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1. DEFINITION OF KEY WORDS

“Accounting Officer” as defined in the Local Government: Municipal Finance
Management Act (MFMA) 56 of 2003, the municipal official referred to in section 60
of the said Act, and includes a person acting as the accounting officer. The terms

Municipal Manager/City Manager has corresponding meaning;

“Allocation”, in relation to a municipality, means:

(@) amunicipality’s share of the local government’s equitable share referred to in
section 214(1)(a) of the Constitution;

(b)  an allocation of money to a municipality in terms of section 214(1)(c) of the
Constitution;

(c) an allocation of money to a municipality in terms of a provincial budget; or

(d)  any other allocation of money to a municipality by an organ of state, including
by another municipality, otherwise than in compliance with a commercial or

other business transactions.

“Budget and Treasury” means the office within the Municipality responsible for its

financial management, as referred to in Chapter 9 of the MFMA,;

“emergency” is defined as where the situation may give rise to:

(a) Threats to human life or safety:

{b) Threats of interruptions in the provision of essential services to the community
and the functioning of the Metro as a whole;

(c) The threat of a major unanticipated expense to the municipality (e.g. damage
to property); and

(d) " The possibility of damage to the natural environment.

“Emergency” is defined by the Oxford Dictionary as “a serious, unexpected, and
often dangerous situation requiring immediate action”. Therefore, for the purposes
of this policy, an emergency does not include expenditure incurred as a result of

poor planning.
“Financial year” is defined as period from 1 July to 30 June of each year. /\)
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“Unauthorised expenditure”, as defined in the Local Government: Municipal

Finance Management Act 56 of 2003, in relation to a Municipality, means any

expenditure incurred by a Municipality otherwise than in accordance with section 15
or 11(3) of the MFMA, and includes —

(@)

(b)

(c)

(d)

(e)

(f)

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, otherwise than for
that specific purpose;

spending of an allocation referred to in paragraph (b), (c) or {d) of the
definition of “allocation” in the MFMA otherwise than in accordance with any
conditions of the allocation: or

a grant by the Municipality otherwise than in accordance with the MFMA.

“Irregular expenditure”, as defined in the Local Government: Municipal Finance

Management Act 56 of 2003, in relation to a Municipality or municipal entity, means:

(a)

(b)

(c)

(d)

expenditure incurred by a Municipality or municipal entity in contravention of,
or that is not in accordance with, a requirement of the MFMA, and which has
not been condoned by National Treasury in terms of section 170:
expenditure incurred by a Municipality or municipal entity in contravention of,
or that is not in accordance with, a requirement of the Municipal Systems Act,
and which has not been condoned in terms of that Act;

expenditure incurred by a Municipality in contravention of, or that is not in
accordance with, a requirement of the Public Office-Bearers Act, 1998 (Act
No. 20 of 1998); or

expenditure incurred by a Municipality or municipal entity in contravention of,
or that is not in accordance with, a requirement of the supply chain
management policy of the Municipality or entity or any of the Municipality’s
by-laws giving effect to such policy, and which has not been condoned in
terms of such policy or by-law, but excludes expenditure by a Municipality
which falls within the definition of “unauthorised expenditure”.
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Municipal Finance Management Act 56 of 2003, means expenditure that was made

the expenditure or the use of other resources. Fruitless and wasteful expenditure
must fulfil both the conditions in the definition, namely, that it was made in vain and
it would have been avoided had reasonable care been exercised.

56 of 2003 means the councillor elected as the executive mayor of the Municipality
in terms of section 55 of the Loca] Government: Municipal Structures Act.

“Municipality” means the Sekhukhune District Municipality.

“Overspending” means;

(@  In relation to the budget of 3 Municipality, means causing the operational or
capital expenditure incurred by the Municipality during financial year to
exceed the total amount appropriated in that year's budget for its Operational

or capital expenditure as the case may be;

(b) In relation to a vote, means causing expenditure under the vote to exceed the
amount appropriated for that vote; or

{c) In relation to expenditure under section 26, means causing expenditure under
that section to exceed the limits aillowed in subsection (5) of that section.

Structures Act.

“Senior Manager” as defined in the Local Government: Municipal Finance
Management Act 56 of 2003, means a manager referred to in section 56 of the Local
Government: Municipal Structures Act.

“the Policy” means the Policy Governing Unauthorised, Irregular, Frujtfess and
Wasteful Expenditure.

\M
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“Vote”, according to National Treasury Circular 12, means:

(@8  One of the main segments into which a budget of a Municipality is divided for
the appropriation of money for the different department or functional areas of
the Municipality; and

(b)  which specifies the total amount that is appropriated for the purposes of the
department or functional area concerned.




2.

2.2.

2.3.

2.4.

2.5.

PURPOSE

The Municipal Finance Management Act (56 of 2003) instructs that Senior
Managers and other officials of the Municipality take all reasonable steps to
ensure that “any unauthorised, irregular or fruitless and wasteful expenditure

and any other losses are prevented” (See sections 62(1)(d), 78(1)(c) and

81(1)(d)).

The Municipality is often challenged with the reports by the Auditor General

in respect of unauthorised, irregular or fruitless and wasteful expenditure.

The Policy sets out to provide a strategic method and approach for dealing

with these matters.

The purpose of the Policy is therefore to define and determine how to regulate
unauthorised, irregular or fruitless and wasteful (UIFW) expenditure in the

Municipality, and / or how to deal with such matters.
The Policy furthermore seeks to establish processes on how to:

a) prevent unauthorised, irregular or fruitless and wasteful expenditure as
compelled by the Municipal Finance Management Act (56 of 2003);

b) identify and investigate unauthorised, irregular or fruitiess and wasteful
expenditure,

c) respond appropriately in accordance with the law;

d) address and report on instances of unauthorised, irregular or fruitless

and wasteful expenditure conclusively.




3.1.

OBJECTIVES

The objectives of this policy include inter alia the following:

a)

b)

Emphasising the accountability of Directorates including consequence
Management;

Ensuring  that Directorates have g Clear and comprehensive
understanding of the procedures they must foliow when dealing with
unauthorised, irregular or fruitless and wastefy/ expenditure:

Ensuring that resources made available to Directorates are utilised
efficiently, effectively, econom ically and for authorised official purposes;
Ensuring that the Municipality’s resources are managed in compliance
with the MFMA, the Municipal Budget and Reporting Regulations and
other relevant legislation:

historic Limitation of Scope and or historic irregular expenditure issues
dating back to many financial years: and
Ensuring that irregular, unauthorised or fruitless and wastefy/

expenditure is detected, processed, recorded, and reported timeously.

REGULATORY FRAMEWORK

The Policy is informed and guided by, among others, the following statutes

and regulations:

a)

b)

d)

Section 32 of the Local Government: Municipal Finance Management
Act 56 of 2003 (M FMA) regulates unauthorised, irregular or fruitless and
wasteful expenditure:

Section 170 of the Local Government: Municipal Finance Management
Act 56 of 2003 which regulates departures from treasury regulations
and condonation thereof:

Local Government: Municipal Finance Management Act 56 of 2003:
Municipal Budget and Reporting Regulations, dated 17 April 2009:
Local Government: Municipal Finance Management Act 58 of 2003;
Municipal Regulations on Financial Misconduct Procedures and
Criminal Proceedings:




e)

f)

expenditure); and
Applicable General Reporting and Accounting Principles (GRAP).

SCOPE OF APPLICATION

ROLES AND RESPONSIBILITIES

The MFMA outlines the responsibilities of the Accounting Officer which

include amongst others the foilowing:

a)

b)

d)

Unauthorised, fruitess and wasteful expenditure and must for this
PUrpose impiement effective, efficient and transparent processes of
financial and risk Management.

To inform, in writing the Mayor, executive committee and Council, as
the case may be, if a decision s taken which_ if implemented, is likely to
result in irregular, Unauthorised, fruitiess and wasteful expenditure.

On discovery of any irregular, unauthorised, frujtiess and wastefu/
expenditure to report promptly in writing, the particulars of the
expenditure to the Accounting Officer or Senior Manager (whichever is
applicable).

Section 32 of the MFMA further prescribes the process that must be

followed to deal with irreguiar, unauthorised, fruitless, and wasteful

expenditure. v '
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6.2.

7.1.

7.1.1.

7.1.3.

714,

7.1.5.

Senior Mmanagers and those duly delegated have the following

responsibilitias:

a) ldentifying the identity of the person who is liable for causing
unauthorised, irregular or fruitless and wastefyl expenditure.

b) Reporting the transaction in line with Section 32 of the MFMA to ali the
required structures of Council.

C) Deciding how to recover unauthorised, irregular or fruitless and wastefuf
expenditure from the person liable for that expenditure (in line with
Section 32 of the MFMA),

d) Determining the amount of Unauthorised, irregular or fruitless and
wasteful expenditure to be fecovered, written off (in line with Section 32
of the MFMA).

UNAUTHORISED EXPENDITURE

Any municipal employee who becomes aware of or suspects the occurrence
of unauthorised expenditure must promptly report, in writing, such
expenditure to the Accounting Officer or his/her delegated Senjor Manager.

delegated Senjor Manager should record the details of the eXpenditure in
an unauthorised expendityre register. (Refer Annexure « ”).

The Accounting Officer or his/her delegated Senjor Manager must
investigate the alleged unauthorised expenditure to determine whether the

expenditure meets the definition of unauthorised expenditure.

appropriate action to be taken regarding the expenditure,

Should the investigation revea| that the expenditure is in fact valid
expenditure and therefore does not constitute unauthorised expendityre the
details of the €xpenditure should be retained in the register for
completeness puiposes (and to provide an appropriate audit trail). The

register must then pe updated to refiect the outcome of the investigation.
11
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7.1.6. If the investigation indicates that the expenditure is in fact unauthorised
expenditure the Accounting Officer must promptly report, in writing, the
particulars of the expenditure to the Mayor, MEC for Local Government and
Auditor General.

7.1.7. Council must refer the matter to the select Committee (namely Municipal
Public Accounts Committee (MPAC) or established Sub Committee) that
must independently investigate the matter and advise Councif accordingly.

7.1.8. Ifhowever, Council does not certify the amount, the Accounting Officer must
take effective and appropriate action to recover the amount from the
responsible person as recommended by the relevant Committee / structure

of Council.

7.2.  Authorising Unauthorised Expenditure

7.21. In considering authorisation of unauthorised expenditure, Council must

consider the following factors:

a) Has the matter been referred to Council for determination and
decision?

b} Has the nature, extent, grounds and value of the unauthorised
expenditure been submitted to Councii?

c) Has the incident been referred to a Council committee (e.g. MPAC) for
investigation and recommendations?

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

e) 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?

f)  Are there good grounds shown as to why an unauthorised expenditure
should be authorised? For example: the Mayor, Accounting Officer or
official was acting in the best interests of the Municipality and the local
community by making and permitting unauthorised expenditure, and the
Municipality has not suffered any material loss as a result of the action. /9 \(/
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722,

7.2.3.

7.3.

7.3.1.

In these instances, the Council should authorise the unauthorised
expenditure.

Adjustments budgets to authorise unauthorised expenditure

Councif may only authorise unauthorised expenditure in an adjustments
budget as follows:

Special adjustments budget ‘may only deal with  unauthorised

13




7.4.

741,

742

expenditure from the previous financial Year which the council js being
requested to authorise in terms of section 32(2) (a) (i) of the Act "

(i) This approach may also be followed when the Annual Financial
Statements for the previous financial year are concluded.

(i} Approval by Council of Unauthorised expenditure will result in an
amendment to the budget figures in the accounting programme, even
after a year end has been completed.

Recovery of Unauthorised Expenditure

the MFMA.

a) The Accounting Officer (or his/her delegate) must determine who the
responsible party is from whom the amount should be recovered. This
information would normally become evident while performing the
investigation.

b) The Accounting Officer (or his/her delegate) must, in writing, request the
llable official or poliitical office-bearer to pay the amount relating to such
unauthorised expenditure within 30 days. If the person/s fails to comply
with the request, the matter may be handed to the Municipality's legal
department for the recovery of the debt through normal debt collection
Process handled by Budget and Treasury.

Municipalities and municipal entities are reminded to incorporate
consequence management Processes as part of the expenditure recovery
assessment. In other words, whenever unauthorised expenditure is incurred
and itis referred to the council committee for investigation in terms of section
32(2)(a)(ii) of the MFMA, the committee must also assess whether or not
the action or failure to act by any official constitute financial misconduct as
defined in sections 171 and 172 of the MFMA and make an appropriate

recommendation to council for further action in terms of chapter 15 of the @ ‘[/
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7.5,

7.5.1.

7.6.

7.6.1.

MFMA read with the Municipal Regulations on Financial Misconduct

Procedures and Criminal Proceedings.

Expenditures that are NOT classified as unauthorised expenditure

Given the definition of unauthorised expenditure, the following are examples

of expenditures that are NOT unauthorised expenditure;

()

(i)

Any over-collection on the revenue side of the budget as this is not an

expenditure; and

Any expenditure incurred in respect of:

any of the transactions mentioned in section 11(1)(a) to (j) of the
MFMA,;

re-allocation of funds and the use of such funds in accordance with
a council approved virement policy;

overspending of an amount allocated by standard classification on
the main budget Table A2 (Budgeted Financial Performance:
revenue and expenditure by standard classification), as long as it
does not result in overspending of a ‘vote’ on the main budget
Table A3 (Budgeted Financial Performance: revenue and
expenditure by municipal vote) and Table A4 (Budgeted Financial
Performance: revenue and expenditure (read in conjunction with
supporting Table SA1) of the MBRR; and

overspending of an amount allocated by standard classification on
the main budget Table A5 (Budgeted Capital Expenditure by vote,
standard classification and funding) of the MBRR so long as it
does not result in an overspending of a ‘vote’ on the main budget
Table A5.

Unforeseen and unavoidable expenditure

Unforeseen and unavoidable expenditure is discussed in section 29 of the

MFMA and reads as follows:

(1}  The mayor of a municipality may in emergency or other exceptional

circumstances authorise unforeseeable and unavoidable expenditure

for which no provision was made in an approved budget.

15
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(2)

©)

Any such expenditure—

(a)

(b)

(c)

(d)

must be in accordance with any framework that may be
prescribed,;

may not exceed a prescribed percentage of the approved
annual budget;

must be reported by the mayor to the municipal council at its
next meeting; and

must be appropriated in an adjustments budget.

If such adjustments budget is not passed within 60 days after the

expenditure was incurred, the expenditure is unauthorised and section

32 applies. The framework referred to in section 29(2)(a) of the MFMA

is prescribed in chapter 5 of the MBRR, and contained in regulation 71

and 72. The following shall apply:

(i)

(i)

(i)

the amount the mayor authorised as unforeseen and
unavoidable expenditure exceeds the monetary limits set in
regulation 72 of the MBRR, the amount in excess of the limit is
unauthorised,;

the reason for the mayor authorising the unforeseen and
unavoidable expenditure does not fall within the ambit of
regulation 71(1) of the MBRR, the expenditure is unauthorised;
the reason for the mayor not authorising the unforeseen and
unavoidable expenditure falls outside the ambit of regulation
71(2) of the MBRR, the expenditure is unauthorised; and

the council does not appropriate the expenditure in an
adjustments budget that is passed within 60 days after the

expenditure was incurred, the expenditure is unauthorised.

16
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