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A 148 REPORT ON THE INVESTIGATION OF THE 2017/18 UNAUTHORISED,
FRUITLESS AND WASTEFUL EXPENDITURE

(EC 2019 06 27, C 2019 06 27) (12721311/1)

RESOLVED

a) Unauthorised Expenditure
That Council condone all unauthorised expenditures of R111 908 226 for
2G17/2018 however non-cash outflow expenditure in finance are journals for bad
debts provision and depreciation expenditures process at year end during AFS

preparation for AG.

b) Fruitless and Wasteful Expenditure

i That Councll write off all fruitless and wastsful expenditure of R4 868 584,08
which arise from interest paid to Eskom for late payments due to financial
constraints, SARS and other sarvice providers.

ii. That council write-off the fruitless expenditure of R342 568, 00 for GTEDA.

¢) Irregular Expenditure
i That Council condone irregular expenditures of R12 252 816.03 as highlighted

by the report
i. That council cendenes the Irregular expenditure of R76 858, 00 GTEDA

1. That the Accounting Officer institute processes to recover money from officials

where there is transgression of the law;

2. That Unauthorized expenditure be condoned on the basis that they are non-cash

ftems, no loss was Incurred by the municipality;




3. That a |etter be written to National Treasury for condonement of irregular in terms

of Section170 of the MFMA;

. RECOMMENDATIONS (to be implemented by management)

That the Accounting Officer institute processes to recover moneay from officials
where there is transgression of the law;

That the Accounting Officer institute corrective measures or disciplinary actions
on any act of misconduct where identified;

That Risk and Compliance Office be invited to observe SCM processes during
Bid Specification and Evaluation Committee meelings. SCM Regulations no 41
states that “a supply chain policy must provide for an effeclive system of risk
management for the idenfification, consideration and avoidance of potential
tisks in the supply chain management system”,

That Budget and Treasury Office (SCMU) conducts awareness workshops to
sensitise officlals about SCM processes as per Reguilations and palicy,

That contract managemsant be strengthened {each municipal departmeant fo
develop and manage their own contracts);

Conduct SCM cormpliance checklist to supplement policies and procedures.

Signed by the Speake(:[ 2 K

Councillor DJ Mmetle ...i.a-.. :




A 148 REPORT ON THE INVESTIGATION OF THE 2017/18 UNAUTHORISED,
FRUITLESS AND WASTEFUL EXPENDITURE

(EC 2018 06 27, C 2018 06 27) (12/2131111)

REPORT OF THE CHAIRPERSON OF MUNICIPAL PUBLIC ACCOUNTS
COMMITTEE, CLLR DG MKHABELE

PURPOSE OF THE REPORT

The purpose of this submission is to report to council on the results of the
investigations conducted on the 2017/2018 Unauthorized, Irregular, Fruitless and
Wasteful expenditure (UIFW),

BACKGROUND

This report relates to the investigation of unauthorized expenditure of R111 908
226, imegular expenditure of R12 252 916, 03 and fruitless and wasteful
expenditure of R13 624 312 which occurred in 2017/2018 financial year. On the
30 of August 2018 Council resolved that the 2017/18 register of unauthorised,

irregular, fruitiess and wasteful expenditure (UIF) be noted and be referred to
MPAC for investigations as per Council Resalution No. ABT of 30 August 2018
and adjustments made in January 2019.

. Scope of the investigation
The scope of the investigation will cover 2017/2018 unauthorised, imegular,
fruitless or wasteful expenditure incurred by the municipality which are
accumulated figures of unauthorized expenditure of R111 909 226, irregular
expenditure of R 5 648 668.29 which increased to R12 252 916.03 due to
AGSA audit findings, fruitiess and wasteful expenditure of R4 868 884, 08.
And fruitiess expenditure of GTEDA for R 342 556, 00 and the irregular
expenditure of R76 658,00. The scope of the UIF investigation was established
by the Council resolutions number A67 of 30 August 2018. All relevant
information from the opening balances was scrutinized which is covered by the

investigation.
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The council has referred the 2016/17 unauthorized, irregular, fruitless and wasteful
expenditure report to the Municipal Public Account Committee for investigation on the
31 August 2017, (council resolution A70 C 2017 08 31) .

DISCUSSIONS
In terms of section 62 af the Municipal Finance Management Act No. 56 of 2003

(herein referred to as "MFMA”"), the accounting officer is responsible for managing the
financial affairs of Greater Tzaneen Municipality (GTM) and he must, for this purpose,

inter alia:

d). Take all reasonable steps to ensure that unauthorized, irregular; fruitless and
wasteful expenditure and other losses are prevented; and

e). Ensure that disciplinary or, when appropriate, criminal proceedings are

inatituted against any official or Councilor of the municipality who has allegedly

committed an act of financlal misconduct or an offence in terms of Chapter 15 of
the MFMWA,

SUMMARY OF THE KEY FINDINGS

1. UNAUTHORISED EXPENDITURE

Unauthorized expenditure occurs when the municipality exceeded their budget. The
investigation revealed that the municipality incurred unauthorized expenditure

amounting fo B 111 909 226, The said expenditure can be broken down into
Cepartments:

- ACTUAL a
OVERSPENDING | ORIGINAL | JULYTO
BUDGET JUNE'17 | DIFFERENCE | %
OF DEPARTMENTS | "o Value) | (R-Value) |(R-Value) | VARIANGE
Municipal Manager | 45493088 | 11637117 | -3466871| -22,.95%
FER 28 806 841 222070 | 222070 | 077%
Finandal Services 92752902 | 103583886| 77490913 83,55%
Corporate Semvices | 1oy possea|  2747352| 2747352 269%
Community Services | oo, 741 600| 175663282 | -20078327| -14.20%
Electrical
Engineering Services | 547 gag 491 | 466640708 | 51247783 | -9,.80%
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Engineering Services | 455 386 341 5355918 | 82356375| 5266%
Total unauthorized

111 909 226

Exp.

Unauthorised expenditures are non-cash outflow expenditure in finance such as
journals for bad debts provision and depreciation expenditures process at year end
during AFS preparation for AG. Unauthorised Expenditures are non-cash flow items
where there is no transaction with any service provider or supplier. Detailed raport o

the authorized expenditure are on page 69 of the report

2. FRUITLESS AND WASTEFUL EXPENDITURE

The municipality incurred fruitless and wasteful expenditure amounting to
R 13 524 312 In (Budget and Treasures Department and Engineering Services
department) the detailed breakdown is on page 5-22 of the report.
The root-causes of this expenditure are due to:
a) interest on late payments,
b) court orders
GTEDA incurred fruitless expenditure of R 342 556, 00 due to late payments to
SARS due to cash flow constraints, Detailed breakdown is on page 23 of the report.

3. IRREGULAR EXPENDUTURE

The municipality incurred irregular expenditure amounting to R12 252 916, 03. And
irregular expenditure-of R76 658, 00 FOR GTEDA

The breakdown of the said expenditure is on pages 24-71 of the report

Summary of irregular expenditure per department

DEPARTMENT AMOUNT PAID (R' Value)

" Office of the MM 163 269,50
Council 384 799,82

| Corporate Services 1194 430,61
Community Services g 327 211,51




Budget & Treasury 408 976,50
PED 0,00
| Electrical Services 0,00
Englneering Servicas 776 228,08
12 252

916,03

And irregular expenditure on page 63 of the report
GTEDA 76 658,00

The root-causes of this expenditure are as a result of:

a) expired conlracts;

b) dewviations made due to emergencies,

c) variation orders not signed by accounting officer;

d) supply chain processes not followed,

e) court orders

f) Foor contract management, departments not taking responsibility of their
contracts. Thera are no dedicated personnel to manage the contract register
on monthly basis. Contracts are not terminated on time, that is, service
providers are not notified of the expiry of their confracts;

The investigation further revealed that:

Some of the imegular expenditures can be avoided if the internal controls can
be strengthened and awarensss be conducted on supply chain management
processes, especial where payments for accommodations and conferences are

made without invoices.




RECOMMENDATIONS

2. RECOMMENDATIONS (for consideration by Council)
a) Unauthorised Expenditure

That Council condone all unauthorised expenditures of R111 909 226 for
2017/2018 however non-cash outflow expenditure in finance are journals
for bad debts provision and depreciation expenditures process at year end
during AFS preparation for AG.
Fruitless and Wasteful Expenditure
That Council write off all fruitiess and wasteful expenditure of R4 868 884,
08 which arise from interest paid to Eskom for late payments due to
financial constraints, SARS and other service providers.
Irregular Expenditure
i) That Council condone irregular expenditures as highlighted by the

report;

1. Irregular Expenditures: court orders:
ROO 748, 43
. Engineering Services: R19 959,82
. Corporate Services: R28 694 38
. Community Services: R3 838 826,21
. Budget & Treasury; R406 976,50
. Municipal Manager; R163 269,50
. Council: R101 348,00
. GTEDA fruitless expenditure: R342 556,00
. GTEDA irregular expenditure: R76 658,00
10. Irregular expenditure: disciplinary cases: R2 585 847 46
a) That the supply chain management awareness /workshop be conducted to relevant
staff members before the end of September 2019.
1. That the Accounting Officer institute processes to recover meney from officials

where there is transgression of the law;
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That Unauthorized expenditure be condoned on the basis that they are non-cash

items, no loss was incurred by the municipality,

. That a letter be written to National Treasury for condonement of irregular in terms
of Section170 of the MFMA;

3. RECOMMENDATIONS (to be implemented by management)

a) That the Accounting Officer institute processes to recover menay from officials:

where there is transgression of the law;

That the Accounting Officer institute corrective measures or disciplinary
actions on any act of miscanduct where identified;

That Risk and Compliance Office be invited to observe SCM processes during
Bid Specification and Evaluation Committee meetings. SCM Regulations no
41 states that “a supply chain policy must provide for an effective system of
risk management for the identification, consideration and avoidance of
potential risks in the supply chain management system”;

That Budget and Treasury Office (SCMU) conducts awareness workshops fo
sensitise officials about SCM processes as per Regulations and palicy;

That contract management be strengthened (each municipal department to
develop and manage their own contracts);

Conduct SCM compliance checklist to supplement policies and procedures.

FOR CONSIDERATION
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1. Iniroduction

Tn terms of Section 62 of the Municipal Finance Management Act No. 56 of 2003 (herein
referved to as “MFMA?™), the Accounting Officer is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable
sieps to ensure-

a) that the resources of the municipality are used effectively, efficiently and
cconomically;

b) that the municipality has and maintains effective, efficient ind transparent
systems- %

{i) of financial and risk management and im:,ruﬂl control; and
(ii) of internal audit operating in accordance wrﬂl any prescribed norms
and standards .

¢} that unauwhorised, irregular ar fruitless and wasteful expenditure and other
lpsses are prevented, o e,

d) thatdisciplinary or, when alxpm;:lnatc cr_u'nmal prooeedings are instituted
against any official of the mummpaittywhm has allegedly committed an act of
finanelal misconduct or an olfenced in termis i::f Chapter 15 of the MEMA.

The Auditor-General also highlighted escalating {tend in unauthorised. irregtlar, fruitless
and wasteful expenditure {UJ_F}:'-i'r.t:J]_jrunicipa]hius over recent years which is evident in the

audit reports and atinual reparts,

Pape3of 71 Confidentizl Anthfriwd and carnuption hetiine: BR0049 65 44



2. Background
This report relates to the investigation of unauthorized expenditure ol R111 909 226,
irregular expenditure of R12 252 916, 03 and fruitless and wastefil expenditure of
R13 524 312 which occurred in 201772018 financial year. On the 30 of August 2018
Council resolved that he 2017/18 register of unauthorised, imegular, fruitless and
wasteful expenditure (UTF) be noted and be referred to MPAC for investigations as
per Council Resolution No. A67 of 30 August 2018 and adjustments made in January
2018,
Section 32 (2) of the Local Government Municipal Finance Management Act 56 of 2003
regarding unauthorised, irregular, fuitless and wasteful expenditure states that:
“a Municipallty must recover wnauthorvised, irvegular, fruitlessand wasteful expenditure
fram the person liable for such expenditure unless the expenditure-
(a) In cose of wauthorized expenditure: iy
(i) authorised i an adiustment budget; o .
(it} Certified by the municipal Council, after ;};’ilﬁ?ﬂﬂﬁl{ﬂﬂ by the coumeil
commiiftee, as rrecoverable and written offby Council; and
(h) In case of Irregular or ﬂ;‘ﬁéﬁx and wastefid mpéndm,rre; 18, gfter mvestigation by
a Couneil Committee, L‘E}:ffﬁ;g_f by the:Council as irrecoverable and writien off by

the Council. " +

3. Scope of the investigation
The seepe of the investigation will cover 2017/2018 unauthorised, irregular, fruitless
or wﬁétefﬁ-l'éﬁ)cndfturc incurred by the municipality which are accumulated figures
of uﬁ;ulhpﬁr.eﬂge__xpﬂnditurt of R111 909 226, irregular expenditure of
R 5 648 §68.29 which increased to R12 252 916.03 due to AGSA audit findings,
fruitless i wasteful expenditure of R4 868 884, 08. The scope of the UIE
myestigation was established by the Council resolutions number A67 of 30 August
2018. All relevant information [fom the opening balances was scrutinized which is

covered by the investigation.

Pazedof71 Confidential Anti-frimid and eorcaptlon hotline: 0500 44 65 44
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Summary of irregular expenditure per depariment

DEPARTMENT AMOUNT PAID (R' Value)
Office of the MM 163 269,50
Counneil 384 799,82
Corporate Services 1 194 430,61
Community Services 9327 211,51
Budget & [ reasury 406 976,50
PED 0,00

Electrical Services (1,00

Engineering Serv.ices

5 7T76228.09

12 252 916,03
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5, GENERIC FINDINGS
a) Lack of contract manasement;
) Long term expired contricls conlinue rendering services to the municipality
without;
¢) Overspending on budget by departments which led to unauthorized expenditine;
d) Supply chain processes are not followed;
e)  Court mallers takis time to be finalized;
fi Payments not paid en time due to cash flow problems Tééih;j_'mg in fruitless

expenditure because of the interest paid to the service providers.

6. RECOMMENDATIONS (to be implemented by management)

a) That the Accounting Officer institute processes to recover money from officials where
there is transgression of the law;

b) Thatthe Accounting Officer institute corrective measures or disciplinary actions on
any act of miseonduet where identificd; - -

¢) That Risk and Compliance Office be invited to observe SCM pracesses during Bid
Specification and Evaluuﬁf.:ﬁ-:ii'ﬂmmiubgmueﬁngs; SCM Regulations no 41 states that
“a supply chain policy must ﬁml;ﬁﬂfﬂr r.m effective system of risk management for the
identification, g;un;}iq'grm.ﬁ:_}r{ and avaidance of potential risks in the supply chain
management system’”;

d) That Budg"é-tnni"f-‘ggaﬁury Dﬂicc (SCML)) conducts awareness workshops to sensitise
officials ahout SEM pm&‘-ﬁshﬂs as per Regulations and policy;

¢).-That contract munril'gameni be strengthened (each municipal department to develop
and manage their own contracis);

f) Conduet SCM compliance checklist to supplement policies and procedures.

e
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7. RECOMMENDATIONS (for eonsideration by Council)

1) Unauthorised Expenditure
That Council condone all unauthorised expenditures of R111 909 226 for
20172018 however non-cash outflow expenditure in finance are journals for bad
debts provision and depreciation expendifures process at year end during AFS
preparation for AG.

b) Fruitless and Wastetul Expenditure
That Couneil write off all fruitless and wasteful expenditure of R4 868 884, 08

which arise from interest paid to Eskom for late payments due to financial
constraints, SARS and other service providers. A

¢) Irregular Expenditure . :
i) That Council condone irregular expenditures as highIigi:llﬂd by the report;

1, lregular Expenditures: conrt orders: -

RY9 748,43

Engincering Services: R19-959,82

Corporate Scrvices: R28 694,38

Community-Services=R3 838 826,21

Budget & Treasury: R406976,50

Mur_ifi:'ﬁﬁa! Manager: R163/269,50

Council: R101 349,00

GTERA fmﬂless expenditure: R342 556,00

GIEDA irregular expenditure: R76 658.00

10. Irregular expenditure: disciplinary cases; R2 565 847,46

PO =R B e R ke

Risk and Complianee Thit
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