addition to the use of trust funds to hold moneys of the general public not
in the ownership of the government, .the mechanism is used for two broad purposes: The
first is to enable the government to give a true and fair view of the financial position of
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Canada—a position that includes a statement of the assets and liabilities of the Dominion
—by the establishment of such reserves as are required. Thus section 63 of the Financial
Administration Act reads—

N *63. (1) The Minister shall cause accounts to be kept in. such a manner as to
showe— o .
+ (a) the expenditures made under and commitments chargeable against each
appropriation,
(b) the revenues of Canada, and
{c} the other payments into and out of the Consolidated Revenue Fund,

(2) Subject to regulations of the Treasury Board, the Minister—
(a) shall cause accounts to be kept to show such of the assets and direct and
contingent liabilities of Canada, and
(b) may establish such reserves with respect to the assets and libifities,,
as in his opinion are required to give a true and fair view of the financial position of
Canada.”

301. In an informative paper prepared.by H. R. Balls, and made available to us by
the courtesy of His Excellency the High Commissioner for Canada, the following comment
is made upon the manner in which the net debt is determined:—

“. .+ . The net debt is determined by offsctting aginst the pross liabilities only
those assets that arc regarded currently as readily realizable or interest- or revenue-
P i) C g loans and to national, provincial and ici
govi Crown cor i the fund, the old age security fund, international

izations and individuals, arc ded s assets on the Government’s statement of assets
and labilitics and repayments as received are applied to the reduction of these assets rather
than being reported as budgetary revenue,

On the other hand, costs of fixed capital assets are charged to expenditures at the D

time they are and go public works, national
memorials, aircraft, naval vessels, army equipment and other capital assets are not set up
on the balance sheet of Canada nor is any annual charge for depreciation included in the
years expenditure. In other words, while financial assets are recorded on the balance sheet,
physical assets are not unless they are held for disposal or resale. A reserve available for
possible losses on the realization of assets is set up on the balance sheet and from time to
time. some provision for this reserve is included in budgetary expenditures.”

302. The reserve mentioned in the quotation above is linked directly to the system
of accounting adopted by Canada that has already, in our Eighteenth Report, been
mentjoned by Your Committee. The reason for the existence of the reserve is that the
government presents, in addition to the cash basis accounts that are incorporated in and
directly associated with, the Estimates, statements of account that approximate to the
balance-sheet of an ordinary commercial undertaking.

303. The Canadian Government has also established revolving funds whose
function is very similar to that of the trust accounts used in Australia for working accounts
and for stores purchasing and holding accounts, We again quote from the paper by H. R.
Balls, as it summarizes clearly the general position. In deing 50 we observe that the points
he makes have a.direct relevance to our earlier discussion of the stores purchase and holding
trust accounts operated by the Postmaster-General’s Department and others, and' to our
investigation of the accounts operated by the Department of Defence Production—

“. . . Under the Public Stores Part of the Financial Administration Act revolving

-funds for the acquisition of stores of materials, supplics and equipment or for. manufacturing, ¥

processing or dealing in such stores, are operated by several departments. Under these
provisions, stores acquired are not charged to expenditures when the cash outlays occur;
instead, they are treated as asscts on the Government's balance sheet, the charge on
acquisitions is made to the revolving fund and the charge to expenditures is made only

when the stores are jssued for use. This lving fund p i.s not in op ton in all
departments, but it js applied in most of those which provide materials and services to other
departments. or which undertake trading or ing on a ial or

quasi-commercial' basis, or where stockpiling assumes significant proportions in relation to
the department’s. operations. In other cases it is assumed that the advantages resulting
from the adoption of accrual practices would not be sufficient to warrant the additional
work entailed,

A similar revolving fund arrangement prevails in the operations of the Department of
Defence Production. Cash outlays for the procurement of materials for use in the
manufacture of defence i are niot ded as budgetary dit For. purposes
of accounting and control materials so acquired are treated as assets on the books of the
Government and are charged to the defence production revolving fund until they are billed
to the Department of National' Defence or sold to defence contractors for use in the
manufacture 'of defence equipment,
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The repl. of equi and'supplics acquired by the D of National
Defence prior to March 31, 1950, and. subsequently transferred. to partics to the North
Atlantic Treaty Organization also involves cash outlays that are not reflected as budgetary
expenditures, To ensure Parlinmentary control over the, disposition of the property, the
ostimated value of the defénce cquipment and supplics is charged o budgetary accounts
when they are transferred: from Canadian stocks to NATO countries and credited to a
speeial defence equipment account to which the cash outlay for replacements. i eventually
charged. It is of some signil that in ing this p Parliament is using the
budgetary accounting system to control the:transfer of real goods; the financial transactions
involved in the subsequent cash outlay for replacements are controlled throvgh the fiscal
accounts.”

304. Your Committee consider that the points made above in favour of what is
described as the “accrual basis ” of accounting have both merit. and force. Nevertheless,
as we have observed in this Report, and as we have indicated at some length in Part I, of
our Report on our Inquiry into the Form and Content of the Financial D I d
to the Parliament, it is our conviction that the cash basis is that most svitable for present
and foreseeable needs in Australia,

305. Again, the Government of Canada keeps separate accounts to take care of
various accrued Jiabilities, including, those for pensions and other social services. Mr, H. R.
Balls describes these as followsi—

* Accrued linbilities (except for interest accrued on the public debt and the actuarial
calculations of the goverament's liability under certain annuity, pension and insurance plans)
are not taken into. account in d ining the obligations of the go These annuity,
insurance and pension accounts are treated in effect as trust funds and the practice is to
exclude them from the budget caleulations, except to the extent that they involve government
contributions or the payment of interest on cash. b held by the g The
most important arc the unemployment insurance fund, the old age sccurity fund, the
Government’s annuities account, the public (or civil) service superannuation account and
the permanent (or Defence) services pension account. The first two of these are of
something more than passing significance from the standpoint of their impact upon the
Canadian economy but in so far as their relationship to the budgetary accounts is concerned,
they are idered. much as any other i ion.”

306. Finally, there are accounts that were created to receive the undisbursed
balances of appropriations to special funds. In them would be held, for example, amounts
appropriated for the Colombo Plan Fund, or the National Defence Equipment Account.
These also are shown up in the balance-sheet as part. of the liabilities of the government,

CHAPTER IX.—ANNUAL APPROPRIATIONS AND THE TRUST FUND.

307. The evolution of the principles now governing the financial administration
of parliamentary democracies of the British kind has taken centuries, In its beginnings
there was virtual equality, in terms of the financial resources devoted to central government,
of Crown and Parliament. In the nineteenth century sense of the term, however,
Parliamentary control of the purse had come to mean the virtual elimination of. separate
Crown revenues. One Consolidated Revenue Fund was seen as the objective towards which
financial reforms shovld be directed. From it all payments for the purposes of the
government would be made, and those only after due appropriation by the peoples’
representatives, the Parliament. To it all revenucs of the government would be credited,

308. At no time, however, has it been possible to base the whole of the finances
of government on the simple principles that underly the operations of the Consolidated
Revenue Fund. In the preceding Chapter we indicated briefly how various countries
following British ial preced have adapted the system or their practices to meet
the exigencies of government. Our Report has been devoted to discussing in detail the
way in which the Commonwealth of Australia' has used the Trust Fund as a means to
furthering the purposes of government.

309. As Your Committee have on many occasions observed, it has not been our
object in this Report to discuss the merits of any policy of the Government. That is not
our function. Qur purpose has been to examine the way in which the trusts reposed by the
Parliament in the government and its agents have been discharged. Again, our Inquiry
has not so- much run to examining in detail the modus operandi of this or that head of
Trust Fund or trust account: that might all. too easily have involved us in discussing
matters of policy, and would certainly have resulted in an Inquiry’ whose scope and
complexity would have been beyond the resources of a standing committee of the
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Parliament. Rather have we attempted to search out and to- elucidate what practices. are
dopted, and where ¥, to suggest alterations. Our report upon these inquiries,
and our findings, are contained: in the preceding Chapters.

310. But that report and those findings are of their nature detailed and specific.
It leads us to ask:what general conclusions have we reached in connexion with the whole
operation of the Trust Fund? Can such general conclusions be drawn? Does the existence:
of the Trust Fund constitute a threat to the system of Parliamentary control built up so
slowly and with such labour? Is it serving adequately the needs of those for whom its
protagonists claim it was created?

311, The system of annual appropriation and lapse of funds is one of the
characteristic features of the British system of financial control. By it, the Executive is
only entrusted. for a limited term. with funds. After that it must seck fresh authority for
further expenditure, Each request for funds has the effect of placing before the
Parliament for scrutiny the object of expenditure and this, suppl d by the ination
of the accounts made by the Auditor-General and Your Committee, is the central feature
of the system,

312. At the heart of the appropriation procedure is the. requirement by the
Parliament that the' Government should obtain prior approval to the expenditure of public
moneys. In each case there is opportunity for detailed consideration of projected actions
before funds are provided, and a further opportunity, at the end of the year, to compare
the actions with results. On the other hand, the opportunities for requiring justification of
g;micular actions involving expenditure from trust accounts may not occur until well after

¢ event.

313. Tt would be easy to consider the technique of annual appropriation and lapse
of funds as indispensable to the proper functioning of Parliamentary control, to make it,
as it were, the foundation upon which Parliamentary control rests. = While in many cases
this may be true, Your Committee doubt whether if is universally so. It is our view that
there are some circumstances that may calf for a control exercised in a different manner.
That is, while annual appropriation and lapse of funds is one important way in which the
control of Parliament over expenditure is exercised, it is not the only form, nor necessarily
the most appropriate form, by which that control can be exercised.

314. Your Committee have already indicated that there are classes of trust fund
or account which to our way of thinking are unexceptionable. We instance the * trustee
funds” and the existing account for debt redemption described above, and alo the
“working accounts.” used by quasi-commercial undertakings. We recall also that it was
suggested to- us by the Postmaster-General’s Department that the Storés and Services Trust
Account operated by them does in fact facilitate and make more effective Parliamentary
control' of the relevant expenditure. (In this context we observe that this is precisely the
point made in one of the quotations from H. R. Balls, describing the system in Canada,
that we included in the previous chapter).

315. 1t may be that in. respect of these and other trust accounts the submission to
the Parliament of full information about expenditurc—even, perhaps, of estimates of
expenditure—may give the necessary degree of control. Espccially if a body has been given
some autonomy of action, the type of control exercised by the Parliament through an
annual vote may be inappropriate, Then the function of the Auditor-General and of Your
Committee is to make sure that the trust conferred is not abused: and to bring to the notice
of the Parliament any abuses that may from time to time occur.

316. There are other accounts whose existence.cannot be justified. These also have
been mentioned in the foregoing Chapters, and demonstrate how “necessary it is to make
from time to time fresh i and of' their Yet we cannot
claim that, simply because an item of expenditure is subject to the annual scrutiny of the
Parliament, it is ipso' facto in all points uncxceptionable. Over the years since Your
Qommi:ltee have been re-appointed, there is ample evidence in our Reports to show that this
is not thé case,

317. We conclude, therefore, that no system is proof against error, nor is the
adoption of any one principle or single practice a panacea that will solve all the problems
of financial control: "The unremitting vigilance of the Parliament and its agents is the
only way to safeguard the financial rectitude of the government. With that vigilance can
and should- be linked the adoption of sound practices.

318.. Another way of looking at the effect on the transactions of the Consolidated
Revenue Fund of the existence of the Trust Fund' is to ascertain what proportion of the
expenditure from Consolidated' Revenue i in the first place made to the Trust Fund. The
Treasury provided Your Committee with 4 statémert indicating that in 1955-56
£725,367,000 was appropriated from Consolidated Revenue to some forty-two funds and

accounts within the Trust Fund, £47,890,000 to funds in the section 1 group and.
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£677,477,000 to accounts. in section 2. Total expenditure from Consolidated Revenué in'

that year was. £1,138,358,000. Total expenditure from the Trust Fund in the same year

was £758,184,000, comprising £87,048,000' from section 1 and £671,136,000 from

section 2,

319. The details of receipts and expenditure of the forty-two funds and accounts
making up the figures quoted in the previous. paragraph (termed the *appropriation
accounts ") are contained in Appendix No. 4. These are, in summary form, compared
below with the total receipts and expenditure from the Trust Fund in 1955-56—

‘Expendliure from Trust Fund, Reeclpts to Trust Fund,
- Agropiuton | ALRunas | Appropdon | AlkEunds ans

. £ £ £ £
Sec!gon | S .~ Ve . 73,025,412 87,048,460 47,899,738 134,409,410
Section2 ., . - .. | 648,743,254 611,136,074 672,462,046 708,767,134
Total: . . v | 721,768,666 758,184,534 725,366,784 843,176,544

1t can be seen that the “ appropriation accounts ™ comprise a substantial proportion of the.

total receipts and expenditure of the Trust Fund, especially of expenditure from trust
accounts,

320. Thus the Trust Fund forms, to a large extent, a “second line ” of accounts,
fed annually by appropriations from the Consolidated Revenue Fund. Since its annual
expenditures are and have been of the same order as its receipts, it can be seen that there
is little danger that an enormous corpus of free funds will aggregate in the Trust Fund.
Eor that to happen, much significant and necessary expenditure would, in the meantime,

ave to cease.

321. Your Committee: observe in passing that the figures here set down reveal the
fallacy inherent in the view that a second fund looms threateningly behind the Consolidated
Revenue Fund, placing it in jeopardy and rivalling it in magnitude. In fact, the Trust
Fund is shown to be but a2 mechanism by which moneys appropriated from the Consolidated
Revenue Fund are applied to their intended purposes. But it buttresses our view that in
some way this fact should be made clear, We recall that we have already recommended
that the entries in the Estimates should, wherever practicable, make it clear that the
appropriation being sought is to be credited to a trust fund or account.

322. Your Committee quote the following extract from our Minutes of Evidence
because it seems to place the position in the correct perspective:-—

“Commrrree. Memper—What I and other Members of the Committee are
concerned about is this: the system of public accounting is based on the principle of an
annual or periodic appropriation by Parliament of funds. for specific purposes, and the
thought occurs that the system of trust accounts can and perhaps. even does defeat the
principle of regular Parliamentary appropriation and to some extent may even affect the.
annual budgeting system, To what extent could that happen?—(Mr. Hewitt) That is a
very wide question,

Committee MEMBER—D0 you concede the point that it couid happen?—(Mr.
Hewitr) 1t affects the. basis of annual appropriation by Parliament quite cleatly. The
amounts that are held in trust accounts are available for expenditure under the authority
of appropriation at any time. Quite clearly, that is not an annual appropriation; it is a
standing-forever appropriation until it is cancelled, As to the effect upon the annual Budget,
1 have endeavoured to show in that table* of figures that the greater part of the expenditure
from the Trust Fund at the present time {s from moncys which were fed' in in the course
of the year from the Consolidated Revenue Fund'and that there is nothing like an amount of
£800,000,000 being spent out of the Trust Fund over and above what appears in the

ional budget for from the Consolidated' Revenue Fund. -

COoMMITTEE MEMBER—. . . The trusts I am concerned with are those which
are set up by the Treasury, or the Treasurer if you like, under the Audit Act as a matter
of convenience to facilitate the operations. of a department or perhaps: the: Treasury itself.
It is possible with the use of those accounts to defeat the annual budgeting system whica

is the system under which the Parliament appropriates a specific. amount for expenditure.

in that year, When it gets to the Treasury, that department might say * We. are going to
set aside so much in this trust, that trust and another trust’, the propcnfons of which are
carried over subsequently into future years and can into sub fal

‘What proportion of the trust accounts come. within-this latter category? Let us look at the
list of the 6th February which we have reccived from yow. How many of those trust
accounts that you mention are set out in the before the Parli - and in
relation to which the Parliament is aware it is appropriating.a specific amount for a specific

* Sex Appendix No. 4,
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purpose: a8 & trust? Take the first onc-—Aircraft—the receipts for which in 1955-56 were
£10,615,000, Did the Parliament appropriate that sum for a trust for this purpose or was
it part of a gencral appropriation?—(Mr. Hewitr) Can we use the second instead of the
first? The first one has been closed.

CoMmiTTEE MEMBER.—Take Aircraft Production.—(Mr. Hewitr) First of all, I
can sny; in relation to your opening remarks, that ituis quite true that tie Treasurer has a
responsibility and an authority under the Audit Act to open trust accounts, but he cannot
by the same authority pay money into them., He can create a trust account, but it is an
impotent vehicle until such time as a Parliamentary appropriation takes place for the
payment of money to the credit of that account. On the second point, the Drafstman
tries, however ineffectively, to ensure that the nature of the appropriation is made quite
clear. The one we are talking about—Aircraft P i named ifically in the
schedule to the Approprintion Act (No, 2) [955-56. In addition to that, these trust
accounts' of working accounts will obtain, receipts from the sale of their production and
they will. *sell* their production to departments of the Commonwealith which will pay the.
undertakings: for what they produce, be it aircraft or aircraft parts, from an appropriation
provided to the department for that type of equipment.

CoMMITTEE MEMRER.—It is not i b upon the that Js to
operate the trust to expend the amount of the annual appropriation in that year? Let us
take the Aircraft Production amount of £5,895,121 about which we are talking. In
principle: and in actual fact, when Parliament approves that amount of money it is in
anticipation of its being spent in that year unless at the time advice is given that it is to
be paid into a trust account for some future expenditure or to be: expended over a period
of years, 1 am only using that as an Musteation. —(Mr. Hewitt) The creation of
departmental working accounts has followed on since Federation. The first list of trust
accounts included accounts of the very nature about which you are speaking.

CoMmiTTEE MEMuER.—I did not ask you whether it was designed for that
purpose?—(Mr. Hewitt) Or without regard to it. 1 am not surc whether or not
the form of presentation of these figures is misleading. 1 was asked some time ago
questions about the effect on the economy of an £1,100,000,000 Budget supplemented’ by
another £800,000,000 from the Trust Fund. I did not attempt to analyse the whole of
the Trust Fund down to the last peany or the neatest pound, but I provided a table
setting out the expenditure of certain trust accounts together with the probable reccipts
during the year which came directly or indirectly from Parliamentary appropriations. My
purpose was related solely to the assertion that the total Commonwealth expenditure was
£1,900,000,000, and my point in producing this table was to show that a large part of the
annual appropriation was channelled through the Trust Fund. For example, the Loan
Consolidation and Investment Reserve Fund took its income from the Consolidated Revenue
Fund and the National Debt Sinking Fund took haif its revenue from the Consolidated
Revenue Fund of the year.

CoMmiTtee MeMeer.—Under the system it would be possible for substantial trust
fund balances to be accumulated?>—(Mr. Hewitt) Yes.

CommiTTEE MEMBER—AnRd for the Treasury to reach a state of substantial
financial buoyancy which could be used at any particular period to allow a government
to make itself popular by using the Trust Fund: accumulated over a number of ycars and so
in a particylar year refraining from imposing imposts on the public?—CoMMITTER
MeMBER—Do you think it would get away with it?—CommiTTEE Memper: I do, In
other words a position could be reached' where the people of Australia are meeting the
expenses of the next five or ten years hence instead' of the next few years. That could arise
under the present system?—(Mr. Hewitt) 1 think I can only say that the control of the
the liture rests with Parli "

323. Although we have indicated that under the present manner of operating the
Trust Fund no substantial balances have accrued that could be used to defeat the control
of the Parliament as exercised through annual appropriations, Your Committee consider
that we should enter one caveat, It is that if large sums are appropriated to the Trust
Fund for general purposes, e.g. the purchase of Securities, they could be used for purposes
not originally intended by or currently ptable to the Parli These dangers are
those discussed under the heading “Defence Reserve and Debt Redemption Trust
Accounts ”. As we carlier indicated, the remedy for any misuse that might occur is with
the Parliament itself and falls beyond the matters cc itted to- Your Ci i

324, Another point of view from which one may examine the suspicion that the
Trust Fund is a large, dangerous corpus of free moneys available at the whim of the
government is to analyse what is done with the balances standing to the credit of the Trust
Fund at any one time. If they are held in cash form, then presumably a government
could -at any time mobilize considerable financial resources without resort to the creation
of credit:on a wide scale.

325, About this possibility three things may be said. In the first place, and as we
have juist pointed out, the total annual expenditure of the Trust Fund approximates fairly
closely to its total annual receipts. This means that, although the gross figures have
substantially increased over the years, free balances have'not. At the same time, it is also
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true that over short periods gross figures have remained’ relatively constant and that over

longer intervals they have represeated a similar proportion of total Budget expenditure.

326, In the second place, each head of Trust Fund and trust account has been
created with carefully defined purposes. We have already indicated that théy should be
defined restrictively rather than widely. The purposes prescribe. the uses to which the
moneys in the fund or account may be used. Any failure to observe the limits set by the
purposes will call, into: operation all the machinery devised. to prevent expenditure not
authorized by law.

327. In the third place, the balances of the Trust Fund: are heavily invested. As
we showed in Chapter V., there is at any given time only a relatively, small amount of
uninvested balances. We have commented already on the small proportion of uninvested
balances to the total— £ 10,677,000 in £904,447,000, or one per cent,, at 30th June,
1957—as revealed in the Treasurer's annual Finance. Statement. We have no reason to
suppose that at any other balancing date the figures would be markedly different. The
consequence of the heavy investment of Trust Fund balances is that only by appropriation,
further calling on trust funds, by credit from loan raisings' or by resort to bank credit
could substantial disinvestment occur. As we have already pointed out, such an eventuality
is unlikely: and we reiterate our conclision that: the ultimate sanction in such a case is
political and' in the hands of the Parliament, not & matter for Your Committee,

328. Your Committee conclude that viewed' as an instrument of financial control,
the Trust Fund has its weaknesses. Some of these are inherent in the fact that itis distinct
from the Consolidated Revenue Fund; some in the manner in which it has been used.
On the whole, } , it is our considered opinion. that the Trust Fund is a necessary
and useful instrument. Our conclusion is supported by the evident nced governments in
other countries have had for some such mechanism. If the principles of operation to which
we have made reference during cur Report are adhered to, and if the recommendations. we
have formulated are followed up, we think the Trust Fund is, and must be regarded as, a
useful—even an essential—adjunct to the financial system within which the Commonwealth
Government operates, As we have already indicated, we have found that those who
administer and those who operate heads of Trust Fund and trust accounts are doing so,
taken all.in all, in a proper manner,

CHAPTER X.—~-SUMMARY AND RECOMMENDATIONS.
INTRODUCTORY.

1. This. Report. further develops the financial principles
8th, 13th, 18th and 31st Reports. (Paragraphs 1-5)

2. It.deals.with the form in which the financial operations of the Trust Fund are presented,
with the legal and accounting problems. associated with it, with the. general question
of Parliamentary control of the expenditure of public moneys involved in its
existence, and in particular with whether or not the existence of the Trust Fund
derogates from control by the Parliament over expenditure. (Paragraphs 1-5.)

3, Expenditure from the Trust Fund for the year 1956-57 amounted. to £821,093,924.
(Paragraph 11.)

d in Your C ittee’s

Tue TRUST FUND—HISTORY AND LEGAL PROVISIONS,

4. All public moneys held by the Commonwealth or its agents comprise the
Commonwealth Public Account. (Paragraph 13:)

5. In that Account are the Consolidated Revenue Fund, the Loan Fund' and the Trust
Fund. Separate accounts are kept. of the moneys at the credit of each of these
funds. (Paragraphs. 14-16.).

6. The Audit Act 1901-1957 prescribes the manner in which'the Trost Fund shall be dealt
with, and .in particular, lays down that Trust moneys shall only be used for the
purpose of the fund or under the authority of an Act of Parliament. (Paragraph-
17)

7. The original Audit.Act: enacted in 1901 did, not give the Treasurer power to establish
trust accounts. He was merely empowered to keep under separate heads:moneys
received by him-for the.credit of the Trust Fund. (Paragraph 18.),

10.

1L

12,

14.

15.

16.

17.

18.

19.

20.

21,

22.
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. To permit' the: Treasurer to establish trust accounts to cover, amongst other things,

the operations of working accounts, the Audit Act was amended in 1906, (Paragraph

. The provisions. of the 1906 Act are now incorporited in sections 624 and 62B of the

present Act 1901-1957. (Paragraph 21.) .

» - . . . * . * . L3 *

The passing of the Surplus Revenue Act 1908, represents a qualitative alteration in the
nature of the Trust Fund, (Paragraph 24.)

That Act declared that moneys appropriated to a trust account should not lapse at
the end of a financial year, and authorized the Governor-General to decide the
amount that should be credited to the trust account from such appropriation.
(Paragraph 26)

The State of New South Wales challenged the provisions of the Surplus Revenue Act
1908 contending that in ascertaining surplus revenue; the Commonwealth was only
entitled to take into-account as “ expenditure ” moneys which had been disbursed-or
paid away by the Commonwealth as provided by the Commonwealth Constitution,
(Paragraph 30.).

. The High Court held that the appropriation of moneys by the Parliament to a Trust

Account for a purpose of the Commonwealth is not available to the States as
Surplus Revenue under section 94 of the Constitution. (Paragraph 31.)

The provisions of the Surplus Revenue dAct 1910 and the States Grants Act 1927,
:i[:sofar as they affect the Trust Fund, are set out in paragraphs 32 to 36 of this
eport.

* . . » . * - " * » .

Since 1908 Parliament has made frequent appropriations to the Trust Fund for war,
for works, .and for social services; since that date there has been no surplus revenue
for payment to the States. (Paragraphs 37-38.)

In recent times, the Trust Fund has received large sums from the Consolidated
Revenue Fund for debt redemption purposes. (Paragraph 39.)

Included in these are the large sums appropriated for the purposes of the Loan
Consolidation and Investment Reserve' Act 1955-1957, The amounts have for the
most part been left to the discretion of the Treasurer, Your Committee recommend
thatfor appropriations of such magnitude a maximum amount should be specified
in the original appropriation Act even if it becomes necessary to provide a further
appropriation in. the Additional Estimates. (Paragraphs 40-42.)

PusLIC INFORMATION ABOUT THE TRUST FUND.

Information about the Trust Fund is shown, inter alia, in the Finance Statement and in
the Budget Papers tables, (Paragraphs 44-47.)

In the Finance Statement, the heads of Trust Fund and trust accounts are set out
together' in_alphabetical order in the first table (No. 10) and Your Committe
consider this, arrangement is satisfactory. (Paragraphs 48, 57, 58.)

In the Budget Papers the first table (No. 8) is set out in two sections, the first
purporting, to show moneys held for persons and authorities other than. the
Conimonwealth Government, the second purporting, to record departmental working
‘acéounts and moneys held in trust under the authority of Parliament to meet future
expenditure, (Paragraph 48.)

Your Cominittee consider this table in the Budget Papers is unsatisfactory in its
present: form and suggest that a new table be substituted.. {(Paragraphs 57, 58, 62.)

Your Committee recom d that the of Trust Funds shown in table No. 8
of the Budget Papers should bé divided into four groups: )

1. Moneys held in trust.for persons and authorities other than the Commonwealth
" Govetnment;
1I. Working account covering certain factories, stores and services;
1IL. Other moneys (not in 1) held in trust under the authority of Parliament to
méet future expenditure; and . ‘
1V Furids and accounts not part of the Treasurer’s accounts but included in the
Budget Papers table purely for informatjon. (Paragraph 64.)

Pages 12-13
above.
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23. The four groups of heads of Trust Funds and .of trust accounts should set out:
(i) the name of the head of Trust Fund' or trust account;
(ii) the balance brought forward from the previous year, the receipts and'
expenditure for tHe year alid the Balance carried forward to the next year.
(i) a note of the legal authority for the head of Trust Fund or trust account,
her with the administering department;
(iv) the purposes. of the l}ead of Trust Fund or trust account; and

(v) where applicable, an indication of the advance made to the account from
Consolidated Revenue Fund, (Paragraphs 65-68.)

We recommend also that the table be concluded. with a y of the i
of balances standing to the credit of heads of Trust Fund and trust accounts.
» . . . . * . . . . *

The 1932 Joint Select Committee on the Public Accounts proposed that Trust Fund
Estimates should be presented to the Parliament but Your Committee reserve
judgment on this question until the study of the form of the Estimates generally is
completed.  (Paragraphs 69-70.) However, while the' arrangements for the
presentation of appropriation measures remain basically as they are at present we
%%n)sider that separate Trust Fund Estimates might cause confusion. (Paragraph

2

>

I

25. At this stage Your Committee would be satisfied if adequate attention were drawn to

the appropriations regularly' made to the Trust Fund. = (Paragraph 71.)

26, Your Committee consider there should be included in the Index printed in the front
pages. attached to the Estimates comprehensive entries covering the Trust Fund. For
example, at present there is no entry (as such) for the “Trust Fund ” or for any
“Trust Account ”, (Paragraphs 71-74.)

In addition, we consider a clear and standard form of notation should be used in the
body of the Estimates to denote an amount being appropriated to a trust account,
(Paragraphs 71, 76.)

28. Your Committee think it important that the Trust Fund should only exist (except

for the heads of Trust Funds that we have called “ trustee funds ”) in- a relation

that is directly and explicitly subordinate to the annual Appropriation measure.

(Paragraph 74.)

" * - . » * * * . * *

29. Your Committee recommend that the repetition in the Budget Papers of the remaining
table relating to heads of Trust Funds and trust accounts should cease. while the
tables shown in the Finance Statement should be retained and presented in their
current form. (Paragraph 81.)

30. Your Committee, at the same time, consider that the Budget Papers should contain a
reference to the additional information about the Trust Fund that will be available
both in the Auditor-General’s Report and in the Finance Statement. (Paragraph.
82.)

27,

=

ESTABLISHING AND CLOSING TRUST ACCOUNTS.

The amendment of the Audit Act in 1906 enabled the Treasurer to establish trust
accounts and to’ define their purposes. (Paragraph 87.)

32, Private moneys collected by Commonwealth agents are paid to the appropriate
head of Trust Fund in terms of sections 27-29 of the Audit Act. (Paragraph 86.)

33. There is a number of trust funds established by Act of Parliament that do not appear
in the Treasurer’s. Statement of Receipts and Expenditure. (Paragraph 88.)

34, Your Committee consider that specific reference: should be made in the: Finance
Statement and the Budget Papers when a fund receives an appropriation from.
Consolidated' Revenue Fund for the first time, and' also, when a fund' is. closed.
(Paragraphs' 89-90.)

Normally trust accounts are closed by the Treasurer when the purposes of the account'
have been discharged. (Paragraph 92.)

36, The Treasurer has ample authority to open' and close accounts, Your Committee
mention in paragraph 94, four accounts that were closed before the parent Act had
been repealed and one that continued for some years after the repeal of the parent
Act. (Paragraphs 92-94.) '

3L
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It has not been the policy of the Treasurer regularly to review trust accounts to
determine whether or not to continue them. We consider that a regular review
should be made. One. result would probably be that the number of heads of Trust

Fund' and trust accounts would be kept to a minimum. (Paragraphs 95-96.)
* - . * - . . » » » L] L]

In 1953, the Auditor-General obtained an: opinion from the Solicitor-General to the
effect that the Treasurer had no power to alter the purposes of a trust account
established under section 624 of the Audit Act, (Paragraph 98.)

When, it has been necessary to amend the purposes of a trust account, the account
has had ‘to be closed, and a new one established with similar but amended purposes:
(Paragraphs 99-101.)

Your Committee note that since. 1954, di ions have been proceeding between the
Treasury and the Attorney-General’s Department regarding the validity of the
present method of showing an appropriation to a newly established trust account
whose purposes constitute in cffect an amendment of those of an account
concurrently closed. We think the question of the form to be followed should be
settled without delay. (Paragraphs 102-107.)

THE UsE oF TRUST FUND BALANCES.

The balances held in the Trust Fund have increased rapidly in recent years and at st
July, 1957, stood at £904,447,426, (Paragraphs 108-109.)

The increase has not been accompanied by a proportionate increase in uninvested
or free balances. At Ist July, 1950, balances were £278,647,307, of which
£6,759,830 was uninvested. In 1957 the respective figures were' £904,447,426
and £10,677,361. (Paragraph 110.)

Hence at no time have there been free moneys in the Trust Fund that could have
materially affected the pattern of the Budget.. (Paragraph 111))

Should: substantial disinvestment occur, a Government could spend well in excess of
the expenditure authorized by the Parliament from the Consolidated Revenue Fund.
(Paragraph 111.)

Invested balances could be replaced. by cash by appropriating funds, by not renewing
investments on maturity, by raising loans to redeem securities, or by the issue of
Treasury Bills. Prior Pariiamentary approval is necessary except in the case of the
last ‘two methods, when it is rendered unnecessary by provisions contained in
standing legislation. (Paragraphs 112-116.)

3 * * * * » . . » . *

The Audit Act authorizes the Treasurer to- invest moneys standing to the credit of
the Trust Fund in securities of, or guaranteed by, the Commonwealth or any State
or to deposit them at a bank. (Paragraph 117.)

There is no central investment authority to advise those whose duty it is to invest
funds. The funds for which the Treasurer is not responsible are invested by the
administering board or trustees. (Paragraph 119.)

Having reviewed the machinery that now exists for investment Your Committee express
satisfaction with what is being done. (Paragraph 120.)

At 30th June, 1956, investments of the Trust Fund were:—

£
Commonwealth Stock and Bonds . . .. .. 537,539,728
Commonwealth Treasury Bills 231,600,000

Semi-Governmental and other g‘uarameed"i.nvestmer;t's 37,081,878
Silver and Bronze Bullion, &c. ... - .. 3,474,158

809,695,765

(Paragraphs 121-125.)

Under section 628 (3) of the Audit Act, all interest. i “‘f'rom the i of
sums at the credit(o)f'the Trust Fund, is paid into the Consolidated Revenue Fund,
unless Parliament has provided otherwise. (Paragraphs 126-128.)

. In 1955-56 interest paid from the Consolidated Revenue Fund to the Trust Fund

was, £25,900,000; out of a total interest. payment for the year of £53,000,000.
(Paragraph 128.)

- . . * * * - - . » -
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In recent years, the Commonwealth has floated * Special Loans ”, in which moneys
at the credit of the Trust Fund are invested. (Paragraphs 129-130:)

Since the practice has operated, only-one Special Loan has been raised each year. The
loan is floated towards the end of the-firancial year, by which time the Treasurer is
in a position to know the over-all cash position at the Treasury. (Paragraph 132.)

In recent years. the Treasury has. used. the Trust Fund as a repository for large sums
of money to. provide. for the enormous volume. of securities that mature over the
next few years, (Paragraph 134,)

Had that -policy not been followed, the-Commonwealth: would have found:it difficult
t% f;ovide for the heavy obligations it finds itself called upon to meet. (Paragraph
134,

While we think that the: investment provisions in the. Audit Act were never
envisaged as authorizing procedures such as are.now in operation: for Special Loans,
we can see no-alternative to their being continued. (Paragraph 138.)

Your Committec consider it a matter of great importance that Parliament, when being
asked to appropriate substantial amounts for the purposes of the Loan Consolidation
and Investment Reserve, should be informed of the amount intended for investment
and for redemption purposes. (Paragraphs 136-13%.)

It is our view that more satisfactory .arrangements could be made to enable the
Parliament to be advised of Special Loan arrangements and.to give it an opportunity
to consider them proleptically. (Paragtaphs 141-143.).

WnaT TRUST ACCOUNTS ARE USED FOR.

Different principles are involved in respect of each of the various categories of trust
accounts, (Paragraph 145.)

In one category are trust accounts used' to facilitate the operations of trading
undertakings. With this use Your Committee agree. (Paragraph 145.)

In another category are what might be called “ $uspense ” accounts. When these serve
merely as a reserve against expenditure that should have been anticipated or. to
cushion the effects of bad estimating, we think them undesirable. ~(Paragraph

In examining the several categories, it should be noted that any trust accoint will
derogate from the power of Parliament to control expenditure. At the same: time,
there are occasions when the use of a trust account may rhore efficiently achieve the
purposes sought. (Paragraph 147.)

Your Cc i have, theréfs directéd their attention to weighing the merits of the
Trust. Fund against the use of the annual appropriation,
. * B * » * . * » . *
There are numerous tryst accounts included in the working accounts category. We

examined in detail only the trust accounts operated by the Department of Defence
Production. (Paragraphs 150-152.)

The Musitions Factorics Trust Accounts finance factories concerned with the
production of various kinds of munitions. Some of the factories have been operated
since 1920, There are ‘15 accounts inall. (Paragraphs 153-154.)

The use of a trust account rather than a bank account increases Treasury control.
(Paragraph 155.)

An account entitled the Central Drawing' Office Trust Account is. operated from the
Department’s Head Office, and serves all the Factéries. It has operated. since- 1950
but at 30th June, 1957, had stili not been formally established by the Treasurer.
(Paragraph 156.)

. Although the purposes of the several Munitions Factories trust accounts are virtually

identical, in few dases wete the purposes similarly expressed. (Paragraph 157.)

We think that, where the functions are similar, the purposes should be couched in
identical terms. (Paragraph 157)

Your Committee think that the purposes should be defined more restrictively and
consider that the existing authority, which includes the: clause—" providing -any
other service that may be approved by thé Minister ” is too wide. A power such
as “any service associated with the production of Munitions'” should be ample,
(Paragraphs 157-158.) ' ' ’ "
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71, Your Committee consider that in many cases trust accounts used as working accounts
have distinct advantages over the system of annual appropriations. But it is
ggsglrzl\lél;)that they should conform to a mumber of conditions. (Paragraphs

72, For example, the undertaking should have a degree of autonomy: it should produce
a Profit and Loss Account and Balance-shect, it should prepare annual reports, its
accounts should be certified by the Auditor-General and the Jevel of advance to the
trust account should be regularly reviewed, (Paragraph 162, )

73. In dealing with these governmental factories, we have not considered tlie question of
interest on capital advanced, and the provision for depreciation of assets. In our
Report on the Canberra Abattoir Your Committee thought a depreciation charge
in some form was desirable. (Paragraphs 163-164.)

. . . - . - N . . B .

74. Of the numerous departments purchasing and holding extensive quantities of stores,
some operate trust accounts and others do not. (Paragraph 172))

5. We.were presented with widely differing views as to-the desirability of stores purchasing
and holding trust accounts. (Paragraph 173.y

76. The Department of Civil Aviation thought that a stores trust account would
-complicate accounting, procedures, and would not facilitate owver-all financial
control. (Paragraph 173.)

77. On the other hand, the Postmaster-General’s Department and the Department of
Defence Production submitted arguments in support of their trust accounts. The
arguments cover such points as effective Parliamentary control, accuracy of
estimating, and more effective accountancy methods. (Paragraphs 173-197.)

78. In the case of the Post Office Stores and Services Trust Account at 30th June, 1956,
goods delivered and taken to store to the value of £1,879,414 were not paid for;
at the sathe date the balance of the trust account was £71,746. (Paragraph 186.)

79. We recommend that, in future, the Auditor-General should consider, as a general
practice, disclosing circumstances of this kind in his reports to the Parliament.
(Paragraph 188.)

80. The very use of a stores holding trust account involves accounting arrangements,
which may not be essential to the operations of an organization. (Paragraph 192.)

81. At present, no indication is given to the Parliament of the size of the store holding
lying behind an account because the. advance to it is not disclosed, (Paragraphs
198-199.)

82, There are no great difficulties associated: with closing' a. stores. trust. account even
though. substantial stocks might still be held. (Paragraphs 200-201.)

83, Your Committee have not reached any final conclusions about stores purchasing and
holding trust accounts, although in general we doubt whether it is necessary for
departments to operate them. (Paragraph 202.)

84. Whether the stores trust account operated by the Postmaster-General's. Department
should constifute an exception is a matter that requires examination by officers
intimately concerned with the working of the system. (Paragraph 203.)

85, Your Committee suggest that the examining body might be representative of the
Treasury, the Audit Office and the Postmaster-General's Department.  (Paragraph
204.)

» * * * . - . » . * .

86. Some Commonwealth Departments such as the Postmaster-General's Department
operate their own transport fleets. The requirements of the majority' of the
remaining departments are met by transport pools operated by the Departments of
Supply and Interior and financed by separate trust accounts, viz. the ““Munitions
Stores and Transport Trust Account ” (controlled by the Department of Supply)
and the * Australian Capital Territory Transport Trust Account” (for which the
Department of the Interior is. responsible ). (Paragraph 205.)

87. Because the principles applying to the two accounts are the same Your Committee
decided to make a detailed’ examination of the’larger of the two, that controlled by
the Department of Supply. (Paragraph 206.)

88. The Munitions. Stores' and Transport Trust Account was established in September,
1941, to pay “salaries, wages and other expenses in connexion with the.operation of
the stores, transport and garage and: in providing for other services which may be
approved-by the Minister *. These purposes have not been altered. (Paragraph 207.)
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In 1950 changes were made in the manner in which funds were provided for: the
purposes of the Trust. ‘The more important required. that departments should be
billed for transport services refidered and- that the cost of operations. should be kept
within the limits of the received. (Paragraphs 208-212.)

Control over the size of the fleet of vehicles is exercised. through an approved.
Establishment of Vehicles., This is approved by the Minister,. who has delegated
the task of running the fleet to a Stores and Transport Board of Management,
(Paragraph 213.)

The Board of Management can authorize p within: the Establish up to:
£10,000 in any one transaction. The Minister must approve. purchases above that
sum, (Paragraph 213.)

Your Committee consider that the terms of delegation to the Board by the Minister
should be more precisely formulated, (Paragraph 214.)

As at 30th June, 1956, profits of £ 760,928, after providing for depreciation, had been
accumulated in the Account. We consider there is no purpose ‘in. accumulating
substantial profits in an account of this kind. (Paragraphs 214, 217.)

Funds for the purchase of new vehicles are provided. from the balances in the Account
built up by the charges for depreciation. Depreciation is allowed for at 12% per
cent. for cars, and 15 per cent. for trucks; vehicles ate disposed of after 50,000
miles. (Paragraphs 215, 216.) S

Your Committee consider that depreciation rates charged should allow replacement
at prime cost and not at current replacement cost; when further capital funds are
necded for expansion of the fleet in size or value the Parliament should be informed.
(Paragraph 218.)

If the receipts from depreciation were required to be: transferred to the Consolidated
Revenue Fund, the Parliament would recover control over the substantial capital
expenditure incurred’ Ily on replaci hicl (Paragraph 219.)

We recommend that a. more suitable title. be sought for the Account. (Paragraph
221) .

. . . . . . . * - » »

Your Committee report on the use made of certain Trust Funds to give effect to
Government policy. Since some of the Trusts have been closed following our
Twenty-Ninth Report and others have not been used in recent years, Your
Committee suggest that such Trusts should be regularly reviewed to see whether
they are still required: (Paragraphs 222-229))

» * . * * - - * * - »*

Shown in the Treasurer’s Finance Statement for the year ended 30th June, 1956, are
five trust accounts that do not carry forward any balance to the new financial year,
In each case, their funds are provided by an annual appropriation and unspent
balances (uniike other trusts) are suirendercd at the end of the financial year.
(Paragraph 230.)

Here again Your Committee decided to examine the operations of one of these funds,
viz., the Science and Industry Trust Account, controlled by the Commonwealth
Scientific and Industrial Research Organization (C.S.I.R.Q.). (Paragraph 231.).

. The original Account, known as the Science and Industry Investigation Trust Account,

was administered by the Council for Scientific and Industrial Research, which

received from the Parliament a grant of £250,000 in 1926 and a further sum of

£250,000 for the financial year 1926-27. (Paragraph 232.).

Since. 1932-33 when the sums mentioned were exhausted, an annual appropriation
has been made. Until 1938-39, unspent. funds were left in the trust account to be

used as part of the annual appropriation for the: new year but since then have:

lapsed. Other changes made in 1952-53: brought the financial arrangements-of the
Organization still further into line with- those for an ordinary department.
(Paragraphs 233-235.) .

Your Committee’s concern with this Account. has been to ascertain whether the
efficiency of C.S.LR.O. would: in. any way' be diminished if its whole operations
were financed by an annual appropriation, as in the case of ordinary departments,
rather than through the medium of a trust account as now. (Paragraphs235-236.)
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On the evidence given by C.S.LR.O. rep ives, Your Committee do not think
that the efficiency of the Organization would be affected. We accordingly

recommend that the Science and Industty Trust A B
e try st Account be closed. (Paragraphs

Your Commiitee also recommend that the three other currently operating accounts
that come within thq same category as the Science and Industry Trust Account,
should: be examined in. the light of our comment. (Paragraph 241,

Your Committee were informed that the C8.LR.O. is the recipient of donations and
grants: for specific research projects, which go to make up some fifty “Specific
Research Trust Funds ”, A record of these donations, &c., is found in an appendix

to the CSLR.O. report, and the li d annual bal is shown in the
Treasurer's Finance Statement. (Paragraphs 242-244.)
* . * » - * L] . L * *

Some Miscellaneous Trust Accounts have been created, ailegedly to facilitate the
processes of administration. (Paragraph 245.)

If their existence can be justified after inquiry, Your Committee would not obj
their retention. (Paragraphs 246-247.)q &4 uld not object to

Your Committee examined in some detail three of the trust accounts, viz. the Aircraft
P{oduguon Trust Account, the Munitions Production Trust Account, and the Law
Librarjes Trust Account. (The first two are administered by the Department of
Defence. Production, and the third by the Attorney-General's Department.)
(Paragraph 248.)

The Aircraft Production Trust' Account was established in' 1956 inter alia to finance the

manufacture of aircraft, It superseded the Aircraft Trust Account establi in
1939 (Pacagraph 249y T e established in

For various reasons the validity of the operations of this Account has been called in
question. Your Committee consider it undesirable that trust accounts should be
operated: without proper authority, and that the position in regard to this one should
be clarified without delay. (Paragraphs 250-251.)

The Aircraft Production Trust Account is a kind of imprest account to cover the ti
lag between the construction, &c., of aircraft and the actual paymen: b; utr}r:g
Department of Air for the finished job. (Paragraphs 252-253.)

Your Committee consider it possible to conduct these operations through an annual
appropriation, and we recommend that the need for the existence of the trust
account should be examined. (Paragraphs 254-255.)

The Munitions Material Trust Account was established in 1942 for the purpose, 7
alia of purchase or manufacture of all classes of materials and suppligs r&esdeéénfr(e):
t2hse6 grsod;xction of munitions, aircraft and war material generally. (Paragraphs

-257.

Since 1951 it has been used for minor expenditure associated with, reconditioning items
of stock. The Treasury asked that the Account should be liquidated and it was
accordingly closed in June, 1957. (Paragraph 258)

At 30th June, 1957, the book value of stocks held was £4,820,000. Your Committee
question whether the stocks might not have beenliquidated more rapidly and suggest
that the Account, which had long outlived its purposes, could have been closed much
earlier. (Paragraphs 258, 259.)

The Law Libraries Trust Account was established in 1928 to provide for “the
establishment of departmental Iaw library for the Attorney-General’s Department
and library for' the High Court ™. ‘The Account is used infrequently, its chief value
b%i(i)lg gia)t special purchases may be made with a minimum of delay. (Paragraphs
260-261:)

Having considered all the features of this Account Your Committee
it be closed.  (Paragraphs 261.263.) recommend that

TRUST MONEYS NOT INCLUDED IN THE. TRUST FUND,

Some- figures of trust funds-are included in the Finance Statement table, although they
are not heads of Trust Fund or trust accounts within the meaning of sections 60 and
624 of the Audit Act. Again, there are numerous funds that have the character of
a trust, but none of their operations is included ‘in the table. (Paragraph 264,
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There are four funds in the first category, viz.:—
Defence Forces Retitement Benefits Fund,
Parli y Retiring Allo Fund.
Superannuation Fund.

National Debt Sinking Fund.
(Paragraph 265.)

These Funds are placed under the control of a Board, or Commission and are not
vested in the Treasurer. (Paragraph 266.)

The first three Funds attract contributions from both the beneficiaries and the
Commonwealth. Those of the beneficiaries arc at present larger than those of the.
Commonwealth. (Paragraph 267.)

These Funds are trust moneys held by the Commonwealth for persons other than the
Commonwealth Government and are in some way available. to the Treasury: Your
Committee therefore think it desirable that particulars of them and of the National
ngtzsinking Fund should be included in the Finance Statement. (Paragraphs
268-270.)

The balances of the three Retirement Benefit. Funds are at the disposal of the
Treasurer and their entire accounting arrangements are dovetailed with those for the
Treasury. In the case of the National Debt Sinking Fund, the National Debt
Commission has permitted its credit balances to be offset against the.overdraft in the
Commonwealth Public Account. (Paragraph 269.)

Your Committee reiterate that these Funds should be included in a new and separate
section in the revised Budget Papers Trust Fund table (sce page 19 above).
(Paragraph 271.)

. - . » . « . ) . . .

The Auditor-General told us of the existence of numerous funds which were not
mentioned in the Finance Statement or Budget Papers, such as. the Science and
Industry Endowment Fund, the Services Canteens. Trust Fund and the Royal
Australian Navy Relief Trust Fund.  These funds are -established by special
legislation and are vested in and administered: by a board or trustees. (Paragraph

Many of the bodies administering the funds are entirely independent of governmental
control. (Paragraph 273.)

The use of the word “Trust” to describe these funds is somewhat misleading.
(Paragraph 274.)

From the point of view of report and audit, Your Committee recommend that the
accounts. of these Boards and' Trustees: should be subject to audit by the Auditor-
General. In addition, where the funds' are substantial, an annual report should be

ibmitted to the Parli However, the carrying out of these suggestions should
not curtail the independence of the Boards or Trustees, (Paragraphs 278-279.)

The. Auditor-General has volunteered to show in his: annual repost a list of the funds
in question, nofing at the same time the constitutive Act. (Paragraph 280.)

Your Committee think that the Treasury and the Auditor-General should' review the
need for existence. of trust funds outside. the Budget and we leave them to decide
whether or not there should be publication. of lists of these funds and- of associated
details. (Paragraph 281.)

Notgs. oN PRACTICES IN OTHER COUNTRIES.

In Chapter VIIL. Your Committee include notes on practices in the United Kingdom,
the United States of America, France and Canada. Common to the governmental
financial systems of all four. countries are the principles of annual appropriation and
lapse of funds. (Paragraph 282,)

However, all these governments have. adopted some form of trust fund to-hold those
moneys described by Your Committee as “trustee funds”. (Paragraph 284.)

The United Kingdom.—The principles of annual appropriation and lapse of funds are
departed from in two ways; firstly, by Appropriations-in-Aid, which authorize in.
certain cases the use by a department of receipts incidentat to its ordinary course
of business, and secondly, by Grants-in-Aid, whereby .an unexpended. portion of an
appropriation may not lapse at the end of the financial year. These two devices are
designed to cope with difficulties that in Australia have been met by creating a-trust
account, (Paragraphs 285-289)
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135, The; manner in which stores are held is similar to that adopted by our Department

of Civil Aviation and many other Commonwealth. departments, and is distinct from
the method followed by the Postmaster-General's Department, the Department of
Defeace Production and others. (Paragraph 290.)

136. The United States of America—A system of * Trust Funds” and “ Working Funds "
has been evolved in the United States of America and the accounting and legal rules
and principles governing their operation are similar to those governing the receipts
to, and’ the expenditure of moneys from, the general fund of the United States
Treasury. (Paragraphs 291-292.)

137. Although considerable flexibility is permitted within the appropriation system, it is still,
apparently, found necessary to operate a. large number of trust accounts of the
working fund type. Your Committee note, however, that there has been criticism
of the prevailing system of appropriation. (Paragraphs 293-294.)

138, France—Here again there are exceptions to.the general principles, firstly, in the case of
expenditure relating to works programmes or works spread over a number of years
and, sécondly, in relation to a system of “ Special Treasury Accounts *, which play
a role similar to Australian working accounts. (Paragraphs 295-296.)

139, Since 1946 steps have been taken to bring the Special Treasury Account
Parliamentary control. (Paragraph 297.) P o s under

140. Canada.—While the Canadian system does. not provide for a formally created “ Trust
Fund” the trust. account. mechanism is adopted for many of the purposes for which
it is used in Australia. (Paragraph 299.)

141. The mechanism is used in conjunction with the requirement that the government
should give a.true and fair view of the financial position of Canada by enabling the
establishment of reserves in respect of assets and liabilities. (Paragraphs 300-302.)

142: Revolving-funds have also been established, whose function is very similar to the
trust accounts used in Australia for working accounts and for stores purchasing and
holding accounts. (Paragraph 303.)

143, Separité ‘accounts are kept to provide for certain accrued liabilities, including those

.. for. pensions and other social services, Accounts have also been created to receive
ndisbursed balances of appropriations to special funds such as the Colombo

.. Plan Fund or the National Defence Equipment Account. (Paragraphs 305-306.)

ANNUAL APPROPRIATIONS AND THE TRUST FUND

144, In Chapter IX., Your Committee trace the evolution of the system of Parliamentary
control of the Purse. The idea of the one consolidated Fund into which all
governmental receipts are paid, and from which all payments are made, has had to
be modified in Australia by the creation of other funds such as the Loan and the
Trust Funds, (Paragraphs 307-308.)

145, The system of annual appropriation and lapse of funds is a characteristic feature of
our system of financial control, (Paragraph 311.)

146. Another characteristic is the prior approval by the Parliament to the expenditure of
public moneys by the Executive, (Paragraphs 311-312.) *

147. At the same time, it has been suggested that certain categories of trust fund or trust
account can be used in such a way as tofacilitate effective control by the Parliament,
(Paragraphs 313-314.)

148, The control exercised by the Parliament through an annual vote may be inappropriate
in some cases; on such occasions it may be that the use of trust accounts, together
with the submission to Parliment of additional information, would give the necessary
degree of control, (Pargaraph 315.)

149, There are trust accounts whose existence cannot be justified and this bears out our
belief that they would have been closed had there been a regular review.
(Paragraph 316.)

150. Your Committee remind the: Parliament that only unremitting vigilance will safeguard
the financial rectitude of the government. No system is proof against error, nor will
the adoption of any one principle or practice solve all' the problems of financial
control. (Paragraph 317.)

151. Your Committee indi the fi fal infl the operations of the Trust Fund
have upon those of the Consolidated Revenue Fund. (Paragraphs 318-320.)
F.6390/57—6
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152/ Thé fighres mentioned expose the fallacy ‘of the view: that the Tyust’ Fund. i -a
second Fund looming threateningly béhind the Consolidated Revenus-Fund, placing
it:in‘jeopardy and rivailing it in-magnitude: But the:facts ‘must be made-cléar if the
fallacy is not to persist. -(Paragraphs 320-321.)

153. However, we sgain draw -attention to the dangers inherent' in" appropriating large
sums to the Trust Fund for general purposes. (Paragraph'32 g

154, The suspicion that the Trust Fund is a large, dangerous. corpus of free money to be.

spent at the whim of the government can<be removed by examining what is done. with
Trust Fund balances at: any one time. -(Paragraphs 324-327.)

155.. Your Committee. conclude that,. although..the: Trust Fund has its weaknesses as an
instrument of. financial control, it must be-regarded.as a useful—-even an essential—
adjunct to our government financial system. We find too that'those - who"administer
and those who operate heads of Trust Fund and trust accounts are doing so,. taken
all in all, in a proper manner. (Paragraph 328.)

L . L] L L] & L - - » -

156. In presenting this Report Your Committee express their warm appreciation of the
signal services rendered. to them by Mr. Peter' H. Bailey, M.A. (Oxon.),. LL.M.
(Melb,), who has recently returned to the Department of the Treasury after
having worked for two and a half years as Secretary to the Committee. For much
of that time Your Committee were hearing evidence, and collecting and examining
Trust Fund material and Mr. Bailey’s technical knowledge-and Treasury ‘experience
were invaluable in enabling Your -Committee to find ‘their way through the
voluminous material presented to them.

157. Much .of -the draft Report on the ‘Trust Fund had' to be completéd.after'Mr. Bailey

returned-to the Department of the Treasury and we are indebted to that Départment.

for its courtesy. in, allowing him. to finish-his drafting while carrying.out.the duties
of his new position.

On behalf. of the. Committee,.

E W BLAND,
_:')f”,’/ Giairman.

of Publi¢-A 1

R. C. DAVEY, f;

Secretary,
Joint Parli y.C
Parliament House,
Canberra, . A.C.T.
27ih November, 1957,
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APPENDIX No. 1.

Report Paragraph 22.
THE. FOURTH: SCHEDULE TO THE AUDIT ACT 1906.
TRUST ACCOUNTS, Section 624,
~Name pf.Account., Purposes,

The Commonwealth Ammunition Material Ac-
count

The-Small'Arms' Ammunition Account

The Defence Clothing Material Account

The Small Arms Account .. . .

The Unclaimed Militia'Pay Account .. ..

The Customs Officers’ Overtime Account

‘The Government Printer-Account

The Naval Agreement Act—Special Pay Account

‘The Naval Agreement Act—Registry Account ..

‘The-Pensions Account . . .
The Guarantee Fund-Account’ .-

Thé!DefalcationAccount .. .

‘The Money Order Account .. o .
The International Postal and Money Order Account

Theé- Defence Forces Stores Collections Account
(Queensland)

The Deferred Pay-Account .. - .

The Ocean Mails Account .. . .

Purchasc of ammunition material

Purchase of small arms ammunition

Purchase of material for Defence uniforms

Purchase of small arms and parts

Payment of unclaimed pay to members of the Militia
Forees -

Payment to the Consolidated Revenue Fund or t
officers of the Department of Trade and Customs
out of moneys received from the public for the
services of officers

' Payment for labour employed and material used in the

Government Printing Office

Payment at special rates to Australians and New
Zealanders, in accordance with Article V. of the
Agreement sct out in the Schedule to the Naval
Agreement Act 1903

Payment of expenses connected with registration offices

blished in ion with the A set out

in the Schedule to the Naval Agreement Act 1903

Payment to officers on retirement

Payments into the D ion Account in
with loss arising from the fraud or want of fidelity
of officers

' Payment of loss arising from the fraud or want of

fidelity of officers
Remittances by Money Orders and Postal Notes
Settlement of Accounts between the Commonwealthand
other Governments

" Purchase of Defence Material

' Payment of Deferred Pay of Members of Defénce Forces

Settlement of accounts between the Postmaster-General's
Department and Governments of other, countries
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APPENDIX No. 2.

Report Paragraph 130.

SPECIAL LOANS. RAISED BETWEEN 1952 AND 1956,
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AppENDIX No. 3—continued.
Report Paragraph 157—continued.

ringed,

TRUST ACCOUNTS INCLUDED IN BALANCE OF £2,283,544 10s. 7d. UNDER “ MUNITIONS FACTORIES™ AT 30TH JUNE, [956—con#i

Account.

Small Arms Factory, Lithgow

Aircraft Factory, Fisherinen's Bend

Aircraft Factory, Parafield

Marine Engine Works, Melbourne

Cenfrdl Drawing Office . .
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RECEIPTS TO TRUST ACCOUNTS THAT ORIGINATED
APPROPRIATION OF THE CONSOLIDATED REVENUE
FROM THOSE ACCOUNTS.

APPENDIX No. 4,
Report Paragraph 319.

FROM A PARLIAMENTARY
FUND AND EXPENDITURE

st Accoust. Epenire. R,
£ £
Section 1—
Canberra Cemetery .. - . . 9,935 8,579
Coal Mining Industry—Long Servme Leave . " . 310,829 565,347
Commonwealth Aid Roads . . “ . 26,581,038 27,469,123
Defence Forces Retirement Benefit Fund . . . 1,325,904 692,210
Deferred Pay—Air Force . . . 8,341 4,572
Deferred Pay—Naval .. . . 94,354 124,482
Parliamentary Retiring Allowanm Fund o . 29,289 19,912
Medical Research Endowment Fund .. . n . 155,830 150,000
National Debt Sinking Fund .. . . . o 39,535,606 15,416,972
National Fitness Fund . . . . 71,278 72,743
Superannuation Fund .. - . . . 4,903,008 3,375,798
Total Section 1. .. . 73,025,412 47,899,738
Section 2—
Aircraft i . . . . 12,579,232 10,615,963
Aircraft Producuon . . o . . . 5,838,091 5,895,121
Atomic Energy . . . o 2,147,736 2,147,842
Australian Soldiers’ Repatnauon .- . . .| 15,546,327 15,546,327
Commonwealth Literary Fund' .. . . . . 9,960 12,000
Commonwealth Stores Suspense o . . . 636,427 562,949
Defence Clothing Material . . . . 1,659,204 1,107,879
Defence Production Materials .. . . - o 348,593 391,107
Fisheries Development . . . “ . . 125,000
Government Printer .. . . - . . 507,569 467,675
Immigration Centres .. . . . - 1,489,803 912,902
Interest Suspense . .. .- 96,921,757 96,909,508
International Dcw:lopment and' Rehcf s .- . . 3,900,573 4,011,327
Loan Consolidation and Investment Reserve . . . 28,701,010 64,012,577
Manufacture of Munitions . - . . . 8,927,286 6,008,681
Munitions Factories .. . - . - 18,978,978 18,408,393
Munitions Production .. . e . 4,613,744 5,602,655
Munitions Stores and Trnasport - . . 4,633,177 4,248,968
National Health Campaign . . .- . b 29,693 30,
‘National Welfare Fund . e . .| 214,865,671 216,952,107
Pensions Suspense . . . .- . . 70,092,168 70,247,228
Post Office Stores and Semees . . . . . 41,536,244 38,709,091
Railway Accident and Insurance Fund .. - . 14,782 9,797
Railway Plant and Stores Suspense . . . 1,507,399 1,525,909
Science and Industry .. . . 4,716,313 4,716,313
Taxation-Refunds Suspense . . . 28,693,895 28,719,124
Uniform Clothing and 'Neoasanw—Nnva! . . 303,945 226410
‘War Pensions. . . . " . 47,307,315 47,307,315
‘War Service Homes . .. . o “ . 31, 014 523 31,014,523
War Service Homes Relief . . . o ol 5,505 2,908
Works Suspense . . .- . . . 1,216,244 1,019,447
Total Section 2. .. .. | 648,743,254 | 677,467,046
GRAND TOTAL .. | 721,768,666 | 725,366,784
By ity: A, J, AxTHUR, C Printer, Canberra.




