
 
 
 
 
 
 
 

COALTECH 2020 
 
 
 
 

Task 3.8.3 
 
 

Transformation of the coal mining 
procurement supply chain 

 
 

by 
 
 
 

N Molefe and S G E Ashworth 
 
 
 
 
 
 
 
 

December 2004 
 
 
  

                                                 
  © Copyright COALTECH 2020 
This document is for the use of COALTECH 2020 only, and may not be transmitted to any other party, 
in whole or in part, in any form without the written permission of COALTECH. 
 



Executive Summary 
 
Coaltech Task 3.8.3 was commissioned as part of Coaltech’s Human and Social Work 
programme addressing key aspects of the Mining Charter provisions.  While other tasks have 
addressed the issues of accelerated development of professional staff and managers, 
incorporation of women into the mining workforce, and a future task will address the issue of 
mining companies’ contributions to the sustainability of mining communities, this task focuses 
on the transformation of the procurement supply chain.  The work programme consisted of a 
review of mining company strategies that have been adopted in this area and an assessment 
of their effectiveness.  The report provides a number of recommendations on strategies that 
mining companies can adopt to achieve effective and sustainable progress. 
 
The research work entailed a review of relevant literature and interviews with a wide range of 
individuals in the coal mining sector who are involved in the supply chain.  This included 
procurement managers, Corporate Social Investment departments, emerging and traditional 
suppliers, and supplier accreditation agencies.  Both mining company and mine levels were 
included. 
 
During the course of the field reviews, three dominant modalities of intervention were 
identified.  The various companies had focused on different areas, with greater or lesser 
degrees of coordination in their approach across the mines.   In some cases, cooperation 
between mining companies was found to be addressing initiatives at a district level or to be 
attaining synergy. 
 
The first major modality identified was a range of preferential procurement mechanisms.  
These encompassed reserving the supply of particular types of goods or services for Black 
Economic Empowerment companies (BEEs), a criterion in the adjudication of tenders 
relating to their BEE status, easier inclusion in vendor lists, preferential terms of contract for 
BEEs and commitments to greater continuity of supply from small businesses (SMMEs).  
Giving preference to local procurement, even if the suppliers did not have BEE status, was 
also considered in some cases to promote the socio-economic development of the local 
mining community. 
 
In several cases, the goods and services have been segmented into different categories on 
the basis of the suitability of the area for transformation and the impact on overall 
transformation performance.  The focus to date has been on making progress in the 
categories where transformation can be achieved more readily, although these generally 
have lower impacts in terms of their monetary value. 
 
In many instances, historically white-owned suppliers have been encouraged to transform by 
taking on historically disadvantaged South Africans (HDSAs) as partners in the business.  
In certain cases, this has been extended to the active involvement of the mining company in 
facilitating this process by supporting the provision of relevant business skills to the new 
partner. 
 
Although initiatives in this area have led to rapid and substantial progress, without doubt 
some major challenges remain, particularly relating to the integrity and meaningfulness of the 
transformation that has been achieved.  Several forms of fronting, many of which have been 
detected by mining companies, were reported.  While this is not the case with all distributors, 
a common example is the establishment of a trading company as a pure intermediary where 
no value is added.  A further common example is the questionable extent to which HDSA 
partners are meaningfully involved in the management and operation of the business of a 
supplier claiming BEE status.  It will be necessary to establish and implement accepted 
frameworks for supplier accreditation, and for reporting on supply from transformed 
organisations. 
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The second key challenge lies in the purchasing decision process for different types of 
supply.  Several instances were reported in which production management either influenced 
the procurement decision based on the perceived technical quality of traditional established 
suppliers or inhibited the effectiveness of emerging suppliers.  This was particularly the case 
for services provided within the production environment.  Including targets for transformation 
of the supply chain in managers’ key result areas and rigorously enforcing them is seen as a 
means to overcome these hurdles. 
 
A further challenge relates to progress with the supply of higher-rand-value types of goods 
and services where the power of traditional suppliers tends to be greater.  Despite the limited 
extent of competition and the critical impacts on production performance, strong goodwill 
from the supplier base in support of national development has been found, with consequent 
willingness to attain BEE status.  A distinction needs to be made between discretionary 
purchases and non-discretionary spending on essential supplies from monopolies. 
 
The second major modality comprises a range of initiatives to support the establishment of 
SMMEs, often drawing on the basic technical skills that a group of individuals possess.  
These initiatives include the provision of financial support through loans or start-up capital, 
the provision of equipment, the provision of free or low-cost business premises, support in 
the development of business skills, the introduction of more advanced technical skills and 
guaranteed take-off of the product.  Many of these initiatives are run through the Corporate 
Social Investment (CSI) programmes, and others through the Small Business Development 
offices.  While many of the initiatives studied were related directly to the coal mining supply 
chain, in some cases the linkages were peripheral or indirect, e.g. the manufacture of 
corporate gifts.  Frequently, the existence of markets other than coal mines was regarded as 
advantageous to the sustainability and robustness of the fledgling business. 
 
There can be no doubt about the high levels of sincerity and commitment of the staff 
employed by the mining companies in undertaking such projects.  In some cases, 
psychological ownership of the projects appeared to be even higher among the CSI officers 
of the mining company than among the entrepreneurial group itself.  However, despite this 
commitment, the degree of success in establishing sustainable, economically viable 
operations appears to have been relatively low. 
 
A number of underlying factors were identified that commonly compromised this type of 
initiative.  In many instances, a systematic dependence on the support provided by the 
mining company was created, without which the emerging business could not be viable.  
Clear-cut exit strategies are required following the provision of a well-defined programme of 
support, in terms of both scope and time.  The entrepreneurial group requires guidance 
during the course of the support period to develop the necessary skills and capacity for 
independent operation.  In many cases, the mining company officials appeared to be 
themselves also learning the requirements for fledgling businesses to operate independently, 
and the services of appropriately qualified consultants to advise on such requirements were 
seen as beneficial in certain cases.  The inclusion of training in business skills, for example 
through the Department of Labour, was observed to be an important component that should 
be included early on in a project-support intervention to develop the necessary degree of 
independence. 
 
The selection of entrepreneurial groups to be supported in their projects appeared not to be 
rigorous in most instances, although a few mines had developed checklists and scoring 
mechanisms using a formal process to select proposals for support.  Unfortunately, because 
these processes had been introduced only recently, it was not possible to conclude whether 
or not they will be effective. 
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It needs to be considered that relatively high levels of effort are required to secure small 
rand-value contributions to the mining supply chain through this method.  However, when 
these efforts are successful, the level of empowerment that is achieved is of high 
significance, with substantial indirect benefits being achieved through the building of social 
and human capital in the mining communities.  Furthermore, in many of the cases that had 
proved successful, it appeared that the entrepreneurial group already had the necessary 
qualities to drive the establishment of the business forward before intervention, with the 
support provided by the mining company being welcomed to facilitate and expedite progress. 
 
The third major modality is the establishment of centres for skills development and 
entrepreneurship.  Such centres, some of which are still in the planning and initial 
commissioning stages, tend to be developed in local communities with multi-stakeholder 
participation, normally in collaboration with the Local Economic Development Forum (LEDF), 
focusing on the creation of enabling conditions for growth.  Although specific projects are 
incubated in these centres, the emphasis is on the development of skills, ranging from basic 
literacy and numeracy, and Adult Basic Education and Training (ABET) to financial basics 
and entrepreneurship.  Training in technical skills to assure production efficiency and product 
quality is also available through such centres. 
 
This form of intervention appears to be very powerful in supporting the development of the 
society and community in a mining district.  Because the intervention operates at a 
fundamental level, potential entrepreneurs are able to acquire the necessary skills before 
they are fully exposed to the realities of running a business operation.  A process of natural 
selection among those who seek to progress into entrepreneurial activity is also inherent, 
with benefits nevertheless accruing through advancement in the level of basic education and 
skills in the mining community, even when this entrepreneurial stage is not attained by 
individuals.  While this type of process does not yield rapid gains, it does confer high levels of 
sustainability and continuity. 
 
Based on the reviews conducted, it appears that solid progress is being made in 
transforming the supply chain, with many mining companies exceeding by a considerable 
margin the targets that have been established.  A combined strategy, incorporating the three 
modalities of intervention identified above, is recommended, with appropriate coordination 
between the various functionaries involved in implementation.  Only limited coordination was 
noted during the review, with individual mining companies tending to focus on one or another 
of the particular modes of intervention. 
 
The most critical elements to be addressed in support of further effective progress in 
transforming the supply chain are: 

• developing and implementing common standards for supplier accreditation and 
reporting 

• securing full commitment to transformation of the supply chain among production staff 
in mining operations 

• enforcing procurement policies with clearly defined criteria on a company-wide, or 
even an industry-wide, basis 

• addressing the procurement of supplies that have the potential to influence mining 
operations strategically 

• working in multi-stakeholder cooperation with other local companies and local 
government to establish basic and business skills development programmes, and 
entrepreneurship incubators. 
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1 INTRODUCTION 
 
This project was commissioned with the purpose of determining the current position as to 
how coal mining companies are addressing the challenges associated with transforming the 
procurement supply chain.  The new-order mineral rights established through the Mineral 
and Petroleum Resources Development Act, with the associated Mining Charter, create a 
range of new social obligations on mining companies in terms of national socio-economic 
development and the advancement of the communities in which they are located.  A specific 
aspect is the transformation of the mining supply chain through the introduction of Black 
Economic Empowerment (BEE) enterprises, many of which are likely to be Small, Medium 
and Micro Enterprises (SMMEs).  This study has therefore reviewed and critically assessed 
the initiatives that coal mining companies have instituted to achieve objectives associated 
with transformation of the procurement chain for goods and services. 
 
A detailed literature review is included as Appendix A.  It provides relevant background 
information, including the barriers that SMMEs and BEE enterprises experience, and the 
systems put in place to encourage the establishment and growth of small businesses. 
 
 
2 RESEARCH METHODOLOGY 
 
The research had three components. 
 
The first component was a literature review examining the various factors that determine the 
success of SMMEs.  This review considered the challenges faced by small-scale 
entrepreneurs, SMME procurement challenges, as well as initiatives driven by the 
government and the private sector to address these challenges.  This section also included 
an examination of the literature on BEE standards and framework requirements, as well as 
BEE promotion initiatives by mining companies as a component of SMME development. 
 
The second component of the research involved interviews in six of the Coaltech 2020 
partner mining houses and business unit operations.  The business units or mining houses 
concerned were: Xstrata Coal SA, BHP Billiton, Eyesizwe Coal, Anglo Coal, Sasol Coal and 
Kumba Resources.  Individual interviews were conducted with personnel variously involved 
in the procurement process and SMME development.  These are personnel in the 
commercial and procurement departments, SMME development departments, CSI and 
community development initiatives, and the human resources management departments.  
This component also involved interviews with various SMMEs to assess the challenges they 
have faced in starting up and growing their businesses, as well as to validate their interaction 
with mining companies and the SMME development programmes.  In addition, a number of 
interviews were conducted with individuals in SMME development programmes, and in BEE 
and preferential procurement bodies to obtain their perspective on trends in the various 
sectors of the South African economy. 
 
The third and final component of the research involved the consolidation and analysis of all 
the information derived from the interviews so as to develop a generalised understanding of 
the effectiveness of the various approaches adopted to achieve transformation of the 
procurement chain, focusing specifically on key issues that determine the success of SMMEs 
and best-practice SMME development programmes.  The findings were then used to make 
recommendations on the optimum ways in which the goals and objectives that are 
contemplated in the Mining Charter can be achieved to the benefit of all stakeholders. 
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3 FINDINGS 
 
Over the years, a number of strategic policies and reporting requirements by government, 
mining forums and shareholders have required mining operations to undertake secondary 
activities that address socio-economic issues.  These relate to economic redistribution, 
employment equity, the reduction of unemployment and the socio-economic upliftment of 
local communities.  The initiatives are driven largely by legislative and policy-reporting 
requirements by the government, shareholders and mining forums.  The Broad Based Socio-
Economic Empowerment Charter for the South African Mining Industry (the ‘Mining Charter’), 
with which mining operations have to align and on which they have to report, addresses 
these requirements. 
 
All this has necessitated a restructuring of the traditional functions of the commercial and 
procurement department and the human resources management department, development 
of the Corporate Social Investment (CSI) department, and development of the Small 
Business Development department to accommodate and put measures in place to ensure 
accelerated economic redistribution, employment equity, the reduction of unemployment, and 
the socio-economic upliftment of communities.  These represent the various departments 
within which the SMME development programmes on the mines operate. 
 
SMME development programmes in the mining companies are at varying stages of 
development and maturity, and are following varying forms of strategic development and 
implementation.  While some programmes are still in the planning stages, others have been 
implemented, tried and tested over an extended period of time.  And while some 
programmes are well structured and implemented according to planned strategies, others 
are being implemented in a haphazard manner, with little or no obvious expected 
sustainability in the outcomes or objectives of programme implementation.  Responsibility for 
implementing some of the programmes is allocated to dedicated personnel, while in other 
instances personnel in commercial and procurement departments, human resources 
management or CSI are multi-tasked and allocated secondary responsibility for SMME 
development.  In most cases, the SMME development programmes are following the BEE 
enterprise or HDSA enterprise assistance strategy. 
 
In essence, three major forms of programmes were identified that are being implemented to 
support transformation of the procurement supply chain.  These are described and evaluated 
under the headings: 

• preferential procurement mechanisms 
• small business development projects 
• infrastructure to stimulate entrepreneurship. 

 
3.1 Preferential procurement mechanisms 
 
The commercial and procurement office is primarily responsible for purchases, tenders and 
contracts to procure commodities and services for the mine.  In line with the requirements of 
government, mining forums and shareholders, and with BEE requirements, this department 
also has responsibility for: 

• promotion of procurement from black-owned companies, many of which are emerging 
SMMEs, in line with the commodities segmentation 

• promotion of procurement from BEE companies or partnerships, in line with the 
commodities segmentation 

• promotion of the local economy through the procurement of supplies from local 
businesses, most of which are in the SMME sector 

• new supplier and BEE company assistance programmes by setting aside work for 
BEE company procurement only 
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• payment of a premium or negotiation of a price match to facilitate the ease of entry of 
new SMME and BEE suppliers into the mining industry supply chain 

• achievement of the BEE scorecard procurement target requirements, based on the 
ratio of total cost of procurement to cost of procurement from BEE companies. 

 
To facilitate decision-making on procurement, in some instances, mining supplies have been 
segmented as illustrated in Figure 3.1. 
 

 
 

 
 

Figure 3.1 Segmentation of supplies 
 
This categorisation has a direct impact on the buyers’ and sellers’ procurement decisions.  
These decisions are influenced by the cost of a purchase, the impact that the purchase has 
on the mining and production operation, the technical complexity of the item being 
purchased, and monopoly and related licence implications.  A combination of these 
considerations will therefore determine the level of risk the industry is willing to accept during 
procurement decision-making.  This encompasses the decision to procure goods and 
services from emerging SMME or BEE suppliers whose capacity has not yet been tested. 
 
Given the emergent nature of SMME and BEE companies entering the mining supply chain, 
the mining industry’s risk aversion tends to favour the long-standing and often large tried and 
tested suppliers more than the emerging suppliers, whose quality and reliability has not yet 
been tried and tested. 
 
According to the segmentation, Routine Commodities are lowest in cost and overall value in 
comparison with other commodities; they do not have a direct impact on the mining and 
production operation; they are not technically complex; and there are many suppliers in the 
market to generate competition.  This is classified as the least risky category of commodities, 
and it is therefore more suited to emerging suppliers who have yet to prove their capacity.  
In many companies these commodities are either set aside for or are being promoted for 
exclusive BEE procurement.  Due to the relatively low cost of commodities in this segment, 
this trend has little impact on the company’s standing on the ratio of BEE procurement on the 
basis of costs.  It is therefore seen as imperative that mines promote BEE procurement in 
other, higher-value and more complex segments. 
 

Bottleneck Commodities e.g. 
• Automated equipment 

such as shovels, loaders, 
haulers, excavators and 
other utility vehicles from 
original equipment 
manufacturers 

 

High Strategic Commodities e.g. 
• Electricity, water, fixed-line 

telecommunications and rail 
transport provided by 
Eskom, Rand Water, 
Telkom and Spoornet 
respectively 

Complexity 
Routine Commodities e.g. 
• Stationery 
• Toiletries and cleaning 

detergents 
• Food and beverages 
• Office and grounds 

cleaning 
 

Leverage Commodities e.g. 
• Personal Protective 

Clothing 
• Chemicals and lubricants 
• Spares and consumables 
 

Potential for Impact
High 

Low

Low 
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To achieve the BEE scorecard targets on procurement, the mines are pushing to promote 
BEE procurement in the Leverage Commodities segment.  This segment consists of 
commodities such as personal protective clothing, consumables and spares.  These 
commodities are relatively more expensive, and there are relatively fewer BEE suppliers of 
them.  These commodities have a direct impact on the mining operation, with relative risk on 
the basis of quality and scheduled supply.  Due to the limited number of BEE suppliers in this 
segment, mines are not yet in a position either to reserve procurement for BEEs or to insist 
on BEE procurements only.  Mechanisms to promote the transformation of suppliers in this 
segment to BEE status range from subtle negotiation, to preferential inclusion of BEEs on 
vendor lists, time-framed conditions relating to loss of the supplier contract, or non-renewal of 
the supplier contract, depending on the procurement targets for individual businesses.  From 
a supplier perspective, transformation is taken seriously, although difficulties have been 
observed in achieving meaningful transformation in some instances. 
 
Bottleneck Commodities are expensive and technologically complex.  They have a direct 
impact on the mining operation, and their quality and reliability of supply drive the productivity 
of a mining operation.  These commodities are provided mostly by large international 
companies that manufacture original equipment and that have long-term supply relationships 
with the mines.  Due to the companies’ monopolistic right to their products and their wide and 
established access to the international market, pushing for BEE transformation with regard to 
these commodities has proved difficult.  It would be difficult for a mine to threaten to cancel a 
supplier’s contract given that finding a commodity replacement for some of the equipment 
would not be easy.  Furthermore, the threat of losing the South African market may not 
necessarily be sufficient in economic terms to compel the manufacturing and supply 
company to transform into a BEE status company.  These factors therefore leave South 
African mines with little or no leverage to negotiate for BEE transformation of the companies 
that manufacture original equipment, except by encouraging them to take advantage of the 
indigenous people empowerment programmes in countries in which the companies in 
question operate.  However, in some instances, multi-national supply companies have been 
noted to exhibit willingness to establish South African-based operations that could attain BEE 
status with local partners. 
 
Strategic Commodities are also expensive and technologically complex.  They have a direct 
impact on the mining operation and their reliability and the consistency of their supply are 
essential for the day-to-day activities and productivity of the mining operation.  To date, such 
commodities have been provided only by non-discretionary monopoly parastatals whose 
BEE status cannot have a bearing on contract renewals.  These include water provided by 
Rand Water, rail transport provided by Spoornet, fixed telecommunication systems provided 
by Telkom and electricity provided by Eskom. 
 
The programme to increase procurement from BEE companies is supported and 
implemented from the corporate offices, business operation management in the commercial 
and procurement field, and in the production departments.  The majority of buyers (mining 
houses and business units) are making use of individual supplier databases, business 
networks and institutions such as the South African Mining Preferential Procurement Forum 
(SAMPPF) to source their BEE procurement suppliers and to ensure the quality and reliability 
of supplies.  SAMPPF is regarded by many as a reliable source of data on BEE suppliers as 
it has the resources and capacity to verify the BEE status of companies, and to verify the 
service capacity of the suppliers registered with it.  Some mines do not make use of 
SAMPPF at all but have developed their own individual supplier databases, while other 
mines supplement the SAMPPF database with individual and independent databases to 
keep a record of, or give an opportunity to, emerging supplier enterprises in transition to 
registration with SAMPPF. 
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Targets have been set in line with the BEE scorecard and communicated to relevant 
departments.  In most cases, the implementation has been difficult due to the fact that Key 
Performance Indicators (KPIs) do not trickle down from general management and 
commercial and procurement personnel to the heads of the production departments who are 
also part of the procurement decision-making mechanism.  This has resulted in a situation in 
which, due to risk aversion and the pressures of productivity, the relevant managers are 
more inclined to procure from long-standing suppliers with established reliability and 
capacity.  This practice may have a negative impact on the KPIs of the commercial and 
procurement department staff, but not necessarily on the KPIs of the heads of production 
departments. 
 
Despite the scepticism by industry with regard to procuring from new suppliers whose quality 
and reliability is untested, there were no reports of differences in quality or reliability between 
large and established suppliers and SMMEs or emerging BEE companies.  In contrast, there 
were reports of an improvement in the quality and reliability of commodities and services 
from the established and large suppliers, presumably in response to the threat of competition 
from emerging suppliers.  Similarly, emerging SMME and BEE companies are working hard 
to prove their capabilities to provide quality and to supply reliably.  However, instances were 
alleged, but not substantiated, where mine production staff compromised the effectiveness of 
emerging service providers who supply services to production operations. 
 
The BEE procurement programme has led largely to the entry into the mining supply chain of 
smaller entrepreneurs who would not otherwise have had an opportunity to participate, given 
the mines’ long-standing relations with large and established suppliers.  Many SMMEs have 
been initiated and once-off or short-term contracts with the mines have helped them to 
establish themselves in business.  The mining industry as a buyer has also responded by 
implementing policies to support the entry of BEE enterprises and SMMEs into their supply 
chain.  At many mines, one or a combination of the following measures have been put in 
place to accelerate diversification of the supply chain: 

• The supply of certain goods and services has been reserved for BEEs. 
• Shorter payment cycles for emerging SMMEs have been negotiated and 

implemented to ensure adequate cash flow to finance operational costs. 
• Contract guarantees have been granted or secured to act as financial security 

leverage during negotiations for finance from commercial financial institutions. 
• Premium prices have been negotiated and agreed to on certain goods and up to a 

certain amount (usually up to 10% above standard price) to carry the SMME during 
the critical start-up stage. 

• Tender prices have been re-negotiated to accommodate cash flow and other price 
constraints, as well as SMMEs’ inexperience with tenders, in comparison with that of 
large and established companies. 

 
In response, many large and established suppliers have been taking HDSAs as partners in 
their businesses to ensure their continued access to the mining supply market.  In some 
cases, this process is actively supported by mining company programmes to introduce 
suitable candidates, especially ex-mining employees, and to equip them with business skills 
through partnerships and mentorships with experienced entrepreneurs.  This has again 
resulted in increased access for emerging black-owned SMMEs into the mining industry 
supply chain. 
 
Ensuring the legitimacy of the BEE status of suppliers is a challenge for the mines.  To 
address this issue, the majority of mines subscribe to SAMPPF which renders registration 
and verification of BEE status credentials for supplier companies.  Supplier companies 
satisfying the BEE status credentials are entered into a database for access by subscribing 
mines.  In addition, mines also have their individual in-house databases of suppliers, with 
suppliers classified according to products and BEE status.  Where relationships have been 
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established, different mines also share their databases – thus exposing their suppliers to a 
wider market. 
 
There are, however, shortcomings, with SMMEs and emerging enterprises still experiencing 
resistance from the market due to risk-aversion policies and practices. 

• Commercial banks still have an inclination to refuse finance to SMMEs due to the 
perceived risk of failure due to inexperience in the market.  This is despite the 
existence of guaranteed contracts from mines which, in some instances, have 
provided leverage during negotiations for financial assistance. 

• Due to pressure on heads of departments to ensure productivity, their inclination is to 
prefer to be serviced by long-standing suppliers whose quality and reliability have 
been tried and tested over a long period of time.  Contracting emerging SMMEs is 
often seen as increasing the risk of stoppages in production caused by late deliveries 
or poor quality of commodities or workmanship.  This situation is exacerbated by 
long-standing social relations between suppliers and buyers in the mining industry 
who would prefer to continue operating within the existing social circles. 

• Some BEE partnerships have, however, added to the problems and market 
resistance faced by emerging businesses.  While many disingenuous BEE 
partnerships have been reported to be fronting black partners who have little or no 
economic benefit for the business, some have been reported to be transferring profits 
into management fees and other costs as a means of minimising or negating the 
profits that would have been due to the BEE partners. 

 
The segmentation of commodities, and the reservation of certain commodities for BEE 
procurement, has also resulted in the emergence of “would-be entrepreneurs” claiming that 
they have the capacity to supply a combination of the following commodities and services to 
the mines: painting, building construction, building maintenance, cleaning, catering, PPE, 
garden services, etc.  Often such claims are made with a view to securing the supplier 
contract from the mine, which would then be subcontracted to a qualified professional to 
service the contract.  This is due to the misconception by many that a supplier contract from 
the mine, obtained due to the HDSA status, would be the key to “financial freedom” and 
wealth.  In some instances, inappropriately qualified professionals in the teaching or health 
professions have tried to register as potential suppliers for building maintenance, cleaning, 
construction, etc. 
 
3.2 Small business development projects 
 
Small business development projects are run variously through Small Business Development 
offices, CSI programmes and human resources departments on the mines. 
 
The Small Business Development departments are operated on the premise of initiation and 
growth of SMMEs, and the facilitation of BEE partnerships through third-party linkages 
between large and medium business and SMMEs.  The development/initiation and growth of 
SMMEs or the facilitation of BEE partnerships is implemented through one or a combination 
of the following programmes: 

• identification of business opportunities to mentor, develop and link with medium or 
large enterprises for BEE purposes, etc. 

• development of working business plans and initiation of enterprises through the use 
of qualified consultants 

• financial assistance in the form of preferential interest loans, equity purchases or total 
financing of business ventures 

• preferential rate on loans, free equipment, operating material on loan at preferential 
prices, or free or preferential lease on premises 
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• technical skills development through collaboration with higher education or technical 
skills institutions 

• establishment of product distribution contracts within the mines. 
 
Programmes are also in place to develop non-mining-specific SMMEs, or SMME initiatives 
by people who are not employed by the mine.  These are implemented through one or a 
combination of the following initiatives. 

• Through the small business assistance and development initiative, business ideas 
developed by employees or employees undergoing retrenchment are analysed and 
developed into business plans by qualified consultant professionals subcontracted by 
the SMME development units of the mines.  Depending on the consultants’ findings, 
business plans are then fully or partially financed, with the appropriate support being 
provided to ensure success.  ‘Support’ in this case involves business management 
support and training, support in negotiating and securing market contracts, and 
facilitating incubation and mentoring through linkages with established businesses or 
institutions in the appropriate field. 

• Some mines have finance options in the form of equity purchases, preferential 
interest rate loans to finance operating capital or capital equipment, or total finance of 
the business venture.  These forms of financial assistance are often extended to new 
or existing business ventures initiated by ex-employees or private individuals on the 
basis of the mining companies’ needs for outsourced products or services, or on the 
basis of a particular mining company’s strategic plans for SMME development.  
In some instances, however, these financial assistance programmes are extended to 
community initiatives, such as income-generation cooperatives operated as 
commercial business ventures.  Despite the fact that such ventures are implemented 
by the SMME development office, they are also regarded as CSI programmes. 

• Some SMME development programmes do not provide direct financial assistance to 
businesses, but finance the purchase of raw materials, or basic capital equipment, 
through direct payments to suppliers, or they may provide business premises, often 
redundant mine buildings, free of charge or at preferential rates.  The cost of the 
purchased raw materials is then converted into a preferential or interest-free loan paid 
back over an agreed period of time, while the capital equipment remains the property 
of the mine that bought it for use until an agreed period of time has elapsed. 

• Once SMMEs have been established, contracts with the establishing mines are 
secured to facilitate entry into the supply market.  The establishing mine continues to 
act as a link to securing more contracts with other mines.  It is, however, up to the 
SMME itself to secure enough markets and to service contracts appropriately in order 
to ensure the sustainability of the business. 

• In partnership with local branches of higher education institutions, the government’s 
Department of Labour and the LEDF programmes, mines are also involved in 
technical skills development to encourage entrepreneurship in the manufacturing 
field.  The technical skills developed are aligned with market needs, such as the 
government’s public works programme, to create leverage for market access once 
the businesses are operational. 

 
On the other hand, the CSI office is primarily responsible for investments in community and 
social matters.  These would include investments in arts, culture and sports, education and 
training, health, the development of micro and survivalist enterprises, the development and 
initiation of income-generation cooperatives, and in other community/social needs.  Like the 
Small Business Development offices, CSI offices also work in collaboration with the 
government’s socio-economic development structures, equipping communities with the 
necessary skills to initiate survivalist enterprises, cooperatives and appropriate technical 
skills relevant to the needs of local public and private industries. 
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At some mines, the CSI initiatives are implemented by and through the Human Resources 
department which is primarily responsible for human resources management matters, such 
as recruitment, industrial relations and training.  Secondarily, the HR department is also 
responsible for CSI initiatives and SMME development programmes.  On the basis of their 
KPI weightings, the responsible parties spend a larger proportion of their available time on 
human resources matters and a smaller proportion of their time on CSI and SMME 
development matters.  Only limited time is therefore dedicated to the planning, 
implementation, monitoring and evaluation processes relating to CSI and SMME 
development. 
 
In many instances there are community cooperative subsistence initiatives, such as poultry 
farms, sewing projects, bead and other art work, and survivalist and micro-enterprises, such 
as carpentry, catering, cleaning, etc., that have been funded by the mines.  These are often 
intended as income-generation projects and are meant to absorb the unemployed.  However, 
due to lack of or limited business management skills among the CSI office personnel, as well 
as in the community cooperatives or enterprises, many of these enterprises or cooperatives 
are unable to implement the sustainability measures that would afford them the opportunity 
to survive independently without the support of the mine.  Where start-up capital has been 
provided by the mine, the businesses or cooperatives lack the capacity to ensure their 
survival through management of the manufacturing operation and related costs, pricing and 
profit generation, cash flow management, product marketing and general business 
management.  This puts the funding mines in a situation where they have to continually 
re-capitalise enterprises in a bid to ensure their continued survival. 
 
It was noted that the development and growth of a successful SMME sector that can 
efficiently and effectively form part of the mining supply chain are being hampered by one or 
a combination of the following factors: 
 
• Where the enterprises (individual or cooperatives) are part of the mines, or the mine 

community’s supply chain, issues of marketing and competition are neglected to the 
extent of turning the businesses into ‘subsistence community projects’ operating outside 
market forces, which therefore prejudices their chances of independent survival.  This is 
especially so with regard to mine hostel and employee housing communities in the 
mines, which provide a stable market for basic foodstuffs and services.  The CSI offices 
are exploiting this market by providing the means to employees and their families to set 
up shops in earmarked venues.  Premises are often offered rent free and, when deemed 
necessary, raw materials and/or capital equipment are offered on loan and at low interest 
rates.  Lack of business management skills, however, renders the cooperatives unable to 
capitalise on the stable market and business incentives provided by the mines and their 
communities. 

 
• The strategic plan is seemingly a philanthropic growth of a survivalist sector, providing 

the unemployed with the most basic means of subsistence.  However, the intention is 
lacking to develop independent and commercially driven SMMEs that would be able to 
provide entrepreneurs with a commercial income and provide a resultant local supply of 
goods or services to the mines at competitive quality and prices, thus ensuring mutual 
benefit between community entrepreneurs and the mines. 

 
• The CSI office, by the nature of its operation, does not require prospective entrepreneurs 

or participants in a cooperative to contribute any financial or equitable resources towards 
the establishment of a business venture.  Individuals therefore tend to have little or no 
sense of ownership or responsibility towards the success of the business venture.  This 
has led to a situation where individuals use such business ventures as stepping-stones to 
employment in other sectors, or as a means of subsistence while awaiting better income 
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opportunities.  Participants incidentally often have “nothing to lose” in the event that a 
business venture fails. 

 
• Over the past years, the approach in the CSI offices was to give community groups or 

individuals what they wanted or requested, without taking due cognisance of the 
sustainability of the programmes in question.  But in recent years, some mines have 
changed their strategy, so that the CSI offices are only willing to assist programmes that 
have a sustainability plan for growth and initiatives that will ensure that they become 
independent SMMEs. 

 
• CSI initiatives are also made available to employees and their families who wish to 

venture into entrepreneurship initiatives to supplement their incomes.  Such initiatives 
include technical skills development programmes, such as sewing, beadwork, catering, 
etc., or free business premises for tuckshops and repair shops.  These initiatives are, 
however, implemented in a philanthropic and haphazard manner without measures in 
place to ensure growth and sustainability. 

o Following technical skills training, participants are left to fend for themselves 
without mentorship on how to go forward in initiating enterprises.  There is little or 
no follow-up on the benefits gained from training and the type of impact it has had 
on the participants as a means of improving the programme offered to the next 
batch of trainees. 

o There is no follow-up on the benefits of the free business premises offered to 
entrepreneurs.  This benefit has often given rise to continued dependence on the 
mine, without an initiative to transfer the savings made on rental to the growth of 
the business. 

o Diversification of business initiatives and the application of commercial business 
principles in the entrepreneurship assistance programmes are neglected.  These 
shortcomings perpetuate the survivalist and dependent nature of the enterprises 
that are assisted. 

 
• Due to limited business development and management capacity in the CSI offices, as 

well as in the community, the planning and implementation of subsistence 
programmes lacks the foresight to ensure the growth of initiatives into sustainable 
SMMEs. 

 
• Given the fact that human resources personnel are multi-tasked with implementing 

CSI initiatives and SMME development programmes in addition to their primary 
responsibilities of human resources management and development, the secondary 
tasks tend to be marginalised in terms of resource allocation.  Human resources 
personnel often lack (or have inadequate) time, resources or professional capacity to 
generate sustainable CSI initiatives or SMME programmes.  As a result of these 
inadequacies, established entrepreneurship initiatives are not being enlightened as to 
the opportunities for business mentorship, thus dooming any such initiatives to failure 
due to their lack of business skills or the lack of support. 

 
• There is, however, also a lack of business and human resources management skills 

in many of the businesses that have been established, which threatens their success 
beyond the mentoring stage.  In addition, most SMME development programme 
personnel lack the necessary business management skills to mentor established 
enterprises in order to ensure sustainability and growth. 

 
• The reluctance of commercial banks to finance small and micro-businesses is 

another factor hindering the growth of businesses beyond the micro or small 
enterprise stage.  Mines are only willing – and only have the capacity – to finance 
enterprises up to a limited amount, beyond which commercial lending institutions 
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should ideally provide loans.  But the banks’ risk aversion places many SMMEs 
outside the significant or required qualification criteria for loans. 

 
• People in the community still see themselves as employees, or in non-profit-making 

subsistence projects funded by the mines and operating in their communities.  
In many communities, individual needs or aspirations are limited to basic needs, such 
as access to heath facilities, schools, water, electricity, housing and employment.  
Entrepreneurship aspirations are limited and, given the lack of adequate suppliers, 
this hampers any efforts by large industry/mines to assign certain commodities for 
local procurement.  On the same note, through the capitalisation and re-capitalisation 
of projects that lack the entrepreneurial foresight to ensure sustainability and 
independence, the mines are perpetuating the dependence status quo of 
communities. 

 
3.3 Infrastructure to stimulate entrepreneurship 
 
In the light of the existence of SMME development programmes in other sectors of the 
community, the mines are not acting in a vacuum but in collaboration with government 
structures such as the Department of Labour’s SMME and Skills Development Programme, 
the dti’s SMME Development Programmes, Sector Education and Training Authorities 
(SETAs), and the Local Economic Development Forum programme (LEDF).  This 
collaboration facilitates cost-sharing between the various stakeholders, and ensures that the 
skills acquired are relevant to the needs of the municipalities’ Integrated Development Plans 
(IDPs) and of the public-works programmes which inform the LEDF programmes. 
 
Only a few mines have outright SMME development programmes, with many offering a 
combination of preferential procurement, CSI in entrepreneurship and small business 
development.  Those implementing a full programme are at varying stages of programme 
development and maturity, i.e. some of the programmes have been running for a number of 
years and have been modified over time to accommodate needs and changing corporate 
strategic plans, whereas other programmes are only in the planning stages, with 
implementation scheduled for the current year 2004.  Those implementing full programmes 
have plans to engage in one or a combination of the following strategies to accelerate the 
growth and sustainability of SMMEs: 

• Since limited literacy and an associated lack of entrepreneurial skills are seen as the 
main factors limiting the development of SMMEs among local communities, the 
mines, in collaboration with local government structures, are engaged in ABET 
initiatives to improve literacy in communities and among mine employees with a view 
to directing participants into entrepreneurship courses to develop business 
management skills. 

• Employees, including those undergoing retrenchment, are encouraged to go become 
entrepreneurs and programmes are made available to them to facilitate the transition.  
On the basis of the interest they show and their inclination towards entrepreneurship, 
the candidates are provided with a life-line to develop business plans and strategies 
which will afford them the opportunity to join the mining industry’s supply chain by 
taking over the supply of commodities or services being outsourced.  Opportunities 
include SMME development in the fields of catering, the supply of chemicals, 
cleaning, the supply of certain categories of spares, PPE or consumables, recycling, 
etc. 

 
The success of these strategies is seen as a positive move towards a “managed 
retrenchment strategy”.  Through the SMME development initiatives of the mines, a number 
of successful SMMEs have been initiated, absorbing employees who would otherwise have 
been unemployed following retrenchment.  Such enterprises – developed with the assistance 
of the mine programmes – have also absorbed a portion of the previously unemployed 
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population in the communities.  The SMME development initiative has also afforded SMMEs 
and employees the opportunity to penetrate the mining supply chain that was previously the 
preserve only of large industries. 
 
A number of centres have either been established, or are planned, to provide mining 
communities with a platform for creating conditions under which entrepreneurship can thrive.  
Such centres provide a range of services, including basic literacy and numeracy, ABET, 
distance education facilities, the teaching of basic business and financial skills, and specific 
technical skills development programmes in partnerships between private sector 
organisations, local chambers of business and local government.  Furthermore, the centres 
serve as incubation hubs in which fledgling businesses can become established in their initial 
stages, with access to expert support, until they move into permanent premises. 
 
Although comprehensive programmes of this nature are still in their early stages of 
implementation, such initiatives appear to offer considerable promise for a structured 
approach to the development of entrepreneurial activity in mining communities.  The 
progression through the various stages of skills acquisition should provide a form of natural 
selection of those well suited to take on the challenges of entrepreneurship.  In addition, the 
infrastructure provides a basis for advancing the levels of social and human capital in 
society, including the potential to serve as multi-functional cultural facilities. 
 
It was observed that through the establishment of centres that harness the power of 
cooperation between stakeholders, individual projects for establishing small businesses are 
flourishing to a greater extent owing to the coordinated provision of basic support and 
training mechanisms, without creating a culture of dependence on specific support 
measures. 
 
 
4 RECOMMENDATIONS 
 
4.1 Trickle-down KPIs 
 
To accelerate SMME development and the BEE advancement of supplier companies, mining 
companies should set measurable and achievable targets, which can be assessed on an 
ongoing basis, with interlinked KPIs being set for all parties (managers and personnel) who 
may have an impact on the success of a programme.  A balance should be maintained 
between procurement targets and KPIs in the commercial and procurement department, and 
in the production department.  This will ensure that there is no divergence of goals between 
the two departments.  Implementation processes should be monitored continuously to ensure 
that they are being carried out as planned and not just with a view to achieving the target.  
This will inform decision-makers as to the relevance of the target in view of the existing 
dynamics. 
 
Preferential procurement targets and KPIs should be set for business unit mangers and 
these should trickle down to the commercial and procurement personnel, and to the heads of 
departments in the production section, as a means of increasing buy-in to promoting BEE 
procurement in the decision-making process. 
 
4.2 Dedicated personnel vs multi-tasking 
 
In instances where personnel in the SMME development programme, CSI programmes and 
other areas of operation are multi-tasked, tasks that are not directly linked to production 
usually become secondary as they do not form a significant proportion of performance 
indicators; these tasks are therefore allocated only “idle productive time” when available.  
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This marginalises the SMME development programmes and leaves them without clear-cut 
targets against which success can be measured. 
 
In some companies, SMME development programmes and the interlinked CSI development 
programmes are manned by the Human Resources department which often does not have 
the time or the SMME development skills required to ensure the growth and sustainability of 
such small enterprises. 
 
Where the SMME development programme and the CSI development programmes are 
manned by the Human Resource Department, KPIs should be structured such that they 
justify equitable allocation of time to manage all programmes and build the necessary 
capacity as a means to ensure success.  Time allocation and capacity building should be 
equitably spread between the Human Resource Department, SMME and CSI development 
activities.  Ideally, dedicated personnel should be available with appropriate qualifications, 
time specifically dedicated to SMME and CSI programmes, and provision for building 
capacity within the mining company that would lead to adequate support being provided for 
SMME and CSI development activities. 
 
4.3 Development of entrepreneurial interests in mining communities 
 
Mining communities have developed over a period of time due to migration on the basis of 
economic needs.  Many of the residents in mining towns are individuals employed by or 
seeking jobs in the mining industry, but due to continuing job cuts and a general decline in 
the employment capacity of mines, many remain unemployed.  In an effort to promote local 
economies, as discussed above some mines are engaged in efforts to promote the 
procurement of routine commodities and services from local businesses.  But this is proving 
difficult due to low entrepreneurial interest in the local communities.  Many people’s 
aspirations are only subsistence based and limited to a need for schools, health care 
facilities, water, electricity, sanitation and employment.  The thought of commercially based 
earnings from an own business still seems far-fetched for many. 
 
In an effort to promote the development and growth of local economies, measures for 
generating entrepreneurial interest in communities should be put in place – appropriate 
education and information drives would expose individuals and groups to commercial 
opportunities and the benefits thereof. 
 
4.4 Communication with buyers and suppliers  
 
Resistance to change is often bred by a lack of understanding of the reasons for and the 
implication of the change being proposed.  Responsible parties in the commercial and 
procurement departments, and in the production department should understand the reasons 
for the implementation of preferential procurement targets, as well as the underlying 
implications for the mine, the community and the supplier pool.  Similarly, stakeholders in the 
supplier pool, and emerging black businesses exploring BEE partnerships and opportunities 
to enter the mining supplier chain, should understand the reasons for the implementation of 
preferential procurement programmes, as well as the underlying implications for all parties. 
 
BEE accreditation bodies, such as SAMPPF and Empowerdex, and mines are in a position 
to and have the capacity to engage in programmes to ensure that all stakeholder parties are 
correctly informed about the reasons behind preferential procurement programmes and the 
implications thereof.  This would eliminate situations in which long-standing white-owned 
suppliers feel that they are being coerced by the government to give up their hard-earned 
businesses, or in which those making decisions on procurement feel they are being set up 
for failure by being coerced to compromise on quality and reliability by contracting emerging 
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SMMEs or BEE companies in place of the large, established suppliers whose quality and 
reliability have been established over the years. 
 
Mines, through their procurement departments should work with appropriate supplier 
associations and forums to appropriately inform traditional and prospective suppliers of the 
requirements and implications of the mines’ preferential procurement policies and targets.  
Such information sessions should substantially avert any alarmist perceptions that may arise 
owing to limited information with regard to BEE supplier requirements and the mines’ 
preferential procurement targets. 
 
4.5 Standardisation of entry into available programmes 
 
Many of the SMME development and BEE assistance programmes lack standardisation with 
regard to the selection of the recipients of benefits in existing programmes.  Either the mining 
company personnel involved in these programmes are responsible for seeking out and 
enrolling individuals or groups into existing entrepreneur development programmes, or the 
beneficiaries are selected as they approach the mine for assistance.  But in both cases there 
is no standard format for selecting beneficiaries. 
• This leaves little or no room for assessing whether the beneficiaries of SMME 

development and BEE assistance programmes would have succeeded regardless of the 
benefit programmes. 

• This leaves little room for assessing the entrepreneurship inclinations of individuals or 
groups before they are enrolled with a view to gauging the propensity for success of the 
business. 

• Entry into the SMME development and BEE assistance programmes should be 
standardised and monitored to eliminate the possibility of socially biased choices being 
made by the responsible personnel. 

 
4.6 Redevelopment of procurement, tender processes and contracts  
 
Procurement and tender processes should ensure mutual benefit to both the supplier and the 
buying mines.  The following procurement contract issues need to be reviewed to 
accommodate the unique dynamics within which SMMEs operate.  SMMEs still face 
constraints, such as access to financial assistance from commercial banks, which leave them 
with limited cash to finance their operational costs and, due to limited bulk manufacturing 
capacity and thus higher operational costs, SMME commodities tend to be relatively more 
expensive. 
• Mines should make provision for premium pricing negotiations up to a certain amount and 

on certain goods to accommodate emerging SMMEs that lack the bulk manufacturing 
advantage. 

• SMMEs should be afforded the opportunity to renegotiate tender prices to accommodate 
their inexperience in the tender pricing field. 

• Shorter payment cycles should be implemented to accommodate small businesses that 
do not have the large cash-flow advantage that large enterprises have. 

• The conditions for contract termination should be clear and standardised to protect the 
interests of, and to ensure fulfilment of the rights and obligations of, both the suppliers 
and the buyers. 

• Any changes in the terms of reference of contracts should be discussed between buyers 
and suppliers to ensure that any additional costs are factored into the modified contract. 
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4.7 Standardisation and verification of BEE credentials 
 
There is a need to standardise BEE credentials to guide industry accreditation.  The said 
credentials should ideally be transferable between various sectors and various independent 
accreditation bodies to ensure that suppliers to the mining industry are well catered for. 
 
Both industry and government should put measures in place to stamp out fronting, cash-flow 
transfer and other forms of disingenuous BEE partnerships.  Procurement officers, in 
collaboration with independent accreditation bodies such as SAMPPF, should take steps to 
verify BEE credentials and to address any complaints. 
 
Mines as buyers have the leverage to penalise disingenuous BEE partnerships and this 
advantage should be used to encourage the growth of SMMEs and genuine BEE companies.  
Where complaints are received, or where BEE management matters seem suspicious, 
SMME development and procurement personnel should work with the accreditation bodies to 
investigate and verify credentials. 
 
4.8 Monitoring the implementation of programmes 
 
All BEE assistance and SMME development programmes should include a monitoring and 
evaluation component to ascertain whether the programmes are being implemented as 
planned, as well as whether the set objectives are being achieved.  Over time, the monitoring 
component will inform the success rate of programmes in place, the need to adjust targets, 
or the need to modify the implementation programme. 
 
A code of reporting standards for procurement from BEE companies needs to be established 
to ensure that a common system of categorisation and assumptions is adopted by all, so that 
progress in this area can be realistically assessed. 
 
4.9 Integration of initiatives 
 
Broader-based sustainable development initiatives, including the mines’ social plans, should 
include SMME development, BEE assistance and CSI community cooperative assistance 
initiatives to ensure the sustainability of enterprises and communities beyond the life of the 
mines.  Establishing a sustainable community through the effective integration of the 
initiatives aimed at transforming the procurement supply chain is a critical goal for mining 
companies as they take on the challenges of new-order mineral rights. 
 
4.10 Reporting initiatives  

Although many of the mines interviewed subscribe to SAMPPF’s standards of BEE 
accreditation and classification, this process is currently not binding on either the mines or 
the suppliers they procure from.  The process does, however, provide credibility for any 
claimed BEE status, i.e. black owned, black empowered, black managed or black influenced, 
as well as a common format for reporting to government. 
 
SAMPPF’s annual evaluation, which involves repeat accreditation and auditors’ confirmation 
of BEE credentials, makes provision for the draft BEE Code of Good Practice recently 
published by the dti (and any adjustments to the document that may arise over time) to be 
implemented in the accreditation process and in guiding reporting.  While SAMPPF’s 
accreditation criteria currently focus primarily on the “direct empowerment section” of the 
scorecard, which classifies companies as “black owned, empowered or influenced”, the 
“human resources development” and “indirect empowerment” credentials are also used, but 
mainly to guide the classification of an enterprise as a black empowering company.  
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There is a need to attain a common basis for classifying the BEE status of suppliers, and for 
reporting on procurement, that would be subscribed to by all coal mining companies, and 
preferably wider.  Adoption of an industry standard well aligned with emerging national 
standards for determining BEE status would be advantageous in enabling meaningful 
reporting of performance in transforming the procurement chain.  The standard should 
include both direct and indirect empowerment thereby incorporating the notions of narrow 
and broad based BEE. 
 
 
5 CONCLUSIONS 
 
This study has reviewed progress by the coal mining sector in transforming the procurement 
supply chain.  Across the sector, considerable achievements have been made, with a range 
of approaches being adopted resulting in varying degrees of impact.  Recommendations on 
areas where attention is required to enable further progress were provided in the previous 
section. 
 
Preferential procurement policies, especially for supply of routine goods and services, 
represent the area where the most substantial short-term changes have been effected.  
While much of the black economic empowerment appears to be genuine and deep seated, 
examples of non-meaningful transformation were encountered, even to the extent of fronting.  
To achieve further gains into other portions of the supply chain will require more intense 
levels of effort since competitive market forces will have less influence on suppliers who 
possess specific competitive advantages. 
 
Mining company initiatives to establish small businesses, whether independent entities 
unlinked to the mining supply chain, mining company suppliers, or entities to take over 
outsourced goods or services by retrenched mineworkers have experienced some degree of 
success. But initiatives to set up, incubate and grow cooperatives into successful SMMEs 
have experienced a relatively high failure rate. The process for selecting candidates with the 
appropriate entrepreneurial qualities and aspirations appears to be a common area of 
deficiency.  Support, whether financial or in kind, often ends up subsidizing fledgling 
operations without creating a sustainable business opportunity with a clearly defined exit 
strategy. 
 
In many cases, mining company staff, typically from the Human Resources Department, take 
on the challenges of grooming small businesses on a part time basis with substantial 
commitment and enthusiasm.  However, these activities are often not regarded as the core 
purpose of the department, or of the staff who are involved in these activities. 
 
Provision of entrepreneurial development centres offering training from ABET upwards, often 
in collaboration with local economic development forums, appears to provide the potential for 
more sustainable growth of small business.  Enhancing the underlying skill level in the mining 
community is a pervasive outcome, while a process of natural selection leads to those suited 
to entrepreneurship advancing to growing small businesses, often using incubator facilities 
associated with the centres as a stepping stone to sustainability. 
 
It is considered that a combination of the above approaches would appear to afford the 
greatest prospects for success in furthering the transformation of the procurement supply 
chain and SMME development, thereby contributing towards the socio-economic 
sustainability of mining communities.  A balanced strategy of growing local capacity to 
address the procurement requirements that can be served by small business, while securing 
the transformation of larger suppliers providing more specialized goods and services, is 
regarded as the appropriate route forward. 
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APPENDIX A – LITERATURE REVIEW 
 
A.1 Mining in the economy 
 
Mining forms the basis of the economy of South Africa, accounting for 8,1% of GDP in 2002, 
which was a 1,1% increase from 7,2% in 2000.  Despite the increase in GDP, employment 
figures in the mining industry have declined over the past 10 years to 2002 – from 619 013 
employees in 1993 to 417 045 in 2002, a decrease of 32%.  This trend is reflected in all 
sectors of the economy, with the numbers of unemployed individuals increasing faster than 
the numbers of individuals in employment.  Between 1995 and 1999, the number of 
individuals in employment increased by 0,8% while the number of unemployed individuals 
increased by 1,4% (Chamber of Mines, 2000; 2002a, b, c).  Despite the general growth of the 
economy, the capacity to absorb labour has continued to diminish. 
 
Employment figures and economic distribution, however, remain skewed in favour of the 
white population.  The Statistics SA 1999 survey had the following findings: the official 
unemployment rate stands at 26,5%, with unemployment figures for blacks standing at 44%, 
in contrast to 6,8% among whites.  More than 70% of white households are in the high 
income quartile, versus 7% of black households in the same quartile.  With the growing 
trends in unemployment, redressing the race inequality has to date seemed a daunting task. 
 
The mining economy is still to a large extent controlled by a few large and established 
companies, which control more than 70% of the mineral wealth in the country.  In addition, 
due to the increasing volatility of the economics of mining, the finite nature of mining, and 
continuing changes in the technology of mining, the number of available jobs has continued 
to shrink, in contrast to the expanding job market.  This has led to a perpetuation of the rising 
unemployment statistics, with a larger percentage of black individuals remaining in the 
unemployed sector of the economy.  It is therefore imperative to diversify the mining 
environment and the economy as a whole as a means of tackling any imbalances caused by 
the changing dynamics of mining.  One way of achieving diversification and equitable 
distribution of the economy – with consequent improvement of the capacity for labour 
absorption, stimulation of economic growth, and levelling of the playing field between large 
and smaller enterprises – is through SMME involvement in the mining and other sectors of 
industry (Manning, 1996).  This is not meant to deny the capacity of large industrial mining 
and other large industries in the economy for bulk labour absorption and general growth of 
the economy, but small businesses can have a positive impact on unemployment given their 
relatively lower average capital cost per job; there would be a consequent improvement in 
and diversification of the technological and other skills sorely needed by South Africa. 
 
A.2 SMMEs in the economy 
 
South Africa has more than 800 000 SMMEs, which employ approximately a quarter of the 
15 million labour force.  This is in addition to the 3,5 million absorbed by very small and 
informal survivalist enterprises (White Paper, 1995) which are not included in the SMME 
profile for this paper.  In comparison with large enterprises, SMMEs contribute 34% to GDP 
and 54% to employment.  There are SMMEs in all sectors of the economy, with some 
penetrating the economy through goods and services procurement for large enterprises, and 
some through small-scale entrepreneurship. 
 
Historical racial segregation laws have, however, also led to the growth of a more developed 
white-owned SMME sector, while many black-owned survivalist and micro-enterprises are 
struggling to survive the business development constraints in order to expand or be 
sustainable (White Paper, 1995).  Under racial segregation laws, the lack of education of 
appropriate quality, geographical segregation, racial segregation, curtailment of property 
rights, etc. led to a marginalised black SMME sector, as well as continued racial inequalities 
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in terms of access to wealth, income, skills and employment.  Within groups of SMMEs, 
however, a distinction should be made between established and emerging SMMEs 
(Rogerson, 1997; Rogerson, undated).  With established SMMEs being owned largely by the 
white population, and emerging SMMEs on the other hand being owned largely by the black 
population, SMME support and policy programmes should affirm strategies to accelerate the 
growth of the black SMME sector.  Attempts at SMME development should therefore not be 
divorced from the development and promotion of BEE/HDSA entrepreneurs. 
 
Due to globalisation, without artificial intervention, such as SMME-targeted economic 
development and BEE, market forces would tend to reinforce the existing unequal 
distribution of income, assets and wealth along racial lines. 
 
A.3 SMMEs 
 
The National Small Business Act defines an SMME as “a separate and distinct entity that 
cannot be part of a group of companies”.  It is often owner-managed in the form of a sole 
proprietorship, a partnership or a legal entity such as a cooperative, company or a close 
corporation.  Categorisation of an enterprise into micro, small or medium is usually based on 
turnover and number of employees, but overlaps tend to occur, depending on the economic 
sector in which an enterprise is classified.  For purposes of this report, the definition below 
will be used.  This definition is all-encompassing and is based on a combination of the 
following: the number of employees, capital expenditure needs, and expected turnover per 
economic sector.  The following abridged definition (Table A.1), used by the Banking Council 
of South Africa, is based on the National Small Business, Act No. 106 of 1996. 
 

Table A.1 Definition of an SMME 
 

Type Annual Turnover No.  of Employees 
Micro <R100 000 1 – 2 
Very small <R500 000 1 – 5 
Small R500 000 – R24 m 2 – 20 
Medium R24 m – R60 m 20 – 200  

Source: The Banking Council of South Africa 
 
 
A.4 BEE/HDSAs 
 
Broad-based Black Economic Empowerment (BEE) is defined by the dti as “… an integrated 
and coherent socio-economic process that directly contributes to the economic 
transformation of South Africa and brings about significant increase in the number of black 
people that manage, own and control the country’s economy”.  Government has developed a 
scorecard to measure the attainment of BEE status by enterprises.  This scorecard 
(Table A.2) measures three mandatory elements, namely: 

1. Ownership and control of an enterprise and its assets, encompassing rights and 
ability to control shareholdership, appointment and removal of directors, and 
management control 

2. Human resources development and employment equity, encompassing equitable 
representation of black persons in all occupations and at all levels of the 
organisation  

3. Preferential procurement and enterprise development, encompassing creation 
and nurturing of black-owned enterprises, and investments in and joint ventures 
with black-owned and black-empowered enterprises, resulting in substantive skills 
transfer. 
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Each of these elements has an equal weighting of 30% in determining BEE status.  The 
remaining 10% is left to the discretion of the enterprise to allow it to tailor the scorecard to its 
circumstances.  The government, however, encourages this to include some of the following: 

• support for local enterprises and suppliers 
• support for labour-intensive production and construction methods 
• beneficiation 
• investment in and support for enterprises operating in rural communities 
• investment in the social wage of employees. 

 
“Black” in this case is used as a generic term to define all people of Indian and African 
descent, as well as those classified as Coloured. The “broad-based” component of the 
classification indicates the inclusion of all black people, including women, workers, youth, 
people with disabilities and people living in rural areas.  
 
 

Table A.2 The BEE scorecard 
 

Core 
component 
of BEE 

Indicators Conversion 
factor  

Raw 
score 

Weighting Total 
score

Direct empowerment score 
Equity 
ownership 

% share of economic 
benefits 

  20%  

Management  % black persons in executive 
management and or 
executive board and board 
committees  

  10%  

Human resources development and employment equity score 
Employment 
equity 

Weighted employment equity 
analysis 

  10%  

Skills 
development  

Skills development 
expenditure as a proportion 
of total payroll 

  20%  

Indirect empowerment score 
Preferential 
procurement 

Procurement from black-
owned and -empowered 
enterprises as a proportion of 
total procurement 

  20%  

Enterprise 
development  

Investment in black-owned 
and -empowered enterprises 
as a proportion of total 
assets 

  10%  

Residual 10% 
To be 
determined by 
sector/enterprise 

   10%  

Total score out of 100% 
The dti, 2003 
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The score is calculated as follows (for each element of the scorecard): 

ScoreTotalWeightingScorecardScoreRaw

ScoreRawFactorConversionAchievedScoreActual

FactorConversion
etTCompany

=××

=×

=

100

1

arg

%100

 

 
The sum of total scores reflected as a score out of 100% will rank the enterprise as a good 
contributor at 65% and above, a satisfactory contributor at 40% to 64.9% or a limited 
contributor to broad-based BEE at below 40% (the dti, 2003).  
 
Over time, SMMEs have struggled to sustain their existence in and contribution to the 
economy.  Many have failed due to their lack of competitive capacity, lack of business skills, 
lack of technological capacity, lack of financial support from financial institutions, 
unsupportive business policy and legislation, etc. in comparison with large industries.  The 
problems and related support initiatives are, however, diverse and relate to the economic 
sector in which the business operates (e.g. mining, agriculture, retail, manufacturing, tourism, 
fishing, etc.), as well as to the stage of development of the business, i.e. start-up, 
development and expansion stage, and mature and stagnant stage. 
 
In response, the government has embarked on a number of strategies to promote and 
support SMMEs in a bid to maximise their successful integration into the mainstream 
economy, and to ensure their long-term sustainability.  The government has a vision to 
achieve an economy characterised by growth, employment and equity by 2014.  The White 
Paper on National Strategy for the Development and Promotion of Small Business in South 
Africa (1995) outlines some of the support systems envisaged by the government to enable 
the development, growth and sustainability of SMMEs.  The support strategies include the 
following: 

• creating an enabling legal framework, and streamlining regulatory conditions 
• improved access to information and advice 
• improved access to marketing and procurement in related industries and in 

government 
• improved access to finance 
• improved access to physical infrastructure, and appropriate technology 
• improved access to training in entrepreneurship and management skills, industrial 

relations and the labour environment 
• encouraging joint ventures and partnerships 
• various forms of capacity-building and institutional strengthening. 

 
In support of this initiative, new programmes, institutions, legislation and policy initiatives 
have been put in place to ensure an enabling environment for SMMEs within the economy. 
Government and business have developed special procurement and sub-contracting policy 
documents (an aspect that was previously ignored) to accelerate the growth of SMMEs.   
Moreover, through the dti, the government has developed institutions such as: the Industrial 
Development Corporation (IDC), Ntsika Enterprise Promotion Agency (Ntsika), Khula 
Enterprise Finance and Credit Guarantee (Khula), the Government Tender and Procurement 
Guideline, the Black Economic Empowerment Act 53 of 2003, the Small Business Act 102 of 
1996, the National Small Business Council and the Provincial SMME desks, etc.  In addition, 
many sectors of the economy have developed charters which include procurement from 
BEEs as a key element, the Mining Charter being one of the forerunners. 
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A.5 SMME development structures 
 
A.5.1 dti structures 
 
The dti’s Centre for Small Business Development (1998) is responsible for the 
implementation of the National Small Business Strategy.  It provides services such as 
technology transfer, start-up finance, drawing up business plans, skills training, customer 
focus and other key small business start-up services.  These are implemented through the 
following structures: 

• Khula Enterprise Finance Limited (Khula) is a wholesale finance institution facilitating 
access to credit for SMMEs through mediums such as commercial banks, retail 
financial intermediaries (RFIs) and micro credit outlets (MCOs).  Khula finance 
schemes are allocated in the form of loans, grants or credit guarantees for 
commercial banks.  These finance schemes are coupled with mentorship services to 
guide entrepreneurs in the various aspects of running their businesses. 

• Other finance institutions include the Industrial Development Corporation (IDC), the 
National Empowerment Fund (NEF) and Umsobomvu.  The IDC finances both large 
enterprises and SMMEs in the manufacturing sector.  The NEF finances BEE 
initiatives and black business initiatives.  Umsobomvu finances youth enterprise 
initiatives. 

• The NAMAC Trust is an SMME development and support agency operating in the 
areas of manufacturing, franchising and general business advice through the 
following agencies and partners: 

o Ntsika, which facilitates non-financial support and business development 
services to SMMEs 

o The MACs (Manufacturing Advisory Services), whose mission is to supply 
high-quality advisory services to existing manufacturing SMMEs to ensure 
improvements in their quality, competitiveness and productivity 

o FRAIN, which facilitates the growth of an SMME franchise sector through 
appropriate business support and marketing of franchise opportunities 

o BRAIN, which supplies quality information to SMMEs through its affiliated 
national networks 

o The National Productivity Institute (NPI) which, as a partner to NAMAC, 
supplies some of the diagnostic tools used daily by the operational SMME 
centres, including research, providing information, training, facilitation, 
consultation, auditing and the monitoring of productivity  

o The CSIR which, as a partner to NAMAC, contributes technological skills, 
incubation resources, and business linkages for the development and growth 
of manufacturing SMMEs in partnership with Department of Science and 
Technology, and the Department of Arts and Culture. 

A.5.2 Government tender and procurement structures 
 
The survival of SMMEs is also largely influenced by market access.  For suppliers of goods 
or services, a large portion of the market can be accessed through procurement and tenders.  
However, without a preferential or affirmative procurement policy, tender regulations often 
favour large and more established enterprises at the expense of SMMEs.  This concern is 
not limited to public tenders, but has also been cited by entrepreneurs trying to enter the 
private sector tender market.  To address the problems in the tendering regulations, in 1995, 
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the government drew up a draft 10-point plan to guide the reform of public sector 
procurement (Public Sector Procurement Reform, 1995).  This draft 10-point plan gave rise 
to the Preferential Procurement Policy Framework of 2000 for the implementation of a public 
sector preferential procurement policy.  The plan addresses the following issues: 

1. Emerging enterprises are often unable to access information on tendering 
opportunities timeously because they lack organised information networks such 
as those possessed by large and established enterprises. 

2. Due to the perceived complicated nature of the tendering system, there is a need 
for tender advice centres to provide assistance to emerging SMMEs with regard 
to tendering. 

3. At present, for contracts less than R7 500, only three known suppliers are invited 
to tender.  This process essentially excludes emerging SMMEs from the tender 
process and needs to be reviewed by continuously updating the supplier 
database.  This would ensure that emerging SMMEs are included in the tender 
processes. 

4. Security or sureties need to be waived on all low-risk contracts up to a maximum 
amount of R100 000 to facilitate entry by emerging SMMEs into the building and 
civil engineering sectors. 

5. Procurement opportunities should be packaged into smaller contracts to afford 
SMMEs the opportunity to participate. 

6. There is a need for early payment cycles during contracts, up to a maximum of 
30 days, to help SMMEs manage their cash flows.  This would partly address the 
current problem of SMMEs having limited access to funding from financial 
institutions. 

7. Targeted or preferential procurement is needed to promote easy access for 
SMMEs to the supply chain.  This would include preferential procurement for BEE 
companies for which, according to the draft Public Sector Procurement reform of 
1995, 88 points would be allocated to the cost of the work, 10 points on a pro rata 
basis to BBE companies and 2 points on a pro rata basis to equity ownership by 
women. 

8. Tender submission requirements need to be simplified to accommodate emerging 
SMMEs. 

9. A procurement ombudsperson should be appointed to eliminate, and deal with 
complaints arising with regard to, perceived bias, unfairness, lack of transparency 
and lack of consideration for the different challenges faced by SMMEs, emerging 
enterprises and established enterprises during tender allocations. 

10. Building and engineering contracts should be classified to accommodate entry to 
the sector by emerging SMMEs, without necessarily compromising on quality and 
timely delivery. 

(Government Gazette, 2000) 
 
A.5.3 Transformation accords 
 
The “Broad-Based Socio-economic Empowerment Charter for the Mining Industry” (the 
Mining Charter) was conceived “... in pursuit of a shared vision of a globally competitive 
mining industry that draws on the human and financial resources of all South Africans ...”.  
Implementation of the Mining Charter is based on the following legislature: the Preferential 
Procurement Act (No. 5 of 2000), the Employment Equity Act (No. 55 of 1998), the 
Competition Act (No. 89 of 1998) and the Skills Development Act (No. 97 of 1998).  
Section 100 (2) (a) of the Mineral and Petroleum Resources Development Act provides 
legislative backing to the Mining Charter by introducing new-order mineral rights that make 
the exercising of a mining licence conditional on compliance with the Mining Charter’s 
scorecard for socio-economic development. 
 
The Mining Charter has at its core the following objectives: 
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• to promote equitable access to the country’s mineral resources 
• to expand opportunities for HDSAs, including women, to enter and benefit from the 

mining and minerals industry 
• to utilise the existing skills base for the empowerment of HDSAs 
• to promote employment and advance the social and economic welfare of mining 

communities and labour-sending areas 
• to promote the beneficiation of South Africa’s mineral commodities. 

 
These objectives will be achieved through large industry’s creation of an enabling 
environment to ensure: accelerated human resources development and employment equity, 
fair migrant labour practices, mine community and rural development strategies, 
improvement of employee housing and living conditions, preferential procurement and the 
promotion of affirmative joint ventures and ownership of the mining economy, the promotion 
of beneficiation, and the promotion of affirmative exploration and prospecting opportunities. 
 
A.5.4 Structures and standards for affirmative (preferential) procurement 
 
To ensure the standardisation of implementation, and standard criteria for measurement, in 
the area of procurement, several mining companies subscribed to an accreditation process.  
This led to the formation of the South African Mining Preferential Procurement Forum 
(SAMPPF) to provide an updated and accredited supplier base for the mining industry, to 
provide standard reporting facilities to track the mining industry’s progress in preferential 
procurement, and to monitor the suppliers’ adherence to accreditation standards. 
 
Apart from SAMPPF, in recent years a number of other supplier accreditation bodies have 
been set up in response to the preferential procurement initiative.  These include 
Empowerdex, Empowerlogic, TradeWorld, Black Pride Marketing, Eezidex and a number of 
auditing firms.  Some of these bodies have measures in place to verify claimed BEE 
credentials, but others do not – they simply take the information given by suppliers at face 
value. 

• SAMPPF is a nationwide mining supplier accreditation and development body with 
members from various mining industries across South Africa.  SAMPPF identifies, 
classifies and verifies BEE companies supplying to the mining industry.  Suppliers are 
then entered into a single national database which exposes them to a wide mining 
industry buyer market.  This body is of benefit to both the industry as a user, and 
government as a monitoring body for implementation of the Mining Charter.  SAMPFF 
offers: 

o Standardisation of accreditation standards throughout the mining industry 
o Creation of a single supplier database accessible to all subscribing mining 

companies 
o Creation of a monitoring and verification body for BEE companies 
o Creation of a proactive approach to the implementation of the Mining Charter. 

• Empowerdex is an independent company accreditation and rating body servicing both 
the public and private sectors by providing an opinion on the economic empowerment 
status of companies.  Empowerdex also provides companies with tools to facilitate 
accelerated economic empowerment through transaction impact analyses, 
empowerment best-practice analyses, and empowerment opportunity networks as a 
means to bridge the gap between large established enterprises and emerging 
SMMEs. 

• TradeWorld provides BEE procurement solutions and empowers large enterprises 
and SMMEs to take advantage of the e-commerce trade opportunities by providing a 
suitable medium to facilitate trade between large buying companies, and the BEE and 
SMME supplier sector.  TradeWorld operates an accredited supplier database widely 
used by both government and private business.  This database adheres to the current 
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drive towards preferential procurement while at the same time measuring the 
progress of individual companies’ preferential procurement initiatives. 

 
Corporate Social Investment (CSI) initiatives are also to some extent drivers of SMME and 
BEE development.  Large industries are engaged in programmes to develop cooperatives, 
and survivalist and micro-enterprises through their CSI initiatives, but these are often seen as 
more of a public relations activity than a commercial venture with possible return on 
investment.  The King Report (2002) stresses that while the public responsibility nature of 
CSI will continue to prevail, over time the strategy should be to align activities with 
mainstream business activities.  As a start, CSI activities could invest in initiatives 
contributing to the socio-economic development of local communities. 
 
SMME development and the procurement of routine services and commodities, such as 
catering services, cleaning services and basic sanitation goods, is, in some industries, still 
regarded from a philanthropic perspective of dependence rather than with a view to 
promoting long-term partnerships, with mutual returns for both the large industry and the 
small supplier.  However, the development of inter-dependence will, in the long run, ensure 
improved service quality, reliability and mutual benefit, with a stronger potential for 
sustainability of the business.  In response, survivalist and micro-enterprises, and 
cooperatives should embrace the CSI benefits for their own long-term economic 
development and sustainability. 
 
A.6 Barriers to SMME growth 
 
A.6.1 Creating an enabling legal framework 
 
Legislative requirements may hamper the ability of SMMEs to enter the formal business 
sector or their success in doing so.  The legal procedures for registering an enterprise, and 
the financial requirements, may seem daunting for many would-be entrepreneurs.  
Furthermore, requirements such as registrations for workman’s compensation, the 
Unemployment Insurance Fund, skills levies, employees’ tax, income tax, etc. may seem 
complicated and beyond the capacity of an SMME.  All these factors lead to a reluctance to 
register or to seek a professional third party to conclude the registration in the absence of 
financial resources.  It is therefore imperative that legislative requirements are made 
conducive for all sizes of enterprise and all sectors of the economy, are comprehensively 
communicated, and that incentives for compliance are clearly communicated. 
 
There is a need for a conducive policy, legal and regulatory environment to deal with the 
specific challenges faced by SMMEs as a way of encouraging and sustaining a strong 
SMME sector (Allal, 2003).  Without any framework specific to SMMEs, general fiscal and 
legal regulations may be of little use or may further aggravate the unbalanced market 
conditions in which SMMEs and large enterprises currently co-exist.  Such frameworks 
should seek to build over time a macro-economy in which SMMEs and large enterprises can 
co-exist in harmony.  The ILO Conference Recommendation No. 189 of 2003 (Allal, 2003) 
recommends a framework that recognises the following: 

• the need for an economic environment striving for favourable interest, exchange 
rates, fair taxation, favourable labour relations requirements, and social stability 

• the need to establish legal provisions regarding property rights, intellectual property, 
location of establishments, enforcement of contracts, fair competition, and adequate 
social and labour legislation 

• the need to improve the attractiveness of entrepreneurship by avoiding the legal red 
tape that discourages new entrants, such as burdensome registration and or licensing 
requirements, burdensome reporting and other administrative requirements, 
disincentives for hiring staff, difficulty of access to public and private procurement 
opportunities, difficulty of access to markets, etc. 
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• the need to promote efficient and competitive SMMEs through policies of favourable 
access to credit, and access to procurement contracts from government and 
business. 

 
A diverse and healthy economy needs all sizes and types of enterprises, as well as strong 
linkages between sectors, and between enterprises of different sizes through 
sub-contracting, joint ventures and various types of trading arrangements.  This includes the 
abolition of regulatory obstacles and the enactment of regulations to influence, encourage 
and support the growth of the SMME sector and to facilitate policy implementation.  Through 
discussions and legal regulations over the years, South Africa is seen to be in a position 
where legal restrictions are no longer a major impediment to SMME development (Allal, 
2003). 
 
The White Paper (1995) recognises the need for legislation, having various sections to 
address: the classification of enterprises into the SMME category; differentiation of support; 
procurement and transaction legislation ensuring that parastatals, government and large 
enterprises provide market access to SMMEs; and a finance act addressing issues of access 
to credit finance, thus encouraging a widening of the scope for SMME-specific lending and 
investment options.  All of these should be supported by a legal framework that affords 
SMMEs access to opportunities to defend their interests (White Paper, 1995). 
 
A.6.2 Access to training, information and advice 
 
Lack of skills is seen as a major hindrance to the success of SMMEs in South Africa.  This 
includes lack of financial skills, marketing skills, business plan development skills, cash-flow 
management skills, customer relations management skills, and general business 
management skills.  A lack of such skills has a direct impact on the ability of SMMEs to 
access finance from either commercial banks or government finance structures, as well as 
an impact on the success and sustainability of enterprises. 
 
Over the years, government, through the dti has made available or supported structures to 
train entrepreneurs in areas such as business management and technical skills.  Institutions 
such as NAMAC Trust have been set up to provide training, information, advice and 
mentoring services to SMMEs.  These, in addition, work closely with skills training institutions 
such as the Department of Labour, tertiary education institutions and government-linked 
finance structures, such as the IDC, Khula, the NEF and Umsobomvu to generate the growth 
and development of SMMEs. 
 
These training, information, advice and mentoring services should be sector-specific and 
address the problems unique to certain types of business.  The need for accreditation of the 
various training programmes and institutions is crucial to protect the interest of the SMME 
clients and to ensure quality training.  The staff training needs of SMME training and support 
institutions themselves should also be monitored and accordingly accredited.  Relevant 
research in South Africa, and in international economies similar to that of South Africa, 
should be undertaken periodically to assess and support the relevance of the training, 
information and advice available.  This encompasses access to information on appropriate 
legislation, small business finance requirements and institutions, physical infrastructure, 
technological assistance, entrepreneurial and management skills training, tendering skills 
training, as well as any other mentorship or incubation information that an SMME may need. 
 
Ntsika is tasked with providing a variety of non-financial support to SMMEs through 
intermediary organisations such as Local Business Service Centres, Business Development 
Service Centres, and Manufacturing Advice Centres (MACs).  These centres provide 
business information, business management advice and counselling, aftercare and 
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networking with other business support services, development of linkages with larger 
enterprises, and training in relevant computer programs. 
 
Another important component is the incubation of start-up enterprises.  The CSIR’s 
Entrepreneurial Support Centre (Ref. 10) is an instrumental service provider in this regard, 
providing “... an enabling environment where high-tech start-ups from the sectors of 
information and communications technology, biosciences, electronics and advanced 
materials, and manufacturing are fast-tracked.  Processes and outputs are benchmarked on 
a continual basis, against international best practice”. 
 
Often SMMEs are faced with the challenge of implementing appropriate and fair industrial 
relations practices, as well as with other legislative requirements relating to the registration of 
their employees.  This challenge is exacerbated by limited access to relevant information and 
the inadequacy of administrative capital to meet these needs.  Information advice centres 
should also seek to provide appropriate information on what support services in this regard 
are available in the market, with interlinked referral programmes. 
 
A.6.3 Access to finance and credit 
 
The start-up and success of many SMMEs depends on access to finance to cater for the 
necessary capital assets and operating expenses.  This exacerbates the already dire need 
for skills in marketing, technological know-how, management of product quality, business 
management, etc.  The result has been a cycle in which, in addition to many of the 
entrepreneurs in the sector lacking own capital and or access to secure loans, many also 
lack the capacity to put together a quality business plan, a cash flow projection, a projected 
balance sheet, or a budget document – all of which are primary requirements for securing 
business finance in the first place. 
 
In the years before 1994 under the apartheid system of migrant labour, influx control, job 
reservations and forced removals, the banking system regarded black entrepreneurs as a 
high-risk economic sector.  Over time, however, through the efforts of the dti and its SMME 
assistance institutions, banks have designed special financial schemes that are more 
accessible to small entrepreneurs, black entrepreneurs and township entrepreneurs.  These 
can be accessed through government “wholesale” programmes, such as the IDC, Khula, the 
NEF and Umsobomvu. 
 
The Banking Council of South Africa reports that financing for established and creditworthy 
SMMEs is usually not a problem as far as banking requirements are concerned.  The 
acquisition of finance for start-up purposes is, however, a problem due to the lack of a track 
record.  This is especially so in the case of micro-enterprises that lack their own funds and 
fixed assets which could serve as security to obtain business loans.  Special consideration 
should therefore be given to facilitate their access to finance.  To qualify for financial support, 
applicants must: 

• be able to prove that they have at least 10% of the amount applied for available in 
cash 

• have some experience in the type of business they wish to start 
• manage the business on a full-time basis 
• trade from a fixed address 
• be South African citizens. 

 
It is often the case that micro-enterprises and very small enterprises do not have “own” 
capital with which to start businesses, may not have the required 10% of the funding applied 
for, have insufficiently developed management skills to run their businesses, and have no 
collateral security, which renders them a credit risk for banks. 
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In spite of the existence of government-supported finance structures, the commercial banks’ 
SMME finance initiatives, the stringent targets set for government-supported institutions, 
globalisation and shareholders’ interests, finance institutions are driven by risk aversion, thus 
making access to finance by SMMEs difficult.  Both government-supported finance structures 
and commercial banks still require a deposit of between 10 and 20% on requested funding. 
 
The buying sector of the economy could also help to tackle the problem of access to funding 
by introducing shorter payment cycles for contracts awarded to SMMEs.  This would greatly 
ease the strain of cash-flow management for small businesses.  Up-front payment of a 
portion of the contract price would also go a long way towards strengthening the SMMEs’ 
position when negotiating for finance from commercial banks. 
 
A.6.4 Access to markets and procurement in related industries and government 
 
Small enterprises usually regard market constraints and difficulty in selling their products and 
services as among the most serious obstacles to starting up their businesses and to growth 
beyond mere subsistence level.  Voluntary action by large private industries and government 
would go a long way towards facilitating market access for SMMEs and reducing competition 
from established and large enterprises.  Such voluntary action has, however, proved slow in 
coming, and the government has responded by way of policy documents, such as its Tender 
and Procurement Policy, and the Mining Charter, to facilitate preferential procurement by all 
parties through subcontracts and tenders to SMMEs and BEE enterprises.  In addition, the 
following programmes can be put in place by both the private and public sectors to promote 
market access by SMMEs: 

• Tender procedures should be simplified and tenders should be bundled into smaller 
contracts to improve access by SMMEs. 

• SMME development and procurement structures should put measures in place to 
facilitate inter-linkages between SMMEs and large and established enterprises. 

• SMME development programmes should help SMMEs to manage their quality and 
diversify their products in response to market opportunities by developing their 
technological capacity. 

• If supplier monopolies were eliminated and measures were put in place to facilitate 
bulk purchases of raw materials, SMMEs would have access to quality raw materials 
and services at reasonable prices, thus positively influencing the quality of the 
products and services supplied by the SMMEs. 

 
In response to preferential procurement regulations and the Mining Charter, the mining 
industry founded SAMPPF – a supplier accreditation, consolidation and development body.  
The following companies currently subscribe to SAMPPF: Anglo Platinum Ltd, Anglo Vaal, 
BHP Billiton, De Beers, Harmony, Idwala Lime, Impala Platinum, PPC Lime, Richards Bay 
Minerals, Ulco, Xstrata Coal, Alexcor, Placer Dome, Kumba, Eyesizwe and Northam 
Platinum Ltd.  This Forum supports compliance with the Mining Charter’s requirements for 
preferential procurement from BEEs and HDSA suppliers, verifies industry procurement 
trends, facilitates access to small suppliers by subscribing big businesses, and facilitates 
access to the market by SMMEs. 
 
To ensure full-scale inclusion in government, parastatal and private sector business, SMMEs 
should not disregard the BEE requirements.  Policy and statutory requirements on 
preferential procurement may exclude non-BEE enterprises from a large proportion of the 
procurements set aside specifically for BEE companies.  The dti is aware that, as is the case 
with many large enterprises, SMMEs do not know how to go about the process of finding 
BEE partners, funding equity deals and managing the partnership-negotiation process.  
In response, the dti is organising conferences and workshops, in collaboration with 
educational and business institutions, to ensure that SMMEs understand the implications of 
the BEE scorecard and how to meet the requirements. 
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A.6.5 Access to physical infrastructure 
 
Due to the growth of the SMME sector there is a backlog of industrial areas suitable for 
SMMEs and a shortage of industrial incubator structures in urban areas, rural areas and 
townships.  This has led to industries being inappropriately located for adequate access to 
industrial services such as electricity, road infrastructure, postal and delivery services, and 
appropriate business zoning and planning processes (White Paper, 1995). 
 
Incubator programmes, as provided by companies, universities, development centres, 
industrial development zones and NAMAC institutions, provide a physical infrastructure base 
for SMMEs.  Businesses are provided with access to physical workspace, access to 
technical and business support offered by the hosting institution, and access to 
business-related equipment and tools. 
 
A.6.6 Access to appropriate technology 
 
Access to appropriate technology is equally important to the success of SMMEs in the 
service and manufacturing sectors.  Appropriate technology has a direct impact on a 
business’s competitiveness in as far as product quality, bulk production, labour-intensive or 
mechanised production, and subsequently product price, are concerned.  Over the past few 
years a number of institutions, such as the CSIR’s Enterprise Development Centre (EDC), 
have started to focus on the technology needs of SMMEs.  The CSIR’s EDC supports 
SMMEs in the manufacturing sector through product or business reviews, feasibility studies, 
enterprise initiation, incubation and support, and enterprise improvement through business 
linkages and quality management support.  This structure works hand in hand with the 
government’s Local Economic Development Forums (LEDFs). 
 
The Manufacturing Advisory Centres (MACs) have been tasked with diagnosing the 
problems of manufacturing SMMEs, and providing technological and managerial support 
services.  The role of the MACs is, however, limited in that they work only with already 
established SMMEs who are seeking to enhance their competitiveness by improving the 
quality and marketing of their products. 
 
A.6.7 Competition from established and large enterprises 
 
Programmes to address the competitiveness of SMMEs in the larger economy should take 
into account both the demand and supply dynamics of business.  The demand side of the 
SMME sector is one of the main factors influencing the survival of small businesses.  The 
national Preferential Procurement Policy Framework should therefore include steps to 
improve the access of SMMEs to state procurement, procurement in large private enterprises 
and the export markets. 
 
The Parliament of South Africa (White Paper, 1995) recognises the crucial role of the private 
sector in promoting SMMEs.  This can be achieved through enabling preferential 
procurement, sub-contracting, joint ventures, partnerships and social responsibility 
programmes related to SMMEs, which would address market inaccessibility, the historical 
underdevelopment of business procurement, and sub-contracting linkages between large 
enterprise and the SMME sector.  Joint ventures have the added advantage of addressing 
the holistic mentorship need for technological and business management skills. 
 
A.7 Monitoring and follow-up of SMME promotion policies and regulations 
 
Monitoring is crucial to ensure that policies and regulations are implemented as intended, 
have the intended impact, are not breached, and do not constitute additional constraints.  
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This would afford policy-makers the opportunity to modify, disregard or continue 
implementation in the light of the impact on economic growth, SMME growth and 
sustainability. 
 
 
A.8 Risks and barriers to SMME growth 
 
The success of the programmes listed above will depend on the willingness to procure and 
the practicality of procuring from SMMEs who are often inexperienced as suppliers.  
Emerging SMME/BEE enterprises/HDSA entrepreneurs are often considered a risky option 
with regard to procurement.  Product or service quality, the capacity to deliver on time as 
contracted and adherence to safety requirements are seen as major risks that would be 
taken in switching from long-standing, and often large, suppliers to newly formed, 
inexperienced SMMEs.  The threat to production expectations/targets due to poor quality and 
the possibility of untimely delivery or breaches of safety are the foremost reasons for the 
inclination to procure from large suppliers rather than SMMEs.  Risk aversion in this case is 
highest in continuous production operations such as mining where the threat of production 
stoppages has very high cost implications.  This has led to the situation in which, to keep the 
risks to production to a low level, it is the routine and non-critical supplies that are reserved 
for procurement from SMMEs (Small Business Practice, 2003). 
 
There are perceptions in the large industry market that SMME contractors tend to deliver 
after expected/agreed dates or not to complete their projects.  These tendencies are said to 
be usually due to low capacity, low capital or a small budget within which to deliver quality 
work on time and ensure low risk (NEDLAC, 1998).  These perceptions may, however, arise 
purely from past experiences in the market, and current SMMEs feel they are being unfairly 
denied the opportunity to enter the market and prove themselves. 
 
The propensity for large businesses to take risks by appointing SMME suppliers may also be 
a reflection of their financial strength.  Inevitably, more financially secure businesses will be 
more capable of taking risks, with a financial provision for contract failure.  On the other 
hand, less financially secure businesses will tend to concentrate more on maximising profit 
than on promoting risky linkages with emerging SMMEs. 
 
Cost-cutting measures and security concerns on industrial sites are other factors influencing 
the decision whether to break down contracts into smaller parts to suit SMMEs or to 
subcontract multiple tasks to one large contractor.  High levels of security and the drudgery 
of security clearance for an increasing number of suppliers can restrict an extension of the 
supply chain to include a larger number of SMMEs.  Some large industries are inclined to 
want to reduce the number of their suppliers or to centralise their buying activities as a 
cost-cutting measure. 
 
Despite the many arguments for the promotion of SMMEs in various economic sectors, there 
are also arguments against large-scale procurement from SMMEs in the mining industry.  
The two main arguments are: (i) the impact of subcontracting on employee’s working 
conditions, and (ii) the impact on quality and efficiency. 
 
Although the legislation clearly stipulates that the mine is responsible for the health and 
safety of all employees, including contract workers, the situation is complicated by the fact 
that some subcontractors further subcontract work to smaller sub-contractors, thus making it 
difficult to abide by the legislation.  The health and safety conditions of contract workers have 
been greatly compromised by the actions of subcontractors who often by-pass some of the 
regulations laid down by the legislation.  For example, the payment of remuneration 
according to performance and not on the basis of a minimum wage encourages contract 
workers to take unnecessary risks in the bid to meet production targets.  By-passing of 
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medical assessments, risk assessments and health and safety training requirements also 
jeopardises the safety of contract workers.  This has often meant ongoing altercations 
between unions and contractors on issues of industrial relations, and between unions and 
industry employers on issues of encouraging cheap labour.  The National Union of 
Mineworkers (NUM), however, supports the use of subcontract workers in areas of 
specialised need, but not in situations where contract work is meant to make way for cheaper 
labour (Sociology of Work Programme, 1999; Minister of Labour, 2003). 
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