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1 INTRODUCTION

1.1 The Background to the Research

According to the World Bank, Small and Medium Enterprises (SME) represent about 90% of
businesses worldwide and provide an estimated 50% of all employment globally. The World
Bank estimates that by the year 2030, approximately 600 million jobs will need to be absorbed

by the economy due to the growing workforce.

In South Africa Micro Enterprises are considered equally significant as Small and Medium
Enterprises hence the terminology Small, Medium and Micro Enterprises (SMMEs). The
socio-economic importance of SMME’s in global and national economies cannot be
underestimated. SMME’s contribute positively to many growth and development objectives
such as economic development, poverty alleviation, employment creation, and equalisation of
wealth. According to DSBD, 2019, it was reported, at the Presidential Jobs Summit held in
October 2018, that approximately 2.8 million SMME’s were in existence and collectively
contributed between 52% and 57% of the Gross Domestic Product and 60% of employment.

During the first quarter of 2019, the unemployment rate in South Africa was 27.6% (World
Bank, 2019), with the majority being unemployed youth. The SMME business sector can play
a vital role in reducing the unemployment rate as well as contributing to the continued growth
of the economy. Hence, it is imperative that challenges faced by the Sector are identified and

mitigated for continued economic growth.

The South African Government, through several legislative and institutional tools, has
endeavoured to aid SMME’s in growing and prospering. However, challenges abound, even
where good intentions exist. The public procurement process is one area were most South
African SMMEs find working with government counterdevelopmental. Non-payment of

invoices, specifically to SMME’s can prove detrimental to the survival of the Sector.

1.2 Purpose and Scope of the Research

The Department of Planning, Monitoring and Evaluation (DPME), provides oversight on the
performance of government, and envisions improving government outcomes and its impact
on society. Together with National Treasury (NT) and the Department of Public Service and
Administration (DPSA), the DPME has been monitoring National and Provincial Governments
compliance with NT Regulations, published in March 2005 in terms of the Public Financial

Management Act (Act No 01 of 1999), as amended, which requires all Accounting Officers to
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settle contractual obligations and pay money owing to Service Providers within 30 days of an
undisputed invoice. Based on data submitted to NT, DPME identified a trend of delayed and/or
non-payment of invoices by Provincial and National Government Departments to SMMEs.

This study, therefore, aims to research the extent of delayed and/or non-payment of services,
by Government to SMME’s and the implications thereof on the economy, government relations

with the Service Provider and service delivery.

The findings of the research will also assist the Department of Small Business Development
(DSBD) to develop a policy framework that addresses the resultant effects of delayed and/or

non-payments by Government on livelihoods of SMME'’s.

The scope of the research is limited to delayed and/or non-payment by National and/or
Provincial Government Departments to SMME’s doing business with these departments
between April 2015 to March 2019. For the purposes of the research the following definitions

were applied:

o Delayed Payment - The payment is considered delayed when a service provider has
been paid after 30 days of invoicing.

¢ Non-payment — The payment is considered a non-payment when a service provider
has not been paid after 30 days of invoicing.

¢ SMME’s —Option B (Schedule Update) of Update of Schedule 1 of the National Small
Enterprise Act (No 102 of 1996) to Promote Employment in South Africa, Final Report

1.3 Key Research Questions

The research is based on one main question relating to the extent and effect of delayed and/or
non-payment, by the Government, on SMME's. Sub questions largely drawn from the main

guestion are also included. Hence, the research study is driven by the following key questions:

1. To what extent is there a problem of delayed and/or non-payment of invoices by

government?

o Number of SMME s affected by delayed and/or non-payment by Government;
o Type of services rendered to Government by these SMMEsSs;

o Profile of key SMMEs in the sample of SMMEs; and

e Proportion of SMMEs affected to GDP.

2. What is the effect of delayed and/or non-payment by Government on SMMEs?

¢ Number of small businesses that have been forced to close as a result of non-

payment;
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e Number of jobs that have been lost as a result of businesses closing;
o How much money is spent through the litigation processes; and
¢ How many businesses have been deregistered due to non-compliance with tax

clearance issues?

3. What are the outcomes on the livelihood of those directly and indirectly affected?

¢ What are the social outcomes related to delayed or non-payment of invoices to
SMMEs within 30 days?

4, What is the impact of delayed and/or non-payment on the economy?

e Current contribution of the small business sector to the country’s GDP and how

this has been impacted by the culture of non-payment?

5. How does delayed and/or non-payment within 30 days impact on business relations with

Government?

o What risk mitigation strategies do suppliers include in their engagement/business
with government?

e How is the supplier pool available to government affected in terms of number of
bids received, competition, pricing etc.?

¢ In what ways is quality of service compromised?

e What are the financial and non-financial implications on Government?

¢ What are the unintended consequences of delayed and/or non-payment?

6. What provisions should be made in the National Small Business Act (Act No 102 of 1996)
for addressing non-payment within 30 days?

e What are the expectations of the Small Business Sector from Government?

e What are the lessons learnt from other countries?

10
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2 METHODOLOGY

The research adopted a mixed-method approach, the main objective was to establish the

causal effects of delayed and/or non-payment on SMMEs. Figure 1 below, provides an
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Figure 1: Research Methodology

2.1 Research Methods

The research made use of both quantitative and qualitative research methods to address the
research questions. A few tools were used to gather and analyse both qualitative and
guantitative information. Primary data was collected, using a questionnaire, during interviews
with SMMEs and key stakeholders while secondary data sourced from published and grey

literature and approved documents.

¢ Sample selection: NT provided a database of 24679 SMMESs doing business with
national and provincial government. A random sample of 219 SMMEs were
selected from the database to participate in the study. During the inception phase
of the research it became clear that the database provided was not only of SMME’s
instead it included many large companies. Also, many of the SMMEs contacted
had not done business with provincial and national government in the last 3 years.
The team replaced SMMEs that did not meet the research criteria by selecting new
SMMEs from the database until a sample of 219 SMMEs that met the criteria was
achieved however only 212 SMMEs agreed to participate in the research. Hence,

the population size was 212.

11
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e Pilot Study: The research tool, a questionnaire, was piloted with 10 randomly
selected SMME’s. Based on the findings of the pilot study the approach and
research tool were revised.

e Interviews: The research study targeted 219 SMMEs from all 9 provinces to
conduct both quantitative and qualitative interviews, however, only 212 SMMEs
agreed to be part of the research. A questionnaire with both quantitative and
gualitative questions was administered as the research tool. Only telephone
interviews were conducted as the SMMEs refused to be part of one on one
interviews in fear of being victimised by government officials for participating in the
research.

e Public Sector SMME Late Payment Assistance Hotline: The study utilised data
from a hotline established and launched in 2009 as a measure for Government to
monitor compliance to the 30-day payment cycle.

o Review of research related documents and published and grey literature: The
research study made use of secondary data in the form of published studies
looking into challenges faced by small business enterprises. This was necessary
to triangulate findings with other published work.

2.2 Analysis

The analysis is driven by the research literature and by the emerging issues within the study
itself. To be able to identify the issues emerging from the data collected, statistical analysis
and thematic analysis were used. Descriptive statistics such as frequency distributions and
cross tabulations that indicate a given variable relative to total count or percentage of that
variable are used to learn about the way the data is distributed. The relationships or
associations between certain data postulated from the literature are investigated with the use
of appropriate statistical methods tools such as chi-square and fishers test. Were possible
inferential statistics such as regression analysis was used to establish relationships between
variables and to infer were possible to a broader population. Initially, it was intended that
gualitative data will be analysed using a thematic analysis approach whereby similar topics,
viewpoints or ideas are grouped together under certain themes, coded and reviewed to better
understand the findings. However, very limited qualitative data was collected due to the
reluctance by respondents to provide information in fear of being victimised by Government
Officials.

12
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2.3 Limitations of the Research

The following key limitations were identified:

1.

Unreliable data source — A database of 24679 SMMEs was provided by NT from
which a randomly selected sample of 196 SMMEs were selected. Many of the SMMEs
contacted did not meet the research criteria. As a result, the population group from
which the sample size was calculated and the sample of SMMEs selected may not be
representative of SMMEs doing business with government. Hence, the research may
be reflective of the composition of the participants and their experience with delayed

and/or non-payment by provincial and national government.

Classification of a SMME — The current definition of a SMME was difficult to apply in
the research. Many SMME’s were classified as an SMME based on employment
criteria but not on turnover. Also, many SMMEs provided services across business
sectors and therefore could not be classified in any one sector. The research team
therefore separated the number of employees from average turnover and collected

data on the main business sector that the SMME provides a service to.

Reluctance of SMMEs to be part of the research — Initially, 300 SMME’s were
randomly selected and contacted to be part of the research however, the majority of
SMMEs selected decided against participating in the research. In the end, 1 569
SMMEs were contacted before a sample of 212 agreed to participate in the research.
SMMEs were concerned that their involvement in the research will result in fewer
contracts with government going forward. Many with existing contracts were
concerned that they would be victimised by Government Officials if it became known
that they were part of the research. The 212 SMMEs that did agree to participate did
so on the condition that there was no face to face interviews and that they could stop
the interview if the questions required detailed information that could be traced back to

them.

Difficulty in answering all research questions — Given the reluctance of SMMEs to

provide information, it was not possible to answer all research questions in detail.

Gender dimension of the study not included — The research did not consider the
impact on women owned organisation. While the literature suggests that women
owned SMMEs are greatly impacted by delayed payments, it was not possible to verify

the extent of the impact through the current research.

13
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Despite these limitations, the information collected and analysed is consistent with the findings
of the literature review and international trends. The research provides valuable information
and insight on the extent of the impact of delayed and/or non-payment by government on
SMMEs doing business with Provincial and National Government Departments.

2.4 Ethics Approval

The project timeframes did not allow for ethical clearance for the study. Participation in the

research was voluntary and no Participants were paid to be part of the research.

The full research scope was explained to the 1 569 potential Participants who were given 7
days to decide if they wanted to participate in the research. The participants refused to sign
consent letters to be part of the research.

The team revised the research approach once it became clear that Participants were uneasy
to share information that could lead back to them. Hence, only quantitative questions were
asked via telephone interviews and no face to face interviews were held. The Participants
were guaranteed anonymity and the Researchers observed the principles of Beneficence and
Nonmaleficence, Fidelity and Responsibility, Integrity, Justice and Respect for People’s Rights

and Dignity when conducting the research.

14
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3 LITERATURE REVIEW

The literature review cites published and grey literature regarding the challenges facing
SMME’s with a specific focus on delayed and/or non-payment by Government. While there is
not much depth to the research on the impact of late payment by Government on SMMEs,
there is extensive literature on SMMEs themselves, what are the drivers of business success,
what growth and sustainability constraints exist and how Government procurement can assist

in the development of SMMEs.

3.1 Importance of SMMEs

The global prominence of small enterprise development and promotion over large corporation
can be traced back to the 1970s and 80s. This “small-business turn” was first withessed in
western economies, due to either faltering of big corporations during the economic turbulence
of the early 1970s in industrialised economies, or the high employment creation of US-based
small business enterprises in the 1980s (OECD, 2017). As such, a move towards promotion
of small business, as essential contributors of employment creation and economic growth was
adopted as regional policy among the Organization for Economic Co-operation and
Development (OECD) countries in the 1980s.

The apparent positive prospects of the SME economy were transferred to developing
countries (Asia, Latin America, Sub-Sahara Africa), as structural adjustment packages and
aid conditionality in the late 1980s and early 1990s; and possible replacement of welfare
(socialist) economies (Rogerson, 2004; 2008). However, the conceptual import of small
businesses was not easily transferable, evident from a variety of conceptualization and
implementation in different contexts.

While micro, small and medium-sized enterprises (MSMES) play a major role in most
economies, their value is more pronounced in the developing economies of Asia and Sub-
Saharan Africa (SSA). The World Bank estimates about 365 to 445 million MSMEs in the two
regions, of which only 85-100 million are formalised, while over 340 million (over 75%) are
informal (World Bank, 2017), see Figure 2. As such, informal firms outnumber formal firms by
a ratio of 3.5:1. However, collectively MSMEs contribute about 60% of total employment and

up to 40% of national income (GDP) to the two regions.

15
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400 total
310 informal

63 formal micros! \@%
27 formal SMEs?

=

M Sub-Saharan Africa M Middle East and North Africa
M South Asia M Latin America and the Caribbean
M Europe and Central Asia M East Asia and Pacific

Figure 2: Global developing markets’ formal and informal SME market size
Source: World Bank, Alternative Data Transforming SME Financing, 2017:1

These figures may be higher, since there is irregular and unreliable data for informal

enterprises.

The World Bank estimates that globally formal SMEs contribute up to 40% to the GDP of
emerging countries. For developing countries SMMESs not only contribute to economic growth,
but they play a huge role in employment creation (World Bank Group, 2018). In South Africa,
by the second quarter of 2015, there were an estimated 2 251 821 million SMMEs both formal
and informal (SEDA, 2016). The growth of the SMMEs represents a huge potential for
employment creation and growth of the South African economy.

3.2 Definition of a SMME

According to Kushnir (2010), “this increased attention to MSMEs begs the question -- what,
exactly, should be considered an MSME?”. Kushnir (2010) notes that while there are different
definitions of small business enterprises according to context, there have been attempts to
come up with a universal conceptualisation of SMMEs. While there are advantages within the
global economic transactions and lending regimes, Kushnir (2010) acknowledges that this will

16
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also mark important purposes of small businesses in different countries. In the same line,
Rogerson (2004; 2008), acknowledges that SMMEs tend to have strategic objectives for
countries, which include economic (job creation, economic growth and international
competitiveness), welfare (poverty alleviation) and political (equalising racial/class distribution
of wealth) objectives.

Kushnir (2010), therefore argues that while a universal definition could have invaluable
heuristic advantages, the definition of SMMEs does also rely on contextual variables:
...such as business culture; the size of the country’s population; industry; and the level
of international economic integration. Or it could be the result of businesses lobbying for
a particular definition, which would qualify their enterprise for governmental MSME

support program.

In China an SME can be any business enterprise with less than 3000 employees, between
40-400 million Yuan, and 10-300million Yuan in business revenue (Kushnir, 2010). On the
other hand, within the European Union, any venture with less than 250 employees and up to
50 million Euros is regarded as an SME (Kushnir, 2010). In 2005, the European Commission
came up with three quantitative criteria for defining and classifying SMMEs: number of annual
employees; annual turnover and annual balance sheet (Berisha & Pula, 2015).

Table 1: European Union Definition of Small and Medium Enterprises

Enterprise ( Headcount: | Annual ual balance |
TPTISe Annual Work or |Ann
category . turnover sheet total
_ Umt(AWU) ) )
Medium-sized <250 <€50 million <€50 million
Small <50 <€10 million | or | <€10 million
Micro <10 <€2 million <€2 million

Source: Berisha & Pula, 2015:19

The World Bank uses slightly different quantitative indicators: number of employees; total
assets in US$; and annual sales in US$ (Berisha & Pula, 2015).

17
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Table 2: World Bank Definition of Small and Medium Enterprises

hYZ )

Enterprise Number of Total annual

indicators (2/3) employees foay e sales
VAN J
\( )
. > 50; >$3,000,000; >$3,000,000;

i <300 )| <$15,000,000 < $15,000,000 |
\( 3

> 10; >$100,000; >$100,000;
SEal <50 )| <$3,000,000 <$3,000,000 |
\( 3

Micro <10 <$100,000 <$100,000
\. J\ J

Source: Berisha & Pula, 2015:19

For the World Bank, small businesses are classified MSMEs depending on the size of their
staff, turnover, and total assets.
Berish and Pula (2015), highlight the lack of comparability in the indicators of the World Bank
and European Commission. They argue that these irreconcilable differences foreshadow the
international SMME context, in which “every country exercises the freedom to define SMEs
specifically” (Berisha & Pula, 2015:20).
According to Section 1 (xv) of the National Small Business Act (No 102 of 1996) as amended
a, ‘small business’ is officially defined as:
“... A separate and distinct business entity, including co-operative enterprises and
nongovernmental organisations, managed by one owner or more which, including its
branches or subsidiaries, if any, is predominantly carried on in any sector or sub sector
of the economy...”
In 2003, the South African classification of a SMME closely mirrored the World Bank indicators
(total full-time equivalent of paid employment; total annual turnover, and; total gross asset
value). However, in 2017, the Department of Small Business Development (DSBD)
commissioned a study to review and update South Africa’s definition of a SMME. The review
came to similar conclusions with the DTI (2010) study, underscoring the need to:

i. update SIC classifications and thresholds using updated and accurate data from
StatsSA;
ii.  reduce proxies to two (employment and turn over);
iii.  introduce the NIBUS classification to informal business;
iv.  develop guidelines for use of the definition (whether turnover thresholds should be
before or after sales; or what to do in case of overlap of proxy thresholds); and
v.  ensure that NSBA definition is updated every five years (DSBD 2018:4).

18
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In essence, the review exercise was aimed at ensuring that the definition and classification of
SMMEs in various legislations (including the NSBA) is not only aligned but is also relevant to
the SMME sector in South Africa, in order to ensure that all relevant businesses gain access
to Government support (DSBD, 2018).

In the Final Report on the Update of Schedule 1 of the National Small Enterprise Act to
Promote Employment in South Africa, 2018 the DSBD presented two options of updating
Schedule 1 of the NSBA (1996, 2003), and redefining the SMME sector.

Table 3: Current and Proposed Employment Cut-offs

Current definition Employment cut-offs Proposed Change Employment cut-offs
Medium =200 Medium =250

Small =50 Small =50

Very Small =20 Micro =10

Micro =5

Source: Department of Small Business Development, 2018

As can be seen from Table 3, the proposed change not only shifts the upper (250) and lower
limits (10), it also collapses the small and very small enterprise category into one. Proposed
Option A for the Schedule 1 is a mere update of the current Schedule 1 (amended in 2003) by
just dropping the asset thresholds and adjusting the current turnover threshold for inflation, by
an annual rate of 6% until 2020 (see Table 4). Option B (Table 5), is a more comprehensive
amendment, which include collapsed categories of small and very small enterprises into one
(in alignment with international classifications of SMESs), updated employment thresholds in
line with evidence from SARS-NT dataset, as well as adjusted turnover thresholds using 6%
annual inflation rate.

For the purposes of the research, Option B was used in identifying SMME'’s.
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Table 4: Option A (Schedule Update)

social and personal

Source: Department of Small Business Development, 2018
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Table 5: Option B (Schedule Update)

Sectors or sub-sectors in accordance Skzeorclass  Total full-time equivalent of Total annual
with the standard industrial dassification ©of enterprise  pald employees turnover
Agriculture Medium 250 350 Million
Small 50 17,0 Million
Micro 10 70 Million
Mining and quarrying Medium 250 2100 Million
Small 50 £0,0 Milion
Micro 10 15,0 Million
Manufacturing Medium 250 1700 Million
Small =0 S0.0 Million
Micro 10 10,0 Million
Electricity, gas and water Medium 250 180,0 Miflion
Small 50 60,0 Million
Micro 0 100 Million
Construction Medium 250 1700 Million
Small 50 75,0 Million
Micro 10 10,0 Million
Retall, motor trade and repalr services. Medium 250 80,0 Million
Small 50 25,0 Million
Micro 10 75 Million
Wholesale Medium 250 2200 Milion
Small 50 80,0 Million
Micro 10 200 Milion
Catering, accommodation and other trade Medium 250 40,0 Million
Small 50 15,0 Million
Micro 10 5.0 Million
Transport, storage and communications  Medium 250 1400 Milion
Small 50 450 Milion
Micro 10 75 Million
Finance and business services Medium 250 85,0 Million
Small 50 350 Million
Micro 10 7.5 Million
Community, soclal and personal services Medium 250 70,0 Million
Small 50 22,0 Million
Micro 10 5.0 Million

Source: Department of Small Business Development, 2018

3.3 Challenges Faced by SMMEs

SMMEs, particularly in developing countries, face several challenges, however according to
the World Bank (2018) the main challenge is financing. In most cases, SMMEs lack the
collateral needed to access funds from formal institutions such as banks and as a result, opt
for high-interest loans to finance their activities. Inability to access low interest rate capital
limits the working capital and this is a challenge for SMMES (Moram & Mureithi, 2009).
Therefore, due to the limited funding opportunities, SMMEs are prone to conduct small scale
activities and these activities are seen to be associated with higher risks of limiting business
growth due to the limited cashflow (World Bank, 2018). Linked to working capital, (Moram and
Mureithi, 2009) also indicate that SMMEs face challenges of debt collection and as a result
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SMMEs limit doing work based on available credit and asking for upfront payments before any
work is started.

Of a non-financial nature, SMMEs in developing countries face challenges related to the work
environment in which they conduct business and the marketing challenges to promote their
business (Cant & Wiid, 2013, Moram & Mureithi, 2009, Chimucheka, 2013). Acquisition of
appropriate office space, lack of electricity/power interruptions, lack of reliable internet
connection, government legislation and lack of business knowhow are found to be within the
top 10 of challenges facing SMMEs. Office space relates to the availability of appropriate
infrastructure within the office to make it conducive to conduct business. Most SMMES in
developing countries lack electricity and internet connectivity which are necessary for
business growth as being online opens the business to the global market. SMMEs also lack
the necessary support services to start and grow their companies. This is linked to the know-
how to conduct business or the necessary exposure to the business world to excel, hence
often SMMEs fail to meet the needs of the Client. In South Africa, according to a study
conducted by Chimucheka, 2013, SMMEs face the challenge of a lack of training and
education. This is congruent with the findings of the World Bank. SMMEs lack managerial
skills which includes decision-making, budgeting, and planning skills. SMMEs therefore need
support in the form of capacity building to be better prepared (Cant & Wiid, 2013). From a
marketing perspective SMMEs do not have a competitive advantage due to their size to take
on huge conglomerates and establish a niche within the market. SMMEs are not able to
access markets and to compete with already established brands, they therefore do not have
the bargaining power as compared to bigger companies (Chimucheka, 2013). The challenges
faced by SMMEs is dependent on their line of business and the environment in which they

operate.

3.4 Definition of Late or Delayed Payments

The definition of delayed and non-payments varies depending on the country and the type of
business. According to the Department of Business and Innovation in the UK, late payment is
defined as payments that are not processed after a service has been rendered and within the
agreed-upon period of payment (Baily, 2019). In Ghana, a late payment in the construction
sector, is defined as the failure to pay the agreed-upon amount of money after a Contractor
has completed the job (Ansah, 2011). The Ghanaian definition considers the completeness
and adherence to stipulated guidelines as criteria to affect payment to a Contractor. According
to Miller, T., & Wongsaroj, S. (2017), late payments are payments not paid within a given time
frame based on a study undertaken in 11 countries. In some countries like in Germany, late

payments are not allowed for certain sectors such as the public health sector (Baily, 2019).
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Most of the literature suggests that the term late or delayed is used interchangeably to
describe payment not made during an agreed timeframe. The current definitions for late or
delayed payment do not specify a fixed timeframe within which payment must be made,
instead the time frame for payment depends on the agreement between the two parties.

In South Africa, NT Regulations, published in March 2005 in terms of the Public Financial
Management Act (Act No 01 of 1999), as amended, requires all Accounting Officers to settle
contractual obligations and pay money owing to Service Providers within 30 days of an

undisputed invoice.
In all literature considered, there was no definition provided for non-payment of invoices.

In the context of this research delayed/late payments are payments made after 30 days of
issuance of an invoice. With this definition, there is a fixed time frame regardless of the nature

of the business and the business sector in which the business is categorised.

Non-payments refer to invoices not paid beyond 30 days of the date of the invoice and remain

outstanding at the time of the research.

3.5 Reasons Behind Delayed Payments

There are varied reasons given for late payments. Baily, (2019) found that late payments are
a result of the prevailing business culture and power dynamics already existent in a country.
A study conducted by Miller, T., & Wongsaroj, S. (2017), found that late payments are a result
of invoices not being received on time, invoice amounts being disputed, and invoices withheld
and paid in certain periods of the financial year. A study conducted in Ghana on the causes
and effects of delayed payments on construction projects found that delayed payments are
due to the poor financial standing of the Employer or of the Contractor, misunderstandings
between the Contractor and the Client and delays in acquiring the necessary certification to

start the project.

In 2018 the DSBD undertook a sample study to understand the challenges that influence
delayed and non-payment of SMME’s and Co-operatives by the Public Sector. The study was
mandated by the Small Business Portfolio Committee and focused on delayed payments in
the last quarter of the 2017/18 financial year. The study interviewed 22 officials from Finance
and Supply Chain Management Units from 9 Government Departments. Although the study
focused only on data collected from Government Departments, it provides critical information
on the challenges faced by Government Departments in meeting the 30 day payment period.
The findings of the DSBD study in relation to the finding of this research provides a complete

picture on the extent, impact and reasons for delayed and/or non-payment of invoices, from
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SMME'’s, by Provincial and National Government Departments. The DSBD sample study

found the following challenges that result in delayed and non-payment of invoices:

a)

b)

d)

Systematic Challenges: Lack of a system, either a manual or computer (IT) system
to trace invoices, coupled with limitations caused by financial delegations that confers
the responsibility at a single point. This type of challenge is mostly experienced in
instances where designated officials are on leave or rather working out of office. A
sense of “no urgency” has been detected by the unit as some of the challenges for non
or late payment by officials. The latter could be attributed to the possible corruption
where officials want to be bribed before processing invoices.

Non-adherence to Supply Chain Processes: Service Providers are often contracted
to do jobs without government following procurement and supply chain management
processes. Often, they don’t have an order number, letter of appointment or they have
been instructed by officials through unofficial channels to render services. Invoices
emanating out of this context form part of unauthorised expenditure and therefore not
legitimate. This is perhaps indicative of the lack of access to information on the side
of Service Providers and their susceptibility to manipulation based on their position of
desperation to earn an income and obtain jobs.

Poor financial management: In some departments, the non-payment of invoices is
attributed to poor budgeting or financial planning by government departments, lack of
alignment between budget and procurement plans as well as inability to adhere to
procurement plans. Officials tend to over-commit the institution, causing inabilities to
honor commitments as allocated resources get depleted sooner.

Contractual disagreements: The unit has learnt that poor contract phrasing,
resulting in different interpretations of the contractual clauses by government and
service providers, terminations of contracts without proper communication to the
affected party are some of the challenges experienced. Invoices raised out of this
situation are not legitimate and causes disputes that have to be resolved first before
payment is made.

Lack of documented processes (Standard Operating Procedures): Many
departments lack documented processes which can be used for reference in instances
of uncertainty. This results in delays and errors in executing elementary processes as
officials would attempt to proceed based on their understanding or mimic other
processes, only to discover that what they have implemented is not supported through
to completion and finalization of the procedure. Payment of invoices is process driven
and should be conducted procedurally as unauthorised processes tend to block

progress at a certain point and therefore cause delays.
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f) Subcontracting matters: Many departments have a hands-off approach when there
are sub-contracting matters, regardless of the fact that this status has a direct bearing
on service delivery. In most instances, contract holders delegate delivery of contracted
goods and services to third parties. The outcomes of this practice are mostly
characterised by negative results. In some instances, sub-contractors are unable to
deliver in accordance with set standards, regarding quality, time or quantities. In other
instances, disputes or relations between the contract holder and the sub-contractor
challenges delivery. Challenges may even extend to sub-contractors not being paid
by the main contractor, resulting in delays in completion of projects.

g) Lack of capacity: Some departments lack capacity in critical areas of financial
management, resulting in blockages in payment of suppliers. This challenge even
extends to finding situations where one person is assigned to execute a humber of
processes in the chain of processing payment, which poses a serious process risk as
segregation of processes is critical in managing risks in the financial and supply chain
processes. In addition to the vacancy rates, in some instances there is a shortage of
skills to execute financial management tasks adequately and timely.

h) Cash flow management: Accruals are depleting cash flow and as a result some
departments start the financial year on a negative balance. A lot of unavoidable
expenditure is experienced with services such as health as normal planning for delivery
of services is conducted on the basis of historical performance. This being the case,
unforeseen or unplanned occurrences that pressurise the system due to the fact that
patients cannot be turned away, on account of inadequacy of funding, exacerbates the
problem, as demand keeps growing uncontrollably based on a number of unforeseen

occurrences while resources remain scarce.

3.6 Impact of Delayed Payments

The impacts of late payments range from the individual business owner to the wider population
within a country. Baily, 2019 establishes that late payments disrupt the cash flow of businesses
hence affecting the growth potential of the SMME. According to Miller & Wongsaroj, S. (2017),
SMMEs that are faced with late payments also incur opportunity costs associated with
following up on these payments. The study establishes that SMMESs lose on average around
5 to 20 days following up on late payments. These days, if converted into monetary terms,
translate to huge costs that could otherwise be used for business growth and employment
creation. Baily, 2019 finds that due to delayed payments, SMMEs lose their competitive edge
and market share to those companies that are not faced with such challenges. The impact of

this is that SMMEs would eventually collapse as they have no capital to compete with big
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financially stable companies. Cant and Wiid, 2013 establish that SMMEs in South Africa fall
to make it past their second year of operations. Moram and Mureithi, 2009 also state that in
general due to the challenges that SMMEs face, SMMESs owners’ loose interest in the business
within the first five years of start-up.

Given that it is the goal of business to grow, delays play a detrimental role to that effect. Hence
delaying payments is contradictory to President Cyril Ramaphosa’s seven priorities of which

two of those priorities / goals are mentioned in his sentiments captured by Dludlu in 2019:

“Our work in this term of office will be directed at ensuring that SMMEs
[small, medium and micro enterprises] and cooperatives contribute to the
two goals of, first, growing our economy at a much faster rate than our
population, and; second, a million more young people being in

employment over the next 10 years.”

According to Baily, 2019, delays and non-payments reduce the productivity of SMMEs and
renders SMMEs incapable of taking on new work. With limited cash flow and access to low-
interest financing options at short notice, SMMEs are at times pushed to finance their work
through high interest and unreasonable options. Faced with such high interest, SMMEs begin
to work towards paying off these high interests’ loans, at times selling assets to finance both
the business and to pay off loans. The study in Ghana on delays in payments for construction
finds that the effects of delays result in financial challenges leading to the eventual closedown
of the companies (Ansah, 2011).

The DSBD, 2018/19 Sample Study made the following conclusions on the effects of late and
non-payments of SMME'’s:

a) Negative impact on the cash flow positions of SMME'’s, which threatens their ability to
honor financial obligations and therefore relations with suppliers.

b) SMME'’s face a number of challenges which include among others: they are forced to
borrow money to meet their contractual obligations and in most instances the cost of
debt become too high based on their credit ratings and their adverse record regarding
management of debt; retrenchments and forced closures due to constrained cashflow
positions.

c) Results and effects of late and non-payment of SMME’s are contradictory to the NDP
and NGP intentions on the creation of sustainable jobs.

d) Undermining of growth and expansion opportunities, cannot invest in new equipment,
deplete resources that could be invested in operational support such as marketing,

chain reaction in network and business productivity.
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The knock-on effect results in potential job losses, unsustainable businesses and in
the long term contribute to the increase of SMME’s mortality rate.

Increase barrier to entry and thus reduced competition in sectors where late payment
is rife.

Limits abilities to participate and benefit in bigger trade discounts, which results in
alleviation of pressure on margins, pricing and competitiveness.

Spoilt relationships with suppliers.

Limits investment in the business and therefore stifling growth.

Encourage the corruption factor as it is the only option left to remain competitive.
Increase reputational risk to Government and severs relations with suppliers which

could result in encouraging underhand dealings and fraudulent practices.
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4 KEY RESEARCH FINDINGS

The findings of the research are guided by the research questions. Data collected from the
desk review of documents and literature is used to triangulate findings and provide further

explanations of the analysis.

41 To What Extent is There a Problem of Delayed and/or Non-Payment of
Invoices by Government?

The study establishes that there is a problem of delayed and/ or non-payments at both
Provincial and National levels of Government. However, a significant percentage of delayed
payments experienced by SMME'’s are at the Provincial level. Non-payments are also higher
at the Provincial level when compared to the National level. To fully establish the extent of
delayed and/or non-payments by the government the findings are broken down into 3 sub

findings as shown below.
4.1.1 Number of SMMEs affected by delayed and/or non-payment by the Government.

A total of 56% of SMMEs, that is 118 of the 212 interviewed, experienced delayed payments
at the Provincial level while only 18%
experienced delayed payments at a

Delays in payment (%)

National level, Figure 3.

100 i 82
5 a4 s Regarding non-payments, 16% of
o I I SMME’s experience non-payments at
Provincial National the Provincial level, and 6%
H Yes m No experienced non-payments at the

National level. While it may appear as

Figure 3: Delays in payments at Provincial and though the process of settling invoices
National level

within the stipulated 30-day period

works better at the National level compared to the Provincial level, one must be mindful of the

number of contracts between SMMEs and Government Departments at both levels. It would

stand to reason that if there is a smaller number of contracts at a national level it may explain

the speed at which invoices are settled.

Although non-payment of invoices exists, the occurrence is considerably less when compared
to delayed payment. In most cases, SMMEs are eventually paid, however, they experience

delays well beyond the 30-day payment requirement.
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For the 56% and 18 %, of SMME'’s that experienced delayed payments at the Provincial and
the National level respectively, the responses were further analysed by size of enterprise.
Figure 4 shows that 83%, 12% and 5% of the SMME'’s that experienced delayed payments at
the Provincial level, were Micro, Small and Medium Enterprises respectively. Also, in Figure
4, it is shown that of the 44% of SMME’s that did not experience delayed payments at a

Provincial level the majority (81%) were Micro Enterprises.

At the National level, Figure 5, 79%, 15% and 6% of SMME’s that experienced delayed
payments were Micro, Small and Medium Enterprises respectively. In addition, of the 82% of
the SMME'’s that were not affected by delayed payments at a national level, 83% of these

SMME’s were Micro Enterprises.

Delays at Provincial level, %
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Figure 4: Delayed payments by class of enterprise at provincial

Delays at National level, %

100
83 79
80
60
40
14 15
20 3 6
Micro Small Medium
B No mYes

Figure 5 : Delayed payments by class of enterprise at National level

Micro Enterprises experience the greatest number of delayed payments at both the Provincial
and National levels. Can it then be concluded that as a Micro Enterprise the organisation will

experience more delayed payments?
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Due to the lack of an equal sample size across the sizes of enterprises, the Chi-square and
Fishers exact tests were administered to check whether there is any association between the
size of an enterprise and experiencing delayed payments by both provincial and national
Departments. Given a null hypothesis of there being an association between experiencing
delayed payments at both levels of Government, the finding is that there is no association
between the size of enterprise and experiencing delays, (Chi Square test for independence, p
=0.51 and p = 0.71 respectively) implying that all 3 sizes of enterprises are likely to experience

delayed payments at the provincial and national levels.

Figure 6 shows that 16% of SMME’s experience non-payment by provincial departments while
6% experience non-payment by national departments. Again, the responses are further

analysed to determine which size of enterprise is most affected by non-payments.

Non-Payments (%)
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Figure 6: Non -Payments at provincial and national levels

From Figures 7 and 8, it is shown that 83%, and 17% of SMME’s that experienced non-
payments at the Provincial level, were Micro and Small Enterprises respectively. Similarly, at
the National level, 90% and 10% of SMME’s that experienced non-payments were Micro and

Small Enterprises respectively.

There is no association between the size of enterprise and experiencing non-payments at both
the provincial and the national levels (Chi square test for independence, p=0.50and p =0.74
respectively). Given that all sizes of enterprises are likely to experience delayed and/or non-
payments at both the provincial and national levels of government imply there is a systematic
failure to process invoices by both levels of government within the stipulated 30-day period. It
would imply that no policy adjustment targeting a specific size of enterprise is necessary as
all 3 classes of enterprise will experience delayed and/or non-payments regardless it’s size.
However, the tolerance and resilience of each size of enterprise is different hence, the effects

of delayed and/or non-payment on the business may vary which may warrant a policy review.
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Non-Payments at Non-Payments and
Provincial level National level
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Figure 7:Non-payments by size of enterprise ata  Figure 8: Non-payments by size of enterprise at a
provincial level national level

The probability of encountering delayed and/or non-payments may in theory vary by Provincial
location. This variation could result from the differences in the volume or spread of SMMEsSs,

classification (rural or urban) and the general administr