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GUIDELINE ON UNAUTHORISED EXPENDITURE

PURPOSE

1. The purpose of this Guideline is to provide clarity on the interpretation of matters related to
unauthorised expenditure, as defined in section 1 of the Public Finance Management Act
(PFMA), 1999 (Act No. 1 of 1999) and the application of procedures related thereto.

DEFINITIONS
2. The following definitions are relevant in relation to unauthorised expenditure:
Definitions in terms of Description
section 1 of the PFMA
Irregular expenditure Irregular expenditure means expenditure, other than unauthorised

expenditure, incurred in contravention of or that is not in accordance with a

requirement of any applicable legislation, including:

() the PFMA;

(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any
regulations made in terms of that Act; or

(c) any provincial legislation providing for procurement procedures in that

provincial government.

Main Division within a vote | One of the segments into which the vote is divided and which specifies the
g)ften refe)rred to as a| total amount which is appropriated for the item under that segment and is

rogramme ] o ] )
approved by Parliament or a provincial legislature, as may be appropriate,

as part of the vote.

Overspending When expenditure under the vote exceeds the amount appropriated for that
vote or in relation to a main division when expenditure under the main
division exceeds the amount appropriated for that main division, subject to

the virement rules contained in section 43 of the PFMA.

Unauthorised expenditure (a) overspending of a vote or a main division within a vote; or
(b) expenditure that is made not in accordance with the purpose of a vote
or, in the case of a main division, not in accordance with the purpose of

the main division.
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Definitions in terms of Description
section 1 of the PFMA
Vote One of the main segments into which an Appropriation Act is divided and

which specifies the total amount which is usually appropriated per
department in an Appropriation Act and is separately approved by
Parliament or the provincial legislature, as may be appropriate, before it

approves the relevant draft Appropriation Act as such.

APPLICABILITY

3. Taking cognizance of the definitions contained in paragraph 2 above, the concept of

unauthorised expenditure is only applicable to departments.

LEVEL AT WHICH PARLIAMENT AND THE RELEVANT PROVINCIAL LEGISLATURES
APPROPRIATE MONEY FOR DEPARTMENTS TO CARRY OUT THEIR MANDATES

4. Given the definition, unauthorised expenditure is only calculated at the level of a vote or main
division within a vote since it is at these levels that Parliament and the relevant provincial

legislature appropriate money.

S. Whilst some Appropriation Acts provide budgetary information at economic classification level,
such is only provided as a breakdown of the appropriation. An example of such is contained in
extracts of an Appropriation Bill for national departments and the Appropriation Act, 2013 of a

province, which are enclosed as Annexures A and B respectively.

DISTINCTION BETWEEN UNAUTHORISED EXPENDITURE AND IRREGULAR
EXPENDITURE

6. If a department incurs expenditure that contravenes any applicable legislation, such

expenditure meets with the definition of irregular expenditure and must be classified as such.

7. Should the same expenditure in paragraph 6 above relate to the procurement of goods or
services that is not in accordance with the purpose of the vote or main division within a vote or
which results in the overspending of the main vote or main division within a vote, such

expenditure also meets with the definition of unauthorised expenditure.
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Transactions such as those in paragraphs 6 and 7 above may not be accounted for as both

irregular and unauthorised expenditure. Considering that irregular expenditure is defined as

expenditure other than unauthorised expenditure, this means that unauthorised expenditure

shall take precedence over irregular expenditure.

PFMA PROVISIONS RELATED TO UNAUTHORISED EXPENDITURE

9.

10.

Section 38 of the PFMA spells out the following general responsibilities of accounting officers

related to unauthorised expenditure:

(i)

(i)

(iii)

(iv)

Section 38(1)(c)(ii) and section 39(1)(b): The accounting officer must take effective

and appropriate steps to prevent unauthorised expenditure;

Section 38(1)(g): The accounting officer must on discovery of unauthorised
expenditure, immediately report, in writing, report particulars of the expenditure to the

relevant treasury;

Section 38(1)(h)(iii): The accounting officer must take effective and appropriate
disciplinary steps against any official in the service of the department who makes or

permits unauthorised expenditure; and

Section 40(3)(b): The annual report and audited financial statements must include
particulars of any unauthorised expenditure that occurred during the financial year and

any criminal or disciplinary steps taken as a result of such unauthorised expenditure.

Section 45(c) of the PFMA requires an official of a department to take effective and appropriate

steps to prevent unauthorised expenditure within that official’s area of responsibility.

TREASURY REGULATION PROVISIONS RELATED TO UNAUTHORISED EXPENDITURE

11.

12.

In terms of section 76(2)(e) of the PFMA, the National Treasury may make regulations or issue

instructions applicable to departments on, amongst others, unauthorised expenditure.

In line with section 76(2)(e) above, the National Treasury issued the following regulations:
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Treasury Regulations Description

Treasury Regulation 9.1.1 The accounting officer of a department must exercise all reasonable care to
prevent and detect unauthorised expenditure and must, for this purpose,
implement effective, efficient and transparent processes of financial and risk

management.

Treasury Regulation 9.1.2 When an official of a department discovers unauthorised expenditure, that
official must immediately report such expenditure to the accounting officer.
The unauthorised expenditure must also be reported in the department’s
monthly report to the relevant treasury, as required in terms of section
40(4)(b) of the PFMA.

Treasury Regulation 9.1.3 When an accounting officer determines the appropriateness of disciplinary
steps to be taken against an official in terms of section 38(1)(g) of the PFMA,

the accounting officer must take into account—

(a) the circumstances of the transgression;
(b) the extent of the expenditure involved; and

(c) the nature and seriousness of the transgression.

Treasury Regulation 9.1.4 The recovery of losses or damages resulting from unauthorised expenditure
must be dealt with in accordance with Treasury Regulation 12 related to the

Management of Losses.

Treasury Regulation 9.1.5 The amount of the unauthorised expenditure must be disclosed as a note to

the department’s annual financial statements.

VIREMENT BETWEEN MAIN DIVISIONS WITHIN A VOTE

13. Section 43(1) of the PFMA allows an accounting officer of a department to utilize a saving in the
amount appropriated under a main division within a vote towards the defrayment of excess
expenditure under another main division within the same vote, unless the relevant treasury

directs otherwise.

14. Section 43(2) of the PFMA provides that the amount of the saving referred to in section 43(1),

may not exceed 8% of the amount appropriated under that main division. The 8% limitation is
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restricted to the main division from which the saving is to be transferred from whilst no limitation

exists for the main division that receives the saving.

15. Section 43(4) of the PFMA, does not authorize the utilization of a saving in:
(@) an amount specifically and exclusively appropriated for a purpose mentioned under

a main division within a vote;
(b) an amount appropriated for transfer to another institution; and

(© an amount appropriated for capital expenditure in order to defray current

expenditure.

16. In addition to section 43(4) of the PFMA, Treasury Regulation 6.3.1 states that for purposes of

section 43(1):

(a) compensation of employees and transfers and subsidies to other institutions,
excluding transfers and subsidies to other levels of government for purposes of
paying levies and taxes imposed by legislation, may not be increased without
approval of the relevant treasury;

(b) new transfers and subsidies to other institutions may not be introduced without the
approval of the relevant treasury;

(© allocations earmarked by the relevant treasury for a specific purpose (excluding
compensation of employees) may not be used for other purposes, except with its

approval, and

(d) virement of funds from compensation of employees to transfers and subsidies for the

payment of severance/exit packages are excluded from the provisions of (a) and (b).

DISTINCTION BETWEEN VIREMENT AND SHIFTING OF FUNDS

17.  Virement is the movement of funds from one main division within a vote to another main
division with the same vote. Shifting of funds takes place between economic classifications

within a main division of a vote.

AMENDMENTS TO SECTION 43(4)(b) and 43(4)(c) OF THE PFMA IN SECTION 5 OF THE
NATIONAL ANNUAL APPROPRIATION ACT (AS IT RELATES TO VIREMENT)

18. Section 43(4) of the PFMA, does not authorize the utilization of a saving in:



GUIDELINE ON UNAUTHORISED EXPENDITURE

19.

20.

(@) an amount specifically and exclusively appropriated for a purpose mentioned under

a main division within a vote;
(b) an amount appropriated for transfer to another institution; and

(© an amount appropriated for capital expenditure in order to defray current

expenditure.

Section 5(1) of the Appropriation Act, 2013 indicates that despite section 43(4)(b) and (c) of the
PFMA, and in order to expedite service delivery, the Minister may approve the utilization of a

saving in an amount appropriated for:

(a) transfer to another organ of state or to an organization or body outside of
government, provided that the expenditure is to be utilized for the same purpose as
that of the main division within the vote in which it was originally appropriated; or

(b) payments for capital assets, in the same vote for other categories of expenditure,
other than for the compensation of employees.

The provisions in paragraph 19 above are only applicable to national departments. Provincial

departments must be guided by their respective provincial Appropriation Acts.

EXECUTIVE DIRECTIVES HAVING FINANCIAL IMPLICATIONS

21.

22.

Section 64(1) of the PFMA states that any directive having financial implications by the
executive authority to the accounting officer of the department must be in writing. Section 64(2)
of the PFMA indicates that if implementation of the directive is likely to result in unauthorised
expenditure, then the accounting officer shall be responsible for such expenditure unless he or
she has informed the executive authority in writing of the likelihood of that unauthorised

expenditure.

Notwithstanding sections 64(1) and 64(2) of the PFMA, if the executive authority decides to
proceed with implementation of the directive referred to in paragraph 21 above, such a decision
and the reasons therefore must be in writing to the accounting officer who must promptly file a
copy of that directive with (a) the National Treasury; (b) the Auditor-General and; (c) the
relevant provincial treasury, in the case of a provincial department. The aforementioned is

required in terms of section 64(3) of the PFMA.
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ACCOUNTABILITY FOR UNAUTHORISED EXPENDITURE

ACCOUNTABILITY ARRANGEMENTS BETWEEM ACCOUNTING OFFICER (AO)
AND THE EXECUTIVE AUTHORITY (EA)

-

~

EXECUTIVE AUTHORITY

ANY DIRECTIVE FROM EA TO
AO HAVING A FINANCIAL
IMPLICATION MUST BE IN
WRITING

-

~

ACCOUNTING OFFICER &
EXECUTIVE AUTHORITY

' IF THE EA DIRECTIVE WILL
'RESULT IN UE - AO MUST
' ADVISE EA IN WRITING OF
- SUCH LIKELIHOOD

' IF THE EA INSISTS ON |
' IMPLEMENTING THE DIRECTIVE |
- AO MUST INFORM THE NT, AG |
| & PROV TREASURY (IF APP)

/

ACCOUNTING OFFICER

AO SHALL BE HELD
ACCOUNTABLE FOR THE UE IF
THE AO FAILED TO INFORM
THE EA IN WRITING OF THE
LIKELILHOOD OF INCURRING
UE

L\

' WITH REASONS PROVIDED BY
| THE EA

DAS

\

DEALING WITH UNAUTHORISED EXPENDITURE

23.

24.

25.

An official who discovers alleged unauthorised expenditure in a department must, in writing,
report such immediately to the accounting officer who must ensure that such is recorded in an

unauthorised expenditure register.

The accounting officer must investigate the alleged unauthorised expenditure to determine
whether such meets with the definition of unauthorised expenditure. During the period of
investigation, the expenditure must remain in the department’s expenditure account since the
outcome of the investigation will determine the appropriate action that must be taken by the

accounting officer.

Should the investigation reveal that the expenditure does not constitute unauthorised
expenditure; the details of the expenditure must be retained in the register for purposes of
completeness and to provide an appropriate audit trail. The unauthorised expenditure register

must be updated to reflect the outcome of the investigation.
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26.

27.

28.

29.

30.

31.

32.

After conclusion of the investigation and if the result confirms that the expenditure constitutes
unauthorised expenditure, the accounting officer must, in writing, report such immediately to the

relevant treasury, as required in terms of section 38(1)(g) of the PFMA.

Treasury Regulation 9.1.2 also requires that the accounting officer report the abovementioned
unauthorised expenditure in the department’s monthly report, as required in terms of section
40(4)(b) of the PFMA.

The accounting officer must take appropriate disciplinary steps against any official who is
responsible for incurring unauthorised expenditure. When taking such disciplinary steps, the
accounting officer must take into consideration the circumstances of the transgression, the
extent of the expenditure involved and the nature/seriousness of the transgression. Details
regarding the nature of the transgression and the amount involved must also be recorded in the
register.

Unauthorised expenditure is no longer disallowed by reducing the total expenditure in the
Statement of Financial Performance. The unauthorised expenditure “receivable” is, however,
created by crediting the Exchequer Grant Account of the department (i.e. reducing the amount
available in the vote) and debiting a corresponding receivable/debt account in the Statement of
Financial Position.

The investigation of alleged unauthorised expenditure must be concluded by the end of the
financial year or prior to finalisation of the external audit, if such expenditure is only discovered
after the financial year-end. This will ensure that the necessary steps have been taken and that

appropriate disclosures are made in the annual financial statements.

Receivables comprise amounts due to the state as a result of the sales of goods, the provision
of services or the recovery of expenditure incurred by the state. If an investigation into alleged
unauthorised expenditure confirms that such expenditure has in fact been incurred and there is

an official liable in law, a receivable for the recovery of the relevant amount must be raised.

The accounting officer must determine the official liable in law from whom the amount must be

recovered. Such information will suffice during the investigation.
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33.

34.

35.

36.

The accounting officer must in writing request that the official liable in law pay the amount within
30 days or in reasonable instalments. If the official fails to comply with the request, the matter

may be handed to the State Attorney for the recovery of the debt.

Treasury Regulation 9.1.4 provides that the recovery of losses or damages resulting from
unauthorised expenditure must be dealt with in accordance with Treasury Regulations 12

related to the Management of Losses.

Unauthorised expenditure incurred during the year must be disclosed in the relevant notes to

the department’s Interim Financial Statements and in its Annual Financial Statements.

In the accounting officer’s report to the annual financial statements and as part of the general
review of the state of financial affairs, the accounting officer must include a description of the
reasons for unauthorised expenditure and the amounts involved as well as steps taken to

address and prevent a recurrence.

APPROVAL OF UNAUTHORISED EXPENDITURE: SECTION 34 OF THE PFMA

37.

38.

39.

Section 34(1) of the PFMA indicates that unauthorised expenditure does not become a charge

against a Revenue Fund except when:

(@) the expenditure is an overspending of a vote and Parliament or a provincial legislature,
as may be appropriate, approves, as a direct charge against the relevant Revenue Fund,

an additional amount for that vote which covers the overspending; OR

(b) the expenditure is unauthorised for another reason and Parliament or a provincial
legislature, as may be appropriate, authorizes the expenditure as a direct charge against

the relevant Revenue Fund.

Section 34(2) of the PFMA indicates that if Parliament or a provincial legislature does not
approve an additional amount for any overspending, that additional amount becomes a charge
against the funds allocated for the next or future financial years under the relevant vote. This
means that the overspending will be funded by a department’s future savings achieved against

its vote or funds available due to reprioritization of expenditure.

After learning of the unauthorised expenditure from the accounting officer’s report [in terms of

section 38(1) (g) of the PFMA], the Auditor-General's audit report and other sources of
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40.

41.

42.

information, the relevant treasury prepares a report detailing the various instances of
unauthorised expenditure. Such a report is submitted to the relevant Public Accounts

Committee for advice on the following:
(@) Approval or non-approval of the unauthorised expenditure; and

(b) Funding of the unauthorised expenditure.

The relevant Public Accounts Committee will make recommendations to Parliament or the
relevant provincial legislature whether or not to approve the unauthorized expenditure. Such a
recommendation will also include advice on whether the unauthorised expenditure should be
treated as a direct charge against the relevant revenue fund or a charge against the funds
allocated for the following year or future years, as indicated in paragraphs 37 and 38 above.

The recommendations referred to in paragraph 40 will be presented to Parliament or the
relevant provincial legislature for consideration. If Parliament or the relevant provincial
legislature approves the unauthorised expenditure, then such an approval is submitted to the
Minister of Finance or the relevant provincial MEC that is responsible for finance in that
province. The Minister of Finance or the relevant provincial MEC responsible for finance will
then table a Finance Bill in Parliament or the relevant provincial legislature.

Unauthorised expenditure will only be approved with additional funding after the passing of the

Finance Bill by Parliament or the relevant provincial legislature.

FINANCIAL MISCONDUCT

43.

44.

Section 81(1) (b) of the PFMA provides that an accounting officer of a department commits an
act of financial misconduct if that accounting officer willfully or negligently makes or permits an

unauthorised expenditure.

Treasury Regulation 4.1.3 indicates that if an accounting officer is alleged to have committed
financial misconduct, the relevant treasury, as soon as it becomes aware of the alleged
misconduct, must ensure that the relevant executive authority initiates an investigation into the
matter and if the allegations are confirmed, holds a disciplinary hearing in accordance with the

prescripts applicable and agreements applicable in the public service.

10
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ACCOUNTING FOR UNAUTHORISED EXPENDITURE

45. The Modified Cash Standard provides for the annual financial statements disclosure
requirements for departments. The annual financial statements template must be used to
complement the Modified Cash Standard and to provide for a format in which the unauthorised
expenditure disclosure requirements will be presented in the annual financial statements and

related notes.

ACCOUNTING POLICY FOR UNAUTHORISED EXPENDITURE

46. Unauthorised expenditure, when confirmed, must be recorded in the Statement of Financial
Position. The amount recorded must be equal to the overspending within the vote or main
division within the vote OR the expenditure incurred that was not in accordance with the

purpose of the vote or main division of the vote.

DERECOGNITION OF UNAUTHORISED EXPENDITURE FROM THE STATEMENT OF
FINANCIAL POSITION

47. Unauthorised expenditure must be recognised in the Statement of Financial Position if it is:

€) approved by Parliament or the provincial legislature with funding and the related funds

are received;

(b)  approved by Parliament or the provincial legislature without funding and it becomes a
charge against the current or future year’s appropriation in the Statement of Financial

Performance; or

(c) transferred to receivables for recovery.

TREATMENT OF UNAUTHORISED EXPENDITURE
48. The enclosed Annexure C contains a diagrammatic presentation of how unauthorised

expenditure is treated.

EXAMPLES OF UNAUTHORISED EXPENDITURE
49. The enclosed Annexure D contains examples of scenarios where unauthorised expenditure

has been incurred.

11
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ANNEXURE A

EXAMPLE OF NATIONAL APPRORIATION BILL AND SCHEDULES

SCHEDULE
Cuent Pavments TransTers and | Payments far| Payments far
Compensaion  30ods and Subsilles Caplal|  Financla
ol Empioyess Senvices  Odher Aggels Agscle
RO00 R'00C 00l R0 R0I0 R0 R0
2 Polcy, Research and Knowledge Managemant 40492 18918 24303 6250
Provid Fpecialised SUppar SENices 1o the denarment In fie aress of research
and knowledge management, pollcy formuiatizn, manitaring and evaluation,
and information, communication and Ausiness tEchnoigies
3 Gowemance and Intergovernmental Relations 40 706 726 23 46 1 305 40661055 20
improve vertiza! ang horizantal coardination and alignment between ine thres
spheres of govemment. Framate pubic paricipaton In gavemance firugh
reguiatory mechanisms. Provide aversight, inferveniion and supgort
programmes i provinges, municipaitiss and associaed nsituons.
Of which
Departmentai agencies and ccounts
* - 50U Afrizan Local Govemmen: Assocalion: Operatisn g
* - Municipal Demarcation Boand: Operations 42152
Wunicipal bank scoounts
* - Local Govermment Equianle Snar 40 361 787
Man-praoft insfifutians
* - 50U Afrizan Clties Metworc Operations 5786
* - Unlted G and Local Govermment of Alica: Operalions 534
4 Disaster Response Management 565 056 19495 15 386 534 600 2173
Promate an Infegrated and cosrdingted system of dls3ster fsk management
haf places special emphasts on prevention, miigation and preDaredness on
the part of nafiana!, pravincial and municinal argans of state, siEwty
funchionanies and omer role plyers nvoived n afsaster sk management, and
Communies.
O which
Canditona! grant fa focal govemment
" = Municipal Disaster Gran! 345 500
Canditonal grant fa provinges
* - Provinclal Disaster Grant 188 100

12
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ANNEXURE B

EXAMPLE OF FREE STATE APPRORIATION ACT AND SCHEDULES

APPROPRIATION ACT, 2013

SCHEDULE
(As & charge to the Provinelal Revenue Fund)

Current Transfare | Paymerts |Paymants for
Vote . .  Description Total Vote | Compensationo! Gaods and Others | . 2™ | for Capital {  Financial

_ Employees Services Subsidiss | Asaety Assels

R'000 R000 ROD0O  Rul0 | RO | R00D R000
279958 192288 B4 B4 449 2355
173gss 82 307 57 841 31888 1881
430 183 181 587 85733 118 567 54 268
216355 158 537 54167 338 2205
TERATTS 5197 263 1944 472 mMz| 112328 640 002
10 458 217 7971 147 B12 481 856 | 1107 852 43
951 445862 88 097 361 627 35643
48413 16574 11588 G955 2776
1418 308 5681 530 403 285856 245126
2260413 529811 443 587 232238| 1054677
628627 281 501 108 544 174162 65300
5151%7 199919 1Mo 2511 178 330
1213623 81803 27431 11219 2040
43 867 16919 5252 21 466 3o
25811518 13562 671 4470487 1678 37AB158| 2759624

13
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ANNEXURE C

TREATMENT FOR UNAUTHORISED EXPENDITURE

DEPARTMENTS

A

[

Overspending of the vote or main division within a vote

\

An institution spends more than its allocation. The over expenditure is

funded from the overdraft facility

\V4

The additional expenditure was not funded by the NRF/PRF & the
unauthorised expenditure is therefore not surrendered to either the

NRF/PFR

%

Upon discovery the unauthorised expenditure must be reported to the

relevant treasury

v

AO must take effective and appropriate disciplinary steps against an
official who permits an unauthorised expenditure

\

Debits is raised against official

based on the outcome of TR 12

Were losses or damages have
been incurred the procedure
in terms of TR 12 should be
followed

Confirmed
unauthorized
expenditure

\Z

\

Expenditure that was not made in
accordance with the purpose of
the vote or programme

\4

A department incurs such
expenditure using voted funds

v

The unauthorised expenditure was
funded by the NRF/PFR

\4

Upon the discovery, the
unauthorised expenditure will be
reported to the AO

\

Conduct investigation

\Z

Not unauthorized expenditure

\%

No further action required

National Treasury submits a report to Parliament (SCOPA) on unauthorised expenditure as reported in
department annual report advice on: approval/non-approval. Approval/non-approval and additional

funds/charge against funds allocated for future

Inappropriate funds
forming part of the

unauthorised

\|/
\4

Approval from
Parliament with no

funding: amounts

will be a direct
Approval from

Parliament
with funding:
expenditure

charge against next
or future financial
years under the
relevant vote, sec
34 of the PFMA

J

will be a direct
charge against

revenue fund

SCOPA recommends to Parliament to approve
unauthorised expenditure in terms of sec 34(1)
of the PFMA. (a) Expenditure is an
overspending of a vote & Parliament or
provincial legislature as may be appropriate,
approves, as a direct charge against the
relevant revenue fund as an additional amount
for that vote which covers the overspending or
(b) the expenditure is unauthorised for another
reason and Parliament /provincial legislature,
as may be appropriate, authorized the
expenditure as a direct charge against relevant
revenue fund

expenditure will be
surrendered back
to the relevant

revenue fund

If the
unauthorised
expenditure
was for
expenditure
not in
accordance
with the
purpose




