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BACKGROUND AND CONTEXT
In 2015, with support from the International Labour Organization (ILO), Business Unity
South Africa (BUSA) embarked on a series of activities towards developing an evidencebased policy position and action strategy to boost Small and Medium Enterprise (SME)
development and facilitate the transition of informal businesses to formality. The research
culminated in two reports: BUSA’s Policy Position and Action Strategy to Boost Sustainable
Enterprise Development & the Transitions to Formality – Background Report and 3 Country
Review (ILO, 2015), and The Enabling Environment for Sustainable Enterprises in South Africa
report, published by the ILO in February 2016 (ILO, 2016). The evidence gathered from the
research has identified key challenges and constraints to SME development and provides a
solid, evidence-based basis for action.
One of the key issues identified are the different definitions of small business that apply
across legislation. The definition of small business varies significantly depending on the
particular statute. Skills development laws, labour laws, unemployment insurance
submissions, employment equity affirmative action requirements, sectoral determinations,
tax treatment, and black economic empowerment codes all define small businesses in a
variety of different manners. This frequently creates confusion for small business and the
unintended impact is that it exacerbates, rather than alleviates, the regulatory burden.
In response, Business Unity South Africa commissioned a study through a Terms of
Reference titled Towards a Single Definition of Small Business, with the following guidelines:
Objective
To develop a comprehensive understanding of the different statutory definitions of small
business and use this as a basis to determine whether it is desirable to recommend a single,
consistent definition of small business across all legislation.
Methodology
1. Undertake a review of South African statutes, focusing on social and economic
statutes that impact on all small business, and consolidate this into a working
document outlining the various definitions.
2. To evaluate any international best practice on consistent definitions of small
business across legislation.
3. To make a recommendation as to the desirability of a single, consistent definition of
small business to apply across all legislation.
Time Frame
1 month
This report is the deliverable for this project conducted by research organisation Trade &
Industry Policy Strategies (TIPS).
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INTRODUCTION
Establishing a single, commonly used definition of small business may benefit the South
African economy in a number of ways. A single definition would enable a more accurate
identification of targeted beneficiaries for support measures or exclusions from compliance,
and it would contribute to lowering the administrative burden of small businesses needing
to comply with multiple pieces of legislation with varying definitions.
However, multinational organisations, such as the ILO and the World Bank, have conceded
to the lack of any universal definition of SMEs. It is suggested that there is a great degree of
variance in the definition of small business across and within different jurisdictions
depending on the institutional and historical contexts. Countries typically use levels of
turnover, employee size and other economic indicators or proxies to define small business
within their context.
Given the intuitive benefits of a single definition, it is important to evaluate the evidence for
having a single definition and establish what considerations would need to be factored into
formulating a single definition of small business for South Africa. It is important to
understand the current approach to classification of small business and whether other legal
statues pertaining to small business have adopted different definitions of small business and
why. Furthermore, it is important to draw lessons from international case studies on the
form and application of different definitions of small business across the world.
This research report will attempt to evaluate the evidence and provide recommendations
on whether it is desirable to recommend a single, consistent definition of small business in
South Africa. The report will proceed as follows:
Section 1 introduces the problem statement and suggests why having a single, consistent
definition is desirable.
Section 2 provides the formal definition of small business in South Africa and discusses the
benefits and limitations of the current approach.
Section 3 assesses the definition of small businesses across selected legal statutes in South
Africa, examining the consistency or conflicts between small business definitions from legal
statutes and the formal definition.
Section 4 comprises a review of international practices for defining small business.
Section 5 concludes and provides recommendations.
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1. THE PROBLEM STATEMENT: LACK OF A SINGLE DEFINITION
International organisations have conceded to the lack of a universal definition of small and
medium enterprises. The ILO, for example, acknowledges that definitions understandably
differ from one country or region to another, since operational definitions are linked to the
specific level of development of the region or country and to the particular purpose for
which the definition is formulated (Tolentino, 1994:2). Nonetheless, the definition of SME is
captured in the ILO 2015 Report on SMEs.
Definitions of SMEs often vary by country and are usually based on the number of
employees, the annual turnover or the value of assets of enterprises. Typically, micro
enterprises are defined as enterprises with up to 10 employees, small enterprises as those
that have 10 to 100 employees, and medium-sized enterprises as those with 100 to 250
employees.
Hence, the most common definition of an SME is: An SME is any enterprise with fewer than
250 employees. This includes all types of enterprises, irrespective of their legal form (such
as family enterprises, sole proprietorships or co-operatives) or whether they are formal or
informal enterprises.
Similarly, the World Bank does not rely on a single definition of small business across
countries or regions (World Bank 2003:1).
There is a great degree of variance in the cross jurisdictional definition of small business.
Depending on the institutional and historical contexts, major criteria for stratifying the SME
sector are legal status, ownership, the distribution between different sectors
(Agba and Obadan, 2006). Countries use different levels of turnover, employee size and
other economic indicators or proxies to define small business within their context. There is
also variance in how small business is defined within countries, depending on the piece of
legislation or support being provided.
Despite the lack of an accepted benchmark or standard parameter for classifying small
business, intuition indicates that having a single, consistent definition of small business
across all legislation in South Africa is desirable. A single definition would enable more
accurate identification of targeted beneficiaries for support measures or exclusions from
compliance; and it would contribute to lowering the administrative burden of small
businesses needing to comply with multiple pieces of legislation with varying definitions.
South Africa legislated a definition of small business soon after democracy as the new
government sought to improve support for the small business sector as part of its efforts to
transform the economy and make it more inclusive; however, over time differences have
emerged between the early definition of small business in the National Small Business Act
No. 102 of 1996 (NSBA) and definitions used in other legal statutes. The following section
outlines the definition in the National Small Business Act and the benefits and limitations of
the approach taken.
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2. DEFINITION OF SMALL BUSINESS IN THE NATIONAL SMALL BUSINESS ACT
The 1995 White Paper on National Strategy for the Development and Promotion of Small
Business in South Africa (the White Paper) (the dti, 1995) became the first attempt by the
democratic government to establish an integrated approach to providing small business
support in South Africa. From it, the first classification of small businesses was developed.
The White Paper identified three main sub-groups among small businesses, namely Small,
Medium, and Micro Enterprises (SMMEs). The White Paper also referred to survivalist
enterprises, defining them as enterprises based on livelihood strategies for people that are
unable to find formal economic opportunities. It suggested that survivalist enterprises
cannot be viewed as sustainable micro enterprises even though some may eventually
achieve such a position.
Subsequently, the NBSA provided an official definition of small businesses as a “separate
and distinct business entity, including cooperative enterprises and non-governmental
organisations, managed by one owner or more, including its branches or subsidiaries, if any,
and is predominantly carried on in any sector or sub-sector of the economy”. The NSBA
further added to the categories of SMMEs by differentiating SMMEs by Standard Industrial
Classification sector or sub-sector and by classifying SMMEs according to key indicators or
proxies, including the total full-time equivalent of paid employees, the total turnover, and
the total gross asset value (excluding fixed property). Further updates to the schedule
introduced a further category of “very small” enterprises, mainly on the basis of
employment provided by these enterprises.
Table 1. Schedule of the small business definition
Sectors or sub-sectors in
accordance with the
Standard Industrial
Classification
Agriculture

Mining and Quarrying

Manufacturing

Electricity, Gas and
Water

Construction

Size or class of
enterprise

Total full-time
equivalent of
paid employees

Total annual
turnover

Medium
Small
Very Small
Micro
Medium
Small
Very Small
Micro
Medium
Small
Very Small
Micro
Medium
Small
Very Small
Micro
Medium
Small
Very Small
Micro

100
50
10
5
200
50
20
5
200
50
20
5
200
50
20
5
200
50
20
5

R5m
R3m
R 0.5 m
R 0.2 m
R39 m
R 10 m
R4m
R 0.2 m
R51 m
R13 m
R5m
R 0.2 m
R51 m
R13 m
R 5.1 m
R 0.2 m
R26 m
R6m
R3m
R 0.2 m

Total gross asset
value (fixed
property
excluded)
R5m
R3m
R 0.5 m
R 0.1 m
R23 m
R6m
R2m
R 0.1 m
R19 m
R5m
R2m
R 0.1 m
R19 m
R5m
R 1.9 m
R 0.1 m
R5m
R1m
R 0.5 m
R 0.1 m
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Retail and Motor Trade
and Repair Services

Medium
200
R39 m
Small
50
R19 m
Very Small
20
R4m
Micro
5
R 0.2 m
Wholesale trade,
Medium
200
R64 m
Commercial Agents and
Small
50
R32 m
Allied Services
Very Small
20
R6m
Micro
5
R 2m
Catering,
Medium
200
R13 m
Accommodation and
Small
50
R6m
other Trade
Very Small
20
R 5.1 m
Micro
5
R 0.2 m
Transport, Storage and
Medium
200
R26 m
Communications
Small
50
R13 m
Very Small
20
R3m
Micro
5
R 0.2 m
Finance and Business
Medium
200
R26 m
Services
Small
50
R13 m
Very Small
20
R3m
Micro
5
R 0.2 m
Community, Social and
Medium
200
R13 m
Personal Services
Small
50
R6m
Very Small
20
R1m
Micro
5
R 0.2 m
Source: The National Small Business Act No. 102 of 1996, as amended in 2003

R6m
R3m
R 0.6 m
R 0.1 m
R 10 m
R5m
R 0.6 m
R 0.1 m
R3m
R1m
R 1.9 m
R 0.1 m
R6m
R3m
R 0.6 m
R 0.1 m
R5m
R3m
R 0.5 m
R 0.1 m
R6m
R3m
R 0.6 m
R 0.1 m

With reference to the categories in Table 1, with the exception of enterprises in the
agricultural sector, a micro enterprise is defined as having a total of five employees, a very
small business 20 employees, a small business has 50 employees and a medium-sized
business 200 or more full-time paid employees of employees.
The total turnover for a medium-sized business ranges from a minimum of R5 million in the
instance of agriculture, to a maximum of R64 million in the wholesale, trade, commercial
agents and allied services sector. Small business range from having turnover between
R3 million and R32 million, very small between R500 00 and R6 million and micro
enterprises are defined as having a total turnover of up to R200 000. The differentiation for
turnover between sectors accounts for differing volumes of sales experienced by
enterprises in different sectors, with the trade sub-sectors experiencing the highest volume
of turnover as a nature of their business operations.
The gross asset value, which excludes fixed property, varies from R5 million to R23 million
for medium-sized businesses, from R1 million to R6 million for small businesses, and from
R500 000 to R2 million for very small businesses. Micro enterprises are defined as having a
gross asset value of R100 000. The differentiation by gross assets is on the basis that
enterprises in different sectors would require a different base of assets to trade.
The approach taken in the definition of small business in the NSBA was to be deliberately
complex in order to be as comprehensive as possible. It was envisaged that the definition
was to be used by multiple stakeholders in multiple contexts, such as SMME regulation and
the provision of SMME support services – and therefore it needed to be as extensive as
possible. However, the complexity of the definition and the fragmentation of SMME
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regulation and SMME support services has resulted in the definition not being widely used
across the economy.
Between 2007 and 2008, the Department of Trade and Industry (the dti) conducted
research to review the definition of small business. The research comprised a desktop study
of the global experiences on the classification of small business as well as a survey of small
business practitioners and small businesses that had operated over the preceding decade.
The findings were compiled in a 2008 report on the Review of National Small Business Act
Definitions of SMMEs in South Africa (The Review). The Review identified that there were
challenges in the application of the employment proxy, as well as the reliability of the Act’s
definitive thresholds for turnover:


It found that the main issues relating to the employment proxy was that there are
complexities in determining the appropriate employment levels, difficulty in verifying
employment, lack of reliable employment data sources, and non-clarity on seasonal,
part-time and casual employees.



The main issues relating to the turnover proxy included the lack of clarity over whether
or not turnover ranges include or exclude Value-Added Tax (VAT), what the turnover
implications are for seasonal businesses, and that the turnover thresholds disregard
inflation.

It was found that the majority of the respondents in the survey did not make use of the
ranges and thresholds provided by the NSBA and preferred to determine whether their
enterprise was a small business or not, based on other legislation. A number of business
owners stated that because there are legislated reporting requirements prescribed in other
legal statutes, it is a priority for them to comply and fulfil those requirements rather than to
take cognisance of the NSBA definition.
The Review did not lead to any changes in the official definition. Subsequently, the recently
established Department of Small Business Development (DSBD) has again proposed the
need for a review of the definition and a review is imminent.
South Africa adopted a strategy of being as comprehensive as possible in its definition of
small business. The NSBA definition comprises of 11 different sectors or sub-sectors and
includes four classes of small businesses. The NSBA uses employment, turnover and gross
asset value as indicators or proxies to categorise small business. However, this approach has
not been “fit for purpose” and, as shown in Section 3, the use of the formal definition has
been limited. Small businesses themselves have opted to use definitions of small business
outlined in other legal statutes, as those have critical compliance and reporting obligations.
The following section outlines the definitions of small business adopted in other selected
legal statutes, in order to demonstrate the consistency and conflicts between the definitions
used by other legal statutes and those of the NSBA.
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3. AN ASSESSMENT OF THE DEFINITION OF SMALL BUSINESS ACROSS OTHER
SOUTH AFRICAN LEGAL STATUTES
This section provides an assessment of the consistency and differences between the NSBA
definition and the definition used in selected legislation that affects small businesses in
South Africa. The analysis is comprehensive but not exhaustive. The analysis focuses on
national legislation that places a reporting and compliance burden on small businesses
directly.1 The legislation spans company registration legislation; labour legislation; tax
legislation; transformation legislation; environmental, health and safety legislation; financial
and credit legislation; and general operational legislation. The analysis also samples
municipal by-laws from Johannesburg and eThekwini Metropolitan Municipalities to
demonstrate how the definition of small business is treated in local government.
Each grouping of legislation has a series of legal statutes that either explicitly or implicitly
have an expectation on small business. An overview of the legislation will help determine to
what extent the various definitions of SMMEs complicate the ability of small businesses to
comply with business regulations, by providing a different definition of a small business.
3.1 Company registration legislation
3.1.1 Companies Act No. 71 of 2008, as amended

The Companies Act defines the governance standards of companies in South Africa. The
Companies Act applies to private and public companies, close corporations (CCs), state
owned companies (SOCs), non-profit companies (NPOs) and co-operatives. While many
small businesses exist as sole proprietors, and partnerships are therefore covered by
Common Law rather than the Companies Act, a significant proportion of small business
register as private companies (and previously could register as CCs), and thus fall within the
ambit of the Companies Act.
The Companies Act requires that companies must have a Memorandum of Incorporation
and register with the Companies and Intellectual Property Commission (CIPC) to trade
formally. Furthermore, companies and CCs need to submit annual returns to CIPC as
confirmation that the company is still in business and that the information provided is still
valid.
The Companies Act is a blanket legislation that prescribes compliance to all companies
within its ambit, with smaller companies defined in the regulations as having a score of less
than 100. This scoring takes into account number of employees, turnover as well as liability

1

A review of the literature on small business administrative burdens, including the Global Entrepreneurship
Monitor survey (GEM, 2016), Counting the Cost of Red Tape, SBP (2005), SBP’s SME Growth Index (2012 2015), and the ILO Enabling Enterprises for Sustainable Enterprises (EESE), points to tax compliance, municipal
inefficiencies with regard to billing problems and obtaining permits; BEE compliance, and obtaining company
registration certificates from CIPC, as being the most burdensome regulations on small business.
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and shareholders (or members in the case of a not-for-profit). Smaller companies have less
arduous responsibilities than large public companies when it comes to corporate
governance and financial reporting. For instance, smaller companies can use different (and
less burdensome) financial reporting standards than larger companies. Various sections of
the Companies Act also provide exclusions for small business based on number of
shareholders.
The compliance cost of the Companies Act has been reduced as a company is incorporated
by the adoption of a Memorandum of Incorporation (MOI), which is the sole governing
document of the company – the implication is that there are less statutory forms required.
The Act imposes certain specific requirements on the content of a MOI, which are necessary
to protect the interests of shareholders in the company. It further provides a number of
default rules which companies may accept or alter as they wish to meet their needs and
serve their interests.
3.2 Tax legislation
The South African Revenue Service (SARS) manages tax administration and compliance in
South Africa. Businesses are required to register and pay taxes to SARS either indirectly
through the company’s owner(s) in the form of income tax, or directly to SARS if the
business is a registered tax entity. Registered businesses that meet a certain threshold are
also required to pay 14% VAT on VAT-rated goods that are traded by the business.
SARS uses turnover as its criteria to differentiate between small and large businesses. If the
small business is registered as a tax entity, tax legislation provides differentiated treatment
of small business. Therefore, the definition of small business applied in the tax legislation
has material consequences for enterprises.
3.2.1 Income Tax Act No. 58 of 1962

As soon as a taxpayer commences a business, whether as a sole proprietor, a partner in a
partnership, or as a shareholder in a company, the taxpayer or the taxpayer and the
company, respectively, is required to register with SARS to obtain an income tax reference
number. A company must obtain a business reference number from CIPC prior to registering
at SARS in order to obtain an income tax reference number.
The Income Tax Act provides tax relief measures for what it characterises as microbusinesses and Small Business Corporations (SBCs) as shown in Table 2.
The Income Tax Act makes provision for a turnover tax code for micro-businesses. Turnover
tax is a simplified tax system for small businesses with a qualifying turnover of not more
than R1 million per annum. Turnover tax is a tax based on the taxable turnover of a business
and is available to sole proprietors, partnerships, CCs, companies, and co-operatives.
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Turnover tax takes the place of VAT2, provisional tax, income tax, capital gains tax,
secondary tax on companies (STC) and dividends tax. Qualifying micro-businesses pay a
single tax instead of various other taxes. Turnover tax is elective – so businesses choose
whether or not to participate. However, once out of the system, the business is not
permitted to re-enter.
Table 2. Turnover Tax codes for micro-businesses
Turnover

Rate of tax

R 0 – R 335 000

Nil

R335 001 - R 500 000

1% of the amount above R 350 000

R 500 001 – R 750 000

R1 650 + 2% of the amount above R500 000

R750 001 – R 1 000 000

R6650 + 3% of the amount above R750 000

Source: SARS Website. Downloaded November 2016.

Section 12E of Schedule 11 of the Income Tax Act sets out the requirements for a CC or
private company to qualify as a SBC, as shown in Table 3. The requirements for an SBC are
that all the holders of the shares in the SBC must be natural persons who may not hold
shares in other unlisted companies (with some exceptions), its turnover for the year may
not exceed R20 million, and not more than 20% of its receipts and accruals, other than
those of a capital nature, plus capital gains, may consist of investment income3 and income
from rendering a personal service4.
An SBC is subject to an accelerated depreciation allowance on certain capital assets,
concessionary tax rates and are not taxed at the corporate tax rate of 28%.
Table 3. Turnover Tax codes for Small Business Corporations
Turnover

Rate of tax

R 0 – R 75 000

Nil

R 75 001 – R365 000

7% of the amount above R75 000

2

VAT is applicable in the instance that a qualifying micro-business has not decided to be included into the VAT
system.
3
Investment income includes any annuity, interest, rental income from immovable property, royalty or any
income of a similar nature, local dividends, foreign dividends and any proceeds derived from investment or
trading in financial instruments, marketable securities or immovable property.
4
Personal service includes any service in the field of accounting, actuarial science, architecture, auctioneering,
auditing, broadcasting, consulting, draftsmanship, education, engineering, financial service broking, health,
information technology, journalism, law, management, real estate broking, research, sport, surveying,
translation, valuation or veterinary science, which is performed personally by any person who holds an interest
in the company, co-operative or close corporation, except when such small business corporation employs
three or more unconnected full-time employees for core operations throughout the year of assessment.
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R365 001 – R550 000

R20 300 + 21% of the amount above R365 000

R 550 001 +

R59 150 + 28% of the amount above R550 000

Source: SARS Website. Downloaded November 2016.

3.2.2 Value-Added Tax Act (VAT) No. 89 of 1991

It is mandatory for any business to register for VAT if the income earned in any consecutive
12-month period has exceeded or is likely to exceed R1 million. Any business may choose to
register voluntarily if the income earned, in the past 12-month period, exceeded R50 000.
A small business that is registered as a micro-business may also register for VAT and may
elect to submit returns and payments every four months.
3.3 Labour legislation
Some labour legislation prescriptions apply across all employers and others apply to only
employers above a certain threshold of employees. Labour legislation uses employee
numbers as its criteria for small businesses except for the Skills Development Levy (SDL)
which uses turnover.
3.3.1 Compensation for Occupational Injuries and Diseases Act (COIDA) No. 130 of 1993

COIDA provides for compensation for disabilities caused by occupational injuries or diseases
sustained or contracted by employees in the course of their employment, or for death
resulting from injuries or diseases during a contract of employment. The Act highlights the
rights of the employee to compensation and the framework for calculating compensation, if
such a case arises in the work environment.
The Act requires all enterprises that hire employees to make provision for compensation for
when an employee is injured or contracts a disease in the workplace. Therefore, there is no
classification of small businesses directly or indirectly in this piece of legislation.
3.3.2 Occupational Health and Safety Act (OHSA) No. 85 of 1993

The objective of the Occupational Health and Safety Act (OHSA) No. 85 of 1993 is to govern
the health and safety of persons at work in connection with the use of plant and machinery,
the protection of persons other than persons at work against hazards to health and safety
arising out of or in connection with the activities of persons at work; to establish an advisory
council for occupational health and safety; and to provide for matters connected therewith.
According to the Act, every employer is required to provide and maintain, as far as is
reasonably practicable, a working environment that is safe and without risk to the health of
his employees. Therefore, the legislation is prescriptive across all types of enterprises;
where for example the OHS regulations for construction place the same burden on principal
contractors and contractors.
3.3.3 Labour Relations Act (LRA) No. 66 of 1995

The LRA essentially outlines organisational rights, sets a framework for collective bargaining
and extending council agreements to non-parties, and provides mechanisms for resolving
10 | P a g e

labour disputes including unfair dismissals. The legislation also regulates industrial action
and encourages the establishment of workplace forums. Under the LRA, industry-specific
collective bargaining bodies and bargaining councils have the power to reach legally binding
agreements.
The LRA provides that small businesses may be excluded or exempt from decisions in the
bargaining council agreement but does not define a small business in this exemption. This is
left to the discretion of individual bargaining councils in a respective sector.
3.3.4 Mine Health and Safety Act No. 29 of 1996

The objectives of this Act are:
a) to protect the health and safety of persons at mines;
b) to require employers and employees to identify hazards and eliminate, control and
minimise the risks relating to health and safety at mines;
c) to give effect to the public international law obligations of the Republic that concern
health and safety at mines;
d) to provide for employee participation in matters of health and safety through health
and safety representatives and the health and safety committees at mines;
e) to provide for effective monitoring of health and safety conditions at mines;
f) to provide for enforcement of health and safety measures at mines;
g) to provide for investigations and inquiries to improve health and safety at mines; and
h) to promote a culture of health and safety in the mining industry;
i) to provide for training in health and safety in the mining industry; and
j) to provide co-operation and consultation on health and safety between the State,
employers, employees and their representatives.
The prescriptions of the Mine Health and Safety Act make distinctions between employers
of mines that are being worked and one that is not being worked. Every employer of a mine
that is being worked must:
a) ensure, as far as reasonably practicable, that the mine is designed, constructed and
equipped to provide conditions for safe operation and a healthy working environment;
and with a communication system and with electrical, mechanical and other equipment
as necessary to achieve those conditions;
b) ensure, as far as reasonably practicable, that the mine is commissioned, operated,
maintained and decommissioned in such a way that employees can perform their work
without endangering the health and safety of themselves or of any other person;
c) compile an annual report on health and safety at the mine including the statistics on
health and safety that must be kept in terms of this Act and an annual medical report;
and
d) if the employer is a body corporate, and employs more than 50 employees, publish and
distribute the report referred to in paragraph (c), in an appropriate form, to the body
corporate’s shareholders or members.
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The employer of a mine that is not being worked, but in respect of which a closure
certificate in terms of the Minerals and Petroleum Resources and Development Act No. 28
of 2002 has not been issued, must take reasonable steps to continuously prevent injuries,
ill-health, loss of life or damage of any kind from occurring at or because of the mine.
The Act does provides compliance requirements for a body corporate that has more than
50 employees, requiring it to publish and distribute an annual report on the state of the
health and safety conditions at the mine. The annual report must include statistics on health
and safety and an annual medical report.
3.3.5 Basic Conditions of Employment Act (BCEA) No. 75 of 1997

The BCEA mainly deals with, but is not limited to, contracts of employment, regulation of
working hours, remuneration, procedural fairness, dismissals and resignations and the
notices.
Under the BCEA, companies qualify as a small business if they employ less than 10 people,
and conduct only one business which is not formed by division or dissolution of an existing
business. This determination does not apply to domestic employees or to the public service.
3.3.6 Employment Equity Act (EEA) No. 55 of 1998

The EEA aims to prevent unfair discrimination by employers on the basis of race, gender,
health status or any other arbitrary measure. The EEA obliges companies with more than
50 employees to develop and implement an Employment Equity Plan to ensure the
equitable representation of previously disadvantaged individuals in all occupational
categories and levels of the workforce.
3.3.7 Skills Development Act 97 of 1998

The Skills Development Act provides for a Skills Development Levy on certain businesses to
encourage learning and development in South Africa. The SDL is determined by an
employer’s salary bill. The funds are to be used to develop and improve skills of employees.
When an employer expects that the total salaries will be more than R500 000 over the next
12 months, that employer becomes liable to pay SDL. The Skills Development Act differs
from the other labour legislation as it uses turnover as its criteria for exemption rather than
employee numbers.
3.4 Transformation legislation
Transformation legislation was established in South Africa in order to address the legacy of
Apartheid policies with regard to the deliberate economic exclusion of black people and
black business. Transformation legislation is largely anchored around the Broad-Based Black
Economic Empowerment (B-BBEE) Act No. 53 of 2003. The legislation focuses on turnover to
differentiate between different categories of business.
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3.4.1 Broad-Based Black Economic Empowerment (B-BBEE) Act No. 53 of 2003

The B-BBEE Act provides a legislative framework for the promotion of black economic
empowerment and for the issuing of the codes of good practice. B-BBEE uses turnover as
the criteria for exemption.
Exempted Micro Enterprises with an annual turnover of R5 million or less are exempted
from having to be certified for B-BBEE. Qualifying Small Enterprises, with a turnover
between R10 million and R50 million, are required to comply with only four out of the seven
elements on the scorecard. The codes have eased the BEE compliance burden by setting
lower targets for these companies.
3.4.2 Sectoral Charters (aligned within B-BBEE Act)

The Sectoral Charters provides sector-specific thresholds related to different business sizes,
beyond those provided by B-BBEE and the Codes of Good Practice. These thresholds also
provide small businesses with exemptions based on their turnover levels, depending on the
sector in which they have organised their business.
3.4.3 Preferential Procurement Policy Framework (PPPFA) Act No. 5 of 2000, as amended in 2011

The PPPFA Act aims to promote locally manufactured products as well as transformation; it
does so by providing preferential calculations through the allocation of points to local
companies as well as B-BBEE companies. While the PPPFA defines small businesses using the
same definition as the NSBA and has as one of its objects the promotion of SMMEs, there
are no clear exemptions, procurement processes or points favouring small businesses in the
PPPFA. There are, however, clear preferences for B-BBEE companies; with the definition of
B-BBEE Act applicable.
3.5 Environmental legislation
Environmental legislation focuses on regulating the operations of businesses and the extent
to which operations can disturb or harm the natural environment. Most environmental
legislation is universally applicable, and the relief measures to small business come through
in the thresholds for each of the components of environmental legislation. The relevant
regulations provide thresholds on the resource use, extraction or emission allowable for
various business activities.
3.5.1 National Environmental Management Act No. 107 of 1988

According to the Act, environmental management must place people and their needs at the
forefront of its concern, and serve their physical, psychological, developmental, cultural and
social interests equitably. Development must be socially, environmentally and economically
sustainable. Sustainable development requires the consideration of all relevant factors
including the following:



That the disturbance of ecosystems and loss of biological diversity are avoided, or where
they cannot be altogether avoided, are minimised and remedied;
That pollution and degradation of the environment are avoided, or where they cannot
be altogether avoided, are minimised and remedied;
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That the disturbance of landscapes and sites that constitute the nation’s cultural
heritage is avoided, or where it cannot be altogether avoided, is minimised and
remedied;
That waste is avoided, or where it cannot be altogether avoided, minimised and re-used
or recycled where possible and otherwise disposed of in a responsible manner;
That the use and exploitation of non-renewable natural resources is responsible and
equitable, and takes into account the consequences of the depletion of the resource;
That the development, use and exploitation of renewable resources and the ecosystems
of which they are part do not exceed the level beyond which their integrity is
jeopardised;
That a risk-averse and cautious approach is applied, which takes into account the limits
of current knowledge about the consequences of decisions and actions; and
That negative impacts on the environment and on people’s environmental rights be
anticipated and prevented, and where they cannot be altogether prevented are
minimised and remedied.

The contents of the Act do not explicitly seek to define small businesses and the regulations
provide thresholds above which compliance is required. The thresholds on waste for
example cover the limits of certain metals that are allowed in landfill sites.
The Act attempts to provide an approach for dealing with environmental concerns by
providing the legislative and regulatory scope for social and economic activities that in some
shape or form degrade the environment. Smaller business that fall below the threshold
levels would have less onerous compliance requirements.
3.5.2 National Water Act No. 36 of 1998

The purpose of this Act is to ensure that the nation's water resources are protected, used,
developed, conserved, managed and controlled in ways which take into account amongst
other factors:
a)
b)
c)
d)
e)
f)
g)
h)
i)
j)
k)

meeting the basic human needs of present and future generations;
promoting equitable access to water;
redressing the results of past racial and gender discrimination;
promoting the efficient, sustainable and beneficial use of water in the public interest;
facilitating social and economic development;
providing for growing demand for water use;
protecting aquatic and associated ecosystems and their biological diversity;
reducing and preventing pollution and degradation of water resources;
meeting international obligations;
promoting dam safety;
managing floods and droughts, and for achieving this purpose, to establish suitable
institutions and to ensure that they have appropriate community, racial and gender
representation.

The contents of the National Water Act are extensive and are fundamentally focused on
providing the guiding principles for managing the water systems of the country. As part of
transformation of access to water, the system changed from riparian rights under apartheid
to water being deemed a national asset and with public trusteeship over water resources
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under the democratic government. Water rights and quantities for usage issued to
landholders and in particular new users. This transformation created the opportunity for
smallholder farmers and new entrants to gain access to water through water licensing. The
Act also makes provision for different pricing arrangements for water users, which could
potentially benefit small holders.
3.5.3 Air Quality Act No. 39 of 2004

The object of this Act is:
a) to protect the environment by providing reasonable measures for:
i. the protection and enhancement of the quality of air in the Republic;
ii. the prevention of air pollution and ecological degradation; and
iii. securing ecologically sustainable development while promoting justifiable
economic and social development; and
b) Generally, to give effect to section 24(b) of the Constitution in order to enhance the
quality of ambient air for the sake of securing an environment that is not harmful to the
health and well-being of people.
The Air Quality Act does prescribes minimum thresholds for concentrations of different
gases including ozone, nitrogen (NO), nitrogen dioxide (NO2) sulphur dioxide (SO2), lead
(Pb), particulate matter with a particle size less than 10 and total suspended solids, among
others5. Both small and large businesses would therefore need to be aware of the pollutant
levels and if above the threshold comply with the necessary requirements.
3.6 Financial and credit legislation
A number of pieces legislation govern the financial and credit transactions between and
within businesses. Two laws are reviewed in this section, The Financial Intelligence Act
(FICA) and the National Credit Act (NCA). The NCA recognises small business and it does so
using the NSBA as a reference.
3.6.1 Financial Intelligence Act (FICA) No. 38 of 2001

FICA sets up a regulatory anti-money laundering regime which is intended to break the cycle
used by organised criminal groups to benefit from illegitimate profits. This Act aims to
maintain the integrity of the financial system. Apart from the regulatory regime this Act also
creates the Financial Intelligence Centre.
The regulatory regime of FICA imposes “know your client”, record-keeping and reporting
obligations on accountable institutions. It also requires accountable institutions to develop
and implement internal rules to facilitate compliance with these obligations.
FICA imposes a duty on accountable institutions to establish and verify the identity of
clients. Detailed records of clients and the transactions entered into by clients must be kept.

5

For a full schedule of Air Quality standards, please see Appendix 1.
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Records obtained by an accountable institution must be kept for at least five years after a
transaction was concluded and for a minimum of five years after the date which a business
relationship was terminated and must be kept in electronic form.
No implicit or explicit definition of a small business is mentioned in the Financial Intelligence
Act. All accountable institutions, no matter their size, must comply with the internal rules
and reporting requirements.
3.6.2 National Credit Act (NCA) No. 34 of 2005

The purposes of the NCA, which came into effect on 1 June 2007, are, among others, to
promote a fair, transparent, competitive, sustainable, responsible and accessible credit
market and industry and to protect consumers. It also discourages reckless granting of
credit, assists people who are heavily in debt and regulates credit information.
Small business in the National Credit Act has the meaning set out in the NSBA.
3.7 General operational legislation
A number of pieces of legislation govern operational procedures between and within
businesses. These laws tend to be universally applicable and thus do not make reference to
a definition for a small business, or thresholds that a business of any particular size must
abide by.
3.7.1 Promotion of Access to Information Act No. 2 of 2000

In terms of this Act, government departments, public and private companies, including
registered close corporations and businesses are required to compile and publish manuals
containing, a description of the entity’s structure and functions and a description of the
records held.
3.7.2 Protected Disclosures Act No. 26 of 2000

This Act provides for procedures in terms of which employees in both the private and public
sectors may disclose information on unlawful or irregular conduct by their employers or
other employees and for the protection of employees making that disclosure.
3.7.3 Consumer Protection Act No. 68 of 2008

The aim of this Act, which came into operation on 24 October 2010, is to consolidate and
integrate various existing consumer protection provisions that are contained in various
other laws, for example, the Consumer Affairs Act, No. 71 of 1988 and the Trade Practices
Act No. 76 of 1976 to name two, and to protect consumers against unfair market practices
and unsafe products.
3.8 Municipal by-laws: Johannesburg and eThekwini
A significant number of by-laws affect small businesses, both at registration and operational
stages. Overall, municipalities tend to affect small business through the issuing of trading
licences and through the charging on municipal rates of social services. All traders within the
municipal jurisdiction need to register for trading licences from the municipality.
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Local municipalities determine the tariff rates that both individual and commercial users
need to pay to receive water services, connection to the electricity grid, sewage disposal
services, and various property rates. Municipal rates on commercial enterprises tend to be
based on the type of business (sector) and usage levels.
The study sampled Johannesburg Metropolitan Municipality and eThekwini Metropolitan
Municipality to demonstrate the treatment of small business by municipal by-laws.
3.8.1 Johannesburg Metropolitan Municipality by-laws

The process for obtaining a trading licence in Johannesburg is provided in Appendix 2. The
process does not differentiate small businesses.
Johannesburg makes a distinction based on sectors to determine the electricity charges for
commercial property owners. Different rates apply for agricultural business, mining land,
state land, etc. In addition, a distinction is made between a Large Businesses (with supply
capacities exceeding 100 kVA) and Small Businesses (requiring supply capacities of less than
100 kVA). Commercial operations that exceed 50 kVA are also allocated a distinct tariff.
For water, commercial users of water are distinguished into two groupings, and an
associated tariff rate therefore applies. For consumption up to 200 kilolitres: R 26.03 per
kilolitre per month; and for consumption exceeding 200 kilolitres: R 27.23 per kilolitre per
month (2015/16 rates).
A similar distinction for sewage disposal services is applied by Johannesburg. For any trade
or industry where the average monthly volume of trade or industrial effluent generated
during the previous half-year period was less than 100 kilolitres, the charge is R19.84 per
kilolitre, excluding punitive charges. Any trade or industry that is above 100 kilolitres is
subject to a minimum charge of R19.84 per kilolitre, including punitive charges.
3.8.2 eThekwini Metropolitan Municipality by-laws

The process for obtaining a trading licence in eThekwini is provided in Appendix 2. The
process does not differentiate small businesses.
For electricity rates, eThekwini has determined the following categories of property to
determine its tariff rates: residential; agricultural; industrial; business and commercial;
properties used for multiple purposes; public service purposes; vacant land; unauthorised or
illegal development/use; rural residential; and rateable rural property. A distinct tariff
structure for business activity is generally applicable to business and commercial customers
consuming electricity at voltages not exceeding 11 kV. Business and commercial customers
have the option of purchasing electricity via a credit-based tariff or alternatively a
prepayment-based tariff.
For sewage disposal a threshold is used whereby an industry effluent is charged R6.19 per
kilolitre excluding punitive charges, if it is less than 100 kilolitres of disposable waste, and
R6.19 per kilolitre including punitive charges when more than 100 kilolitres.
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For water, eThekwini does not explicitly provide a distinction between small and large
businesses but rather uses a threshold; it provides a tariff structure for users that consume
beyond the domestic consumption bands, and the resultant tariff structure applies.
3.9 Summary of legislation and type of definition
In summary, an analysis of selected legal statutes suggests that company registration uses
both turnover and employee numbers, as well as having additional criteria (liability and
number of shareholders). Tax legislation and transformation legislation tend to provide
thresholds for compliance based on turnover whereas labour legislation tends to provide
thresholds based on employment. Environmental legislation does not explicitly exclude
small businesses from compliance but rather places different thresholds for compliance
based on the aspect of the environment that is being covered by the legislation and
accompanying regulations. Only financial and credit legislation appear to recognise small
business according to the NSBA definition.
Municipal by-laws have permit procedures for a particular class of business. In addition,
municipal by-laws charge for municipal services based on sector and usage levels, which
would provide benefits for lower usage and by implication be supportive of small
enterprises.
Table 4 provides a summary of the legal statutes in which small business is defined and by
criteria. The table highlights the variation between the use of employee numbers, turnover
and the NSBA definition.
Table 4. Summary of the legal statutes and definition of small business
Type of Legislation
Companies Act
National Small Business Act of 1996
Basic Conditions of Employment Act 75 of
1997
Labour Relations Act 66 0f 1995
Employment Equity Act 55 of 1998
Skills Development Act 97 of 1998
Broad-Based Economic Empowerment Act
Income Tax Act 58 of 1962
Employment Tax Incentives Act of 2013
Value-Added Tax Act 89 of 1991
National Credit Act 34 of 2005
Preferential Procurement Policy Framework
Sector Charters (B-BBEE)
Source: TIPS Analysis
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This would include the combination of Employee, Turnover and Gross Asset Value (by sector)
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From the analysis of legal statutes, it is clear that only a limited number of legal statutes use
the gross asset value proxy specifically and the NSBA definition generally as a definition for
small business. However, the majority of legal statues use employment and turnover as an
indicator or proxy for minimum thresholds for compliance. The main definitional differences
between the NSBA definition and other legal statutes arise in the labour legislation, tax
legislation and B-BBEE. This is significant as these legal statues also pose the most
administrative burdens for small businesses generally and some even require consulting
services for a small business to comply. The inference, therefore, is that having multiple
definitions across legal statutes may impose a higher compliance burden on small
businesses.
However, the use of certain indicators or proxies as thresholds in different legal statutes
seems justified by context, such as labour legislation using employment, while the
transformation and tax legislation using turnover.

4. INTERNATIONAL EXPERIENCE
This section provides a review of selected country case studies on the definition of small
business. The review was conducted using desktop research. The sample of case studies
includes two emerging market case studies (India and Brazil), two industrialised economies
(UK and US) and two African case studies (Kenya and Mauritius).
4.1 India
In India no official definition of SMEs existed until the 1950s when the Fiscal Commission
within the government of India classified small-scale industry (SSI). It defined SSIs as
businesses which operated predominantly with hired labour, usually between 10 and 50
employees. During this time the term used to define small businesses was “Small Scale
Industry” simply because the concept of a small business was mainly confined to the
manufacturing sector (Jain and Ghandi, 2016).
The introduction of the Micro, Small and Medium Enterprises Development (MSMED) Act of
2006 resulted in the inclusion of the services sector in the definition of MSMEs and
expanded the scope of medium enterprises. The Act classifies MSMEs into two categories —
manufacturing enterprises and service enterprises. Manufacturing enterprises are involved
in the manufacture or production of goods or employing plant and machinery in the process
of value addition. The service enterprises are engaged in providing or rendering services and
are defined according to their investment in equipment. (Jain and Ghandi, 2016)
The Three Tier Classification of India MSME are summarised in Table 57.

7

The currencies are not converted to Rand to avoid a direct comparison.
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Table 5. Classification of small business in India
DESCRIPTION
Micro Enterprises
Small Enterprises
Medium Enterprises

MANUFACTURING
Up to Rs. 25 Lakhs
Above Rs. 25 Lakhs & up to Rs. 5
Crores
Above Rs. 5 Crores & up to Rs. 10
Crores

SERVICE
Up to Rs. 10 Lakhs
Above Rs. 10 Lakhs & up to 2
Crores
Above Rs. 2 Crores & up to Rs. 5
Crores

Source: Jain and Ghandi, 2016

An assessment of the consistency and uniformity of the definition of MSMEs in key pieces of
legislation, and how many of the legal statutes are aligned with the classification of MSMEs
provided by the MSMED Act, is summarised in Table 6.
Table 6. Summary of small business definition by legislation in India
Name of Legislation

MSMED Act 2006
Social Legislature
Start Up Entity
Central Excise Act 1944
Companies Act 2013
Accounting Standard
Companies (Accounting Standard) Rules
BANK/RBI
Stock Exchange
Securities and Exchange Board of India
Service Tax Act
Value-Added Tax
Source: Jain and Gandhi, 2016
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-
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-
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-
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-

From the information in Table 6 it is possible to see that the MSMED Act 2006 definition of
MSMEs is not aligned with the definition of MSMEs in other laws, regulations and
regulators. A majority of India’s regulation defines MSMEs according to turnover and few
using employee numbers as a criterion for defining small businesses.
The separation of services from manufacturing enterprises is an important consideration for
India with higher thresholds for manufacturing firms. This approach simplifies the
categorisation into two sectors rather than multiple sectors, as in South Africa’s official
definition.
4.2 Brazil
The classification of enterprises in Brazil is not consistent across the relevant institutions. As
no federal legal statement classifies companies uniformly throughout the country, the
municipal, state and federal administrations adopt their own criteria for framing and
classifying the companies. The parameters can therefore vary from one region to the next or
from institution to institution (see brazilbusiness.com).
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Institutions such as BNDES (The National Bank of Economic and Social Development), IBGES
(Brazilian Institute for Geography and Statistics) and the Statute of Small Enterprises of 1999
(Estatuto da Micro e Pequena Empresa) all have their own criteria for defining small
businesses. The categories used are either by number of employees or the annual gross
operating revenue (turnover).
The Brazilian Micro and Small Business Support Service (SEBRAE), which operates nationally,
categorises firms according to the employment criteria, also with a separation between
manufacturing and services sectors.
Table 7. Classification of companies in Brazil according to turnover
Type of enterprise
Turnover
Micro enterprise
Less than or equal to BRL 2.4 million
Small company
More than BRL 2.4 million and less or equal
to BRL 16 million
Medium-sized company
More than BRL 16 million and less or equal
to BRL 90 million
Medium-large company
More than BRL 90 million and less or equal
to BRL 300 million
Large company
More than BRL 300 million
Source: brazilbusiness.com

BNDES uses the above criteria, and is important as a classification because of the role of
BNDES in providing credit to business enterprises in Brazil. In the Statute of Small
Enterprises of 1999, the criterion used to conceptualise small businesses is the gross annual
revenue, whose values differ from those of BNDES. For the companies to enjoy the
simplified taxation scheme (Simples Nacional), turnover is used for classification, but again
the values are different.
IBGES classifies companies according to the number of employees and has the same
definition as SEBRAE.
Table 8. Classification of companies in Brazil according to the number of employees
TYPE OF BUSINESS

DEFINITION

Micro Enterprise

Enterprises with industrial operations with up to 19
employees, and services employing up to 9
employees.

Small Enterprise

Enterprises with industrial operations with between
20-99 employees, and services employing between
10-49 employees.

Medium Enterprise

Enterprises with industrial operations with between
100-499 employees, and services employing between
50-99 employees.

Big Enterprise

Enterprises with industrial operations with over 499
employees and services employing over 99
employees

Source: White, 2005
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4.3 United Kingdom
The government of the UK does not have a single definition of what a small or medium
enterprise is, although there is consistency between using both employee numbers and
turnover in the definition. For the purpose of Research and Development Tax Relief HM
Revenue & Customs define an SME as a business with not more than 500 employees and an
annual turnover not exceeding £100 million. The Department for Business defines SMEs as
companies with less than 250 employees. For accounting purposes, Companies House
defines a small business as employing less than 50 people and a turnover under £6.5 million
and a medium business as less than 250 employees and a turnover under £25.9 million.
Other parts of the UK government use the European Union (EU) definition of SMEs.
Table 9. EU definition of an SME
Type of Business
Number of employees
Micro Business
Less than 10 employees
Small Business
Less than 50 employees
Medium Business
Less than 250 employees

Turnover
Under £2 million
Under £10 million
Under £50 million

Source: https://www.gov.uk

According to the UK’s Companies Act 2006, a small company is defined as one that does not
have a turnover of more than £6.5 million, a balance sheet total of more than £3.26 million,
and not more than 50 employees. A medium-sized company is one with less than 250
employees and a turnover of under £12.9 million.
However, these definitions are not binding and many organisations and bodies in the UK
have their own definitions. For example, the British Bankers Association defines small
businesses as sole traders, partnerships and limited companies with an annual turnover of
under £1 million.
4.4 United States of America
The definition of an SME in the US varies by industry, based on the North American Industry
Classification (NAICS). NAICS is a system developed by the US, Canada and Mexico to
standardise and facilitate the collection and analysis of business statistics. The US Small
Business Administration (SBA) provides a list of small business size standards matched to
NAICS codes. To be considered a small business and be eligible to apply for government
contracts and targeted funding, a business must be within the defined limits in both the
number of employees and revenue.
There is no universally accepted definition of an SME within the US government. This
reflects the relative nature of “small” and “medium” size classifications, which can apply
differently to firms in the manufacturing, agricultural and service sectors.
The definition used for SMEs by SBA’s Office of Advocacy includes all enterprises with fewer
than 500 employees.
The SBA also uses annual revenue to classify SMEs in various service subsectors, but these
parameters differ depending on the sector. While the vast majority of SME service
subsectors fall in the $7 million-and-under annual revenue threshold, a small number of
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others – those in computer services – have higher revenue despite their small number of
employees, and consequently are defined by the SBA using a higher (US$25 million)
parameter. The US Department of Agriculture also uses annual revenue to differentiate
farms by size; it defines “small” as those farms that earn less than $250 000 in annual
revenue, and considers all others “large”.
4.5 Kenya
The importance of the small business sector in Kenya was first recognised in the ILO report
in 1972, Employment, Incomes and Equality – A Strategy for Increasing Productive
Employment in Kenya (ILO, 1972). The report underscored the sector’s crucial role in
promoting growth in incomes and employment. The importance of the sector was also
affirmed in the African Economic Outlook, 2011 report (African Development Bank et al,
2011). According to the report, the SME sector is significant in Kenya’s economic structure,
with the sector employing close to 80% of Kenya’s total workforce in 2011. However, while
the SME sector constitute close to 80% of employment, it only contributes about 20% of
Gross Domestic Product (GDP). The performance of the SMEs in Kenya is linked to several
constraints among which the regulatory and institutional framework is alleged to be one of
the factors (Ong’olo and Awino, 2013).
Kenya promulgated an MSME Bill in 2009 and used two criteria to define SMEs in general:
number of employees and company turnover. For the enterprises in the manufacturing
sector, the definition takes into account the investment in plant and machinery as well as
the registered capital. The SME definition is detailed in Table 10.
Table 10. Kenyan classification of small business
Entity (Trade,
Service, Industry,
Or Business
Activity)

Number of
People/Employees

Annual Turnover
Limit

Investment In Plant
And Machinery And
Registered Capital

Equipment
Investment And
Registered
Capital

Micro enterprise

Less than 10 people

Not exceeding Ksh.
500 000

Not exceeding Ksh.
10 million

Not exceeding
Ksh. 5 million

Small Enterprise

More than 10 but
less than 50 people

Between Ksh.
500 000 and Ksh. 5
million

Between Ksh. 10
million and Ksh. 50
million

Medium
Enterprise

More than 50 but
less than 100

Between Ksh. 5
million and Ksh 800
million

Not specified in the
draft bill

More than Ksh.
5 million but less
than Ksh. 20
million
Not specified in
the draft bill

(Micro, Small and
Medium) MSME

Not more than 100
-

-

-

Source: Market Access for SMEs Through Private and Public Procurement in Kenya, Kenya Association of
Manufacturers. Position paper (no date).

4.6 Mauritius
The definition of SMEs in Mauritius two decades the definition of SMEs has evolved over the
past two decades from focusing on employment to turnover figures. The Small and Medium
Enterprise Development Authority (SMEDA) Act 2009 defines SMEs as small enterprises,
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having a turnover less than Rs.10 Million and medium enterprises with turnover above Rs.10
million and less than Rs.50 Million (1 USD=Rs.30).
Previously, SMEs were defined as enterprises with 10-49 employees and micro enterprises
with less than 10 employees. Statistics Mauritius provides national statistical data on small
enterprises employing less than 10 people including self-employed proprietors. No
statistical data is recorded according to the definition in the SMEDA Act 2009.
By December 2013, a total of 20 968 SMEs were registered with SMEDA for different types
of activities, with 8 192 in the manufacturing sector. In total, only 10 874 registered SMEs
with SMEDA were operational.
4.7 Findings from the review of international experience
What emerges from the international benchmarking is that there is no commonly accepted
benchmark or standard parameter for classifying small businesses. The evidence suggests
that a number of factors are considered when formulating a definition, including the
economic development context of the country in question; its ambition for supporting small
business; and the way in which the definition of small business is used (for instance, to
reduce the administrative burden or to target support for small business).
The international review demonstrates that multiple definitions within one country are
common practice, although not necessarily desirable. However, there is an indication that
there may be functional reasons for different definitions, for instance financial institutions
that provide small business support use turnover as an indicator or proxy for small business.
The use of 11 sub-sectors in the case of the NSBA definition seems to be unusual on the
basis of the international references. International references seem to distinguish only
between the services and manufacturing sectors.
The total gross asset value categorisation is the least used economic indicator or proxy
among the countries assessed.
It is possible to draw from the international experience that the South African NSBA could
improve the categorisation of small business by:


Small business definitions should be fit for purpose, and often this purpose is intricately
tied to the socioeconomic development goals of a country. Public policy plays a key role
in determining the proxies used to classify small businesses.



Reducing the number of sub-categories to three distinct categories, namely the
manufacturing, services and agricultural sectors.



Removing the gross asset value category as it does not appear to add any substantive
information for classifying businesses.
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5. CONCLUSION AND RECOMMENDATIONS
The formal definition of small businesses in South Africa is provided by the NSBA. The NSBA
definition was intended to be as comprehensive as possible to serve multiple stakeholders
and multiple contexts. However, this has not been successful as other regulators, and small
businesses themselves, have not widely adopted the NSBA definition. The Department of
Trade and Industry’s own review identified that there had been limited uptake of the NSBA
definition and there were challenges cited in the application of the employment proxy and
turnover proxy.
The analysis of legal statutes demonstrated that different institutions focus on different
indicators, which are not consistent to the NSBA definition. It was observed that company
legislation uses both turnover and employee numbers but also has other applicable criteria
such as the number of shareholders and liabilities. Tax legislation and transformation
legislation tends to provide thresholds for compliance based on turnover whereas labour
legislation tends to provide thresholds based on employment. Environmental legislation
does not define small businesses but uses thresholds, some of which may not be applicable
to small businesses.
The main discrepancies between the NSBA definition and other legal statutes arise from
labour legislation, tax legislation and B-BBEE. This is significant as these legal statues also
pose the most administrative burdens for small businesses and some even require
consulting services for a small business to comply. The inference, therefore, is that having
multiple definitions across legal statutes may impose a higher compliance burden on small
businesses.
However, the international benchmarking review showed that the case of having multiple
definitions within one country is common practice, although not necessarily desirable.
This report also assed how municipal by-laws treat small businesses. The major impacts a
municipality has on small business is through its trade licensing procedures and charging of
municipal rates. It was determined that the licensing procedures tend to not discriminate
according to class of business. Importantly, the charging of municipal rates is based on
thresholds and usage levels.
What emerged from the international benchmarking review is that there is no commonly
accepted indicator or proxy for classifying small business. The evidence suggested that a
number of factors are considered when formulating a definition, including the economic
development context of the country in question; its ambition for supporting small business;
and the way in which the definition of small business is used. The main consideration is that
the definition needs to be “fit for purpose”.
The total gross asset value measure is the least used proxy in South African legal statutes
and from the selected international comparisons. The research has not been able to
determine the benefit of using this proxy.
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Similarly, the use of 11 sub-sectors in the case of the NSBA definition also seems to be
unusual on the basis of the international references. The international review of definitions
points to a categorisation that differentiates between manufacturing and services as the
most widely used differentiator. In South Africa, agriculture is a notable exception with
regard to its employment thresholds in the NSBA definition.
Various pieces of legislation and regulations (particularly in the environmental area) as well
as municipalities often use a different measure for categorising small business based on the
relevant threshold for the area they are regulating or providing a service for. They therefore
do not consider either employee numbers or turnover as part of their criteria but
nevertheless give concessions to small business based on usage or output.
The criteria for determining the recommendations are: (a) common practice in South Africa,
(b) international experience, and (c) simplicity. The later criteria emerges as several
regulations and municipal services base their requirements on threshold, output or usage,
and having a criteria of a simpler definition would allow it to be used as a base on which
specific thresholds can then be added for a particular piece of legislation or regulation.
The recommendations from this research are the following:









Noting the use of turnover as a proxy preferred by financial regulators and widely used
across different countries, it is therefore recommended that the turnover proxy should
remain in the NSBA official definition. However, the turnover proxy needs to be updated
regularly to account for inflation and the proxy also needs to be specified whether or not
it includes (VAT) and sales taxes, as including taxes would distort turnover figures
particularly for highly regulated areas such as petrol stations.
Noting the use of the employment proxy as a preference in labour statutes aligns with
South Africa’s social objective of job creation, and is widely used as a common measure
in different countries, it is therefore recommended that the employment proxy remains
in the NSBA official definition. However, the definition needs to be clear on its treatment
of seasonal, part-time and casual employees.
Noting the lack of use of total gross asset value both in South Africa and internationally,
it is recommended that the NSBA official definition should no longer use this as a proxy.
Noting the complexity of having multiple different sub-sector categories, which has
become an inhibitor to using the official definition, as well as international experience of
less sectors, it is recommended that the NSBA definition should cover three sectors
namely, agriculture, manufacturing and services.
Lastly, it is recommended to not use any further proxies in the official definition, such as
those that distinguish of the basis of operations of a business as they will make the NSBA
more complex and limit is applicability.

It would be beneficial if an appropriate and agreed on NSBA definition was adopted as the
universal definition used in South Africa, particularly for all new legislation, regulations and
amendments. This would simplify the compliance burden for both small business and for
regulators.
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APPENDICES
Appendix 1: List of air quality standards from the Air Quality Act No. 39 of 2004
1. Ambient concentrations of ozone (0,) may not exceed a) an instant peak of 0.25 parts per million measured at 25°C and normal; or
b) a one-hour average of 0.12 parts per million measured at 25°C and normal
atmospheric pressure; or atmospheric pressure.
2. Ambient concentrations of the oxides of nitrogen (NO,) may not exceed a) an instant peak of 1.4 parts per million measured at 25°C and normal atmospheric
pressure;
b) a one-hour average of 0.8 parts per million measured at 25°C and normal
atmospheric pressure;
c) a 24-hour average of 0.4 parts per million measured at 25°C and normal atmospheric
pressure and the 24-hour limit may not be exceeded more than three times in one
year;
d) a one-month average of 0.3 parts per million measured at 25°C and normal
atmospheric pressure;
e) an annual average of 0.2 parts per million measured at 25°C and normal atmospheric
pressure; or
f) an instant peak of 0.5 parts per million measured at 25°C and normal.
3. Ambient concentrations of nitrogen dioxide (NO,) may not exceed a) atmospheric pressure; a one-hour average of 0.2 parts per million measured at 25°C
and normal atmospheric pressure;
b) a 24-hour average of 0.1 parts per million measured at 25°C and normal atmospheric
pressure and the 24-hour limit may not be exceeded more than three times in one
year;
c) a one-month average of 0.08 parts per million measured at 25°C and normal
atmospheric pressure; or
d) an annual average of 0.05 parts per million measured at 25°C and normal
atmospheric pressure.
4. Ambient concentrations of sulphur dioxide (SO,) may not exceed a) a 10-minute average instant peak of 0.191 parts per million measured at 25°C;
b) an instant peak of 500 micrograms per cubic meter (pg/m3) measured at 25°C;
c) a 24-hour average of 0.048 parts per million or 125 micrograms per cubic; or
d) an annual average of 0.019 parts per million or 50 micrograms per cubic meter.
5. Ambient concentrations of lead (Pb) may not exceed a one-month average of 2.5.
6. Ambient concentrations of particulate matter with a particle size of less than 10
a) a 24-hour average of 180 micrograms per cubic meter (pg/m3)
b) an annual average of 60 micrograms per cubic meter (pg/m3).
7. Ambient concentrations of total suspended solids may not exceed a) a 24-hour average of 300 micrograms per cubic meter (pg/m3) and the 24-hour; or
b) an annual average of 100 micrograms per cubic meter (yg/m3).
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Appendix 2: Processes for obtaining a trading licence in Johannesburg and
eThekwini
Process for obtaining a trading licence in the City of Johannesburg:









STEP 1: Applicant must complete application form*, which must include the
company’s papers, members’ identity documents, manager’s identity documents
and a copy of the menu attached.
STEP 2: Payment of the licence fee
STEP 3: The application is forwarded to five departments to check that the City’s
requirements are met:
 Environmental Health
 Noise and air pollution control
 Public Safety
 Urban Planning
 Building Control
STEP 4: An inspection is carried out on the premises by the concerned departments.
STEP 5: Only when all departments have returned favourable reports and
recommend approval will the trade licence be issued.
Other supporting documents required to complete the application form:
 Copy of liquor licence
 Copy of SARS tax certificate
 Copy of approved building layout plan
 Zoning certificate

Obtaining a trading licence in the eThekwini Metropolitan:







STEP 1: Complete application form (attached should be a letter with the Landlord’s
consent to embark on business activity; copy of the manager’s ID; Close Corporation,
Certificate of Incorporation and Directors or members’ details.
STEP 2:
 Provide an SAPS fingerprint report clearly stating ‘No Illicit Activity Identified’ for
all Health facilities or Entertainment licence applications only
 Electrical Certificate of Compliance – Accommodation Establishments only.
Certificate should not be older than a year
 Business Licence Application for Liquor – Designated Police Officer’s report for
pending Liquor Licences or a copy of a Liquor Licence.
STEP 3: Proof of ownership if building is a share block – Shareholder Certificate or
Rates letter.
STEP 4: Pay a direct cash fee at the Licensing Offices (once-off payment).
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