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A93 2015/16 UNAUTHORISED, IRREGULAR, FRUITLESS AND WASTEFUL
EXPENDITURE INVESTIGATION REPORT OF GREATER TZANEEN
MUNICIPALITY

(E/C 2018 09 28, C 2018 09 28) (12/213M11)

RESOLVED

1, UNAUTHORISED EXPENDITURE

a) That Council condone all the unauthotized expenditure of R115 005 415, 00
as irrecoverable on the basis that the expenditures incurred are non-cash

items; no loss was incurred by the municipality.

. FRUITLESS AND WASTEFUL EXPENDITURE

a) That Council write-off all fruitless and wasteful expenditure of R943 172, 36
which emanates from interest paid to the service providers such as Telkom,
Eskom, SARS, MacP, Thomas and Swanepoel, for late payment made due to
insufficient cash flow and;

b) That the municipality should implement more effective steps and measures to

prevent this from happening in future.

. IRREGULAR EXPENDITURE

That Council condone the irregular expenditure of R39 460 427,69

Thatf the amount of R4 399 165, 84 paid to Kgoshi Monene be put on hold until
the court processes are finalised.

it is recommended that the Accounting Officer institute processes to recover
money from officials where there is fransgression of the law;

Unauthorized expenditure be condoned on the basis that they are non-cash items,

no loss was incurred by the municipality;
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e) Council to write to National Treasury for condonement of irregular in terms of
Section170 MFMA,;

f) The municipality to adhere to the SCM policy, regulations and processes;

g) Consequence management be implemented on non-compliance; .

h) Unauthorized, irregular or fruitless and wasteful expenditure policy be developed;

i} Monitoring and evaluation be strengthened;

j) Contract management be strengthened,

k) Budget practice be strengthened, that is, availability of budget be monitored to
avoid unauthorized expenditure;

) Unauthorized, irregular or fruitless and wasteful expenditure be reported to

relevant structures on quarterly basis;

Signed by Speaker S _
Councillor DJ Mmetle..... SRS




2015/16 UNAUTHORISED, IRREGULAR, FRUITLESS AND WASTEFUL
EXPENDITURE [NVESTIGATION REPORT OF GREATER TZANEEN
MUNICIPALITY

(EC 2018 09 28, C 2018 09 28) (12/2131111)

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

PURPOSE OF THE REPORT

The purpose of this report is to submit to Council the outcomes of the
investigations conducted on the 2015/16 unauthorized, irregular, fruitless and

wasteful expenditure (UIF).

To respond to the council resolution ABO (E/C 2018 08 21; C2018 08 30)
report on finances; which seek Council to provide a defined condonation
resolution on what is condoned and what must be actioned further by the

Accounting officer.

BACKGROUND

The 2015/16 Unauthorized, irregular, fruitless and wasteful expenditure

oversight report was tabled in council on the 3% July 2018 as Council

resolution A3 (C 2018 07 03). The item which was approved as a council
resolution could not specify the amount to be condoned, written —off, or to be

recovered and while the report provide such details.

This submission does not change the contents and findings and the
recommendations of the oversight report which was tabled in council on the
03 July 2018, it only specify amounts as required in terms of council resolution
(ABO C 2018 08 30)

This report relates to the investigation of unauthorized expenditure of R115
005 415.00, irregular expenditure of R43 859 593.53 and fruitless and
wasteful expenditure of R943 172.36 in 2015/2016 financial year which was




referred to MPAC by Council as per Council Resolution Council resolutions
number A58 0f 26 of August 2016.

DUSCUSSIONS

in terms of Section 62 of 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 the municipality and he must, for this
purpose, inter alia:

a) Take all reasonable steps to ensure that unauthorized, irregular; fruitiess
and wasteful expenditure and other losses are prevented; and

by Ensure that disciplinary or, when appropriate, criminal proceedings are
instituted against any official or Councilor of the municipality who has
allegedly committed an act of financial misconduct or an offence in terms of
Chapter 15 of the MFMA.

This is to ensure effective, efficient and transparent systems of financial, risk
management and internal control as per Section 62 of the MFMA.

Section 32 (2) of the MFMA 56 of 2003 states that “a municipality must
recover unauthorized, irregular, fruitless and wasteful expenditure from the
person liable for such expenditure unless the expenditure-

(a) In case of unauthorized expenditure;

(i) Unauthorized in an adjustment budget; or

(i) Certified by the municipal Council, after investigation by the council
committee as irrecoverable and written off by Council; and

(b) In case of Irregular or fruitless and wasteful expenditure, is, after

investigation by a Council Committee, certified by the council as irrecoverable

and written off by the Council.”

SUMMARY OF THE KEY FINDINGS

1. UNAUTHORISED EXPENDITURE




The investigation revealed that the municipality incurred unauthorized

expenditure amounting to R 115 005 415.00. The said expenditure can be

broken down inio:

DEPARTMENT BUDGET ACTUAL DIFFERENCE %
Jul’15- VARIANCE
June’16
02-PED R24,982,345 R27,687,018 -R2,704,673 10.83%
03-FINANCE R77,645,464 R85,705,792 -R8,060,328 10.38%
04-CORPORATE R86,421,576 R100,946,456 | -R14,524,880 16.81%
05-ENGINEERING | R132,842,823 | R222,558,357 | -R89,715,5634 67.545
TOTAL R115 005 415.00

The investigation further revealed that: there are no losses incurred by the
municipality. These expenditures are considered as non-cash items because

there are no transaction with any service provider or supplier.

2. FRUITLESS AND WASTEFUL EXPENDITURE

The municipality incurred fruitless and wasteful expenditure amounting to
R 943 172.36. The detailed breakdown is on page 45 of the report.
The root-causes of this expenditure are due to:

a) financial constraints;

b) late payments;

¢) court orders

The investigation further revealed that:

a) The municipality received the services from service providers: detailed
report is on pages 47-58.
b) The losses incurred by the municipality and responsible officials are on

pages 47-58 of the report.

3. IRREGULAR EXPENDUTURE




The municipality incurred irregular expenditure amounting to R 43 859 593.53.
The breakdown of the said expenditure is on pages 12-43 of the report.

The root-causes of this expenditure are as a resuit of:
a) Expired and long term contracts;
b) Contract amounts which differs from signed SLA,
c) Cessions not authorized by Accounting Officer;
d) Deviations made due to emergencies;
e) Variation orders not signed by Accounting Officer;
f) Supply chain processes not followed;

g) Escalation of professional fees;

The investigation further revealed that:

a) The municipality received the services from service providers on pages
12-43

b) The municipality also incurred financial losses due to the irregular
expenditure. Breakdown of this expenditure is on pages 12-43 of the

report.

RECOMMENDATIONS OF THE CHAIRPERSON MPAC (MR DG
MKHABELA)

. UNAUTHORISED EXPENDITURE

a) That Council condone all the unauthorized expenditure of

R115 005 415, 00 as irrecoverable on the basis that the expenditures

incurred are non-cash items; no loss was incurred by the municipality.

. FRUITLESS AND WASTEFUL EXPENDITURE

a) That Council write-off all fruitless and wasteful expenditure of
R943 172, 36 which emanates from interest paid to the service
providers such as Telkom, Eskom, SARS, MacP, Thomas and

Swanepoel, for late payment made due fo insufficient cash flow and;




b) That the municipality should implement more effective steps and

measures to prevent this from happening in future.

. IRREGULAR EXPENDITURE

That Council condone the irregular expenditure of R39 460 427,69

That the amount of R4 399 165, 84 paid to Kgoshi Monene be put on hold
until the court processes are finalised.

It is recommended that the Accounting Officer institute processes to
recover money from officials where there is transgression of the law;
Unauthorized expenditure be condoned on the basis that they are non-
cash items, no loss was incurred by the municipality;

Council to write to National Treasury for condonement of irregular in terms
of Section170 MFMA,

The municipality to adhere to the SCM policy, regulations and processes,
Consequence management be implemented on non-compliance;
Unauthorized, irregular or fruitless and wasteful expenditure policy be
developed;

Monitoring and evaluation be strengthened;

Contract management be strengthened,;

Budget practice be strengthened, that is, availability of budget be

monitored to avoid unauthorized expenditure,
Unauthorized, irregular or fruitless and wasteful expenditure be reported to

relevant structures on quarterly basis;

FOR CONSIDERATION
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ABBREVIATIONS
MFMA Municipal Finance Management Act (Act No 56 of 2003);
STRUCTURES ACT Local Government: Municipal Structures Act, (Act No 117 of 1998);
SYSTEMS ACT Local Government: Municipal Systems Act, (Act No 32 of 2000);
“Constitution” means the Constitution of the Republic of South Africa, 1996
(Act No 108 of 1996);
PFMA Public Finance Municipal Act (Act No.I of 1999 as;in_e_nded by Act 29
of 1999); E T
GTM Greater Tzaneen Municipal ny, ol |
AO Accounting Officer ..
I4 Internal Audit
AC Audit Comn;.z'.ﬁ.‘ee:'.:"i.“. -
RMU Risk Managemeanmr
RMC | Risk Management C\ oéinit'réé
Uiy £ Unauz‘homsed, Irregulal or Fruitless and Wasteful Expenditure
SAPO E i Sourh Aﬁzcan Pést Office
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DEFINITIONS

Accounting Officer” means: Municipal Manager in a municipality and Chief Executive Officer in a
municipal entity.

“Audit Committee” means: an independent committee constituted to review the control, governance

and risk management within the institution established in terms of Section 166 of MFMA.

“Internal Audit” means: an official within the municipality responsible for internal audit activities.

“Executive Authority” means: The Municipal Council in a mumc1pahty and Mummpai Councﬂ of
its parent municipality -

“Internal Auditing” means: an independent, objective assurance: and consultmg act1v1ty designed to
add value and improve municipal’s operations. It helps the mumc1pa11ty to accomphsh its objectives

by bringing a systematic disciplined approach to evaluate and 1mp1 ove the effectiveness of risk

management, control and governance p1ocesses

“Management” means: all senior oﬁic_i_al"s'"of the mummpahty

“MFMA” means: Municipal Finance Management Act
“Risk Management Committee” means: a comimittee appointed by Accounting Officer to review the

municipality’s system of risk management.

“Risk Management Umt” mea.ns a business unit responsible for coordinating and supporting the
overall ms‘utuuonal nsk management process, but which does not assume the responsibilities of
manageman_l for 1de;;_t1fy1ng, assessing and managing risk.

“Councillor” means member of municipal council of Greater Tzaneen Municipality

“Fruitless and wasteful expenditure® means expenditure that was made in vain and would have

been avoided had reasonable care been exercised.
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“Financial Misconduct” means any misappropriation, mismanagement, waste or theft of the

finances of a municipality, and also includes any form of financial misconduct specifically set out in

sections 171 and 172 of the Act.

“Yrrepular expenditure”, in relation to a municipality or municipal entity, means:
b

a)

b)

expenditure incurred by a municipality in contravention of, or that is not in accordance with,
a requirement of this Act, and which has not been condoned in terms of section 170;
expenditure incurred by a municipality in contravention of, or that is not in accordance with,

a requirement of the Municipal Systems Act, and which has not been COhdoned in terms of

“Qverspending™ means:

a)

b)

in relation to the budget of a municipality, means causing; the oper atlonal 01 capltal
expenditure incurred by the municipality during a ﬁnanmal year to exceed the total amount
appropriated in that year’s budget for its 0pe1at1onal or capltal expendltuxe as the case may
Pe; : :

in relation to a vote, means causing exp:et__i&'i‘rure"ﬁn:c_glle; E’che_ vote to exceed the amount
appropriated for that vote; or o o |

in relation to expenditure undet: sectlon 26 means causmg expenditure under that section to

exceed the limits allowec_l__ in s_ubsec_t;_qn (5) o_f _that section.

“Political Office Bearer” means the speaker executive mayor, mayor, deputy mayor, or a member
of the executive committee’ as 1efened to in the Municipal Structures Act.

“Prohibited expenditure’_’ m‘_ean:s -pnauth_o_rised, irregular, fruitless and wasteful expenditure;

“Senior Manager” has the meamng assigned to it in section 1 of the MFMA and in relation to

Grealer. Tzaneen Mummpahty refers to Directors and CFO

“Unauthorised :;e_._)_cpénditure” any expenditure incurred by a municipality other than in accordance

with section 15 or 11(3), and includes-

a)
b)
c)
d)
e)

overspending of the total amount appropriated in the municipality’s approved budget;
overspending of the total amount appropriated for a vote in the approved budget;
expenditure from a vote unrelated to the department or functional area covered by the vote;
expenditure of money appropriated for a specific purpose;

spending of an allocation referred to in paragraph (b), (¢) or (d) of the definition of

“allocation” other than in accordance with any conditions of the allocation; or grant by GTM,;
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f) Any grant to an individual or household unless it is in terms of the municipality’s indigent
policy, bursary scheme, corporate social responsibility policy, councillors discretionary grant
or the grants-in-aid ;
g) Unforeseen and unavoidable expenditure not authorised within an adjustments budget within
60 days after the expenditure was incurred; and

h) Any overspending on non-cash items, for example depreciation, impairments, provisions.

“Vote” means:

a) One of the main segments into which a budget of a municipality is d1V1ded for the
appropriation of money for the different department or functlonal arcas of the mun1c1pahty,
and which specifies the total amount that is appropnated f01 the pulposes of the department

or functional area concerned.

“Qfficial” in relation to Greater Tzaneen Municipality, means:

a)} an employee of the municipality;
b) a person contracted by the mumczpahty to w01k asa membel of the staff
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I. INTRODUCTION
This report relates to the investigation of unauthorized expenditure of R115 005 415.00, irregular
expenditure of R43 859 593.53 and fruitless and wasteful expenditure of R943 172.36 in
2015/2016 financial year. In terms of section 62 of 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
ala:
a} Take all reasonable steps to ensure that unauthorised, il‘l'egular;. 'ﬁyiﬂess and wasteful
expenditure and other losses are prevented; and i b _
b) Ensure that disciplinary or, when appropriate, cnmmal proceedmgs are 1113t1tuted
against any official or councillor of the munlclpahty who has allegedly commr[ted an
act of financial misconduct or an offence in terms of_ _Chaptcn 15 of the MFMA.

This is to ensure the effective, efficient and transparent éyg_‘q_cms of financial, risk management

and internal control. e :
Section 32 (2) of the Local Government Mumc:lpal Fmance Management Act 56 of 2003
“unauthorised, Irregular, fruitless and wasteful expend1ture” States that: “a Municipality must
recover unauthorised, irr egular ﬁmz‘less and wasz‘eful expendzz‘ure from the person liable for
(a) In case of unauz‘honzed expendzfure s
(i) author ised in an acyusfmenf budgef or
(i} Cer nf ed by rhe mumczpal Council, affer investigation by the council committee as
___z_rreco_v_grable _cmd wz-zt;en off by Council; and
(b) In E:ase of Irzfégula}*'or fruitless and wasteful expenditure, is, after investigation by a

Cozmczl Commzrfee certified by the council as irrecoverable and written off by the

Counczl wi

2. LEGISLATIVE MANDATE
Trregular Expenditure

MFMA Circular No 68 Municipal Finance Management Act No. 56 of 2003 on Unauthorised,

Irregular, Fruitless and Wasteful expenditure states that;

In terms of section 32(2)(b) irregular expenditure may only be written-off by Council if, after
an investigation by a council committee, the irregular expenditure is certified as irrecoverable.

In other words writing-off is not a primary response, it is subordinate to the recovery processes,
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and may only take place if the irregular expenditure is certified by Council as irrecoverable,

based on the findings of an investigation.

With reference to (a) as defined, - in terms of section 170 of the MFMA, only the National
Treasury may condone non-compliance with a regulation issued in terms of the MFMA or a
condition imposed by the Act itself. The municipal Council therefore has no power in terms of
the MFMA to condone any act of non-compliance in terms of the MFMA or any of its

regulations,

With reference to (b) as defined — there is no provision in the MSA‘-;_tﬂh&t allows for a

contravention of the Act to be condoned. Nevertheless, should a 1ﬁu1jicipalif§'wish to request
that an act of non-compliance with any provision of the MSA be condoned then thé' ébcountmg
officer should address the request to the Minister of Co operatlve Govemance and Traditional
Affairs, who is responsible for administering the MSA The 1esultant ‘expenditure should

however be dealt with in terms of section 32(2) of the MFMA.

With reference to (c) as defined — there ig no p10v131011 to aﬂow irregular expenditure resulting
from a contravention of the Public. Ofﬁce—Bealels Act to be condoned. This is consistent with
section 167(2) of the MIFMA, Wthh pr ov1des 1hat such irregular expenditure cannot be written-

off and must be xecoveled ﬁom the polmcal ofﬁce-bearer concerned.

With reference to (d) as defmed a councﬂ may condone a contravention of the council
approved SCM. pohcy ota byulaw giving effect to such policy, provided that the
contzaventlon is -not also. -a--contlaventlon of the MEFMA or the SCM regulations, in which
case (a) apphes and then only National Tr easury can condone a contravention of the SCM
1egu1at10ns Any such 1equests must be accompanied by a full motivation and submitted to

I_n_iina@neasm_y.goy.za for consideration.

Unaﬁfho;;i_s_é’d Expenditure

MFMA Circular No 68 Municipal Finance Management Act No. 56 of 2003 on
Unauthorised, Irregular, Fruitless and Wasteful expenditure states that;
“In considering authorisation of unauthorised expenditure, Council must consider the

Jollowing factors:

(i) Has the matter been referred to Council for a determination and decision?
(ii) Has the nature, extent, grounds and value of the unauthorised expenditure been

submitted to Council?
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(iii}  Has the incident been referred (o a council committee for investigation and
recommendations?

(iv)  Has it been established whether the Accounting Officer or official or public office
bearer that made, permiited or authorised the unauthorised expenditure acted deliberately or
in a negligent or grossly negligent manner?

v) Has the Accounting Officer informed Council, the Mayor or the Executive Committee
that a particular decision would result in an unauthorised expenditure as per section 32(3) of
the MFMA?

(vi)  Are there good grounds shown as fo why an unauthorised expeﬁii_z’{yre should be
authorised? For example: f _ h L

. the Mayor, Accounting Officer or official was acfmg m rhe besf mferesrs of rhe
municipality and the local community by making and permm‘mg unauthorwed expendztw e,

. the Mayor, Accounting Officer or official was acrmg in good fath when making and
permitting unauthorvised expenditure; and

o the municipality has not suffered any maferzal loss as a result of the action.

In these instances, the council may authoriSe z‘he unaiif?mrised expenditure. If unauthorised
expenditure is approved by Counczl Thei ¢ would be no further consequences for the political

office-bearers or offi czals mvolved in. z‘he deczszon to incur the expenditure.”

Fruitless and Wastcfﬁi:Expenditﬁi"g_ e

The processes to 1espond appl opuately to fruitless and wasteful expenditure are similar to the
followmg three p1ocesses outhned for irregular expenditure:

(1) dlsczplmary chm ges agalnst officials and political office bearers;

;.(11) crzmmczl charge;-_agamst officials and political office-bearers; and

(111) recover} of the:fruitless and wasteful expenditure from the liable persons.
Thé.""desgl_‘_ipti._én of the categories of irregular expenditure in the above three instances can be
applied .a.'i.r.ectly to fruitless and wasteful expenditure. The difference is that fruitless and
wasteful expenditure can arise in any circumstance and is not dependent on non-compliance

with any legislation.

Council should follow section 32(2)(b) of the MFMA when dealing with instances of
fruitless and wasteful expenditure. Section 32 (2) MFMA No 56 of 2003 “Unauthorised

Irregular, fruitless and wasteful expenditure”. States that:
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“a Municipality must recover unauthorised, irregular, fruitless and wasteful expenditure
from the person liable for such expenditure unless the expenditure-
(a) In case of unauthorized expenditure. is
(i) authorised in an adjustment budget, or
(ii) Certified by the municipal Council, after investigation by the council committee as
irrecoverable and written off by Council; and
(b) In case of Irregular or fruitless and wasteful expenditure, is, after investigation by a

Council Committee, certified by the council as irrecoverable and written off by the Council.”

3. PURPOSE OF THE REPORT

The purpose of this submission is to 1ep0rt to Councﬂ on; the 1esults of the 1nvest1gat10ns

4. SCOPE OF THE INVESTIGATION ] i
The scope of the investigation will cover 2015/2016 UIF expendltuw incurred by the
municipality which are accumulated ﬁgmes Of unauthorlzed expendl’fme of
R115 005 415.00, irregular expendzture of R43 859 593 53 and fruitless and wasteful
expenditure of R943 172.36, The scope of the UIF mvestlgatlon was established by the
Council resolutions numbe1 A58 of 26 of August 2016. All relevant information from the

opening balances was smu’amzed Whlch 18 coveled by the investigation.

It should be noted -th_fif-‘-_'d:c_:sbﬁe -a diligent effort on our part to obtain all information and
documg:_r’itaﬁon_i‘éiéyérl."'c:fb”éf')'nduc.t the investigation, we cannot guarantee that such is accurate.
Therefcg').re ouf ﬂbpiﬁfdn and” conclusions may change should further documentation or
mformatlon be obtamed or made available to us that materially impacts on this investigation.
The scope of our 1nvest1gat10n was limited to an analysis of documentation, information and
da’{a made obtalned It should further be noted that this report does not limit the overall scope
of this mvestlgatmn and that GTM may extend the scope of this investigation in the event of
further areas of concern and/or irregularities being identified.

Scope limitation:

We were not able to interview former CFO, former Director Engineering Services and

former Municipal Manager as they have since resigned.
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5. METHODOLOGY
The procedures performed are based on the information and documentation made available
to us during the investigation. The conclusions and recommendations are based on the
information obtained through interviews with officials deemed relevant for the investigation
and scrutiny of documents obtained.
Should further documentation and/or information, previously not divulged to us for whatever
reason be made available to ourselves, our conclusions and inferences may change, and if

considered necessary, a supplementary report will be issued.
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GTM UIF INVESTIGATION REPORT FOR 2015/2016 FY

9, CRITICAL ISSUES IDENTIFIED DURING INVESTIGATIONS
a) Non-termination of contracts by the municipality;
b} Expired contracts;
¢) Overspending on budget by departments (led to unauthorized expenditure);
d) Supply chain processes are not followed;
e) Cessions not authorized by the Accounting Officer;

f) Variation orders not authorized by the Accounting Officer;

10. RECOMMENDATIONS

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

b) Unauthorized expenditure be condoned on the basis that they are 'non_-c'éish items, no loss was
incurred by the municipality; E _ o

¢) The municipality to adhere to the SCM pohcy, regula’uons and processes

d) Consequence management be 1n1p1emented on non: eomphance

e) Unauthorized, irregular or fruitless and Wasleful cxpendltule policy be developed,;

f) Monitoring and evaluation be strengthened

g) Contract management be str engthened '

h) Budget practice be strengthened that 1s avaﬂab]hty of budget be monitored to avoid
unauthorized expendltme ' i

i) Unauthorized;. nregulal or frmﬂess and wasteful expendifure be reported to relevant

stakeholders on quartelly ba51s |

11. CONCLUSION

The mum01pa11ty can avoid unauthorised, irregular or fruitless and wasteful expenditure if due
processes and piocedmes are being followed. The development of the policies such as UIF & W
policy W111 be of the utmost importance. Those charged with responsibilities should adhere to the
policies, procedures and processes. The Accounting Officer must set the tone at the top and

introduce consequence management for the transgressors of the law and legislative prescripts.
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