OVERVIEW ON FINANCIAL MISCONDUCT AND THE EXTENT OF INDEBTEDNESS OF PUBLIC SERVANTS 

1.
INTRODUCTION

Since 2001, the Public Service Commission (PSC) on an annual basis reported on financial misconduct in the Public Service. These reports focus on cases of financial misconduct reported to the PSC in terms of the Public Finance Management Act (PFMA), 1999 and Treasury Regulations. This presentation covers the PSC’s Overview of financial misconduct for the 2006/2007 financial year. 

Through this systematic tracking of financial misconduct, the PSC became interested in the ability of public servants to manage their personal finances. As a result the PSC commissioned a study into the issue of personal financial management by investigating the indebtedness of public servants. This presentation will also cover the PSC’s report on the Indebtedness of Public Servants.

These reports, whilst independent of each other, are complementary and reflect some correlation between reported financial misconduct in the Public Service and the personal financial debt of public servants. This link is notable from the trends in the financial misconduct reports that are reinforced by some of the findings in the report on indebtedness. Such trends may not be surprising given that the ability to manage financial resources requires competency in financial management, an ability to manage finances effectively and efficiently, financial discipline and planning. Any doubt on the ability of public servants to manage their own resources creates uncertainty on the level of trust, honesty and integrity with which they will manage departmental budgets and assets.  

2.
OVERVIEW ON FINANCIAL MISCONDUCT FOR THE 2006/07 FINANCIAL YEAR

2.1
REPORTING ON FINANCIAL MISCONDUCT
The PSC’s Constitutional mandate authorizes it to investigate and evaluate the organisation and administration, and personnel practices of the Public Service. This empowers the PSC to monitor and evaluate financial misconduct in terms of the PFMA.

Financial misconduct entails any material losses through criminal conduct, unauthorized, irregular, fruitless and wasteful expenditure. In terms of the PFMA and the Treasury Regulations, the accounting officer must, as soon as the disciplinary proceedings are completed, report to, amongst others, the PSC on the outcome, including-

· the name and rank of the official against whom the proceedings were instituted

· the charges, indicating the financial misconduct the official is alleged to have committed

· the findings

· any sanction imposed on the official

· any further action to be taken against the official, including criminal charges or civil proceedings

The primary objective of the PSC’s reports on financial misconduct is to provide stakeholders with an in-depth statistical overview and analysis of the information reported by national and provincial departments on financial misconduct cases for the particular financial year. 

Since the introduction of the reporting requirements on financial misconduct in the PFMA and Treasury Regulations, this is the first financial year that all national and provincial departments have responded to the PSC. It should be noted that of the-

· 35 national departments, 14 departments indicated that they finalised no financial misconduct cases in the particular financial year; and

· 107 provincial departments, 47 departments indicated that they finalised no financial misconduct cases in the particular financial year. 

The Overview on financial misconduct will first look at the information reported for the 2006/07 financial year, whereafter a trend analysis of the information reported since the 2001/02 financial year will be discussed.

2.2
STATISTICAL OVERVIEW

2.2.1
The number of employees charged with financial misconduct

A total of 1042 cases of financial misconduct were reported for the 2006/2007 financial year, of which 370 cases were reported by national departments and 672 cases were reported by provincial departments.  

2.2.2
Types of financial misconduct reported

In terms of the PFMA financial misconduct entails any material losses through criminal conduct, unauthorized, irregular, fruitless and wasteful expenditure. Departments reported various types of financial misconduct committed by employees. Cases in the category “fraud” comprise a significant portion (59%) of the overall number of cases reported. Furthermore, cases in the category “theft” comprise the second highest number of cases (13.1%). 
2.2.3
Levels of employees charged with financial misconduct

Financial misconduct prevails at all levels in the Public Service. Furthermore, employees on salary levels 6 and 7 have committed the highest number of financial misconduct. The largest number of financial misconduct cases was encountered at salary levels 1 to 8. 
2.2.4
Gender of employees charged with financial misconduct

Of the 1042 cases reported, departments did not indicate the gender in 10% of the cases. Of the remaining 90% of reported cases, financial misconduct was committed by males in 35% of the cases, and by females in 55% of the cases. 

2.2.5
Outcome of financial misconduct cases

Of the 1042 finalised financial misconduct cases reported, 83% of employees were found guilty. This is the highest percentage of employees found guilty following charges of financial misconduct over the past five financial years. 

2.2.6
Sanctions imposed in cases of financial misconduct

Final written warnings (36%) were the most prevalent sanctions imposed upon a finding of guilty, followed by a combination of sanctions (21%).  Discharge as a sanction was imposed in 158 (18%) of the instances where employees were found guilty following charges of misconduct.
2.2.7
Cost of Financial Misconduct

The total cost reported by national and provincial departments emanating from unauthorized, irregular and fruitless and wasteful expenditure and losses resulting from criminal conduct for the 2006/07 financial year was R 130,615,994.82. During the same period, an amount of R20,838,681.74 was recovered from the employees found guilty of financial misconduct or the financial misconduct did not result in any loss to the State (e.g. a fraudulent Subsistence and Travel claim is not paid). It should be taken into consideration that departments have to report to the PSC on the outcome of the disciplinary case. Upon finalization of the disciplinary process, the recovery of the value of the loss or damage has not necessarily taken place.

2.2.8
Criminal Proceedings instituted against employees charged with financial misconduct

Criminal proceedings were instituted against employees in 25% (257) of the cases. In 22% (228) of the finalised cases no criminal proceedings were instituted against employees.  

2.3
TREND ANALYSIS OF CASES REPORTED SINCE THE 2001/2002 FINANCIAL YEAR

· There has been a significant increase (35%) in the number of cases reported to the PSC for the 2006/2007 financial year in comparison to the previous financial years. 
· Financial misconduct cases in the category “fraud” and “theft” have since the 2001/2002 financial year remained the category with the highest number of cases, with cases in the category “misappropriation and abuse”, being the second highest. Although there had been a decline in fraud and theft cases during the 2004/2005 to 2005/2006 financial years, the trend of the previous year (2001/2002) have again emerged in the 2006/2007 financial year whereby fraud and theft cases comprise more than 70% of the overall number of cases reported.
· The distribution of finalized financial misconduct cases over the past five financial years remained very similar, with financial misconduct at salary levels 1 to 8 being the most prevalent. Although there has been an improvement in the percentage of cases reported in respect of SMS members from the 2005/2006 (2.5%) to the 2006/2007 (1.6%) financial years, of concern to the PSC is that this is above the percentage of SMS members on salary levels 13 to 15 (0.8%).  
· The gender distribution of employees in respect of financial misconduct cases differs substantially from the previous financial year. In the 2005/06 financial year more males (52%) than females (40%) committed financial misconduct, whereas in the 2006/07 financial year, more females (55%) than males (35%) committed financial misconduct. It was interesting to note that the social grant fraud cases had a significant impact on the increase in females being found guilty of financial misconduct.
· A trend emerged during the 2006/2007 financial year during which a substantial number of cases were withdrawn (7%), or the employees were found not guilty (4%). This could possibly be ascribed to a lack of expertise on the part of departments to deal with allegations of financial misconduct effectively.
· From the 2002/2003 to the 2005/2006 financial year, discharge from the Public Service remained the most prevalent sanction followed by final written warnings. For the 2006/2007 financial year this trend has changed, whereby final written warnings are the most prevalent (36%), followed by a combination of sanctions (21%). The decline in the prevalence of discharge from the Public Service as a sanction in response to a finding of guilty on financial misconduct could create the perception with the public that government is more tolerant towards employees who commit financial misconduct. However, it should be taken into consideration that after considering the mitigating and aggravating circumstances of each case, all acts of financial misconduct would not necessarily render the employment relationship as intolerable, resulting in discharge. 
· There has been a significant increase (186%) in the cost of financial misconduct from the 2005/2006 to the 2006/2007 financial year. This increase is largely ascribed to two cases involving very large amounts, namely the cases involving R16 million in the National Department of Agriculture and R60 million in the Department of Roads and Public Works in Limpopo Province. The latter two cases comprise 58% of the total cost of financial misconduct for the 2006/2007 financial year.
· Similar to the 2005/2006 financial year, criminal proceedings were instituted in 25% of the finalized financial misconduct cases reported in the 2006/2007 financial year. Overall since the 2002/2003 financial year, the ratio of cases in which departments instituted criminal action (31%), as compared to the total number of cases is relatively low. It should, however, be noted that not all acts of financial misconduct will result in criminal or civil action being taken against an employee. For instance, cases of gross negligence and financial mismanagement will not necessarily involve criminal conduct.
· Although the increase in the number of departments reporting to the PSC may point to greater accountability, the vigorous follow-up required by the PSC to elicit responses from departments and the poor quality/inaccuracy of information provided places a question mark on the seriousness with which departments regard the reporting requirements stipulated in the PFMA and Treasury Regulations. Furthermore, merely providing the PSC with information is no longer enough. Accounting Officers should take responsibility to ensure the timeliness, accuracy and credibility of information being provided to the PSC. 

3.
REPORT ON THE INDEBTEDNESS OF PUBLIC SERVANTS

3.1
INTRODUCTION

The trend analysis of financial misconduct cases led to an investigation into the level of indebtedness of public servants. The objectives of the investigation were to –

· investigate the extent to which public servants have been served with garnishee orders as a result of indebtedness to micro-lenders

· comment on the ethical considerations of public servants who have been served with garnishee orders as a result of indebtedness to micro-lenders

· advise on the issue of public servants who have been served with garnishee orders as a result of indebtedness to micro-lenders

The investigation covered all National and Provincial departments within the Public Service and focused on information in respect of micro-lending transactions that took place and garnishee orders issued during the 2006/07 financial year.
Information was requested from PERSAL on the number of public servants who have been issued with garnishee orders as a result of being indebted to micro-lenders. The requested information was provided to the PSC on the basis of anonymity, thus no names, PERSAL numbers, identity numbers, etc, were revealed.  This was done in view of the sensitivity of the subject as well as to ensure the confidentiality of the information provided. For purposes of this investigation, data obtained from the PERSAL database was processed according to gender, age, department and component, amount paid to beneficiaries, post level and salary level.

3.2
STATISTICAL OVERVIEW AND ANALYSIS: MICRO-LENDING

Detailed statistical information is reflected in Chapter 3 of the report on the extent of micro-lending to public servants in terms of, inter alia, race and gender, salary level, age and occupational classification.

3.2.1
Amount of micro-lending debt paid through PERSAL

According to data provided by PERSAL, the total debt owed to micro-lenders by Public Servants amounted to R13, 3 million during the 2006/2007 financial year.  Of this amount, R3,3 million (25%) is attributed to employees based in National departments.  The balance of R10 million (75%) is attributed to the micro-lending debt of public servants based in Provincial departments.

In total, males accounted for R6,4 million payments in respect of micro-lending debt through PERSAL whilst females accounted for R6,9 million. Male public servants paid the highest amount (R2.6 million) in servicing micro-lending debt at National level. This amounts to 82% of the total amount paid to micro lenders at National level. 

The highest amounts paid to micro-lenders during 2006/2007 were paid by public servants occupying salary level 7 (R3,6 million).  The second highest amount paid to micro-lenders was for employees on salary level 8 (R2,4 million) followed by salary level 6 (R1,9 million) and salary level 2 (R1,5 million).  

Persons in the age-groups 40 – 49 and 50 – 59  paid the highest amounts, namely R6,6 million and R3,6 million respectively to micro-lenders during the 2006/2007 financial years.  The two age-groups are collectively responsible for more than three quarters (77%) of all payments made to micro-lenders. 

3.2.2
Number of public servants who made payments to micro-lenders 
In total 4 063 public servants made payments to micro-lenders through PERSAL during 2006/2007 to service debt incurred.  Of these, 1 304 (32%) were officials at National level and 2 759 (68%) officials at Provincial level.

Of the total of 4 063 public servants who made payments, 1 894 (47%) were females and the other 2 169 (53%) were male public servants.

Most public servants who made payments to micro-lenders were African (3 459 or 85%) followed by Coloureds (397 or 10%), Whites (166 or 4%) and Indians (41 or 1%).  The fact that most public servants who made payments were African can be attributed to the fact that Africans constitute 77% of the total workforce of the Public Service.

Out of the 4 063 public servants who made payments to micro-lenders during the 2006/2007 financial year, most public servants occupied salary level 7 (1 155) and the least salary level 14 (1).  

It was found that the majority of public servants who made payments to micro-lenders falls within the age-group 40 – 49, followed by those in the age-group 50 - 59.

Of the 4 071 public servants who made payments to micro-lenders, the highest number (1 381) is attributed to persons employed in the occupational category “Other occupations”. The South African Police Service (SAPS) recorded the second highest number (843), i.e. 837 (Police) + 6 (SAPS), of public servants who made payments to micro-lenders. This was followed by the occupational category Cleaners (299) and the Nursing occupational category (226).

3.3
STATISTICAL OVERVIEW AND ANALYSIS: GARNISHEE ORDERS

Chapter 4 of the report provides a statistical overview and analysis of the impact of garnishee orders on public servants during the 2006/2007 financial year.  It provides a statistical overview of public servants who are servicing garnishee related debt, the number of public servants involved and the total cost of the garnishee orders.

3.3.1
The total cost of garnishee orders paid by public servants 
According to data provided by PERSAL, the total cost of payments as a result of garnishee orders that were issued to public servants amounted to R1,01 billion during the 2006/2007 financial year.  Of the R1,01 billion, about R235 million (23%) is attributed to the garnishee debt of public servants based in National departments.  The balance of about R776 million (77%) is attributed to the debt of public servants based in Provincial departments.

3.3.2
Distribution of garnishee debt according to gender at National and Provincial level

Female public servants paid R473 million (46%) of the total amount for garnishee orders through PERSAL during 2006/2007.  Males paid R538 million (54%) of the total figure.  

Public servants on salary level 7 accounted for the largest amount of payments towards garnishee debt, namely R269 million.  

Public servants within the age-group 40 - 49 were responsible for the highest amount (R482 million) of garnishee related cost, followed by the age-group 30 – 39 (R280 million), and those in the age-group 50 – 59 (R206 million).  

3.3.3
Number of public servants who made garnishee related payments 
During 2006/2007 there were 216 857 public servants who made garnishee related payments through PERSAL.  This figure amounts to a staggering 20% of the total number of public servants employed within the Public Service.  

Of the 216 857 public servants who made garnishee related payments, 101 000 (47%) were females and the remaining 115 857 (53%) were males. 

In total 25% of public servants who made garnishee related payments were on salary level 7.  The second highest number of payments were made by public servants at salary levels 6 (33 999) followed by those at salary level 8 (30 486).    

Similar to the payments made to micro-lenders, it was found that the majority of public servants who made garnishee related payments (98 407), that is, 45% were within the within the age-group 40 – 49.  The second highest number of public servants to make such payments, were in the age-group 30 – 39, followed by those in the age-group 50 – 59.

The highest number of public servants (79 360) who made garnishee related payments is attributed to public servants reflected in the occupational field “Other occupations”.  SAPS recorded the second highest number (27 653) of public servants who made garnishee related payments.  This translates to 20% of all public servants who made garnishee related payments.

The occupational fields that recorded the lowest numbers of public servants who made garnishee related payments included, inter alia, Prosecutors, Youth Workers and Social Work.  

3.4
IMPLICATIONS FOR THE PUBLIC SERVICE

It was found that the over-indebtedness of public servants as a result of micro-lending and garnishee orders has the following implications for the Public Service, namely, ill-health due to financial distress, low productivity, irregular remunerative work outside the Public Service, and ethical considerations.

3.5
RECOMMENDATIONS

· Departments should ensure that information is provided in line with the PERSAL data fields to avoid the creation of supplementary data fields such as “other” or “unknown” as these lead to skewed statistical data
· A fully fledged Employee Assistance Programme should be embarked upon that would look into personal financial wellness with a key focus on legislative framework on micro-lending, procedure for the issuing of garnishee orders, credit rights, and budgeting, borrowing, saving and how to manage these affectively.
· The implications of over-indebtedness of public servants could result in an erosion of ethics among public servants as they could be enticed to commit unethical or corrupt practices by accepting bribes and committing fraud as a remedy to their financial strife.  It is therefore recommended that the implementation of the ethical framework in place should be strengthened.
· Departments are to keep abreast of the level of indebtedness of employees through the continuous monitoring of the records relating to micro-lending debt repayments and garnishee orders issued.
· The policy framework around disclosure of financial interests should be amended to include such aspects as debt, the nature of the debt and the credit grantor(s) involved.  In this way a database could be created of all employees who are indebted and the details of the credit grantor.  
· It is recommended that the financial disclosure framework for the SMS should be amended to also include information on liabilities to ensure an overall assessment of a public servant’s financial situation.  Information on debt of public servants, the nature of the debt and the credit grantor(s) involved could assist in determining the public servants’ level of indebtedness and whether or not there’s a need for intervention by the State as employer.

4.
CONCLUSION

The PSC found that public servants are struggling to cope with their personal financial planning.  This raises questions about their ability to manage the State’s resources with which they are entrusted and could be the reason for the increase in financial misconduct cases. Based on the PSC’s assessment, the increase in financial misconduct cases and the extent of indebtedness by public servants have negative consequences to both public servants and to the Public Service as employer.These consequences can be mitigated if such public servants are provided with guidance on financial planning and management.  At organisational level, proper controls and systems should be put in place to curb financial misconduct.
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