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EXECUTIVE SUMMARY 
 
1. The purpose of the present study was to investigate the primary reasons why informal SMMEs were 

currently not registered for tax and, accordingly, non-compliant. Attendant to this, the study also 

sought to examine the prospects for overall formalisation of the sector, the kinds of interventions 

required to enable these requisite levels of formalisation, and the specific challenges that were to be 

expected in proceeding with these initiatives. For the purposes of the study, an informal SMME was 

defined as a small business which was not registered for tax purposes despite conducting business 

operations which were significant enough to render it liable for tax registration and tax compliance. 

 

2. The study comprised a sample of 1000 informal SMMEs, drawn in a manner to ensure sufficient basis 

for generalisability to the national population of informal small businesses. The absence of population 

parameters complicated the drawing of the sample, and it was agreed that a sampling frame would 

be developed using proxy data for the formal SMME population. Provincial distribution of the 

informal SMMEs was undertaken by assessing the quota of formal SMMEs per province, and then 

employing this provincial distribution as a stratification criterion for sampling of informal SMMEs. 

The assumption underlying this stratification strategy was that provincial/regional economies which 

were capable of supporting a particular quantum of formal SMMEs could be considered capable of 

supporting an equivalent if not greater quantum of informal SMMEs. Following this, the formal SMME 

Gross Income distribution of sole proprietor and partnership companies (derived from the SARS 

registry) was then analysed in order to determine the distribution of informal SMMEs within each of 

the nine provinces, and this data was used to determine the final provincial sample quotas set for the 

fieldwork.  

 

3. A core challenge in this study was to secure participation by enterprises which were, by definition, 

engaging in illegal behaviours. To promote participation, the survey employed community members 

who were trusted by entrepreneurs in the areas they sampled. Confidentiality was guaranteed at all 

times, and no identifying information on any respondent was available in the dataset. Following a 

successful interview, referrals were employed to seek additional respondents. The combination of 

these techniques succeeded well enough to garner the necessary 1000 cases with high quality data 

returns.  
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4. Analysis of the sample revealed it to be comprised overwhelmingly of micro- and very small 

enterprises, consisting in the main of only two to three employees, including the owner, with an 

annual turnover of less than R300 000 and an asset base of around R40 000. The majority of the 

enterprises were owned either by a single individual or a single individual and some of their family 

members. The informal SMMEs were mainly young enterprises, with only a minority older than five 

years. The principal site for conducting business operations was the same premises where the 

owner resides, and the majority of the owners were male and Black. Finally, a small minority of the 

sampled enterprises were formally registered as companies, with an even smaller proportion having 

any links with chambers of commerce and/or industry associations. 

 
5. In terms of understanding why the current state of non-registration and non-compliance prevailed, 

the survey revealed that the principal reasons for this status quo were the various attitudes and 

beliefs that were widely held by these informal small businesses with respect to taxation in general 

and tax registration and tax compliance in particular. While much of this was perceptual in nature, 

to the extent that it was real and impacts on behaviour, it remained to be addressed if this sector 

was to be mainstreamed into formalisation. 

 

6. Apart from generalised perceptions, the survey revealed that this sector had some genuine concerns 

about tax registration and compliance. The complexity of tax rules and regulation was one such 

concern, and one that could not be easily discounted as it emerged as a factor even in the case of 

the survey of formal SMMEs, many of whom have had many years of experience in being compliant. 

Hence it was not unreasonable to believe that the complexity of taxation and tax compliance might 

have presented some well-grounded worries for businesses which were currently fairly small and 

quite informal. 

 

7. The costs of compliance also featured prominently in the concerns of informal entrepreneurs. 

Concerns about registration and compliance revolved largely around the quantum of resources 

required to ensure proper compliance, and particularly the costs associated with this. Businesses 

estimated that ensuring compliance would cost them an average of R 9000 per annum, or (on 

average) approximately 7% of their current turnover. While this amount was an estimate, it did help 

explain why many were nervous about being registered and compliant. 
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8. Collectively, then, the complexity and cost of compliance were the biggest concerns of these 

informal small businesses, and while it could be argued that some of the other fears were grounded 

more in perception than in fact, the same cannot be said with respect to these two issues. As with 

the formal SMME sector, these two issues thus presented the greatest challenges to bringing these 

enterprises into the revenue mainstream. 

 

9. An additional factor which held sway in convincing informal SMMEs to remain informal was the belief 

that registration would automatically lead to prosecution for prior non-compliance. This view 

persisted despite the running of the amnesty campaign for small businesses at about the same time 

as this survey. The general findings on the reach of the tax amnesty suggested that the campaign was 

not as successful for this particular sector as the tax authorities might have hoped. Less than half of 

the respondents knew of the amnesty, and only half of this portion knew enough about the essential 

details of the campaign, such as who qualified for the amnesty; what the amnesty was offering; how 

to apply for the amnesty; how the amnesty procedure was carried out and when the amnesty 

expired.  

 

10. Moreover, it appeared that while beliefs about prosecution for past non-compliance did persist, they 

were relatively moderate and dwarfed by concerns about the future costs of being compliant. That 

is, while respondents were concerned about prosecution, they were even more concerned about 

sustaining the requisite level of compliance given the drain this would have on the financial resources 

of the business. In this regard, it may be argued that the amnesty campaign can be considered to 

have been insufficient as it emphasised the former issue at the expense of the latter. 

 

11. In mitigation, and based on the general characteristics of this sample, it was clear that this was 

precisely the segment of the informal SMME sector that was arguably the most difficult for the 

amnesty to reach, and hence general ignorance of the amnesty and/or its general details was not 

entirely unexpected. Notwithstanding this, it was evident that there remained as yet a high 

requirement for information about all of the aspects of the amnesty, and that this prevailed despite 

the extensive media blitz which underpinned the amnesty campaign.  
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12. Notwithstanding current non-registration and non-compliance, there did appear to be a willingness 

by the sector to increase its level of formalisation. This was evident in current levels of formalisation 

of certain critical business and administrative features and functions, as well as a willingness to 

increase this in the near future. For instance, the majority of theses businesses maintained regular 

records and supporting documentation for their business transactions, despite not currently paying 

tax, while about a quarter also compiled proper financial statements. For these informal SMMEs, 

there already appeared to be the necessary organisational routines for ensuring proper compliance 

upon registration. Even more importantly, formalisation clearly was seen as extending towards tax 

registration and compliance, with more than half of informal small businesses being keen to register 

for tax in the next two years. 

 

13. Moreover, one third had dedicated business banks accounts and 90% had access to a bank account 

despite the fact that three quarters of them operated on a cash-only basis. The propensity for 

formalisation was further echoed by other findings of this survey. Overall, they suggested that the 

majority of business owners were clearly committed to growing their businesses, and there 

appeared to be an acknowledgement of the fact that such growth would necessarily require 

formalisation of the enterprise and, furthermore, the fact that such formalisation would also 

necessarily entail ensuring tax registration and compliance.   

 

14. The study highlighted the need to properly account for the informational requirements of this 

sector to ensure that registration and compliance could be successfully advocated. There was clearly 

a considerable need in this sector for proper information on tax matters and procedures, and while 

the meeting of this need did not automatically guarantee that such businesses would readily become 

registered and fully compliant, it was evident that the absence of the necessary information 

remained a significant impediment to registration and compliance.  

 

15. Informal small businesses were clearly in favour of receiving information via printed media such as 

booklets, pamphlets, brochures, how-to manuals, etc., presumably because these could then serve as 

easily and readily available reference material for the business. SARS seminars/road shows were also 

an option, as was information dissemination via the electronic media, with radio being preferred 

over television, and the print media.  
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16. Allied to information requirements, the need for training was also revealed in the study. Well over 

half of the respondents indicated that they personally would benefit from training that would enable 

them to be fully compliant following registration. Respondents were generally receptive to the idea 

of this training being offered either directly by SARS or by an independent agency with significant 

involvement by SARS itself, and that the format for the training take the form of workshops. 

 

17. Access to SARS was also identified as a critical issue, with informal small businesses indicating a 

strong preference for locating SARS offices closer to where the businesses were located, the 

motivation presumably being the costs involved in terms of time and travel required for visits to 

SARS offices. The need for access to SARS also emerged with respect to having access to a 

community-based resource which could serve as tax ombudsperson and assist such businesses 

confidentially with tax matters. 

 

18. Finally, and reassuringly, perceptions of SARS, while not necessarily always positive, were 

nevertheless more neutral than were attitudes towards taxation in general. The corruptibility of 

SARS officials was also not a major issue. Importantly, SARS was perceived as a potential 

partner/actor in facilitating the growth of these businesses, a view which could undoubtedly go a 

long way towards facilitating whatever interventions would be undertaken by SARS to improve the 

overall level of compliance in this sector. 
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CHAPTER ONE: INTRODUCTION, DEFINITIONS AND RESEARCH 
OBJECTIVES 

1.1. INTRODUCTION 
Globally and nationally, it was widely acknowledged that SMMEs had a vital role to play in generating 

employment and developing human capital. This was above and beyond the economic role that such 

small business corporations played through the manufacture of products and the provision of services to 

consumers and to other enterprises, all of which collectively contributed towards growing the output of 

the national economy. Equally important, SMMEs were not merely suppliers of products and services, 

but also consumers thereof, which implied that they had an important role to play in stimulating 

upstream activity amongst suppliers, just as they were themselves stimulated by their customers and 

clients downstream. (See note in Formal Tax Compliance Report:  the majority would be customers, 

with only some clients, i.e. in the financial field) 

 

In South Africa, SMMEs have been identified as a critical sector in the attempts to create links between 

the formal and the informal economies, particularly so in a manner that promoted economic growth 

with job creation. To this end, there has been much debate and discussion over the past decade about 

how to promote growth in the sector by accelerating the rate of enterprise formation. Various factors 

have been identified as constraints and challenges to the desired rate of enterprise formation. Amongst 

these have been issues of access to capital, provision of skills, development of business models, and 

encouragement to such small businesses via preferential procurement practices by government, 

parastatals and some portions of the private sector. 

 

In assessing the factors that were deemed necessary to grow this sector, it has been acknowledged that 

the sector was far from monolithic, and that some measure of differentiation was necessary to ensure 

that measures designed to stimulate growth in the sector were appropriate to the nature of the specific 

enterprises for which they were intended. In this regard, it has been proposed that one differentiation 

was between micro-enterprises and SMMEs, the former being mainly survivalist in nature, by definition 

being ‘a business that has no paid employees, generates income below the poverty line, and is 

considered the lowest level of micro-enterprise’. In this regard, the differentiation was mainly 

determined by the size of the enterprise. 
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An alternative and more comprehensive differentiation was that between formal and informal SMMEs. 

This distinction was considered to offer better differentiation because it was richer in concept and 

application, including greater overlap with other distinctions such as size and operation in the 

formal/informal positions of the economy. On average, informal SMMEs tended to be smaller and more 

survivalist in nature than formal SMMEs, had poorer access to capital and resources as a result of their 

low or non-existent level of formalisation, and more often than not tended to operate largely in the 

informal portion of the national economy.  

 

The distinction between formal and informal SMMEs was further enhanced by reference to the tax 

registration status of these enterprises. From a tax authority perspective, an informal business was one 

which was not registered for relevant taxes, irrespective of whether or not it was registered as a 

company. This definition was important for taxation purposes because such defined informal SMMEs on 

the whole contributed little or nothing to the general tax revenues of the country, despite employing 

people and conducting business operations as either suppliers or consumers. 

 

Attempting to bring such informal enterprises into the revenue stream is no easy task, for a variety of 

reasons. One reason is the overall low levels of formalisation of such SMMEs. Small businesses which are 

not even registered as companies are hardly likely to be registered as taxpayers. A second reason is the 

size of operations of such informal SMMEs. Informal SMMEs which are survivalist in nature are hardly 

likely to make meaningful contributions to tax revenue, implying that efforts to secure such 

contributions may result in returns which are significantly lower than the totals costs of administration 

required to ensure their payment. 

 

However, it is clear that while there are challenges associated with formalising informal SMMEs, these 

are not sufficient reason not to attempt to do so. Indeed, the matter of ensuring proper tax registration 

and compliance by informal SMMEs has received much attention in South Africa, with the most overt 

instance of this being the recent amnesty offered to such enterprises by SARS. The SARS amnesty 

indicated that there was some measure of enthusiasm by informal SMMEs to increase their formalisation 

to appropriate levels. However, based on assessments of the total population of informal SMMEs in the 

country, it was also apparent that a significant portion may still be outside the ambit of the amnesty. 
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To address the issues of how to ensure tax compliance in informal SMMEs, an empirical project was 

commissioned on behalf of the Tax Policy Unit of National Treasury and SARS. The substance and 

outputs of this empirical work have been documented in this report. The general objective of the study 

was to analyse the primary reasons for the lack of tax compliance and to assess the possible policy and 

regulatory interventions that may be implied by the investigation.  

 

1.2. DEFINITIONS 
Before proceeding to the empirical research, it is useful to consider and clarify some of the issues 

around definitions.  

1.2.1. Informal SMMEs  

For the purposes of these studies, an SMME was defined as a business whose gross income was greater 

than R70 000 and less than R14 million per annum. Informal SMMEs were further defined as small 

businesses which were not registered for tax purposes despite conducting business operations which 

were significant enough to render them liable for tax registration and tax compliance. In other words, 

any SMME which had  a turnover between R70 000 and R14 m per annum and which was not registered 

for any relevant business taxes – Income Tax, VAT, PAYE, UIF and SDL – was for the purposes of this 

study deemed to be an informal SMME. 

1.2.2. Tax Instruments 

The tax instruments employed in this study followed directly from the tax regimen in South Africa, and 

were as follows: 

 Income Tax 

 Value Added Tax (VAT) 

 Pay As You Earn (PAYE) 

 Skills Development Levy (SDL) 

 Unemployment Insurance Fund contributions (UIF) 
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1.3. RESEARCH OBJECTIVES 
As indicated in the original request for proposal (RFP) supplied by the research funders, the research 

objective with respect to the survey of Informal SMMEs was to investigate: 

 What the primary reasons were for non-compliance 

 What perceptions prevailed in respect of the costs and benefits of non-compliance 

 What perceptions prevailed in respect of the costs and benefits of compliance 

 

Additionally, in discussions with the National Treasury, it was agreed that the study would also focus on 

identifying: 

 What measures were required to overcome negative perceptions of SARS? 

 What plans did Informal SMMEs have for their own growth – would they remain unregistered in 

perpetuity or graduate to registration at some point? 

 What education/campaign was needed to address these issues? 

 Who would undertake the education? 

 How receptive would Informal SMMEs be to this education? 

 What about other measures e.g., SARS providing bookkeeping or compliance-related software? 

 What were the overall prospects for formalising the sector? 

 Was tax the only impediment to registration or were other factors also important? 

 

Finally, it was also agreed that the study would provide as much detail as possible on the population of 

informal SMMEs in the country, and specifically, the breakdown by: 

 Region (province) 

 Sector 

 Any other significant available sub-category 
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CHAPTER TWO: RESEARCH METHODOLOGY 
 

2.1. SAMPLING FRAME 
A key challenge in this study was defining the sampling frame to be employed for the sampling of the  

1 000 cases deemed necessary for a proper analysis of this sector. This was primarily because there 

were few if any authoritative figures of the size and shape of this sector in South Africa, meaning that a 

definition of the general population was largely impossible. The absence of general population 

parameters also implied that stratification of the sample would be problematic, and such stratification, as 

with the study of formal SMMEs, was deemed important for obtaining a properly differentiated view of 

this sector. 

 

The lack of reliable data on the national and provincial distribution of informal SMMEs posed distinct 

challenges for sampling, and it was agreed amongst the key stakeholders that some measure of 

innovation was required to ensure that a sound sample was obtained.  

 

2.1.1. Provincial/Regional Distribution 

Firstly, to compensate for the absence of reliable national norms, it was decided to employ available 

norms for formal SMMEs as a proxy for the sampling of informal SMMEs, thereby ensuring that 

geographical distribution was accounted for in the obtained sample. Provincial distribution of the 

informal SMMEs was undertaken by assessing the quota of formal SMMEs per province, and then 

employing this provincial distribution as a stratification criterion for sampling of informal SMMEs. The 

assumption underlying this stratification strategy was that provincial/regional economies which were 

capable of supporting a particular quantum of formal SMMEs could be considered capable of supporting 

an equivalent if not greater quantum of informal SMMEs. Based on this, the national realised sample was 

appropriately stratified to ensure Probability Proportionate to Size (PPS) distribution according to 

province. 
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2.1.2. Entity Type and Turnover 

Having fulfilled the first level of stratification (provincial distribution), it was then necessary to ensure 

that the criteria for inclusion were properly developed. The key components of these inclusion criteria 

were turnover and entity type. To ensure satisfaction of both these inclusion criteria, data on the gross 

income distribution of formal SMMEs (the proxy variable for turnover) was extracted from the SARS tax 

registry. These formal SMMEs were evaluated in terms of the nature of the legal entity, specifically Sole 

Proprietors and Partnerships, and PTY (LTD) as well as Close Corporations (PTY + CC). In terms of 

entity type, it was determined that Informal SMMEs were most similar to SP+P.  

 
Furthermore, in terms of turnover, the upper limit of the gross income range for informal SMMEs was 

set to the 80th percentile of the formal SP+P distribution as informal SMMEs generally had a lower level 

of turnover than formal SMMEs. The formal SMME Gross Income distribution of SP+P was then analysed 

in order to determine the distribution of informal SMMEs within each of the nine provinces, and this 

data was used to determine the final provincial sample quotas set for the fieldwork. 

 

2.2. SAMPLING STRATEGY 
Having developed the sampling frame, which guided the quotas applicable to the different stratification 

variables, the sampling strategy was then formulated.  

 

The survey of formal SMMEs indicated that securing participation could be a challenge because 

respondents often believed that such participation would lead to them having greater exposure to the 

tax authorities, and that this might possibly result in unwanted attention from such authorities. The 

situation was much more compounded for the informal SMMEs, given that they were, by definition, 

illegal as they were operating their businesses without being registered for tax. This implied that 

securing participation would be considerably more difficult in this survey than it was for the formal 

SMME survey.  

 

To improve the prospects of securing participation, three primary strategies were employed: 

1. Fieldworker Profiles - firstly, fieldworkers were recruited specifically on the basis of their profile 

within specific social networks and the physical areas in which sampling was to occur. This meant 

that fieldworkers and/or fieldwork supervisors were selected because they were sufficiently 

respected and trusted to enable potential respondents to feel confident about participating in the 

study without fear that they would suffer sanctions as result of such participation.  
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2. Snowballing - secondly, having obtained the services of fieldworkers trusted by potential 

respondents, to obtain the first batch of respondents for successfully completed interviews, the 

referral technique was then employed to obtain further respondents. In general, respondents who 

felt confident about participating were content to provide referrals to other informal SMMEs with 

whom they traded as a supplier or customer and/or whom they knew of by virtue of social 

relationships or proximal locations. 

3. Confidentiality – finally, strong confidentiality agreements and parameters were established and 

provided to respondents so that they could feel assured that their participation would in no way 

compromise them and their enterprise. 

 

Using this sampling strategy, fieldworkers were deployed using the established stratification quotas. 

Stratification according to sector of operation was indeterminate; hence this was not controlled in the 

study. 

 

2.3. THE RESEARCH QUESTIONNAIRE 
The research questionnaire was developed jointly by the research team and relevant stakeholders. A 

copy of the final questionnaire as deployed in the field has been provided in Annexure A. 



17 

 
 

 
Informal SMME Tax Compliance Survey Report  July 2008  
 

CHAPTER THREE: PROFILE OF THE SAMPLE 
This chapter illustrates and discusses the core features and characteristics of the sample of informal 

SMMEs. Given that the majority of these SMMEs were sole proprietorships and partnerships, the profile 

will also extend to that of the owner. 

3.1. PROVINCIAL DISTRIBUTION 
The provincial distribution of informal SMMEs (see Figure 3-1) was roughly equivalent to that obtained 

for the sample of formal SMMEs, with the highest number of informal SMMEs operating in Gauteng 

(27.1%), followed by the Western Cape (23.5%)and then KwaZulu-Natal (14.2%). This trend was to be 

expected given that the provincial distribution of formal SMMEs (specifically sole proprietor and 

partnerships) was employed as the base framework for the determination of the provincial quotas for 

sampling of the informal SMMEs. 

 
Figure 3-1: Provincial Distribution of Informal SMMEs 
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3.2. SECTORS OF OPERATION 
Sectoral distribution of the informal SMMEs in the sample indicated that the largest concentration was in 

the wholesale and retail-trade sector (33.1%), and some way behind followed, jointly, transport, storage 

and communications (10.8%), professional services, being services provided by qualified professionals 

(10.6%) and personal services, being the provision of personalized services such as a barber shop, 

hairdresser and grooming (10.3%). Given the absence of normative data on informal SMMEs in the 

country, it was difficult to speculate on the fit of the sample distribution to that of the population of 

informal SMMEs. 
 
Figure 3-2: Sectors of Operation of Informal SMMEs 
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3.3. ANNUAL TURNOVER 
The overwhelming majority of the surveyed informal SMMEs reported earning less than R300 000 per 

annum (87.2%), while 11.6% earned between R300 000 and R1 million per annum. These figures were 

generally consistent with what we would expect of such enterprises, particularly since, as will be seen 

later on, many of them were micro-enterprises rather than SMMEs. 

 
Figure 3-3: Annual Turnover  
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An analysis of the annual sales or turnover of these enterprises according to the sectors of operations 

revealed that the highest turnover/income was obtained in the manufacturing and transport, storage and 

communications sectors, while the lowest turnover/income was recorded for the catering and personal 

services sectors. Moreover, the annual turnover for the highest earners (by sector) was more than 

double that for the lowest earners (see Figure 3-4 below) 
 

Figure 3-4: Annual Turnover by Sector of Operation 

 
 

3.4. ASSET BASE 
In addition to recording their annual sales/turnover, the survey also elicited information on the asset 

base of these informal SMMEs. In the survey, the total asset base was defined as the cumulative account 

of land, buildings, furniture, machinery and tools, vehicles and movable assets, office equipment, cash, 

stock and debtors book. The proportion of informal SMMEs who reported having such assets was 

provided in the Figure 3-5 below. 
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Figure 3-5: Ownership of Different Assets 
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It was interesting to note that the rate of ownership of buildings was considerably higher than that for 

office equipment, furniture, machinery and tools, and vehicles. However, closer inspection revealed that, 

with respect to buildings in particular, respondents may have confused the assets of the business with 

those owned by themselves. Hence the real rate of ownership of assets in the form of buildings must be 

regarded as being considerably lower. The above types of entities are net of buildings at least because 

they mostly operate from home. 
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Furthermore, the survey also required the respondents to provide a figure indicating the cumulative 

monetary value of their assets. The distribution of the total asset value as estimated by the respondents 

was provided in the Figure 3-6 below. 

 
Figure 3-6: Value of Assets in Informal SMMEs 
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Roughly two-thirds (64.5%) of informal SMMEs had an asset base valued at less than R70 000, one third 

(34.8%0 had an asset base valued at between R70 000 and R 1 million, while less than one percent had 

assets valued at more than R1 million. This meant that the value of assets across the entire sample was 

R108 750, though given the skewness of the distribution, the median of R40 000 would be a much more 

accurate measure of the average tendency. 

 

Taken together, the annual turnover and value of the asset base served to confirm the micro-/small scale 

of operations of the majority of these informal SMMEs, suggesting that the sample provided a good 

representation of the type of enterprise that was relevant to this investigation on tax non-compliance. 
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3.5. COMPOSITION OF EMPLOYEES 
Figure 3-7: Composition of Employees 
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Examination of the employee profiles of the informal SMMEs confirmed the micro-/small scale of these 

enterprises, with two thirds of all of them (66.8%) being comprised of only three or fewer employees, 

including the owner. Only 3% of the enterprises had around ten employees.  

 

The employee complement of these enterprises was roughly consistent with the sectors of 

operation/nature of their business. Informal SMMEs in the construction sector employed the most 

people (average of 6.35), while those in the finance, real estate, and business services sector employed 

the fewest employees (average of 1.99) 
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Figure 3-8: Number of Employees by Sector 
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less than five years. When viewed in terms of the different sectors, it became apparent that enterprises 
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were the oldest in the sample, while the youngest enterprises were to be found in the personal services 
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Figure 3-9: Length of Operations 
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3.7. LOCATION OF BUSINESS OPERATIONS 
Just under half of the informal SMMEs (47.5%) operated from the owner’s residential premises, while 

just two-fifths (40.4%) operated on separate premises which the owner either owned (13.6%) or rented 

(26.8%). Only 11% of informal businesses indicated that their location of operations changed, dependent 

on where the business was carried out. Not surprisingly, the majority of those informal SMMEs whose 

place of business changed were located in the construction, catering and the wholesale and retail trade 

sectors, while the majority of enterprises located at the residences of the owner, occurred in the 

wholesale and retail trades as well as the transport, storage and communications sectors. 
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Figure 3-10: Location of Business Operations 
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Detailed analysis of Location of business by Asset value ownership is shown in the table below 
 
Table 3-1: Asset (value) Ownership and Location of Business Operations 

Location of Business 

Asset value 
Ownership 

Premises you 
live(N=446) 

Owned 
premises 
(N=132) 

Rented 
premises 
(N=265) 

Place of business 
changes (N=96) 

Other 
premises 
(N=10) 

Total 
(N=949)

R10000 and less 18.2% 13.6% 18.1% 26.0% 60.0% 18.8% 

R10001-R30000 23.1% 21.2% 27.2% 34.4% 20.0% 25.1% 

R30001-R70000 20.0% 17.4% 21.5% 15.6% 10.0% 19.5% 

R70001-R200000 24.2% 23.5% 25.3% 12.5% 10.0% 23.1% 

R200000 -R1million 13.9% 23.5% 7.5% 11.5% 0.0% 13.1% 

R1million plus 0.7% 0.8% 0.4% 0.0% 0.0% 0.5% 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
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3.8. OWNERSHIP STRUCTURE 
Analysis of the ownership structures of the informal SMMEs indicated that the majority (58.9%) were 

sole proprietor enterprises, while a further quarter (25.2%) were partnerships between the owner and 

family members. Only slightly more than one-tenth of the informal SMMEs were owned by non-family 

members, either jointly with the respondent or without them.  

 
Figure 3-11: Ownership Structure 
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3.9. OWNER DEMOGRAPHICS 
As Figure 3-12 below demonstrates, the majority of informal SMME owners were men (60%).  

 
 
Figure 3-12: Gender Composition of Owners 
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The bias towards men was particularly pronounced in the transport, storage and communications as 

well as construction sectors, while the bias towards women was pronounced in the catering sector (see 

Figure 3-13 below). 
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Figure 3-13: Gender of Owner Across Sectors 
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About three quarters of the informal entrepreneurs were Black, with the highest concentrations in the 

hotels and restaurant sector. The lowest representation of Black owners was found in the construction 

and finance, real estate and business services sectors. 
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Figure 3-14: Race Group of the Owner 
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Company Formalisation 
Finally, the survey assessed the extent to which the owners had formalised some aspects of their 

business. In general, business formalisation referred to a diversity of aspects of the business, ranging 

from formal registration through to banking features and so forth. In this instance, formalisation was 

defined narrowly as company registration and/or association with key commerce and industry 

associations or organisations. The distribution for these variables can be found in the Figure 3-15 below. 
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Figure 3-15: Extent of Formalisation (Registration/ Association) 
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As can be seen from Figure 3-15, just about one sixth of these informal SMMES were formally registered 

with CIPRO; around 13% had some sort of link with relevant business associations, while less than 5% 

were either associated with a chamber of commerce or registered for workman’s compensation. 

 

Rates of registration with CIPRO were highest for SMMEs in the finance, real estate and business 

services and hotels and restaurants sectors (29.4% and 28.3% respectively), and lowest in the wholesale 

and retail trade sector (11.6%). Links with industry associations were highest in the agriculture, forestry 

and fishing (32%) and transport, storage and communications (31%) sectors, and lowest for the catering 

sector (6%). Finally, registration with the Department of Labour for Workman’s Compensation was 

highest for the agriculture, forestry and fishing (16.7%) and construction (10.2%) sectors, and lowest for 

the manufacturing sector (2.4%).  
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3.10. CONCLUSION 
Overall, then, the characteristics of the sample indicated that these informal enterprises were in the 

main: 

1. Generally micro- or small enterprises comprised mainly of the owner and one or two other 

employees. 

2. The enterprises were owned principally by either a single individual or a single individual and 

some of their family members, 

3. The primary sector of operation was the wholesale and retail trade sector, 

4. The annual income for the vast majority of these enterprises was less than R300 000 per annum, 

further confirming the micro-/small status of these enterprises. 

5. The asset base of the enterprises was on average valued at about R40 000. 

6. The average number of employees was around two, including the owner 

7. The average age of these informal enterprises was four years, with only a minority having 

operated for 10 years or more 

8. Just about half of all the informal SMMEs conducted their business at the residential premises of 

the owner, 

9. The majority of owners were male and Black, 

10. Less than one-sixth of these enterprises were formally registered with CIPRO as a company, 

and an even smaller proportion had links with chambers of commerce and/or industry 

associations. 

 

Taken together, these characteristics paint a picture of micro- to small enterprises with very low levels 

of overall formalization (as assessed in terms of having formal premises separate from their residence, 

formal company registration, etc.). This would suggest that these enterprises and this sample were 

ideally suited to addressing the key research objectives of this study, as they were highly indicative of the 

specific constituency at which the initiatives for improving tax compliance were directed. 
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CHAPTER FOUR: UNDERSTANDING THE STATUS QUO  
As discussed earlier in this report, all of the small businesses surveyed in this study were not currently 

registered for tax and, accordingly, none of them was paying any tax. It was thus instructive to begin the 

analysis by examining the possible reasons for the current state of non-registration and non-compliance.  

 

To do so, we examined the various attitudes and beliefs that the owners of these informal SMMEs held 

with respect to taxation in general and tax registration and tax compliance in particular. In the survey, 

various questions sought to obtain the views of the respondents on these issues, and these questions 

formed the basis of this analysis.  

 

In undertaking this analysis, it was important to bear in mind that the study did not claim that adjusting 

perceptions would by itself lead to the desired behavioural responses, as attitudes alone were often 

poor predictors of behaviour. However, it was instead argued that while attitudes may not always 

predict behaviour well, it was incontestable that behaviourial change could not occur without some 

measure of attitudinal change occurring first. Hence to the extent that tax registration and compliance 

were the desired behaviours, it was clear that any movement towards them must necessarily be 

preceded by a corresponding change in attitudes and beliefs. To this end, it was useful to know what 

exactly were the perceptions, beliefs and attitudes that prevailed in this sector with respect to tax 

registration and tax compliance. 

 

To begin with, the survey assessed how pivotal the issue of taxation was with respect to the overall 

formalization of these informal small businesses. In this regard, it was clear that taxation in general did 

appear to be a fairly significant impediment to increased formalization of these informal SMMEs, with the 

majority of them believing that any measures to increase formalization would automatically render them 

more exposed to taxation as well.  

 

However, on closer inspection, it appeared that the concerns about taxation are more relevant to tax 

compliance than they were to tax registration. That is, informal small businesses were more neutral or 

positive towards registration but approached compliance with some measure of concern. Much of this 

apprehension regarding compliance was grounded in legitimate concerns about resource/expertise 

shortfalls with respect to meeting tax compliance requirements and the potential costs to the business 

associated with addressing these shortfalls. The lesser concerns about registration were to be expected, 

given that this was a once-off activity with a cost and effort that were significantly lower than that for tax 

compliance.  
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Indeed, overall, capacity and cost issues played a dominant role in general attitudes towards registration 

and especially compliance. The majority of businesses expressed significant doubts about their capacity 

to either complete tax requirements in-house and/or to be able to afford employing someone to do so. 

This was especially true for businesses which had minimal or no record keeping at present, and as will 

be seen later on, this was applicable to a significant proportion of the informal SMMEs. 

 

Consistent with the general belief amongst these informal small businesses that taxation would impose 

onerous demands on the business, the informal SMMEs did not always perceive many benefits to being 

tax registered and compliant. Indeed, whatever perceived benefits may exist – and there were a few 

indicated - were generally outweighed by concerns about the pitfalls of registration. 

 

The primary putative pitfalls to being tax registered were reported to be the following: 

1. Being subject to regular SARS audits and inspections – many of the respondents believed that 

tax registration would automatically lead to greater potential exposure to SARS inspections and 

audits. Much of what respondents believed about inspections and audits was obtained from 

reports they received from others, as none would have actually undergone either of these for 

themselves. However, it was clear that what had been transmitted to them was not generally 

positive, hence their already strongly negative perceptions about these SARS activities. 

2. Being subject to complicated tax rules and procedures – the majority of these small businesses 

believed that taxation was something of a labyrinth with respect to rules, regulations and 

procedures, and this clearly placed a requirement on them for learning about these which they 

would much rather avoid. Once again, their sense of the complexity of tax rules and regulations 

was obtained indirectly from reports by others, and was not grounded in direct personal 

experience.  

3. Having to employ professionals at considerable cost to deal with these complicated rules and 

procedures – as will be seen later on – as well as concerns about the overall costs of tax 

compliance were paramount for these informal small businesses, and sometimes with good 

reason. The previous chapter indicated the overall levels of turnover for this sector, and it was 

clear that current margins were relatively tight and hence concerns about cost, while they may 

not always be grounded in a clearly informed cost estimate, and nevertheless important enough 

to be formally acknowledged.   
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Apart from perceptions about taxation, it may be argued that perceptions about the tax authorities itself 

could also have a significant impact on determining propensity to be tax registered and tax compliant. In 

this respect, the findings were a lot more reassuring. The survey revealed that perceptions of SARS and 

its officials, while not always positive, were sufficiently neutral (when seen relative to strongly held 

perceptions on tax issues) to imply that respondents may not have major issues with trusting the 

institution and its representatives. This was promising in terms of fostering good client relationships in 

the future, though it was evident that work still needed to be done to improve overall perceptions of 

SARS and its staff. 

4.1. CONCLUSION 
It would appear from the study that there existed a range of reasons why informal small businesses have 

not already engaged in the behaviours of tax registration and compliance. Key amongst these reasons 

were the various attitudes and beliefs that were widely held by these informal small businesses with 

respect to taxation in general, tax registration and tax compliance in particular, as well as the tax 

authorities themselves. Moreover, while many of these reasons may be largely perceptual in nature and 

not always grounded in direct experience, to the extent that they were real, they would necessarily have 

to be addressed accordingly, if this sector is to be brought into the tax stream. 

 

Additionally, and moving beyond various perceptions held about taxation, tax registration and the tax 

authorities, it was also evident that informal small businesses did have some very legitimate concerns 

about tax registration and compliance. The complexity of tax rules and regulation was one such 

concern, and one that could not be easily discounted as it emerged as a factor even in the case of the 

survey of formal SMMEs, many of whom have had many years of experience in being compliant. Hence it 

was not unreasonable to believe that the complexity of taxation and tax compliance might present some 

well-grounded worries for businesses which were currently fairly small and quite informal. 

 

Furthermore, informal small businesses were also concerned about the costs associated with fulfilling 

the necessary requirements for proper compliance, either in the form of them accomplishing it 

themselves and/or in the form of having to pay for external resources to do so. Once again, this was an 

issue that was highlighted in the survey of formal SMMEs, hence it was quite plausible that this would be 

foremost in the minds of these smaller informal enterprises. This was especially so as many of these 

businesses would have formed the views on tax compliance and the costs associated thereof in 

discussions with formal SMMEs who have had direct experience with it.  
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In summary, it may be stated that, regardless of the veracity and validity of the views held by informal 

small businesses on tax and tax compliance, it was evident that coaxing them into formalization and 

hence tax registration and compliance would not have much chance of success unless these views were 

acknowledged, addressed, and where these were wrong, perceptions had to be corrected. It would be 

only then that a proper basis for the required behaviours may be established. On the positive side, it 

appeared that views on the tax authorities were a lot more neutral than were views about tax 

compliance, implying greater scope for the authorities to engage with this sector in a productive and 

promising manner. 
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CHAPTER FIVE: ADVANTAGES AND DISADVANTAGES OF 
TAX REGISTRATION AND COMPLIANCE 
 

The previous chapter discussed some of the foundational perceptual reasons why these informal small 

businesses were not currently tax registered and compliant. The survey also assessed through one of its 

modules the perceived advantages and disadvantages of potential tax registration and compliance in the 

future. In this chapter, these advantages and disadvantages are discussed in greater detail.  

 

5.1. ADVANTAGES OF TAX REGISTRATION AND COMPLIANCE  
The primary advantages to being tax registered and compliant in the future were rank-ordered by the 

respondents as follows (as these were rank-orders, the proportions of the sample were not reported): 

1. Firstly, informal SMMEs indicated that the biggest advantage to being tax registered and 

compliant was in improving the legal standing of the business, and consequently, relieving the 

owner of the stress and concern about operating an illegal enterprise and/or having to 

constantly avoid scrutiny from the authorities. Interestingly, this was cited as a significant reason 

by the survey of formal SMMEs as well, indicating overall that both sectors were quite cognizant 

of the need to operate their enterprises in a legitimate and, more importantly, legal manner. 

2. Secondly, informal small businesses saw certain very tangible benefits accruing to themselves in 

terms of their future growth and expansion prospects by virtue of being tax registered and 

compliant. This was because they believed that registration and compliance would generally 

enable them to have better access to the lines of credit necessary to grow the business 

operations. Of equal importance was the fact that these lines of credit would be significantly 

cheaper than they would be otherwise. Furthermore, informal small businesses also believed 

that being registered and compliant would permit them to benefit from the various concessions 

that were provided by SARS, specifically for enterprises of this nature, thereby also improving 

their growth prospects. 
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3. Thirdly, a fair proportion of businesses considered registration advantageous as it would enable 

them to receive better services from government, including assistance from SARS with record 

keeping and compliance-related matters. This expectation of better services was grounded in 

the belief that government in general, and municipalities in particular, were biased in favour of 

legal businesses when it came to the provision of basic infrastructure and services. The 

expectation of assistance from SARS was grounded in the belief that the tax authority would 

adopt a benevolent and somewhat nurturing approach to this sector given its poor resource and 

capacity base for proper compliance. 

4. Fourthly, and promisingly from a civic-minded perspective, informal small businesses also 

appeared to be well aware of the benefits to the country and its population by being tax 

compliant. There appeared to be a general awareness that compliance, which boosts the 

national revenue, assisted greatly in allocating more resources for general social and economic 

development. Respondents’ submissions to this open-ended question suggested the view that 

greater degrees of compliance were associated with an improved economy and improved quality 

of services and service delivery to the populace and better assistance to the poor and indigent. 

Moreover, the overall improvement of the disadvantaged was relevant to these informal 

businesses because these were the communities from which many entrepreneurs themselves 

hailed and these formed the client base for their business operations. 

  

5.2. DISADVANTAGES OF TAX REGISTRATION AND COMPLIANCE 
The previous chapter highlighted some of the reasons why these informal small businesses were not 

currently tax registered and compliant.  As expected, there was considerable overlap between those 

reasons and the perceived disadvantages to being tax registered and compliant in the future.  The 

primary disadvantages were rank-ordered by the respondents as follows (as these were rank-orders, the 

proportion of the sample was not always reported): 

1. The negative impact on business growth as a result of meeting the requisite tax burden -  a 

significant portion (35%) of the informal SMMES was convinced that the current levels of 

taxation were simply too high, and that meeting these would necessarily remove much-needed 

revenue from the business and thereby jeopardize potential future growth and success. As the 

survey did not assess what respondents believed these levels of taxation to actually be, it was 

difficult to speculate as to how realistic these assessments were. 
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2. About one quarter of respondents believed that the total cost of compliance would be high or 

very high, and possibly beyond the ambit of the SMME. The total cost of compliance was 

aggregated cumulatively from the costs associated with record keeping and the preparation and 

filing of returns, regardless of whether these were undertaken in-house or by external 

consultants. 

 

3. Respondents also believed that a potential disadvantage was the increased profile of the business 

as a result of registration, which they believed would increase the risks for the business in three 

ways. Firstly, there would be the increased potential for prosecution for past non-compliance, 

Secondly, there would be the increased risk for overall greater scrutiny and interference by 

SARS. And, thirdly, there would the increased risk of having to deal with possibly corrupt tax 

officials. 

4. Fourthly, respondents believed that tax registration was disadvantageous because it ensured that 

revenue collected could be misused or abused by government. It was apparent that respondents 

did not believe that increased tax revenue automatically resulted in improved service quality and 

service delivery. 

 

Finally, and looking at the picture conversely, about one fifth of businesses either saw no general 

disadvantages to being registered and compliant or could not identify any specific disadvantage to being 

registered and compliant. This was a promising return given prior concerns about a myriad of 

compliance issues. 

 

5.3. CONCLUSION 
Overall, the findings of the survey with respect to the perceived advantages and disadvantages of being 

tax registered and compliant, indicated reason for optimism and caution, and also suggested that some 

perceptions were more grounded in reality than others.   
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For instance, factors impacting (negatively) on the business and its potential growth featured significantly 

on the list of disadvantages, beginning with what was perceived to be a too high rate of tax and followed 

by the costs and effort associated with being compliant (with compliance being regarded as a de facto 

condition of being registered as registration would automatically imply greater SARS scrutiny). These 

perceptions, while they may be based on reporting rather than actual experience, were nevertheless 

legitimate as they were among the primary concerns of the SMMEs which have been registered and 

compliant for long periods of time. It was thus not unusual to expect that informal SMMEs would have 

concerns about similar issues, more especially so as their resource base was generally considerably 

lower than that of their formal counterparts. 

 

Additionally, respondents did indicate that an issue of concern was prosecution for past non-compliance. 

The fact that this view was widespread indicated that there was a distinct lack of information on and 

understanding of the amnesty campaign. This finding was further substantiated by the later analysis in this 

report, which revealed many businesses to be unaware of the details of the amnesty, including what it 

entailed and who qualified for it. 

 

On a more positive note were the advantages identified to being registered and compliant, as they 

indicated a sensibility among respondents that was much less insular and self-centred than may be 

otherwise assumed. Principal amongst this was the desire to ensure a proper legal standing for their 

businesses, and the potential to reap the benefits of such legal standing. Moreover, a significant 

proportion of respondents displayed a measure of civic-mindedness, which would be important in terms 

of encouraging them to become compliant. Even more promising was the fact that a number of them did 

perceive real short-, medium- and long-term benefits to their business operations and growth, which 

would certainly play a considerably bigger role in motivating them to register and comply. 
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CHAPTER SIX: FORMALISATION OF THE SECTOR  
It may be argued that tax registration and compliance were considered to be a secondary or even 

tertiary level of formalisation of a small business, preceded by and dependent upon a primary level of 

formalisation which related to and comprised the fundamentals of business practice and operation. 

Hence understanding current levels and propensity for formalisation was critical to assessing potential 

for tax registration and full tax compliance.  

 

Various factors may be considered as benchmarks of the level of formalisation of a small business, 

ranging from company registration and association with industry organisations through to formalisation 

of business procedures such as bookkeeping and record keeping and banking. In this chapter, we 

examine various factors which served to indicate the current level of formalisation of these informal 

small businesses. 

 

6.1. FORMAL REGISTRATION OF THE COMPANY 
The first benchmark we began with was the formal registration of the business with CIPRO. As 

indicated earlier in the report, only 16% of all respondents were registered with CIPRO at the time, 

which alone suggested a very low propensity for formalisation, and thus for registration and compliance.  

 

However, there were factors that arguably mitigated against such a conclusion. The first of these was 

the size of these enterprises. The vast majority of them (87%) had an annual turnover of less than  

R300 000, and two thirds (67%) of them had a total staff complement of only 3 employees, including the 

owner. Given this, it was likely that such registration, which carried some measure of cost (albeit a 

once-off cost) may not be considered, and indeed may not materially affect, the growth plans for the 

business, and thus not be regarded as an essential aspect of business formalisation. For this reason, it 

was more useful to look at other markers to understand achievement of and propensity for 

formalisation.  
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6.2. ADMINISTRATIVE INDICATORS 

Formalisation of the business may also be viewed from the perspective of the formalisation of the 

administrative aspects of the business operations. ‘Administrative’ in this sense refers to the essential 

business features necessary for conducting any business operations, ranging from address registration to 

banking facilities and finally, telecommunications connectivity. In this regard, the survey revealed the 

following:  
1. Firstly, about one fifth (19.3%) of informal small businesses had a dedicated business postal 

address while, overall, 90% of businesses reported having a postal address (either business or 

private) available for the business.  

2. Secondly, an even higher proportion of informal small businesses (35%) had a dedicated business 

bank account, while 93% had a bank account facility (either personal or business) available to the 

business.  

3. Thirdly, while only 13% of businesses had their own PC equipment, a quarter (26%) had access 

to one through the owner. 

4. Fourthly, 7.3% of businesses had a dedicated Internet connection, while a further 10% had 

access to the Internet through the connection of the owner. 

Internet connectivity and availability of PCs have arguably not had a very marked impact on many of the 

informal small businesses, given the nature and the scale of their operations.  Yet it was significant that a 

high level of formalisation existed in these businesses in terms of their banking facilities as well as 

facilities for postal correspondence.   

 

Discounting the Internet connectivity and availability of PCs, which arguably might not have had as 

critical an impact on many of these informal small businesses given the nature of their business and the 

scale of their operations, it was evident that there was a fairly significant level of formalisation in these 

businesses in terms of their banking facilities as well as facilities for postal correspondence. Moreover, it 

was useful to note that the overwhelming majority of businesses which did have dedicated bank 

accounts were in fact not registered companies (75%). This was because company registration was not a 

requirement for opening a business bank account, a factor which may in fact dissuade owners from 

formally registration with CIPRO even though they were relatively serious about formalisation. This 

corroborates the argument earlier on in this chapter that the rate of company registration should not 

be regarded as a singular or definitive measure of propensity for formalisation. Certainly from the 
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perspective of essential business administration features, the rate of formalisation was much higher than 

would be suggested simply by the rate of CIPRO registration. 

 

6.3. RECORDKEEPING 
Analysis of the nature and extent of record keeping by the informal SMMEs revealed a mixed picture. 

Over one quarter (27%) of surveyed informal small businesses retained all the physical receipts and 

invoices (though this was all that they did, hence there were no financial records such as the balance 

sheet), a further 18% ensured that they maintained complete financial records (including balance sheets) 

and all related backup documentation (such as receipts and invoices) in physical form, while an additional 

5% ensured that they maintained complete financial records (including balance sheet) and all related 

backup documentation (such as receipts and invoices) in electronic form. Hence it may be argued that 

about half of the informal SMMEs had at the time at least the minimum necessary levels of 

recordkeeping in place to ensure compliance would be possible, though it was evident that such 

compliance would be more easily achieved by the latter two groups rather than the former group.  

 

Looking at the rest of the informal SMMEs, the picture was perhaps not so promising. One quarter 

(24%) of the sample kept informal journals and notes but did not retain any of the original and back-up 

documentation such as receipts and invoices, while the remaining quarter did not maintain any records 

whatsoever.  

 

Not surprisingly, there was a direct correlation between the level of recordkeeping and the annual 

turnover of the informal SMME, with increasingly higher levels of recordkeeping associated with higher 

annual turnovers. An indication of this linear relationship was provided in the Figure 6-1 below. 
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Figure 6-1: Turnover by Level of Recordkeeping 
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As discussed, this was a correlation and not a causal relationship, as one cannot suggest that better 

record keeping produced higher annual turnover. Nevertheless, the relationship would suggest that 

there was a strong basis for encouraging informal small businesses to improve their levels of 

recordkeeping if the associated outcome could be a more efficiently run business and thus, better 

prospects for improving annual turnover. 
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6.4. CONCLUSION 
Taken together, these results suggested that while the level of formalisation may not be entirely 

sufficient when compared to formal SMMEs, there certainly did appear to be a much greater propensity 

for formalisation than might be inferred solely from the lack of tax registration and/or low rate of 

CIPRO registration.  

 

For instance, despite the fact that none of these businesses was actually registered for tax and/or were 

tax compliant, it was reassuring to note that about half of them still considered it important to maintain 

their original records in the forms of receipts and invoices, and that one quarter went even further in 

that they also compiled the necessary financial statements (either physically or electronically) based 

upon this original documentation. For these informal SMMEs, there already appeared to be the 

necessary organisational routines for ensuring proper compliance upon registration. 

 

Secondly, despite almost three quarters (74%) of these businesses operating on a cash only basis, 35% 

had a dedicated business bank account and a full 93% had a bank account facility (either personal or 

business) available to the business. This also suggested that formalisation may be actually higher than it 

appeared to be. 

 

Thirdly, more than half (56%) of these businesses report they were likely or very likely to register for 

tax in the near future (next 24 months), while 8% were uncertain and only 6% were completely 

convinced they would not do so. Excluding those who were adamant about not registering, this 

indicated that the vast majority were either already motivated to do so or may be motivated to do so in 

the near future, a particularly promising sign. 

 

Fourthly, the propensity for formalisation was further echoed by other findings of this survey. Overall, 

they suggested that the majority of business owners were clearly committed to growing their 

businesses, and there appeared to be an acknowledgement of the fact that such growth would 

necessarily require formalisation of the enterprise, and furthermore, the fact that such formalisation 

would also necessarily entail ensuring tax registration and compliance. 
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CHAPTER SEVEN: THE TAX AMNESTY 
A key intervention undertaken by the tax authorities (coincidentally at the same time as this survey was 

conducted) was tax amnesty offered to informal businesses. The survey sought to assess a range of 

views from the respondents about the amnesty, and given that it was conducted at the very end of the 

amnesty campaign, it may be argued that the survey results may have served as a putative evaluation of 

the success of that amnesty campaign. In this chapter, we examined various aspects of the tax amnesty 

campaign from the perspective of the informal SMMEs, who were amongst the principal intended targets 

of the campaign.  

 

7.1. AWARENESS OF THE AMNESTY CAMPAIGN 
Despite the fact that the survey was conducted at the height of the amnesty media campaign, only 39% 

of the businesses surveyed reported actually being aware of the amnesty. Further analysis of this portion 

that was aware of the campaign indicated that the awareness was evenly distributed across sector of 

operation, annual turnover and size of the informal enterprise. The exception to this was that informal 

SMMEs in the professional services and finance, real estate and business sectors were by far the most 

well informed of all the sectors. While it was difficult to read too much into this finding, it was possible 

that education might have played a role in determining the reach of the amnesty campaign and the 

absorption of its message by the recipients. In any event, the overall low rate of 39% would clearly 

suggest that the media campaign had not been as successful as intended in terms of reaching its intended 

target audience. 

 

Looking specifically at the portion of the sample which did know about the amnesty campaign, we then 

examined the level of detail which they had absorbed with respect to the various aspects and features of 

the amnesty. The results of this analysis were reported in the Figure 7-1 below. 
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Figure 7-1: Amnesty details absorbed by those who knew of amnesty 
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As was evident from Figure 7-1, the proportion of informal SMMEs who had more information on the 

amnesty dropped dramatically from those who knew of the campaign, suggesting that while they had 

heard of the amnesty campaign, the campaign may not have communicated sufficient details to these 

recipients. Taken collectively, this suggested that a low number of informal SMMEs actually knew of the 

campaign, and an even lower portion had all the relevant details about it. 

7.2. APPLICATIONS FOR AMNESTY 

This observed low level of reach for the amnesty campaign went a long way towards explaining the very 

low rates of application for the amnesty. Of the 39% who knew of the campaign, 31% had already 

applied (12% in the overall sample), 38% were seriously considering it (15% of the overall sample), and 

the remaining 31% had not considered applying despite knowing about it (12% of overall sample). 

Furthermore, if the actual rate of applications was taken as the benchmark of the success of the 

campaign, then only 12% of the intended recipients had responded to the tax amnesty campaign in the 

manner desired by the tax authorities.  
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Looking amongst those who knew of the campaign, we found that the reason most frequently cited 

amongst those who did not apply for amnesty was the lack of necessary information. Conversely, the 

biggest encouragement necessary to sign up would have been proper documentation on the process and 

procedures for application. 

 

7.3. IMPROVING THE AMNESTY 
When asked specifically what the tax authorities could do to improve the amnesty campaign, the most 

frequently cited actions were: 

 

1. the provision of more information in a simplified format (13%)  

2. the sending of SARS officials to educate small businesses (13%),  

3. simplification of tax procedures and forms (11%),  

4. hosting by SARS of information workshops (10%), and  

5. workshop sessions to assist in fulfilling procedures such as completing tax forms (6%).  

 

 

7.4. CONCLUSION 
The general findings on the reach of the tax amnesty suggested that, within this particular sector, the 

campaign was not as successful as the tax authorities might have hoped. For instance, less than 40% of 

the informal SMMEs actually knew of the campaign, and there was no discernible pattern to those who 

did know of the campaign, save that there was evidence to suggest that higher levels of education might 

be associated with better exposure and understanding of the campaign.  

 

Furthermore, of these informal SMMEs who actually did know of the amnesty campaign, less than half 

had sufficient information on the most critical aspects of the amnesty viz., details on who qualified for 

the amnesty, details on what the amnesty was offering, details on how to apply for the amnesty, details 

on how the amnesty procedure was carried out and details on when the amnesty expired. It was thus 

not surprising that only 12% of the sample had already formally applied for the amnesty, with a further 

15% considering doing so. Worryingly, 12% of the sample had no intention of applying despite knowing 

about the campaign, and the remaining 61% had no knowledge so their views on application provided nil 

returns. 
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However, it must be emphasized that these results did not offer a definitive assessment of the campaign, 

as that was better accomplished by examining the total number of applications received by the tax 

authorities across all sectors and types of enterprises. Another factor in mitigation of the amnesty was 

that this sector, given its small scale and lower levels of current formalisation, may be precisely the 

sector which was least likely to be reached and affected by the tax amnesty campaign, and that these 

results were therefore entirely predictable but may be quite different for other sectors.   

 

Notwithstanding these arguments, it was evident that there yet remained a high requirement for 

information about all of the aspects of the amnesty, and that this prevailed despite the extensive media 

blitz which underpinned the amnesty campaign. While furnishing the necessary levels of information 

would not guarantee an increase in applications for registration, it certainly could do no harm for the 

cause of increasing the rate of tax registration and compliance. 
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CHAPTER EIGHT: ENCOURAGING REGISTRATION AND 
COMPLIANCE 
In addition to investigating aspects of the recent tax amnesty campaign for small business corporations, 

this survey also assessed respondents’ views on the measures that may be taken by the tax authorities 

to encourage tax registration and compliance by informal SMMEs. In this chapter, the core features of 

these respondents’ views and recommendations were presented and discussed. 

 

8.1. INFORMATION FLOW 
Firstly, the vast majority of the informal small businesses (81%) believed that there was a need for SARS 

to simplify the procedures for tax registration and compliance, or at the very least provide them with 

assistance in the form of simplified documentation that would detail the registration and compliance 

procedures. While respondents were not able to provide specific recommendations on what precisely 

needed simplification, it was apparent from the responses received to these open-ended questions that 

there were various apprehensions about registration and compliance, and that much of this had been 

derived from some measure of ignorance about relevant tax procedures and rules.  

 

Moreover, as became evident in this study, informal small businesses relied extensively on word-of-

mouth for the transmission and receipt of information, including information on tax matters, and it 

would appear that much of what was currently in circulation in this sector may not be well-grounded in 

fact and/or a proper understanding of tax matters. While such peer-to-peer communication may persist 

into the future, it need not limit the widespread dissemination of more factual and accurate information 

on tax matters and may, indeed, promote it provided that the proper documentation was made available 

to these informal small businesses.  

 

Information scarcity and veracity was thus a key challenge to ensuring that barriers to formalisation and 

ultimately registration and compliance were addressed and removed in this sector. Indeed, this 

conclusion was substantiated by the finding that 77% of surveyed informal SMMEs believed that the 

installation of a community-based person or tax ombudsman to confidentially assist them with tax 

matters was an absolute necessity. Such a person would undoubtedly have to confront the daunting task 

of addressing legitimate information requirements while simultaneously addressing the rumour mills that 

tend to be prevalent in the informal sector. 
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8.2. INFORMATION REQUIREMENTS 
In terms of the specific information requirements of this sector, the survey identified the greatest need 

amongst these informal small businesses as that of information relevant to record keeping and the 

associated tasks necessary for full compliance. Respondents were clearly in need of as much assistance 

as possible with respect to these various types of critical information, and consistently identified 

dissemination of this information as an essential requirement to help ensure registration and particularly 

proper compliance. 

 

In terms of how this information may be disseminated, the requirement was clearly for booklets, 

brochures, manuals and pamphlets, with over one-quarter of respondents indicating a preference for 

such media. Printed materials were considered the most useful - presumably because they offered to 

such businesses reference material that was readily on hand and always accessible to them. 

 

After printed matter, the greatest preference for information dissemination was via SARS seminars and 

road shows (16%). Seminars and road shows would presumably be useful not only for the broadcasting 

of information but also because it afforded the attendees the opportunity to interact with presenters.  

Finally, respondents also indicated some preference for dissemination via the media, beginning with the 

electronic media (radio (16%), television (15%)) and then the print media (features in the newspaper 

(12%)).  

 

For the various reasons already discussed, the information requirements for this sector would 

necessarily be relatively high and addressing them would require some measure of innovation in order 

to ensure proper assimilation of the transmitted communications and the erosion of many of the 

attitudes and beliefs which were not grounded in any factual basis.  
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8.3. ACCESS TO SARS 
A second critical issue highlighted by the informal small businesses was that of greater access to SARS. 

Overall, gaining more direct access to SARS offices was considered important by the majority of the 

respondents, though there was some differentiation in terms of how this access may be structured. 

About two-thirds of the sample (63%) believed that SARS needed to maintain a presence closer to 

where such businesses were located, thereby reducing the time and financial costs of visiting a SARS 

office.  

 

This was indeed a legitimate issue, having also emerged in the survey of the formal SMMEs, with many 

respondents indicating that visits were costly because of the distance covered in the round trip and/the 

time required for such visits. Moreover, it was felt that the proximity of SARS offices was that much 

more relevant and important to these informal small businesses because of their likely reliance on SARS 

assistance upon registration and in the initial period of compliance. 

 

Another issue with regard to access to SARS was that of having direct access to SARS assessors rather 

than via a central customer service. Over two-thirds (68%) of respondents believed that this would be 

preferable for them. Given that none of these respondents had any direct experience of assessment and 

assessors, one should not read too much into this finding. However, it was important to note that the 

belief that direct access to assessors was beneficial may be grounded in the great need for guidance and 

assistance on tax matters for such businesses. Hence it was likely that many respondents believed that 

such access would enable them to obtain more guidance directly relevant to their own cases, whereas a 

general call centre might not do so as efficiently. It may thus be argued that the request for direct access 

was closely linked to the identified need for greater assistance from SARS on tax issues and matters. 

 

8.4. TRAINING IN TAX MATTERS 
As indicated earlier on in this report, the general levels of awareness of tax matters was relatively low in 

this sector, and the degree of tax skills was clearly lower still. Hence, any effort to steer this sector 

towards tax registration and compliance would not succeed unless the critical issue of education and 

training was addressed. Indeed, this view was confirmed by the respondents themselves, with the 

general majority of them (58%) being of the opinion that some form of training should be made available 

to them to enable them to be registered and more especially, be properly compliant following this 

registration. 
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The preference for such training was clearly via seminars and programmes either run directly by SARS 

or an independent agency/entity with significant involvement by SARS. As with the survey of the formal 

SMMEs, this survey also revealed that perceptions of SARS itself were considerably less negative and 

more neutral than were perceptions about tax legislation and policy. There was thus little reason for 

SARS not to be involved in such training initiatives, though it was recommended that the actual 

programmes be designed and undertaken by agencies that have specialised expertise in curriculum 

development and pedagogy.  

 
Looking at the particular structure of the training sessions, informal small businesses were very open to 

the notion of SARS providing training to them by way of workshops, with almost two-thirds (63%) 

indicating enthusiasm for attending such workshops, and a further 14% being undecided and thus 

possibly open to persuasion. About half (52%) indicated that the most suitable time for such workshops 

would be during the weekdays, particularly in the late afternoon or early evening. 

 

8.5. CONCLUSION 
There was clearly a considerable need in this sector for proper information on tax matters and 

procedures, and while the meeting of this need did not automatically guarantee that such businesses 

would readily become registered and fully compliant, it was evident that the absence of the necessary 

information remained a significant impediment to registration and compliance.  

 

The need for accurate and objective information was that much more critical when one considered that 

much of what was known about taxation, the tax authorities and tax registration as well as compliance 

by this sector was by word-of-mouth. In the best case, this information was received from formal 

businesses which were fully compliant. In the worst case, the information was received from other 

informal small businesses which were unregistered and as non-compliant as the receiver of the 

information. Overcoming this rumour mill and ensuring that the correct information dislodged and 

replaced the hearsay would be an essential aspect of promoting registration and compliance in this 

sector.  

 

Informal small businesses were clearly in favour of receiving information via printed media such as 

booklets, pamphlets, brochures, how-to manuals, etc., presumably because these could then serve as 

easily and readily available reference material for the business. Following on printed media, the second 

highest preference was for SARS road shows and seminars, ideally conducted in close proximity to areas 

where such businesses were located. Finally, respondents also indicated a preference for information 
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dissemination via the electronic media, with radio being preferred to television, and then for 

dissemination via the print media such as newspapers. It was argued that some measure of innovation 

would be necessary to ensure adequate assimilation of transmitted information and, importantly, 

retention and application following the transmission thereof.  

 
Respondents also indicated a need to have greater access to SARS offices, arguably because of the higher 

requirement for assistance from such offices. Informal SMMEs indicated a strong preference for locating 

SARS offices closer to where the businesses were located, the motivation presumably being the costs 

involved in terms of time and travel required for visits to SARS offices at greater distances from their 

own location. This issue of greater accessibility also emerged in respect of having access to a 

community-based resource that could serve as tax ombudsperson and assist such businesses 

confidentially with tax matters. 

 
Finally, the survey revealed a great need for training in tax compliance and associated tasks and activities 

within this sector. Well over half of the respondents indicated that they personally would benefit from 

training that would enable them to be fully compliant following registration. Respondents were generally 

receptive to the idea of this training being offered either directly by SARS or by an independent agency 

with significant involvement by SARS itself. Workshops were identified as the preferred mode for this 

training, and the majority of informal entrepreneurs indicated a willingness to attend such workshops, 

provided they were conducted in the late afternoon/early evening slots during the week. 
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ANNEXURE A: RESEARCH QUESTIONNAIRE 
 


