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According to popular literature, South African small medium and micro enterprises (SMMEs), roughly 
contribute towards 50% of the South African gross domestic product and an estimated 60% of the total 
employment of the Country. In essence, these business entities are considered as the ‘heart’ to the 
South African economy, but unfortunately the current survival rate of these SMMEs leaves much to be 
desired. The current weak survival rate is believed to stem from both external- and internal economic 
factors. Essentially, the authors of this paper formed the perception that the effect of these economic 
factors can be limited if adequate internal control processes are put in place. Hence, the main objective 
of this study was to determine the extent to which SMMEs make adequate use of internal controls. This 
empirical research study was deemed as descriptive research, and fell within the ambit of the 
positivistic research paradigm. Quantitative research techniques were utilised by administering 
questionnaires to 30 SMMEs owners and/or managers whom actively operated within their businesses 
in the fast food industry. Non-random sampling (purposive sampling) was made use of with the main 
intention of obtaining rich data for the purpose of analyses. From the descriptive analyses, relevant 
findings were made and relevant recommendations and conclusions were made. 
 
Key words: Small medium and micro enterprises (SMMEs), internal control, risk management, small medium 
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INTRODUCTION 
 
According to Berry et al. (2002), South African small 
medium and micro enterprises (SMMEs) sector have 
been actively promoted since 1996 to achieve objectives 
which include that of economic growth, decreasing  
unemployment and the alleviation of poverty. According 
to the Small Business Act No. 102 of 1996 of South 
Africa (1996), SMMEs are defined as separate and 
distinct business entities, including co-operative 
enterprises and non-governmental organisations, 
managed by one owner or more  which  is  predominantly  
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carried on in any sector or sub sector of the economy”. 
Frontier (2012) opined that there are 34 main sectors in 
the country which include: Aerospace and defence. 

Aerospace and defence, Agriculture and agri-
processing, Aquaculture and Mariculture, automobiles, 
banking, boat building chemicals, clothing and textiles, 
construction and materials, containers and packaging, 
delivery services/logistics, development finance, 
education, electronics, energy, engineering, environment 
and waste, forestry and paper, healthcare and 
pharmaceuticals,- information and communication (ICT), 
technology, insurance, manufacturing, media, mining and 
metals, oil and gas, personal and household goods, 
Public  sector  entity,  retail,   sport,   telecommunications,  
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Table 1. The COSO-framework (COSO, 2000). 
 

Component Description 

Control environment Assessing which current internal controls are in existence. 

Risk assessment Determining critical risks to an organisation. 

Control activities Testing the strength of critical internal control activities. 

Information and communication Assessing all relevant communication lines. 

Monitoring Evaluating how all issues, pertaining to internal controls, are followed up. 

 
 
 
tourism and leisure, transportation, utilities and water. 

To highlight the importance of SMMEs to the economy 
of South Africa, reference is always made to how large 
these entities’ contribution is in terms of the National 
gross domestic product (GDP). According to Indexmundi 
(2012), the estimated GDP of South Africa stood at a 
mammoth $491.4 billion (R3.149 trillion) in 2004. Of this 
total GDP, Rwigema and Venter (2004) believe that 
SMMEs contributed 35% thereof, which translates to 
$171.9 billion (R1.102 trillion). 

According to Venter et al. (2003), SMMEs have a 
dismal survival rate that range between 20 and 30%. The 
aforementioned statement is supported by Rwigema and 
Venter (2004) when expressing the view that an 
estimated 80% of these entities fail within their first 5 
years of existence. Prior research reveals that numerous 
perceptions exist around plausible ‘causes’ of the weak 
survival rate of these entities.  
 
 

LITERATURE REVIEW 
 
SMME barriers and the importance of internal 
controls 
 
Bruwer (2012) is of the opinion that macro economic 
factors (factors that can not be controlled by SMMEs), 
micro economic factors (factors that can be reasonably 
controlled by SMMEs) and psychological factors (factors 
that management of SMMEs can directly control) are to 
blame for the current situation SMMEs they found 
themselves in.  

According to Grundling and Kaseke (2010), factors 
which have an adverse impact on the overall well-being 
of SMMEs include, among other, lack of management 
skills, limited financing opportunities, limited access to 
markets, relationships with customers, the lack of 
appropriate technology, low production capacity, and 
rules and regulations. Essentially, the adverse effects of 
these afore-mentioned factors can be addressed (and 
even prevented) by means of adequate internal control 
processes. 
 
 
Internal controls in SMMEs  
 
According to the University of  California  (2012),  internal  

controls are defined as a process designed to provide 
reasonable assurance regarding the achievement of 
objectives which include effectiveness and efficiency of 
operations, reliability of financial reporting and com-
pliance with applicable laws and regulations. 

The Institute of Internal Auditors (2011), further define 
internal controls as “any action taken by management, 
the board, and other parties to enhance risk management 
and increase the likelihood that established objectives 
and goals will be achieved” 

Fundamentally, internal controls serve as a ‘tool of 
reference’ to all stakeholders in a business. According 
COSO (2000), there exist 5 major components of internal 
controls, which are depicted in Table 1 for the sake of 
clarity.  

Internal controls can be classified as preventive (detect 
risks before they occur), detective (detect risks as they 
occur) and/or corrective (take corrective measures with 
risks after they have taken place). Jackson and Stent 
(2007) provide a non-exhaustive list of internal control 
measures which include: 
 
1. Staff competency, 
2. Segregation of duties, 
3. Isolation of responsibility, 
4. Access and authorisation, 
5. Comparisons 
6. Reconciliations, and 
7. Source document design. 
 
According to a survey conducted by DTT (2007), 42% of 
SMME owners acknowledged that internal control 
measures needed to be assessed and improved within 
their organisations. In the same survey, 75% of SMME 
owners called for a drastic need for improved internal 
control measures. These statistics, in essence, reveals 
that SMME owners are aware of the need to constantly 
review and improve internal controls as a measure, 
however the extent to which owners of SMMEs make use 
of internal control processes is another question. 
 
 
RESEARCH DESIGN 
 
According to Leedy and Ormrod (2001), this research study was 
deemed as empirical research as an identified research problem (or 
hypothesis) was tested by means of physically conducting research  
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Table 2. Perception of SMME owners and/or managers of 
their business’ success. 
 

Perception Percentage 

Little successful 7 

Average successful 33 

Quite successful 33 

Very successful 27 
 
 
 

Table 3. The importance of internal controls in SMMEs. 
 

Importance Usefulness (%) 

No importance 3 

Slight importance 3 

Some importance 7 

Great importance 23 

Very great importance 63 
 
 
 

Table 4. The importance of specific internal controls in 
SMMEs. 
 

Control Importance (%) 

Stock control 96 

Health and safety policies 95 

Reconciliation of accounts 95 

Cash counts 93 

Business insurance policies 92 

Qualified bookkeeper 88 

Segregation duties 81 
 
 
 

Table 5. How existing internal controls assist SMMEs to attain 
better ‘success’. 
 

How it helps Extent (%) 

Reduction in risk exposure 86 

Increase in productivity 85 

Retaining of staff 85 

Enhanced accuracy in bookkeeping 85 

Limitations of cash variances 85 

Reduction in cash wastage 84 

Reduction in theft 82 

Reduction in accident rates 82 

Motivation of staff 80 
 
 
 
in the social realm. This research study also fell within the ambit of 
the positivistic research paradigm as the authors shared the 
perception that reality is independent of human-life (Collis and 
Hussey, 2009), Furthermore, according to Collis and Hussey 
(2009), this research study was deemed as explanatory research, 
as the main intention of the research was to explain a certain 
phenomenon at hand. 

A quantitative approach was adopted throughout this research as  

 
 
 
 
the data collected was numerical in nature and were accordingly 
analysed by means descriptive statistics. The authors of this paper 
decided to conduct this research study in the retail sector, which is 
very broad. To narrow down the sample coverage, it was decided 
that the study would focus on fast food SMMEs, which operated in 
the Cape Metropole. The SMMEs targeted also adhered to the 
following delineation criteria: 
 
1. SMMEs have 3 employees maximum. 
2. SMMEs should have existed at least 1 year. 
3. SMMEs owner and/or manager must be actively involved in 
business operations.  
 
The size of the population was unknown, however in an attempt to 
glean insight, pertaining to the identified research problem, a 
sample size of 30 SMMEs, operating in the fast food sub-sector, 
within the Cape Metropole, was chosen. 

The study required the authors to make use of non-probability 
sampling, specifically that of purposive sampling, with the intention 
to glean rich data for data analysis purposes. The data collection 
tool used was that of a questionnaire which consisted mostly of 
close-ended questions, and Likert-scale questions. All data 
collected were analysed by means of descriptive statistics. 
 
 
RESEARCH FINDINGS AND DISCUSSION 
 
The data analysis revealed that 20% of respondents were 
owners, 67% were owner-managers and 13% were 
managers.  On average, the relevant SMMEs have been 
in existence for 12 years, with a maximum of 41 years as 
opposed to a minimum of a 1 year. When respondents 
were asked how successful they perceive their 
businesses to be, the dispensation that arose is revealed 
in Table 2. 

When respondents were posed with the question of 
how important internal controls were with regards to their 
business survivability, 86% of respondents agreed that 
internal controls were important to them. The sake of 
completeness, a collaborative list of the relevant 
responses are shown in Table 3. 

Respondents were also asked which internal controls 
they make use of the most (most important to them) 
within their relevant businesses. The seven most 
important internal controls are tabulated in Table 4. 

The very last question respondents were asked was 
how internal controls assisted their relevant businesses 
to attain better ‘success’. The responses are shown in 
Table 5. 
 
 
RECOMMENDATIONS 
 
From the foregoing, the analogy can be drawn that 
SMMEs are mostly concerned with financial controls and 
operational controls. Majority of these controls (which are 
used) can majorly be classified ‘detective controls’, which 
leads to the perception that management of SMMEs are 
not necessarily concerned about ‘what if’ scenarios in 
their relevant businesses. 

The  authors  of  this  paper  recommend   that    further  



 
 
 
 
studies are done on SMMEs on how different risks, within 
and around these organisations, are managed. 
 
 
Conclusion 
 
Based on the findings, it is evident that SMMEs do in fact 
make use of internal control processes however the 
processes used are merely ‘fundamental’ in nature. Albeit 
the afore-mentioned, SMMEs do in fact make use of 
internal controls to a great extent. 
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