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Although Section 12J of the Income Tax Act 

(“Section 12J”) was initially drafted into law 

in 2009, it was only in 2015, when certain 

favourable amendments were made to the 

legislation, that the industry really began to 

gain traction.

It is staggering to think that in only 5 years, an initially  

little-known and often overlooked tax incentive has 

managed to grow into the mature and successful industry 

that it is today. To illustrate this numerically, this survey will 

outline that as at February 2020, the total assets under 

management governed by the Section 12J tax incentive is 

in excess of R9 billion, which by-in-large has been invested 

by South African high-net-worth individuals at a time when 

the bulk of high-net-worth investment flows are being 

allocated offshore. To date, the Section 12J capital raised 

has been invested into more than 360 small, medium and 

micro-sized entities (SMMEs) which in turn support an 

approximate 10,500 jobs (50% of them permanent) across 

dozens of industries including education, agriculture, 

renewable energy, hospitality & tourism, student 

accommodation and many others.

Most importantly, based on the survey responses, the 

Section 12J incentive has been cost-effective for the 

South African government, at an average cost per job of 

approximately R126,000 for each current job created and 

approximately R30,000 based on the total jobs which are 

expected to be created as a result of the incentive in the 

future (based on established PricewaterhouseCoopers’ job 

multipliers). This is in stark contrast to current job creation 

focused incentives in South Africa, which allow for a 

required cost per job of up to R450,000.

Despite the fact that much public attention has been given 

to the attractiveness of the Section 12J tax deduction (which 

provides investors with a 100% write off for their investment 

in the year that they invest), little has been known about the 

nature of the investments which the incentive has made, as 

well as the impact which these investments are beginning to 

have on the South African economy.

It is for this reason that the 12J Association of South Africa 

(the Association) commissioned the 2020 Section 12J 

industry survey. The pages which follow outline in more 

detail a variety of key attributes regarding the Section 12J 

industry, including how much capital has been raised and 

from whom, how much has been invested and into which 

industries, how many jobs have been created (and which 

may still be created in the future), the cost of these jobs to 

the fiscus, and what the overall impact of the incentive has 

been on the South African economy at large.

It is a critical time in the lifecycle of Section 12J, which is 

subject to a “sunset clause” in terms of which the incentive 

will cease to be available to taxpayers after June 2021 – a 

mere 12 months away. In the wake of the devastation 

caused by the COVID-19 pandemic, the South African 

economy is in a very vulnerable state and investment flows 

into SMMEs have all but dried up. This survey will show 

that Section 12J investments are an effective mechanism 

to raise 5-year lock-up investment capital into SMMEs in 

South Africa. Given the importance of the role that SMMEs 

play in job creation and economic growth (as outlined 

by National Treasury in their 2019 Economic Strategy 

Document and articulated later in this report), the existence 

of the incentive could not be more important and relevant.

We trust that you find the information which follows to be 

insightful and useful in gaining a better understanding of an 

incentive which we hope will become a mainstay in the South 

African SMME investment ecosystem for decades to come.

Yours sincerely,

Dino Zuccollo

Chairman: 12J Association of South Africa

FOREWORD 
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Section 12J has, in a relatively short space of time, began 

to have a number of positive impacts on the SA SMME 

sector, job creation and the economy as a whole. The key 

findings of this survey are summarised below:

1.  Since 2015, the Section 12J industry has raised 

a significant amount of incremental investor 

capital, at a time when the majority of South 

African high-net-worth investor capital is being 

invested offshore.

According to the survey results, the Section 12J industry 

had raised approximately R9.3 billion as at 29 February 

2020. As a result of the mechanics of the legislation, 

this capital is required to be invested in the country for a 

minimum period of five years. In addition, respondents 

indicated that they believe approximately 82% of this 

capital raised to be incremental, i.e. respondents believe 

that approximately R7.6 billion would not otherwise have 

been invested in similar venture capital initiatives had it not 

been for the attractiveness of the Section 12J legislation.

This finding is significant, especially given the significant 

offshore investment flows currently being made by high-

net-worth South African individuals, trusts and corporates 

as a result of a weakening currency and local economy. 

Importantly, when investor capital is lost to the country, 

so too are the positive impacts which the underlying 

investments have on the economy. The importance of an 

incentive which is able to successfully convince South 

Africans to invest in South Africa on a minimum five-year 

basis cannot be overemphasised, especially when the 

impact of the COVID-19 pandemic is expected to cripple an 

already fundamentally weak economy.

It is also noted that, following amendments to the  

Section 12J legislation by National Treasury in 2018  

and again in 2019, the potential for abuse of the tax 

deduction has been eliminated.

2.  The Section 12J legislation has been an 

efficient mechanism through which capital has 

been invested into local SMMEs, in a context 

where these businesses are struggling to raise 

equity capital.

According to the survey results, an approximate R5.5 billion 

(or 59% of total capital raised) has been invested into more 

than 360 SMMEs across the country. This equates to an 

average equity investment of approximately R15 million  

per business. When it is considered that an estimated  

R2 billion of equity capital was only raised in February 

2020 (and cannot reasonably have been expected to have 

been invested in such a short space of time, especially 

during the COVID-19 lockdown), the effective industry 

investment rate is closer to 75%.

Although the Section 12J legislation provides VCCs with 

four years to invest 80% of their capital raised into suitable 

SMMEs, it is clear that the industry is investing at a faster 

rate than this. It is therefore concluded that Section 12J 

has been an efficient allocator of equity capital to local 

SMMEs, at a time when access to capital is crucial. In 

addition, survey respondents believe 76% of the total 

capital invested by Section 12J into small businesses to 

be incremental, i.e. had it not been for Section 12J, an 

approximate R4.2 billion would never have been invested 

into local SMMEs. 

In addition to the aforementioned statistic, this report also 

points to research which shows that many SMMEs struggle 

to access funding, both in terms of debt funding from 

banks, as well as equity funding from investors. The impact 

of the COVID-19 pandemic further exacerbates this issue 

as banks and investors become increasingly nervous to 

extend funding to small businesses. In this context, Section 

12J has never been more important. 

Key areas of investment for the Section 12J industry 

include: renewable energy, student accommodation 

and education, technology development and fintech, 

hotel keeping and agriculture. Importantly, the hotel 

keeping and agriculture industries have amongst 

the highest job multipliers of any industry, based on 

PricewaterhouseCoopers’ research. Pleasingly, survey 

respondents indicated that 25% of total industry 

investments have been made outside of major metropolitan 

areas, thereby assisting the job creation and economic 

growth initiatives in rural communities.

SUMMARY OF KEY FINDINGS
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3.  The Section 12J legislation will cost the 

fiscus significantly less than the up-front tax 

deductions afforded to investors and, given 

time, may be able to generate more tax revenues 

than the initial deductions allowed.

An extrapolation of figures released by National Treasury 

indicates that although R9.3 billion has been raised into 

Section 12J, according to this survey the legislation has 

only cost the fiscus an approximate R1.3 billion (14% of 

total deductions allowed). There are various reasons for 

this, the most important of which are:

•  Although investors obtain 100% up-front tax relief 

for their Section 12J investments, CGT is levied from 

a base cost of R’nil on exit. As a simple example, an 

investor paying tax at a marginal rate of 45% would 

obtain a 45% deduction for an investment in a VCC, but 

would pay 18% back to SARS on exit of the investment. 

As such, the actual aggregate tax relief granted is a 

maximum of 27%;

•  Section 12J VCCs and QCs pay corporate tax on 

income, VAT on revenue, CGT on any gains realised 

and PAYE in respect of staff costs; and

•  Section 12J VCCs pay Dividend Withholding Tax on 

distributions paid to investors who are individuals or 

trusts.

In this context, it can be concluded that the legislation is 

far more tax efficient for the fiscus than initially anticipated. 

Based on research of the United Kingdom’s equivalent of 

Section 12J (the Venture Capital Trust (VCT) legislation), 

over the medium term, UK’s VCTs actually generate more 

tax base for the fiscus in a single year than the aggregate 

of VCT deductions granted in that same year. In the 

South African context, Annexure C to this report proves 

mathematically that this is likely to be the case in South 

Africa for Section 12J within six years after the capital 

raised under the Section 12J legislation is invested into 

local SMMEs.

The above makes it clear that Section 12J can become 

(and is well on its way to becoming) a self-sustaining 

incentive which in the medium term may not cost the 

fiscus any revenue. When compared to other schemes 

currently in place, such as the COVID-19 Government Loan 

Scheme (in terms of which National Treasury is required to 

guarantee 94 cents of every R1 loaned) it becomes clear 

that Section 12J is a cost-effective means by which to 

channel equity capital to SMMEs.

4.  In a very short space of time, Section 12J has 

created an approximate 10,500 jobs (and has 

the potential to create an approximate 45,000 

jobs based on the quantum of capital raised) at 

an average cost per job which is well below local 

benchmarks.

According to the survey, Section 12J investments have 

created an approximate 10,500 jobs (50% permanent) 

across a broad range of industries, at an average cost 

per job of R126,000. In addition, based on accepted 

PricewaterhouseCoopers economic multipliers, the total 

capital raised into Section 12J has the potential to create 

a total of approximately 45,000 jobs should the legislation 

be given more time (this implies an average cost per job of 

approximately R30,000).

When benchmarked against other local job creation 

programs, which provide for a cost per job of up to 

R450,000 per head, it becomes clear that Section 12J is a 

cost-efficient manner in which to create jobs in the country.

Pleasingly, survey responses indicate that 74% of industry 

jobs created were from previously disadvantaged race 

groups (63% black).
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5.  Section 12J has created a vibrant, SMME 

investment-focused ecosystem which gives 

SMMEs access to mentorship and guidance 

which was not previously available.

According to the survey, approximately 57% of total  

Section 12J capital raised has been raised from 

individuals. Many of these individuals comprise successful 

businesspeople and entrepreneurs who become key role 

players in the growth and development of their investments. 

On the basis of the survey finding that 82% of Section 12J 

capital raised is incremental (as outlined above), it can be 

concluded that many, if not most, of these businesspeople 

and entrepreneurs would not otherwise have invested into 

local SMMEs had it not been for the Section 12J incentive. 

The ability of Section 12J to introduce young SMMEs to 

experienced businesspeople is fundamental to the growth 

of these businesses, as the mentorship and guidance 

provided to these businesses becomes invaluable to their 

ultimate success.

6.  100% of respondents surveyed believe that 

the Section 12J legislation should be extended 

beyond the current June 2021 “sunset clause”.

The points outlined above make it clear that the  

Section 12J legislation is currently having a variety of 

positive impacts on the South African economy, including: 

retaining incremental investment capital in South Africa, 

efficiently investing this capital into a large number of local 

SMMEs (which would otherwise not have been invested), 

creating jobs at an attractive cost to the fiscus, as well as 

providing mentorship and guidance to SMMEs at a time 

when it is needed the most. It is therefore concluded that 

the introduction of Section 12 has been a success which 

warrants an extension of the legislation for a period of time.

Given that the majority of Section 12J VCCs 

have only operated since 2015, (but that 

the legislation was originally introduced in 

2009), the industry believes that the  

Section 12J incentive should be extended  

to at least June 2027 (i.e. an additional  

6 years), in order to have the commercial 

impact of Section 12J having been in effect 

for the 12-year period initially intended by 

National Treasury (i.e. 2009 to 2021).  

Such an extension would provide the industry 

with an additional period to further prove 

its worth and to build on the significant 

strides which have been made in SMME 

development and job creation to date.
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The 12J Association of South Africa 

(“The Association”) is an independently 

constituted industry body which represents 

more than 25 12J asset management 

companies, which collectively manage more 

than 50 12J venture capital companies 

(“VCCs”) and approximately 86%  

(c.R8 billion) of the total industry assets 

under management (based on February 

2019 figures as the February 2020 figures 

are yet to be confirmed by the South African 

Revenue Service).

ABOUT THE 12J ASSOCIATION OF SOUTH AFRICA

The Association, which is represented by an independently 

elected board of directors, was established for the following 

purposes:

a)  To inform, educate and advise members of the 

Association, government and members of the general 

public as to the impact and importance of the 12J 

incentive in South Africa; and

b)  To act as a point of contact for industry participants to 

interact with government, regulatory bodies, the public, 

the press and business organisations in relation to the 

12J incentive.
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Section 12J is an important piece of legislation contained 

within the Income Tax Act, 58 of 1962. It was established 

to assist qualifying SMMEs to gain access to equity 

funding by providing investors with a 100% tax deduction 

for making investments where the capital will ultimately 

be allocated to these businesses. Historically, access to 

funding by SMMEs has been very challenging.

SMMEs are key to job creation and also globally known 

to be the mechanism to generate new jobs in society. 

According to the OECD, globally, over 95% of enterprises 

are SMMEs, which employ 60-70% of the working 

population. 

SMMEs are responsible for more than 50% of all 

employment opportunities in South Africa and the sector 

contributes more than 45% of the country’s GDP1. The 

National Development Plan looks at these firms as a source 

of economic and employment growth – aiming for them to 

account for 90% of new employment opportunities. It notes 

that; “most new jobs are likely to be sourced in domestic-

orientated businesses, and in growing small- and medium-

sized firms”2.

Another key factor driving job creation and economic 

growth is sufficient local investment. Channelling 

investment into the SMME sector is therefore extremely 

important in creating jobs and growing the economy.

The underlying objective of this survey is  

to determine the impact the Section 12J  

incentive has had on channelling 

investments into the SMME sector, as  

well as the associated impact this has had 

on local employment growth, the impact  

on the fiscus as well as on the South African 

economy as a whole.

RESEARCH DESIGN AND METHODOLOGY

The estimates of economic impact in this report are based 

on 33 responses to a questionnaire compiled by the 

Association. 

Responses were received from 12J managers that 

collectively manage 106 VCCs and R9.3 billion (R6.8 

billion at 28 February 2019) in assets under management. 

According to SARS, there are currently 180 registered 

and approved VCCs which had raised R8.3 billion as at 

28 February 2019. The sample of respondents therefore 

represents 59% of the number of VCCs registered as 

at June 2020 (although we estimate this figure to be 

commercially higher when considered as a percentage 

of currently active VCCs) and 82% of assets under 

management as at February 2019.

We believe the sample size is more than sufficient to draw 

meaningful conclusions based on the survey responses 

received.

INTRODUCTION AND PURPOSE OF THE SURVEY

1  National Treasury, 2019. Economic transformation, inclusive growth, and competitiveness: Towards an Economic Strategy for South Africa.  

http://www.treasury.gov.za/comm_media/press/2019/Towards%20an%20Economic%20Strategy%20for%20SA.pdf

2  National Planning Commission, 2012. Our Future – Make it work - National Development Plan (NDP) 2030.  

https://www.poa.gov.za/news/Documents/NPC%20National%20Development%20Plan%20Vision%202030%20-lo-res.pdf
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The venture capital company tax regime was introduced 

into the Income Tax Act, No 58 of 1962 in 2009 and is 

aimed at encouraging private investment into SMMEs and 

junior mining companies. 

Section 12J encompasses the relevant legislation governing 

VCCs and provides for the formation of an investment 

holding company, described as a VCC, in which investors 

subscribe for shares and claim a full income tax deduction 

for the subscription price incurred. The VCC, in turn, 

invests in qualifying companies (“QCs”) which by definition 

comprise small- and medium-sized South African 

companies (of less than R50 million in gross asset value 

on the date of initial investment in respect of all companies 

except for junior mining companies, where this amount is 

increased to R500 million), excluding companies in the 

following industries:

•  Any trade carried on in respect of immovable property, 

except trade as a hotel keeper;

•  Financial service activities such as banking, insurance, 

money-lending and hire purchase financing;

•  The provision of financial or advisory services, including 

legal, tax advisory, stock broking, management 

consulting, auditing, or accounting;

•  Operating casinos or other gambling related activities 

including any other games of chance; and

•  Manufacturing, buying or selling liquor, tobacco 

products or arms or ammunition.

 

Any South African taxpayer (including individuals, 

corporates or trusts) may invest in a Section 12J VCC.  

From 2019, there is currently an annual cap for the amount 

that a taxpayer may deduct for investing in an approved 

Section 12J VCC, being R2.5 million for individuals and 

trusts and R5 million for companies. 

The process of investing in a VCC involves an investor 

(which may be any South African taxpayer) subscribing 

for equity shares in a SARS approved Section 12J VCC. 

Thereafter, the approved VCC issues a share certificate 

to the investor and the investor claims an income tax 

deduction for the subscription amount incurred. 

As mentioned above, each VCC must be approved by 

SARS. The Act also requires that certain conditions be met 

before SARS may approve a company as a  

Section 12J VCC. These requirements include: the 

company must be a resident, its tax affairs must be in order, 

it must be registered in terms of section 7 of the Financial 

Advisory and Intermediary Services Act, No. 37 of 2002 

(FAIS) and the sole objective of the company must be the 

management of investments in qualifying companies.

The income tax relief under Section 12J is provisional in 

nature and only becomes permanent if an investor holds 

his or her VCC shares for a minimum period of 5 years. 

Mechanically, a taxpayer may claim the Section 12J 

income tax deduction in the year of assessment in which 

the investment was made, but if the shares in the VCC are 

sold before the expiry of the aforementioned 5-year period, 

the taxpayer incurs a full recoupment of the income tax 

deduction previously received. If shares in the VCC are 

sold after the 5-year period, however, the proceeds from 

the disposal will be subject to capital gains tax (“CGT”). 

Further, dividends paid to taxpayers by the VCC remain 

subject to Dividends Withholding Tax.

There are multiple technical requirements and  

anti-avoidance provisions that the investor, VCC and QCs 

need to adhere to. The most notable of these requirements 

are that: 

•  No investor in a VCC may be a “connected person” 

in relation to the VCC after the expiry of a period of 

36 months from when the first VCC share was issued. 

This typically means that no single VCC investor may 

invest more than 20% of the total capital raised into 

a single Section 12J VCC. This rule, along with the 

aforementioned R2.5 million / R5 million annual 

investment cap, ensures an appropriate spread of 

investors; and

•  A VCC is required to invest at least 80% of the total 

capital raised into a minimum of 5 qualifying companies 

within 48 months of the formation of that VCC. This rule 

ensures that VCC capital raised is invested within an 

appropriate spread of investments within an acceptable 

time frame.

A full breakdown of the Section 12J rules and 

associated anti-avoidance requirements is provided 

in Annexure B.

BACKGROUND TO SECTION 12J AND 

THE MECHANICS OF THE LEGISLATION
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SOUTH AFRICAN ECONOMIC CONTEXT

South Africa is an upper-middle income3, emerging market 

economy with an abundant supply of natural resources. 

It was the African continent’s second-largest economy 

in 2018, behind West-African oil producer Nigeria4. 

South Africa’s economy is the most industrialised on the 

continent and – based on its well-developed physical and 

services infrastructure – attracts a vast number of business 

travelers. It is a gateway for businesses into the rest of 

the continent, thereby functioning as a hub for diverse 

transportation activities.

Real GDP growth has slowed over the past several years, 

declining from 1.9% in 2014 to 1.4% in 2017, followed 

by a sharp drop to 0.9% in 20185. The country came out 

of recession in the third quarter of 2018, but growth was 

subdued - mostly due to weakening investor confidence 

and policy uncertainty6. The first quarter of 2019 saw a 

3.2% quarter-on-quarter decline in GDP, largely as a result 

of the widespread adverse impact of electricity load-

shedding. In the same year, the country also experienced 

crippling debt from state-owned enterprises, including 

Eskom, along with continued load-shedding7. This resulted 

in real GDP growth slowing to 0.2% for the year, the lowest 

since 2009, with the economy slipping into a recession 

in the fourth quarter of 20198. This decline is expected to 

continue as local growth is significantly impacted by the 

impact of the COVID-19 pandemic on the local economy.

The slowdown in economic growth since 2014 was 

associated with stalled implementation of structural 

reforms, inefficiencies in public enterprises, weaker 

sovereign ratings, increasing domestic political uncertainty, 

weaker commodity prices between 2014 and 2016, and 

drought conditions9. This caused a cumulative 1.9% 

decline in real GDP per capita from 201510, with 2019 

experiencing a further decline of 1.1%11. As a result, the 

country’s unemployment rate remained elevated and the 

quest for inclusive growth (the importance of which was 

highlighted by National Treasury in their 2019 Economic 

Strategy document) has been elusive (this again has been 

exacerbated by the impact of the COVID-19 pandemic on 

the local economy)12. 

South Africa’s population reached 57.7 million in 2018 and 

increased by a cumulative 4.8% over the preceding three 

years13. In 2019, the population stood at 58.6 million14. 

However, due to the country’s slow rate of economic 

growth, job creation has failed to keep pace with population 

growth. 

South Africa’s narrowly defined official 

unemployment rate reached 29.1% in the 

third and fourth quarters of 2019, up from 

27.8% in 2018. The already widespread 

poverty across South Africa, along with 

high unemployment, continue to hinder 

economic growth, leading to a further 

slowdown in the economy. This has made 

job creation a priority for the government.

A key factor driving the current low economic growth and 

low job creation is insufficient levels of fixed investment 

locally. Gross Fixed Capital Formation (GFCF) in South 

Africa, which is defined as investment in infrastructure and 

fixed assets, decreased as percentage of GDP between 

2016 and 2018, after showing steady growth between 

2010 and 2015. 

THE IMPORTANCE OF SMMES IN THE CONTEXT OF 

THE SOUTH AFRICAN ECONOMY AND JOB CREATION 

3 World Bank, 2018. World Bank Country and Lending Groups. https://datahelpdesk.worldbank.org/knowledgebase/articles/906519 

4 IMF, 2019. GDP, current prices. https://www.imf.org/external/datamapper/NGDPD@WEO/OEMDC/ADVEC/WEOWORLD 

5 Quantec data 

6 World Bank, 2019. Taking the pulse of Africa’s economy. https://www.worldbank.org/en/region/afr/publication/taking-the-pulse-of-africas-economy 

7 NKC African Economics, 2019. Country quarterly update Africa. https://www.africaneconomics.com/ 

8 Statistics South Africa, 2020. Economy slips into recession. http://www.statssa.gov.za/?p=13049

9 International Monetary Fund, 2017. Various publications. http://www.imf.org/en/Countries/ZAF#whatsnew 

10 Business Monitor International, 2019. 

11 Fitch Solutions, 2020. Data tool. https://www.fitchsolutions.com/ 

12  International Monetary Fund, 2018. South Africa: 2018 Article IV Consultation-Press Release; Staff Report; and Statement by the Executive Director for South Africa. https://www.imf.org/en/

Publications/CR/Issues/2018/07/30/South-Africa-2018-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-46132 

13  Quantec data 

14  Fitch Solutions, 2020. Data tool. https://www.fitchsolutions.com/ 
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In 2018, government and public corporations invested 

R188 billion (6.2% of GDP), while the private sector 

invested about R421 billion (13.9% of GDP)15. These 

figures are below the NDP targets of 10% for government 

and 20% for private sector GFCF contributions16. While 

fiscal constraints and downbeat private sector business 

confidence go a long way to explain this situation, there are 

further factors that adversely affect investment.

Foreign direct investment inflows into South Africa fell to 

R67 billion in 2019, from R72 billion in 2018. Domestic 

investment is also expected to decline based on decreasing 

business confidence, the downgrade in South Africa’s 

sovereign bond rating and the impact of the COVID-19 

pandemic on the economy. As shown in the figure below, 

the RMB/BER Business Confidence Index (BCI) was on a 

slippery downward slope in recent years, with a pessimistic 

value of only 21 in 2019Q3 – the lowest reading in two 

decades (see Figure 1).

THE NEED FOR JOBS AND INVESTMENT  

IN SOUTH AFRICA

Jobs are the cornerstone of economic and social 

development: employment gives people spending power 

and better standards of living, driving demand for products 

and services. 

“Promot[ing] sustained, inclusive and sustainable 

economic growth, full and productive employment 

and decent work for all” is number eight out of 

17 Sustainable Development Goals (SDGs) which 

the South African government adopted in terms of 

the 2030 Agenda for Sustainable Development in 

2015. 

Increased employment, improved quality of education 

and building the capability of the state are the three main 

priorities of South Africa’s National Development Plan 

(NDP). The NDP is a blueprint for South African society 

and identified the rollback of poverty and inequality as the 

country’s principle challenges. The goal of decent work 

and economic growth does not only address employment, 

but also directly impacts these two other major challenges. 

Eradicating poverty (SDG 1) can be achieved with 

fairly paid and secure employment, while reducing 

inequality (SDG 10) is possible through supporting equal 

opportunities in employment in terms of recruitment, pay 

and promotion17. 

A key factor driving job creation and economic 

growth is sufficient investment.

FIGURE 1: LOW BUSINESS CONFIDENCE AND HIGH ECONOMIC AND POLITICAL UNCERTAINTY

 
Sources:  BER, WUI  
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15, 16, 17    South African Government, 2012. National Development Plan (NDP) Executive Summary.  

https://www.gov.za/sites/default/files/Executive%20Summary-NDP%202030%20-%20Our%20future%20-%20make%20it%20work.pdf
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THE ROLE OF SMALL, MEDIUM AND MICRO 

ENTERPRISES IN THE ECONOMY

“Creating an environment in which SMMEs 

can thrive is inextricably linked to creating 

conditions in which all businesses can thrive.”  

–  National Treasury, 2019 Economic 

Strategy document. 

SMMEs play an important role in any economy. They 

can be key drivers of economic growth, innovation and 

job creation. In South Africa, government recognises the 

importance of this segment of business activity, so much 

so that a new Ministry of Small Business Development 

was established in early 2014. The aim of the Ministry 

is to facilitate the promotion and development of small 

businesses. These enterprises contribute significantly to 

national GDP and have proved to be major contributors to 

job creation (The DTI, 2008). South Africa struggles with 

an alarmingly high national unemployment rate of 29.1% 

(Statistics South Africa, Quarter 4: 2019), which is partly 

exacerbated by a chronic shortage of skilled labour.

According to National Treasury’s 2019 

Economic Strategy document, SMMEs 

are responsible for more than 50% of all 

employment opportunities in South Africa 

and the sector contributes more than 45% 

of the country’s GDP18. The NDP looks at 

these firms as a source of economic and 

employment growth – aiming for them 

to account for 90% of new employment 

opportunities. It notes that, “most new 

jobs are likely to be sourced in domestic-

orientated businesses, and in growing small- 

and medium-sized firms”19. 

The Small Enterprise Development Agency (“Seda”) is an 

agency of the Department of Small Business Development. 

Seda was established in December 2004, through the 

National Small Business Amendment Act, Act 29 of 2004. 

Seda is mandated to (1) implement government’s small 

business strategy, (2) design and implement a standard 

and common national delivery network for small enterprise 

development and (3) integrate government-funded small 

enterprise support agencies across all tiers of government. 

Seda’s mission is to develop, support and promote small 

enterprises throughout the country, ensuring their growth 

and sustainability in co-ordination and partnership with 

various role players, including global partners, who make 

international best practices available to local entrepreneurs. 

Seda’s SMME Quarterly Update from the 1st quarter of 

2019 was published in early 2020 and provides some 

relevant and interesting statistics on SMMEs in South 

Africa. The number of SMMEs in South Africa increased 

year-on-year between 2018-2019, by 4.4%. Formal sector 

SMMEs increased by 11.8% during this period while 

informal sectors only increased by 2.3%. 

The more significant result from the latest survey is the fact 

that the number of people employed in the SMME sector (i.e. 

excluding business owners) jumped by 29% to 8 million. 

More than 85% of this increase was driven by the formal 

SMME sector (accounting for less than a third of the 

number of enterprises). 

Including business owners, SMME employment (10.8 

million) accounts for close to two thirds of economy-wide 

employment (16.5 million). The number of active South 

African SMMEs has been on an upward trajectory from 

2014, from around 2 million, to the current 2.55 million. It 

is also interesting to note that the sector broadly oscillates 

with the South African business cycle, as per Figure 2 on 

the next page.

In the year up to the first quarter of 2019, the number of 

SMMEs in South Africa grew by 4.4% against a backdrop 

where economy-wide employment contracted by 0.4%. 

As such, the SMME option has become the natural 

alternative for people struggling to find a job. However, 

a smaller cake is now divided by even more enterprises, 

as the combined turnover of SMMEs stagnated despite 

inflation being above 4%.

In the first quarter of 2019, the SMME sector provided 

employment to 10.8 million people in South Africa, which 

accounts for 66% of all jobs (16.5 million) in the country. 

Of these, only 2.55 million jobs were for the SMME owners 

themselves, while the balance of the 8.3 million jobs (or 

77%) were held by employees. 

18 National Treasury, 2019. Economic transformation, inclusive growth, and competitiveness: Towards an Economic Strategy for South Africa.  

 http://www.treasury.gov.za/comm_media/press/2019/Towards%20an%20Economic%20Strategy%20for%20SA.pdf

19  National Planning Commission, 2012. Our Future – Make it work - National Development Plan (NDP) 2030.  

https://www.poa.gov.za/news/Documents/NPC%20National%20Development%20Plan%20Vision%202030%20-lo-res.pdf 
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The combined job creation of SMMEs 

(owners plus employees) was a staggering 

2 million positions for the period ended 

2019Q1, an increase of 22%. These 

numbers indicate a significant swing in the 

labour market away from large employers to 

smaller ones, implying that large enterprises 

culled jobs at a high rate at the same time 

that SMMEs created them.

In the year up to 2019Q1, there was an increase in the 

number of SMMEs active in only six of South Africa’s ten 

main economic sectors. The trade and accommodation 

sector gained the most (accounting for close to 90% of the 

growth, i.e. 107 400 enterprises), followed by transport 

and communication (22%). The number of SMMEs also 

increased significantly in the construction, manufacturing 

and financial & business services sectors. In contrast, 

the number of SMMEs in the community services sector 

declined sharply, as well as in agriculture. The industry 

mix changed slightly over the year to 2019Q1, indicating 

that entrepreneurs are adjusting to economic signals and 

searching for the best opportunities (see Figure 3).

FIGURE 2: NUMBER OF ACTIVE SMMES VS SA BUSINESS CYCLE
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The figure above shows job multipliers per economic 

sector, as per PricewaterhouseCoopers research. Some of 

the larger sectors in which SMMEs operate correspond to 

sectors with the largest job multipliers. This illustrates the 

important role SMMEs play in job creation (see Figure 4). 

 

The SMME sector is a critical component 

of a growing inclusive economy. The SMME 

sector employs the majority of South Africa’s 

workforce and contributes a large portion 

to the country’s gross domestic product. 

SMMEs have a key role to play in the 

recovery of South Africa post the devastating 

effects of COVID-19.

Currently, the South African economy does not favour 

SMMEs, which are often burdened with structural hurdles 

including access to funding, lack of access to markets, 

inadequate skills, uncompetitive regulatory frameworks and 

technological disruptions.

SMMEs need support to operate and thrive. Based on the 

information presented above, it can be concluded that a 

thriving SMME sector could create immense growth and 

employment opportunities in South Africa.

CHALLENGES FACED BY SMMES

Despite the sizeable contribution SMMEs make to 

economic growth and employment, South Africa has one 

of the lowest creation rates of successful SMMEs. Around 

70-80% of SMMEs fail in the first year and only about half 

of the survivors last for the next five. SMMEs have only a 

37% chance of surviving the first four years and only a 9% 

chance of surviving the first ten20. 

In their 2019 Economic Policy document, 

National Treasury highlights that one of the 

most critical challenges faced by SMMEs is 

a lack of funding, both debt and equity. 

SMME funding is a critical component of growth and as 

demonstrated above, to job creation and the South African 

economy as a whole. A number of studies have shown 

that increasing access to finance results in an increase in 

revenue and job growth in SMMEs21.

20  National Treasury, 2019. Economic transformation, inclusive growth, and competitiveness: Towards an Economic Strategy for South Africa.  

http://www.treasury.gov.za/comm_media/press/2019/Towards%20an%20Economic%20Strategy%20for%20SA.pdf

21  Berstern, Harms, Liket & Mass, 2017. Small Firms, Large Impact? A systematic review of the SMME finance literature.
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One of the three ways in which we need to support SMMEs 

is to broaden financing options. Accessing credit through 

formal financial institutions is a challenge for entrepreneurs 

who have little collateral or have no proven creditworthiness 

and therefore a higher risk profile. The post funding 

support that is necessary to ensure the successful growth 

of the business is often lacking – either the mentors have 

little experience in running small businesses or have 

little experience of the sector in which it operates. Small 

businesses continue to grapple with problems in accessing 

start-up capital22. 

In addition, banks generally struggle to service SMMEs 

as they treat commercial businesses as a single market, 

and as such apply traditional lending methods that use 

collateral and traditional financing scorecards as a one-

size-fits-all approach. The issue with lending to SMMEs 

is that many of these businesses do not fit within these 

predetermined practices, rendering them unable to access 

traditional sources of funding for growth.

The World Economic Forum (“WEF”) Global 

Competitiveness Report 2018 ranked South Africa 72nd out 

of 140 countries for the availability of funding for SMMEs 

and 63rd for venture capital availability. These two rankings 

place South Africa in the middle quintile of countries 

included in the report.

Access to finance is a key challenge to the growth of small 

businesses, with one in four entrepreneurs closing their 

enterprises due to financing challenges. Banks and other 

lenders are also more likely to place their capital into firms 

at later stages of development, contributing to South Africa 

having one of the highest business start-up failure rates 

in the world. One of the main challenges to the growth of 

small and medium-sized businesses is access to finance 

and equity capital.

It is in this context that the Section 12J tax 

incentive plays a vital part in promoting 

job creation and stimulating economic 

growth, as it motivates private investors, 

who traditionally don’t invest into this sector 

to provide the much-needed funding to 

SMMEs, which banks, governments and 

other equity investors are unwilling or unable 

to provide. 

According to Finfind’s inaugural SMME Access to Finance 

Report, the SMME funding gap in South Africa is estimated 

at between R86 billion and R346 billion per annum. There 

is a significant need for innovative funders who are able to 

develop innovative ways to assess and understand risk and 

to develop solutions tailored to address the challenges of 

SMME market.

The 12J incentive has the capital, skills and ability to 

address many of these challenges and assist in creation of 

SMMEs and ongoing support to enable economic growth 

and job creation in South Africa. 

SMMEs face additional challenges of no access to virtuous 

social capital (access to networks within the necessary 

ethical boundaries), less than desired levels of training and 

mentoring, as well as limited access to the right level of 

skills currently face great pressure to secure the right skill 

sets. 

Section 12J plays a large role in alleviating this challenge 

through its investor base. High-net-worth investors’  

value-add is that they can also contribute tremendously 

to the success of SMMEs by helping entrepreneurs gain 

access to markets and relevant supply chains, introduce 

them to social networks and mentor them, thereby 

positively contributing towards improving the skills  

shortage in South Africa.

 

22   National Treasury, 2019. Economic transformation, inclusive growth, and competitiveness: Towards an Economic Strategy for South Africa.  

http://www.treasury.gov.za/comm_media/press/2019/Towards%20an%20Economic%20Strategy%20for%20SA.pdf
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LESSONS LEARNED FROM THE UNITED 

KINGDOM’S VENTURE CAPITAL TRUST 

LEGISLATION

The United Kingdom has a comparable legislation to 12J 

known as the Venture Capital Trust (“VCT”) legislation, 

which provides investors with an upfront tax relief equal 

to 30% of the capital invested in the VCT and exempts all 

capital gains and dividends relating to such investment 

from taxes. The UK legislation provides investors with 

a lower upfront tax relief compared to Section 12J, but 

exempts all dividends and capital gains from taxes, which 

is in stark contrast to Section 12J. The effect of the VCT 

legislation is that Treasury becomes more aligned with 

investors in that investors will receive their largest benefit 

if the companies in which VCT’s invest are successful 

(i.e. return dividends and capital growth to investors), 

which in return should help grow the economy and create 

sustainable jobs. 

The UK VCT legislation has been in existence for a longer 

period than South Africa’s Section 12J legislation, and 

therefore provides insights into the potential success of 

Section 12J into the future. In the UK, every £1 million 

invested more than 10 years ago by VCTs has been 

associated with an average increase of £8 million in 

turnover, compared to every £1 million invested more than 

5 years ago by VCTs which is associated with an average 

increase in turnover of £3.9 million23, proving that the 

incentive requires time before opinions can be formed on 

the legislation. On the other hand, the companies in which 

VCTs have invested have created 27 000 jobs24, which 

equates to an increase of 116% since the investment.

The impact of VCTs on the UK tax base can be supported 

by a 2017 survey conducted by the Association of 

Investment Companies (“AIC”) on 249 investee companies 

of VCTs, these companies paid £245 million in tax in their 

2016/2017 tax years, which approximately equated to the 

total VCT initial tax relief of £246 million. 

Therefore, in a single year the investee 

companies reported taxes approximately 

equal to the amount of the initial tax relief  

to investors.

With VCCs set to play an important role in the development 

of the South African economy, incentives to drive SMME 

investment should receive more prominence rather than 

less. Any attempt to constrain VCC incentives should be 

seen in the light of the potential strategic role that VCCs can 

play in the development of the South African economy and 

the need to transform the economy from a resource-based 

economy to a knowledge economy.

23, 24  The Association of Investment Companies, 2017. Transforming small business: VCT investment review
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The information presented below is based on survey data 

for the period ended 29 February 2020.

ASSETS UNDER MANAGEMENT

According to the survey results, the 12J incentive 

had raised approximately R9.3 billion in assets under 

management as at 29 February 2020, marking a 

compound annual growth rate of 77% from the year 2016 

until 2020 (see Figure 5).

The graph below displays the significant growth achieved 

by the industry. The dip in February 2020 is attributable to 

the 12J investment cap which was implemented in 2020 

(refer to Annexure B) and which had a marked negative 

impact in the ability of the industry to continue growing on 

the trajectory achieved historically. 

The median size of a Section 12J manager is approximately  

R140 million. 
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INVESTMENTS

VCCs have made in excess of 360 investments totalling 

approximately R5.5 billion. This equates to an average 

equity investment of approximately R15 million per 

business (see Figure 6).

It is pleasing to see that 25% of all industry 

investments have been made outside of 

major metropolitan areas, thereby assisting 

the job creation and economic growth 

initiatives in rural communities  

(see Figure 7).

R’ Millions

FIGURE 6: UNDERLYING INVESTMENT INDUSTRIES
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THE IMPORTANCE OF SOME OF THE KEY 

AREAS OF INVESTMENT IS OUTLINED IN 

MORE DETAIL BELOW

Renewable energy  

(46 investments, R464 million)

South Africa is currently experiencing an energy crisis and 

renewable energy is going to play an ever-increasing role 

in the country’s energy mix. According to international 

research, every megawatt of solar installed generates 30 

full time jobs. The renewables industry is a major source of 

potential jobs in South Africa. Around 8% of investments 

made by VCCs is in renewable energy. 

Student accommodation and education  

(22 investments, R388 million)

Education makes up around 2% of investment by VCCs. 

Education in South Africa is crucial in alleviating the jobs 

crisis and the Section 12J investment in schools makes a 

direct impact to this. 

Tertiary institutions face a chronic accommodation shortage 

as student numbers continue to increase. According to the 

Department of Higher Education and Training there are 

only 100,000 student accommodation spaces available for 

a student population of 530,000. VCCs have been investing 

in student accommodation businesses across the country. 

At a time when the shortage of safe, clean, well-located 

South African student accommodation is at its peak, 

the Section 12J incentive has provided equity capital to 

projects which may otherwise have remained unfunded.

Technology development and Fintech  

(46 investments, R484 million)

Around 9% of total investment has been invested into 

technology and fintech start-ups giving much needed start-

up capital and mentorship at the most critical stage for a 

business.

Agriculture 

(26 investments, R374 million)

The agricultural sector is one of the most important 

contributors to South Africa’s GDP. Several features of 

agriculture make it important in the pursuit of inclusive, 

labour-intensive economic growth: its rural linkages, ability 

to absorb less-skilled labour, large economic multipliers 

due to extensive links with the rest of the economy, globally 

competitive labour productivity, and importance for export-

led growth. According to research from PwC, for every R1 

invested into agriculture an additional R0.44 of GDP activity 

is generated and for every R1 million invested into the 

sector 8 jobs are created. Agriculture accounts for around 

7% of total Section 12J investments.

Hotel keeping  

(98 investments, R2 billion)

The biggest investment sector in Section 12J is the hotel 

keeping industry. Tourism remains a key driver of South 

Africa’s national economy and contributes to job creation. 

The hotel and tourism industry is a major contributor to the 

South African economy and employment of citizens.

According to research from PwC, for every R1 invested into 

tourism an additional R1.26 of GDP activity is generated 

and for every R1 million invested into the sector 7 jobs are 

created. In addition, the industry has the fourth highest job 

multiplier of any industry in South Africa. 

In addition, hotel keeping has a relatively high tax revenue 

multiplier according to PwC. In the economy on average, 

every R1 investment in hotel keeping is expected to yield 

R0.99 in tax revenue.

Tourism is one of the key sectors that can deliver inclusive 

growth through its labour absorption potential. Tourism 

accounts for 9.8% of total employment. National Treasury 

estimates that for every direct job created in the tourism 

sector, one additional job is created on an indirect or 

induced basis, making its linkages stronger than in many 

other sectors. 

The tourism and hotel keeping industry is going to be hard 

hit by COVID-19 and will need capital to recover. Given 

bank views regarding risk, this sector will lack funding to 

survive until tourism normalises and therefore significant 

job losses. The sector will be reliant on alternative sources 

of funding thus Section 12J has a significant role to play.
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“Hotels are expensive in South Africa and is 

a sector that is ripe for disruption. You need 

something that is going to attract tourism 

from outside of South Africa but to do this, 

we need equity funding to continue that 

growth profile. For us, Section 12J was an 

opportunity to create cost effective and risk 

adjusted funding for our business. Although 

the investments made were limited to R50 

million for each hotel (which is not a lot of 

money relative to the size of an average 

hotel), it was the risk capital portion that 

allowed us to unlock projects that may not 

otherwise have happened. The job creation 

element is significant – our standard model 

is a 150 room hotel, which will create an 

approximate 350 jobs during construction 

and approximately 120 ongoing jobs through 

the operation of the hotel.” 

–  Marc Wachsberger, CEO:  

The Capital Hotels and Apartments.
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FIGURE 8: INVESTMENT RATES

INVESTMENT RATES

Figure 8 below shows the industry investment rates over 

time. As at 29 February 2020, the industry investment rate 

was 59% (R5.5 billion / R9.3 billion). When it is considered 

that an estimated R2 billion of equity capital was only 

raised in February 2020 (and cannot reasonably have been 

expected to have been invested in such a short space 

of time, especially during the COVID-19 lockdown), the 

effective industry investment rate is closer to 75%.

Since February 2018, investment rates have declined. We 

believe this reduction to be a factor of three key drivers:

1.  A very large February 2019 capital raise;

2.  A general decline in local economic conditions, 

which makes equity investing more difficult due to 

complexities surrounding equity valuations; and

3.  Legislative uncertainty driven by significant changes 

to the Section 12J legislation in both 2018 and 2019. 

This led to uncertainty and caution from Section 12J 

managers (and their investee businesses) which 

ultimately had the impact of slowing the overall industry 

investment rate.

However, it must be noted that Section 12J companies 

are given 48 months in order to spend 80% of the capital 

raised into suitable investments. This is necessary as there 

are significant lead times involved in the selection and 

diligence of investments, negotiation, the execution of legal 

agreements, and so on. 
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REVENUE GENERATED PER INDUSTRY

Responses to the survey indicate that investee companies 

generate in excess of R1.5 billion in annual revenue. For 

every R1 invested into a 12J company, 29 cents of annual 

revenue has been generated. This ratio is expected to 

increase as many of the investee companies are still in 

the very early stage of business development and are still 

growing. 

Section 12J managers were asked the following question: 

what percentage of your capital raised do you believe to 

be incremental, i.e. what percentage of investors do you 

believe would not otherwise have invested their capital in 

South Africa’s SMMEs had it not been for the attractiveness 

of the Section 12J tax incentive?

FIGURE 9: REVENUE GENERATED PER INDUSTRY
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Survey respondents believe 76% of the  

total capital invested by Section 12J into 

small businesses to be incremental i.e.  

had it not been for Section 12J, an 

approximate R4.2 billion would never 

have been invested into local SMMEs. 

This highlights the positive impact that 

the incentive has had on alleviating the 

challenge of SMMEs obtaining funding.
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Permanent jobs Temporary jobs

FIGURE 11: JOBS CREATED BY INDUSTRY
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JOBS

Section 12J has created over 10,500 jobs across a diverse range of industries. 50% of the jobs created are permanent in nature.

FIGURE 10: EMPLOYMENT SPLIT BY RACE
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Industry
Capital Raised 

R’million

Job Multiplier (based 

on PwC Analysis)

Potential  

Job Creation

Agriculture 469 8 3,755

Education and schools* 214 1 214

Franchise industry 51 9 460

Hotel keeping 3,116 7 21,815

Infrastructure 452 8 3,617

Operating rentals 1,477 3 4,432

Renewable energy 816 3 2,447

Student accommodation 849 7 5,942

Retail 16 9 146

Industrial 71 6 429

Technology development* 750 1 750

General private equity* 1,020 1 1,020

9,302 45,026

In addition, should PricewaterhouseCoopers’ economic job 

multipliers be extrapolated against the total Section 12J 

capital raised, the industry has the potential to create over 

45,000 jobs in the coming years (this is outlined in more 

detail in the table below).

The numbers below are likely an under estimation as some 

of the sectors (denoted with *) do not fit squarely within 

a single industry segment and therefore a figure of 1 has 

been used as the estimated multiplier:
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INVESTORS

The R9.3 billion industry assets under management has been raised from over 5,500 investors, equating to an average 

investment amount of R1,7 million per investor.

OTHER NOTABLE SURVEY RESPONSES

The following section details the findings based on 

questions in the survey relating to the nature of a typical 

Section12J investor:

Question: What percentage of your capital 

raised do you believe to be incremental i.e. 

what percentage of investors do you believe 

would not otherwise have invested their 

capital in South Africa SMMEs had it not 

been for the attractiveness of the S12J tax 

incentive?

Response: 82% incremental

This response is of crucial importance at a stage 

in South Africa’s development where offshore 

investment flows by high-net-worth individuals and 

companies is at an all-time high. 

FIGURE 12: SPLIT OF INVESTORS

Individuals 57%Corporates 35%

Trusts 8%

Patient capital (equity investments) in the early stages 

of any new venture is crucial. Typically, the ideal early-

stage investors are high-net-worth individuals with enough 

experience to not only identify a business’s potential and 

associated risks, but also have the financial means to 

patiently wait for returns. In addition, these investors have 

access to various networks and will assist the SMMEs to 

enter supply chains that they would not previously have 

had access to.

Unfortunately, these types of individuals have access to 

various investment opportunities, including the ability to 

invest offshore. They need to be strongly motivated to 

deploy their excess funds for the benefit of South Africa, 

rather than take it abroad. 

The answer to the question above indicates that 

the Section 12J has been very successful in 

channelling investments from high-net-worth 

individuals into SMMEs.
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Question: What are the most popular 

reasons that you believe investors have 

invested in the Section 12J incentive for?

12J FUND MANAGERS

The following section details the findings based on various 

questions relating to the investment outlook of Section 12J 

Fund Managers in the context of the COVID-19 pandemic, 

as well as recent regulatory changes imposed by National 

Treasury.

FIGURE 13

Gaining exposure to SMME investments 

Gaining exposure to alternatives 

Impact investing 

Shielding Capital Gains 

Shielding once off bonuses and the like 

Shielding recurring income 

As an alternative to a Retirement Annuity contribution 

0% 15%5% 10% 20% 25%

The three most popular reasons demonstrate that  

Section 12J is succeeding in attracting investments into the 

South African SMME sector. 

FIGURE 14

Maybe, but it will 
be tough 45%

No, and not for a long 
time after the Pandemic

has passed 7%

I think it will be 
business as normal 29%

No, but this will only 
be the case for 

a few months 19%

Question: Do you believe that you will be 

able to effectively invest equity capital in 

SMMEs until the COVID-19 pandemic has 

passed?
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Question: When do you believe that you will be in a position to continue to effectively invest 

Section 12J capital in the current context?

This will likely result in slowed investment rates across the industry in the short term.

Question: What impact do you believe COVID-19 will have on the ability of SMMEs to obtain 

equity funding over the next 1-2 years?

COVID-19 is expected to have a negative impact on the ability of SMMEs to obtain equity capital over the next 1 to 2 years. 

This is likely to manifest itself in a far higher unemployment rate and corresponding lower growth in the South African 

economy.

FIGURE 15

H2 2022

H2 2021

H1 2021

H2 2020

0% 30%10% 20% 40% 50%

FIGURE 16

It will be business as usual, 
but equity values will 

change significantly 7%

It will be impossible as the 
future is too uncertain and 
you cannot value equity at 

the moment 3%

It won't be simple, but 
it is possible 32%

It will be very 
challenging and 
perhaps impossible in 
some instances 58%
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Question: Do you believe that the investment cap (introduced in 2019) was good, bad, 

indifferent or mixed for the industry? If mixed, why?
 

The overwhelming majority of 12J managers believe that 

the newly introduced investment cap was bad for the 

industry. One can clearly see the impact on industry assets 

under management graph in the earlier section on AUM. 

Less capital was raised in 2020 which means less capital 

is available for investment into the SMME sector and 

less jobs will be created. Although the intention behind 

the implementation of the investment cap was to curb 

abuse, it appears that the legislative changes have had the 

unintended consequence of hindering the ability of the 

industry to continue to grow.

FIGURE 17

Bad 81%

Indifferent 3%

Mixed 13%

Good 3%
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Question: Do you believe that the Section 12J initiative should be extended beyond the June 

2021 sunset clause? If yes, what do you believe are the three most compelling reasons that the 

Section 12J initiative should be extended beyond the sunset clause?

Not surprisingly, all 12J managers surveyed believe that 

the incentive should be extended beyond the current 

June 2021 sunset clause. Some of the most compelling 

reasons that 12J managers believe the incentive should be 

extended include: 

•  “The incentive is key in job creation”;

•  “The incentive plays an incredibly important role in 

funding and support for SMMEs”;

•  “The incentive helps retain much needed investment in 

South Africa that would otherwise be invested offshore”;

•  “An SMME investment model takes time to prove itself 

and success stories are beginning to emerge”;

•  “The economic devastation and fallout from the 

COVID-19 pandemic is going to hit the SMME sector 

the hardest. Section 12J can assist in funnelling much 

needed capital to these SMMEs”;

FIGURE 18

 

No

Yes

0% 60%20% 40% 80% 100%

•  “Section 12J managers invest in investments that 

traditional funders usually stay away from”;

•  “The Section 12J industry only thrived 5 years after it 

was introduced after the initial cap was lifted and needs 

more time to be assessed”;

•  “Section 12J aides in keeping investments in South 

Africa, instead of investors taking their money offshore”;

•  “Section 12J could channel funding into industries that 

create capacity that the government simply doesn’t 

have the budget to fund”; and

•  “Section 12J will expand the tax net with growth in 

SMMEs creating additional income tax, PAYE, VAT and 

Dividend Withholding Tax to name a few”.



KEY SURVEY 
TAKEAWAYS: THE 
IMPACT OF SECTION 
12J AND ITS COST 
ON THE FISCUS
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THE NATURE OF INVESTEE BUSINESSES, 

MENTORSHIP AND GUIDANCE

The Section 12J incentive has grown exponentially over the 

last five years, from having 25 VCCs approved by SARS at 

the end of 2015 to about 180 in 2020. These VCCs have 

invested over R5 billion into various SMMEs and have 

created in excess of 10,500 jobs across the country. The 

underlying investees have generated in excess of R1.5 

billion in turnover.

A large portion of investments in Section 12J have been 

impact investments. Investments in renewable energy 

projects have been made, student accommodation 

businesses have been funded and schools have been built.

Section 12J has created a vibrant venture capital and 

SMME investment ecosystem. Many Section 12J funds 

have been established by obtaining seed capital from one 

or two ‘anchor investors’ who in themselves are successful 

entrepreneurs. In many cases, the Section 12J tax 

incentive has helped to persuade these investors to invest 

large sums of capital in South African SMMEs and start-ups 

as opposed to investing in other asset classes. As a result of 

the size of their investments, these ‘anchor investors’ have 

also begun to spend increasing amounts of time providing 

mentorship and guidance to these businesses to ensure 

their success.

Start-ups have been given access to mentorship from 

experienced venture capital investors. The Section 12J 

incentive has also provided venture capital managers 

with capital for investment into early-stage, high-growth 

start-ups across the country. These start-ups are managed 

by some of South Africa’s most exciting entrepreneurs, 

many of whom have struggled to access capital prior to the 

introduction of Section 12J.

Section 12J investments are typically made by high-net-

worth individuals, companies and trusts. 

KEY SURVEY TAKEAWAYS: THE IMPACT OF SECTION 12J 

AND ITS COST ON THE FISCUS

Responses to the survey indicate that the 

tough South African economic climate 

will likely result in many high-net-worth 

individuals, who make up approximately 

57% of total industry investment, investing 

capital offshore in an attempt to achieve the 

double-digit returns they require. 

Section 12J investments are one of the few mechanisms 

available to attract high-net-worth individuals to invest 

capital in South Africa on a minimum five-year lock-up 

basis, which in turn boosts the local economy. 

IMPACT ON THE FISCUS

In the 2020 Budget Review, National Treasury provided 

an estimate of what the Section 12J incentive has cost the 

fiscus.

National Treasury estimate the cost to be as follows:

Cost to  

the fiscus  

R’ Million

2014/

2015

Actual

2015/

2016

Actual

2016/

2017

Actual

2017/

2018

Actual

2018/

2019

Extrapolation

2019/

2020

Extrapolation

Total

26 207 213 201 268 309 1324

The extrapolations above are based on the percentage 

annual growth in assets under management based on the 

responses to the survey.

The estimated cost of Section 12J to the fiscus is  

R1.3 billion. 

This is a tiny fraction of what the 2020 Budget 

proposed as total consolidated spending of  

R1.95 trillion.



The 12J Association of South Africa | The Section 12J Tax Incentive 38

The cost to the fiscus equates to 14% of the initial tax 

deduction received by the investor. There are various 

reasons for this, the most important of which are:

•  Although investors obtain 100% up-front tax relief 

for their Section 12J investments, CGT is levied from 

a base cost of R’nil on exit. As a simple example, an 

investor paying tax at a marginal rate of 45% would 

obtain a 45% deduction for an investment in a VCC, but 

would pay 18% back to SARS on exit of the investment. 

As such, the actual aggregate tax relief granted is a 

maximum of 27%;

•  Section 12J VCCs and QCs pay corporate tax on 

income, VAT on revenue, CGT on any gains realised 

and PAYE in respect of staff costs; and

•  Section 12J VCCs pay Dividend Withholding Tax on 

distributions paid to investors who are individuals or 

trusts.

According to the survey, Section 12J has 

created around 10,500 jobs (50% of which 

are permanent) which implies that the cost 

per job created is approximately R126,000 

and R252,000 per permanent job.

As mentioned in the survey findings above, Section 12J has 

the ability to create over 45,000 jobs which implies a cost 

per job of R30,000.

If one compares this with metrics from the Industrial 

Development Corporation (“IDC”), the numbers are 

compelling.

In comparison, in 2010 the IDC / Unemployment Insurance 

Fund (“UIF”) initiated a job creation fund which is 

available to start-up companies in respect of expansionary 

acquisitions and for working capital funded expansions. 

Any applicant for funding from the UIF pool 

needs to show that their project will create 

or save jobs at a cost of below R450,000 

a head – a significantly higher cost to the 

fiscus than the cost per job under  

Section 12J.

As is the case in the UK, given enough time, 12J has the 

potential to create more tax revenues for the fiscus over the 

medium term that is forgone in providing the up-front tax 

benefit.

Below we have included a forecast 6-year investment 

model (based on the minimum mandated Section 12J 

investment period of 5 years, plus a 1-year exit period), 

which has been based on the assumptions outlined 

in Annexure C. The model highlights that, should the 

current c.R9.3 billion of Section 12J capital be invested in 

underlying businesses for this 6-year period, the potential 

total tax revenues which could be collected by the fiscus 

(R6 billion absolute value and R4.8 billion present value) 

exceed the total 12J deductions granted (R4.2 billion) in 

both absolute value and present value terms.

Total industry capital raised R9 302 213 503

Total initial tax forgone (at 45%) R4 184 996 076

Total taxes generated over a 6 year investment period

Corporate tax from 12J investments R1 983 558 238

Tax on 12J manager fees R32 200 621

Dividend witholding tax on 12J fund distributions R698 109 458

Net VAT paid in 12J investments R1 062 620 485

12J investor CGT exit tax R2 243 854 037

Total potential 6 year taxes paid R6 020 342 838

Discount rate (CPI) 3,7%

Present value of tax earned by the fiscus R4 841 151 628

The calculations above indicate that the incentive could 

actually benefit the fiscus by generating much needed tax 

revenues as well as creating jobs over the medium term.



THE NEED FOR  
POLICY CERTAINTY: 
THE WAY FORWARD
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South Africa remains vulnerable to both the domestic 

and international ramifications of COVID-19. Tourism 

and hospitality are amongst the sectors that will be the 

most significantly impacted and incidentally represent 

the industry into which the largest amount of Section 12J 

capital has been raised. Furthermore, the grim forecast 

of the future will be felt more acutely by SMMEs, many 

of whom were already buckling under the pressure of 

subdued consumer spending and economic growth. The 

Section 12J industry has a role to play in assisting these 

SMMEs. As at February 2020, there is an estimated  

R4 billion of uninvested capital in VCCs which is ready 

 to be invested. 

Although there was initially a rapid increase in Section 12J 

capital raised, various changes amid the incentive’s lifetime 

has created a lack of policy certainty that has in turn 

negatively impacted (i) the industry’s ability to raise capital 

from investors, (ii) the industry’s ability to successfully 

invest this capital in South African SMMEs and (iii) the 

Section 12J fund managers’ ability to run sustainable 

business models and invest capital in their businesses. 

The constant significant changes to the legislation (most 

recently in 2018 and again in 2019) creates significant 

uncertainty amongst investors and in many cases results 

in these investors electing to allocate capital to more 

‘traditional’ investment classes (many of which include 

offshore investments which are unlikely to have any future 

impact on the South African tax base) as opposed to 

Section 12J.

In addition, further Section 12J fund managers don’t have 

any clarity on the sustainability of their businesses with the 

Section 12J sunset clause only 12 months away. Without 

this certainty it limits the ability for the asset manager to 

invest in their businesses, hire additional staff and provide 

sustainable solutions of investee companies. 

The impact of this policy uncertainty can be clearly seen 

from the results of the survey. Growth in the industry has 

slowed and deployment rates have dropped, which by in 

large can be attributed to the aforementioned lack of policy 

certainty.

This survey, as well as some of the testimonials included in 

Annexure A, highlight the multiple positive impacts which 

the Section 12J industry has already had on the South 

African economy in the short time that the legislation has 

been in effect. From creating jobs, to providing equity 

funding to multiple SMMEs, to channelling investments 

into key sectors of the economy, Section 12J appears to 

be beginning to show success in achieving its objectives of 

stimulating the South African economy and creating jobs. 

The industry is, however, very much in its 

infancy and needs more time in order to 

realise its full potential. Given more time to 

develop, Section 12J could become a key 

driver in the funding of SMMEs, job creation 

and ultimately economic growth in a post 

COVID-19 world.

Given that the majority of Section 12J VCCs have only 

operated since 2015 (but that the legislation was originally 

introduced in 2009), it is argued that the Section 12J 

incentive should be extended to June 2027 (i.e. an 

additional 6 years), in order to have the commercial impact 

of Section 12J having been in effect for the 12-year period 

initially intended by National Treasury (i.e. 2009 to 2021). 

Such an extension would provide the industry with an 

additional period to further prove its worth and to build on 

the significant strides which have been made in SMME 

development and job creation to date. 

The industry recognises that the fiscus is 

currently under financial strain and we 

would therefore like an opportunity to assist 

National Treasury in designing a sustainable 

solution which takes cognisance of the 

fiscus’ financial position, but simultaneously 

ensures that it meets the objective of 

providing much needed equity capital to 

South African SMMEs, therefore addressing 

(especially in these trying times), the 

economic situation and resultant job crisis. 

Section 12J, if implemented correctly, can 

be a very important strategic enabler of 

growth in South Africa.

THE NEED FOR POLICY CERTAINTY: THE WAY FORWARD



ANNEXURE A: 
VCC MANAGER 
TESTIMONIALS
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Physical address 
37 Vineyard road, 
Claremont, Cape Town,  
South Africa, 7708 

Postal address 
PO Box 12700 
Die Boord, 
Stellenbosch, 7613 

Telephone 
+27 (0)84 545 0450 
+27 (0)21 671 7210 

Directors 
Renier de Wit • Matthew Kreeve • Mich 
Nieuwoudt 

Gaia Venture Capital Limited   Reg: 2017/186790/06 

FSP number 48515 

SARS VCC number 0065 

 
25 June 2020 
 
 
 
Mr Dino Zuccollo 
Chairman 
12J Association of South Africa 
By e-mail: dino@westbrooke.co.za 
 
 
 

 
 
Dear Dino, 
 
I write to you following your recent request to members of the 12J Association of South Africa (the 
“Association”), wherein you request members to provide the Association with credible case studies 
to demonstrate the positive effects that S12J has had on economic growth and job creation in South 
Africa. 
 
I represent GAIA Venture Capital Limited (“GAIA VC”), an approved S12J VCC and member of the 
Association.  To date, GAIA VC has raised capital from 200+ South African high net worth investors.  
These investors are predominantly individuals and family trusts.  S12J has opened the Private Equity 
and Venture Capital investment universe to these investors, the majority of whom would never have 
gained access to this sphere before. 
 
To date GAIA VC has concluded nine investments in the South African SMME market and we will 
soon complete two further investments.  Our focus falls on the sectors of agribusiness and 
infrastructure.  I will briefly highlight the impact that two of these investments has made. 
 
During 2019, GAIA VC invested R10mil in a table grape and citrus packhouse based in the Northern 
Cape.  The funding has enabled the packhouse to expand its operations which will now enable up 
to 250 seasonal workers from the outlying areas in the Northern Cape to pack fruit from the region 
for four to five months of the year.   
 
In the second case study, GAIA VC is in the final stages before completing an investment of circa 
R15mil (initially) in a macadamia nut farming entity in the Mpumalanga province.  The project, which 
has taken 24 months to prepare, will unlock community-owned land and transform the area to directly 
beneficiate the local community.  The project will employ 22 permanent workers from the region and 
at least as many seasonal workers.  Staff will undertake and benefit from regular AgriSETA 
learnerships sponsored by the project.  The project will bring together the best knowledge and 
expertise from South Africa’s top farmers, together with S12J capital provided by South Africans 
through GAIA VC, to establish a sustainable farming entity with local community ownership.  The 
project will benefit South Africa economically, socially and environmentally. 
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In summary, these are two case studies that clearly show that the true purpose of S12J – the 
allocation of private capital to fund the small business sector of South Africa, thereby growing the 
economy and stimulating job creation – is being met.  We require an extension of the sunset clause 
for S12J to continue this effort. 
 
Thank you for the work that you and the Association board are doing. 
 
 
Yours sincerely, 
 
 
 
 
 
Renier de Wit 
Director   
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SepSci Laboratory Rentals (Pty) Ltd 
Reg No:  2013/126659/07   36 Brietta Street, Ridgeway Ext 4, Tel:  (011) 433-0569/0158, Fax:  086 681 9876 

Directors:  GJ Northfield    SJ McTaggart    CM Jonk     R Rittoff    J Osher 

 

 

25th June 2020 

To whom it may concern 

RE: IMPACT OF 12J INVESTMENT FUNDING ON OUR BUSINESS AND SECTOR 

Sepsci Laboratory Rentals (Pty) Ltd operates in a critical area of the country’s healthcare sector and provides much 
needed funding to the laboratory sector, enabling the often neglected sector to obtain the use of and keep up to 
date with the requirements of providing laboratory testing facilities that serve the South African public. 

Historically this sector has been neglected from an instrument funding perspective as there is a significant lack of 
understanding of this sector and its needs on the part of the traditional banking sector, resulting in extremely high 
barriers to entry that have favoured the multi-national companies and practices that dominated this sector prior to 
and just after 1994, at the expense of South African companies and new South African practitioners entering the 
laboratory sector. This single scenario has kept many dedicated laboratory practitioners from entering the market 
and has perpetuated the stranglehold by the large companies and practices. 

As a qualifying 12J company with an equity investment by Westbrooke ARIA in 2016, we have experienced 
significant growth in our business and this can be attributed to the partnership formed with Westbrooke ARIA and 
ourselves, resulting in a far greater understanding of the needs and unique aspects of our sector, inclusive of the 
underlying quality of both our market and its practitioners. It is a certainty that we would not have been able to 
achieve this growth by relying on the traditional funding options available in the market. By far the most important 
aspect in being able to successfully operate in this sector is an in depth understanding of the unique needs of the 
sector and its stakeholders, and ultimately the needs of each patient. 

Based on the above, together with the ever expanding requirement in this critical sector, we are of the firm belief 
that an ongoing 12J structure is the most beneficial way of addressing this sector’s needs. 

Yours sincerely 

 

 

Stephen McTaggart 
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Registration number: 2015/298230/06   
 Directors: C Bode, D Smollan, E Ndlovu JW Miller, L Culwick, M Mkwanazi, M Segal  

Address: 164 Katherine Str, Pinmill Office Park, Building 2, Strathavon, JHB, 2196 

To Whomever it may concern, 
 
My intention is that the letter below serves as motivation for extension of the Section 12J sunset 
clause which is currently scheduled for June 2021. 

Background:

The cost of energy in a South African context is becoming increasingly unaffordable, this is a stark 
contrast to the global and local trends as the cost of producing clean energy has been dropping 
substantially year on year. 

1. Eskom has on average increased their tariffs 446% between 2007-2019, as opposed to CPI 
which only went up 98%. 

2. Rolling blackouts have left energy-intensive users, businesses and residents stranded 
without power  
 

3. 10-20% annual tariff increases are likely in next 3 to 5 years following Eskom’s MYPD4 
application to NERSA 

 
South Africa’s macroeconomic picture is distressed and in recession in large part due to Eskom’s 
drag on the economy and the fiscus. However, this threat is an opportunity for the small-scale 
energy sector, where growth is driven by customers seeking alternatives. 
 
It is estimated that at least 285MW of solar PV has been installed in the Commercial and Industrial 
sector in South Africa, of which at least 20MW is shopping mall rooftops. 
 
There are however major challenges in growing the sector in spite of it being more cost-effective 
and environmentally friendly. The primary issue is a lack of access to finance at a development level. 
Banks and other institutions are not prepared to extend loans until the construction period is 
complete. This can hamstring energy users who are cash strapped or have a geared balance sheet. 

Decentral Energy Capital (DEC) 

DEC is a boutique clean energy section 12J fund that develops and invests in small-scale clean energy 
projects in the commercial and industrial sector with long term returns. We have raised over R78 
million from the public, all of this capital has been committed to projects with a further tranche of 
R30 million already close to financial close which will be funded through a combination of debt and 
equity. 

Off-balance sheet clean energy solutions: 
We provide a solution that allows landlords/business owners to enter into an agreement to 
purchase a portion of their energy directly from a 12J Solar asset in order to benefit from a cost 
saving of up to 40% on any energy used. What makes this solution attractive is that clients can 
leverage the experience and the expertise of energy experts without taking on the debt/capital 
intensive installation cost and risk. 
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Registration number: 2015/298230/06   
 Directors: C Bode, D Smollan, E Ndlovu JW Miller, L Culwick, M Mkwanazi, M Segal  

Address: 164 Katherine Str, Pinmill Office Park, Building 2, Strathavon, JHB, 2196 

Features: 

Off-balance sheet and no capital expenditure solar funding solution.  

Monthly energy savings of 30-40% on the energy supplied by our installations.  

No capital outlay – the 12J qualifying company will develop and own the entire solar kit and 
all associated installation costs 

Roof rental offers to landlords that allow them to rent their roof space to us and increase 
the yield on their properties.  

Our technical team oversee the installation by a reputable EPC contractor using tier 1 
equipment. Furthermore, our contracting structure includes an independent engineer to 
mitigate the risk of non-performance.  

Predictable price increases- Nersa/Eskom is currently at double digit rates while our clients 
and their tenants can expect predetermined increases (generally CPI linked 

Investments: 

DEC has through its qualifying companies, invested into 10 projects with a further 11 which are 
expected to close in the next month. All investments are achieving targeted returns and in some 
cases performing above target as a result of the high quality of the installations. The exponential 
growth we are experiencing can be attributed to the cash constraints of our economy and the 
difficulty for landlords to gain access to developer stage funding in order to install more cost-
efficient systems. 
 
We have a range of customers ranging from a popular mid-cap REIT in the Western Cape (Spear) to a 
well established granite factory in Benoni. These clients are able to benefit from our solutions as well 
as the significant energy experience in the DEC team to save costs or increase property yields. 
 
Investment Case: 
DEC provides investors with a targeted IRR of 19-20% after all fees and taxes made up of a blend of 

dividend yield and capital growth. This is compelling for an infrastructure investment fund which 

would otherwise offer 10-12% in the market.  

Key Features: 

Asset underpinned - the 12J qualifying companies own the solar kits and enter into an 
agreement to sell all energy produced to the client for a 25 year period 
 
Secure Income – Various contractual terms are in place protecting the future flows of 
revenue allowing for a dependable return profile.  
 
Diversified – there is diversification both in terms of off-taker as well as technology. An 
average deal size of R10 million allows for a portfolio effect to take place and further reduce 
risk. 
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Registration number: 2015/298230/06 
Directors: C Bode, D Smollan, E Ndlovu JW Miller, L Culwick, M Mkwanazi, M Segal

Address: 164 Katherine Str, Pinmill Office Park, Building 2, Strathavon, JHB, 2196

Benefits:

Job Creation: For every R1 million invested sees approximately 112 man months of 
employment created, this is through employing teams of contractors to install the solar 
assets as well as the ongoing operations and maintenance required (each site has a lifespan 
of 25 years) 
Free up capital, by providing an off-balance sheet solution we are able to allow businesses to 
benefit from cheaper energy while remaining focussed on their core competencies and 
investing in their own operating space without needing to use debt/equity to finance their 
solar. 
Remove grid strain, South Africa’s energy grid is under constant strain with an inability to 
scale and meet demand. By Decentralising access to energy, we take some strain off the grid 
during the daytime hours when commercial and industrial power users are drawing on 
energy to maintain operations. 

Conclusion:

There is a desperate need for SA to develop a strong Decentralized source of energy to support the 
failing grid. The financial saving, job creation, and environmental benefits are substantial. However, 
without the support of equity investment, this process will be considerably slower and less efficient. 
As financial institutions have indicated, early stage funding for these installations is not readily 
available. Section 12J has allowed funds like DEC to raise equity capital to this end and in turn create 
jobs and stimulate the economy.  
 
Without 12J, these infrastructure-related returns are not high enough to attract investment. Should 
section 12J be extended, the benefit to the economy, the country, and the fiscus will far outweigh 
the costs. I ask that you take these matters into consideration and continue this favourable regime. 

Best Regards, 
 
 
Avi Gordon 
 
Fund Manager: Decentral Energy Capital 

st Re

i Gor
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www.mastercare.co.za

Letter To :

Address :

Shop 32 Eco Boulevard

270 Witch-Hazel Avenue

Eco Park, Centurion

Date :

  

Contact :

+27 87 803 9800

hello@mastercare.co.za

Directors :

WH Rabie

HF Kruger

Hello
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Registration number 2017/666366/07 | Directors: JW Miller, S Medalie, A Chetty  
Address: 164 Katherine Str, Pinmill Office Park, Building 2, Strathavon, JHB, 2196 

To Whomever it may concern, 

My intention is that the letter below serves as motivation for extension of the Section 12J 
sunset clause which is currently scheduled for June 2021. 

Background:

SA has an estimated credit gap of over R300 billion for SME’s alone.  This lack of access to 
funding is hampering the ability of our SME’s to scale, grow, and meet demand. 

The challenges in accessing this from traditional sources can largely be attributed to: 

1.      Strong risk aversion from financial institutions to fund SMEs. 
2.      Associated high levels of scrutiny and the challenge of meeting the complex 
documentation requirements and corporate governance hurdles set out by these 
institutions. 
3.      A lack of flexibility in the approach from institutions in their view on securities 
and assets. 
4.      The National Credit Act and the regulatory environment which is reckless 
lending. 

The Sunstone solution - Sunstone makes investments into rental companies that own and 
lease assets to SME’s. In doing so we are able to provide an administratively efficient and 
cost-effective rental solution to allow these South African businesses to meet market 
demand with greater flexibility.  

Sunstone has raised over R24 million from the public over the past 3 years. With the 
exception of this year where we experienced a delay due to the unprecedented coronavirus 
we have successfully deployed all of our capital within three months of the close of our 
capital raises. 

Investments: 

Sunstone has deployed capital into qualifying companies which have rented out the following 
asset types: 

Commercial Fleet vehicles, Ride-Hailing Vehicles (taxis), Outdoor Media, Lodge Equipment 
Rental, Medical Asset Rentals  
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Some examples of  these investments and their impact is illustrated below: 

Managed uber fleet – A qualifying company invested into a fleet of managed ride-
hailing vehicles. These vehicles are then rented out to drivers who would otherwise 
be unable to rent them out on their own for various reasons such as being blacklisted 
or lack of security. Effectively, we create one job for each R150 000 invested, we are 
allowing South African’s who would be unable to purchase the vehicle on their own to 
earn an income with dignity and pride. 

Outdoor media rentals – A qualifying company invested in a portfolio of outdoor 
media assets or R3 million which are rented out on a monthly basis, subsequently, 
the lessee of these assets grew their business substantially and there are now over 
20 full time staff who work on maintaining operating these assets.. 

Medical asset rentals – a new vertical for investment in our fund, this allows new 
practices and younger doctors to rent out the equipment needed to start new 
practices without the challenge of dealing with the bank. Traditionally a doctor will 
need at least a 3-year track record to access funding for the equipment they require. 
This chicken and egg problem is solved as we take a view on the equipment which 
they can now access through a simple rental agreement. 

Investment Case: 

Sunstone provides investors an attractive return with a moderate risk profile off the back of 

the portfolio of assets rented out.  

Key Investment Features: 

Fixed rentals – this allows for predictable monthly costs for our clients as well as 
dependable returns for investors 

Asset underpinned - the 12J qualifying companies own the operating assets which 
serve as security over the course of the rental (commercial fleet vehicles, Outdoor 
media assets, Lodge specialized golf carts, ride-hailing vehicles, medical equipment) 

High liquidity - all of these assets have a strong secondary market; this means that 
in the event of default or resale there exists a ready market allowing us to convert 
assets to cash at a rapid rate.  
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Conclusion:

Sunstone targets a 7.5% gross annual dividend, outside of a 12J structure this return would 
not be sufficient for third party investment. Accordingly, these Doctors and drivers would be 
unable to start their own businesses and our other lessees wouldn’t be able to scale and 
meet demand. Even without taking into account the multiplier effect, section 12J has injected 
capital into the heart of our economy creating vast opportunity in spaces which would have 
been otherwise unattractive and unsupported. 

I urge you to take this into consideration and extend the lifespan of section 12J in order that 
we can continue to encourage and incentivise South African’s invest into the driving force of
our own economy.

Best Regards,

Avi Gordon

Fund Manager: Sunstone Capital Limited

Reg

Gord
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RISE TELECOMMS (PTY) LTD 16th FLOOR SANDTON CITY OFFICE TOWERS C/O RIVONIA RD & 5TH STREET, SANDHURST  

011 245 0010 / 010 900 3993 CK Number: 2015 / 010577 / 07 Directors: R CROOCK / S CROOCK / J MC CORMACK

23 June 2020 

To Whom It May Concern: 

RE: Equity investment from infinity Anchor Fund  

Rise Telecoms is a provider of fast, unlimited data internet services to tenants 

in high rise buildings largely located in city centres. Rise data is priced 50-60% 

less than comparable mobile network operator prices and provides an 

invaluable link to bridging the digital divide for lower income earners in these 

buildings.  

In order to expand, Rise Telecoms required an equity investment from a third 

party funder as debt funding was unavailable from the local financial 

institutions. Equity capital was needed in order to increase the number of 

employees, procure equipment and infrastructure in order to continue with 

expanding the network to more buildings and tenants. 

During the fund-raising process, Rise Telecoms had engaged multiple 

potential funding partners, however, for various reasons including the lack of 

years of track record, Rise was unsuccessful in raising capital from potential 

funding partners.  
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During late 2019, Rise Telecoms engaged with Infinity Anchor Fund, and 

successfully raised R22,000,000 in equity funding within a particularly short 

period of time. 

We are firmly of the view that our business would have been under significant 

pressure to raise equity funding but for the Section 12J incentive programme. 

Because of the funding raised from Infinity, Rise will double its headcount in 

2020, and bring an unrivalled internet experience to another 35 000 people. 

This has been particularly important during the Coronavirus 2020 lockdown 

where an approximate R50,000,000 saving in data costs was passed on to 

embattled consumers via the Rise business model.  

Regards 

James McCormack 

Chief Executive Officer  
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22 June 2020 

 

To Whom it May Concern 

 

Secutech Funding Solutions (Pty) Ltd is qualifying company which has been partly funded by Infinity 
Anchor Fund Limited, a Section 12J venture capital company. The investment from Infinity Anchor 
Fund provided Secutech with critical seed capital to commence operations.  

Secutech’s core business is the rental of security and related infrastructure to businesses and 
Homeowners Associations. We help these businesses to obtain the use of critical security assets 
when they would ordinarily be unable to. 

We would not have been able to obtain the crucial start up capital required from debt or equity 
funders.  Being a fairly new company, Secutech is seen as too unproven for debt funding and too 
small and unproven for equity funding from non-12J professional equity investors. 

Furthermore, the fund manager has provided invaluable non-monetary advice and support, sitting 
on our board and providing governance and strategic input, to the point of reviewing and creating 
legal agreements we have signed with clients. 

We hope to continue to foster these relationships into the future. 

Warm regards, 

 

E Friedman 

MD 

E Friedman
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To whom it may concern 

The intention of this testimonial is to serve as motivation for the extension of the Section 12J sunset clause. 

Fundamental VCC is a fund for entrepreneurs. The objective of the fund is to match investors with qualifying 
investment opportunities. 

Entrepreneurs face many headwinds in establishing and running their businesses: 

 Lack of risk capital available from financial institutions 
 Lack of mentorship 
 Regulatory hurdles and related red tape 

Through Fundamental VCC investors provide not only risk capital to qualifying companies but, as important, 
the investors also make themselves available to the management team of the qualifying company. This 
provides the qualifying companies and their management teams with much-needed mentorship, networks and 
guidance. This maximises the chance of entrepreneurial success. 

Fundamental VCC has raised over 220m since inception. The funds have been deployed into more than 24 
specific qualifying investments. 

Some examples of the investments and their impact are as follows: 

World-Class South African Manufacturing 

A qualifying company was established to manufacture niche supplies to the mining industry. The company 
competes with one other global competitor (based in the USA) and is proud of producing a world-class product 
that competes (and beats) the best in the world. A proudly South African supplier to the local mining sector. 

BBBEE Injection Moulding 

A qualifying company was established to produce injection moulding products. The company is 51% black 
women-owned, and with the support of the fund and its investors is poised to grow from strength to strength. 

Leading Steel Beneficiator 

The fund provided a much-needed capital injection into this leading steel fabricator. The capital injection was 
required to stabilise the finances of the company and to ensure that the livelihood of its workers and other 
stakeholders was protected. 

Student Accommodation Polokwane 

A qualifying company invested in student accommodation in Polokwane to meet the need for clean, secure 
and affordable accommodation of the town’s students. 

The above are a small sample of the success stories of Fundamental VCC.  
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We would encourage National Treasury to extend the lifespan of Section 12J. Section 12J has provided a 
world-class incentive that mobilises capital and provides support to entrepreneurs to help them and South 
Africa prosper. 

Kind regards 

Hans-Dieter Hillermann 

Founder and Director: Fundamental VCC 
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ANNEXURE B: 
DETAILED OVERVIEW 
OF THE SECTION 12J 
LEGISLATION
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CURRENT LEGISLATION

Section 12J can effectively be divided into four key 

sections. The first being the requirements imposed on 

the VCC, the requirements imposed upon investors and 

the benefits which it affords them, the anti-avoidance 

provisions and the requirements imposed on qualifying 

companies.

THE REQUIREMENTS IMPOSED ON THE VENTURE 

CAPITAL COMPANY

Section 12J(5) stipulates the requirements that must be 

met before a VCC can be afforded such status in terms of 

Section 12J.

In terms of Section 12J(5), a company must be approved 

as a VCC if the SARS Commisioner is satisfied that:

•  The Company is a resident;

•  The sole objective of the company is the management 

of investments in qualifying companies;

•  The tax affairs of the company are in order and the 

company has complied with all the relevant provisions 

of the laws administered by the Commissioner; and

•  The company has been issued a license in terms of the 

Financial Advisory and Intermediary Services Act.

Section 12J(4) states that in order for an investor to claim 

a deduction, a VCC is required to issue a certificate stating 

the amounts invested in that company.

In terms of Section 12J(6A) the company must satisfy 

the following requirements by the end of each year of 

assessment after the expiry of 48 months from the first date 

of issue of Venture Capital shares: 

•  A minimum of 80% of the expenditure incurred by the 

VCC to acquire assets must be for shares in QCs (i.e 

investee companies);

•  Each investee company must, immediately after the 

issuing of qualifying shares, hold assets with a book 

value not exceeding R500 million in any junior mining 

company, or R50 million in any other qualifying 

company;

•  The expenditure incurred by the Venture Capital 

Company to acquire qualifying shares in any one 

Qualifying Company must not exceed 20% of capital 

raised in the VCC; and

•  A maximum of 69.9% of the equity in a Qualifying 

Company can be held by the Venture Capital Company

REQUIREMENTS IMPOSED UPON INVESTORS

Section 12J is designed to provide a tax benefit to 

investors who invest into a VCC. Any South African 

registered taxpayer qualifies to invest in an approved VCC. 

The deduction claimable by the taxpayer for a year of 

assessment is limited to R2.5 million for an individual or 

a trust and R5 million for a company (this was a recent 

legislative change which was imposed for the first time in 

2019).

On request from SARS, the investor must verify a claim 

for a deduction by providing a VCC investor certificate that 

has been issued by an approved VCC, stating the amount 

of the investment and the year of assessment in which the 

investment was made.

Importantly, a taxpayer must hold the shares in the VCC for 

a period of 5 years for their tax deduction to be permanent. 

The deduction is recouped if the taxpayer disposes of the 

VCC shares prior to the end of the 5-year period to the 

extent of the initial VCC investment (under the general 

recoupment rules of section 8(4) of the Act).

On disposal of the VCC shares and assuming the taxpayer 

has held those shares for 5 years, capital gains tax will be 

levied in terms of the Eighth Schedule, on the difference 

between the proceeds received and the base cost of those 

shares. The base cost of the shares is deemed as zero at 

the date of disposal.
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ANTI-AVOIDANCE PROVISIONS

Section 12J also contains certain anti-avoidance  

provisions in order to prevent possible abuse. In terms  

of Section 12J(3), where any loan or credit is used to 

finance the expenditure in acquiring a VCC and the  

amount remains owing at the end of a year of assessment, 

the deduction is limited to the amount for which the 

taxpayer is deemed to be at risk on the last day of the  

year of assessment. 

In terms of Section 12J(3A) and (3B), a deduction will be 

recouped in the taxpayer’s hands where the taxpayer either 

individually or together with a connected person holds more 

than 20% of a class of share of the VCC after 36 months 

from first issue of a VCC share. 

REQUIREMENTS IMPOSED ON QUALIFYING 

COMPANIES

Section 12J imposes many restrictions and requirements in 

terms of what is deemed to be a qualifying company.

The definition of a qualifying company states that the 

investee must be a resident company. The company must 

not be a controlled group company in relation to a group of 

companies. In addition, the company’s tax affairs must be 

in order. 

An anti-avoidance provision inserted into the definition 

of a qualifying company states that during any year of 

assessment, 36 months after first issue of a share to a VCC, 

not more than 50% of the aggregate income from carrying 

of any trade may be derived from a shareholder of the VCC, 

directly or indirectly.

In terms of paragraph (e) of the definition of a qualifying 

company the company cannot carry on any impermissible 

trade as defined.

The impermissible trade test is a negative test and 

effectively states that as long as the investee company does 

not carry on any of the following impermissible trades, the 

company will meet the definition of a qualifying company:

A company will be considered to be carrying on an 

impermissible trade if it is engaged in:

•  Any trade carried on in respect of immovable property, 

except trade as a hotel keeper;

•  Financial service activities such as banking, insurance, 

money-lending and hire purchase financing;

•  The provision of financial or advisory services, including 

legal, tax advisory, stock broking, management 

consulting, auditing, or accounting;

•  Operating casinos or other gambling related activities 

including any other games of chance;

•  Manufacturing, buying or selling liquor, tobacco 

products or arms or ammunition; or

•  Any trade carried on mainly outside the Republic of 

South Africa (i.e. it must be a mainly South African 

SMME).

A further anti-avoidance rule provides that during any year 

of assessment, 36 months after the first issue of a share 

to a VCC, the sum of the “investment income” derived by 

the company must not exceed 20% of its gross income 

for that year of assessment. Furthermore, paragraph (f)(ii) 

states that no more than 50% of the qualifying company’s 

revenue derived from trading can be received or accrued 

directly or indirectly from a person, individually or as a 

connected person, who holds shares in the VCC and has 

more than 50% participation or voting rights in the  

investee company. 

HISTORY OF THE AMENDMENTS TO 

SECTION 12J

Since its introduction in 2009, Section 12J has been the 

subject of a number of amendments. The amendments 

made in 2015 and more recently in 2018 and 2019 have 

had the most significant impacts on the industry.

Although Section 12J was introduced in 2009, investor 

interest was muted until 2015, when certain favourable 

amendments to the Section 12J legislation resulted in a 

significant uptake amongst investors. The first favourable 

amendment was that the total asset limit for qualifying 

investee companies was increased from R20 million to 

R50 million. For junior mining companies, this limit was 

increased from R300 million to R500 million. This allowed 

VCCs to invest into larger companies which increased the 

spectrum of business that VCCs could invest in.

The second amendment related to the tax deduction 

available to an investor who subscribes for shares in a VCC. 

Since its inception in 2009, this deduction was immediate 

and for the full amount of the investment made. However, 

the deduction would previously be recouped in full if the 

VCC investor sold VCC shares at any time. Through the 

amendment, SARS allowed the investment deduction to 

become permanent, as long as the investment had at the 

time of sale been held for a minimum five-year period. 
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Effectively, an investor can deduct 100% of the investment 

against the investor’s taxable income. In five years when an 

investor sells the shares the investor will pay capital gains 

tax from a base cost of zero over to SARS. The graph above 

illustrates the mechanics (see Figure 19).

 

In 2018, certain technical corrections were made to the law 

as well as a raft of anti-abuse provisions designed to clamp 

down on abuse within the industry. The key amendments 

in 2018 included:

•  Limiting the trading between an investor that invested 

in a VCC and a qualifying company in which the VCC 

takes up shares;

•  Clarifications as to when the controlled group company 

test is to be applied; and

•  A connected person test was added, that states that no 

shareholder (together with connected persons) in a VCC 

may hold, directly or indirectly, more than 20% of the 

shares of any class in a VCC. This test is to be applied 

36 months from the date those classes of shares are 

first issued by the VCC. This final test was important as 

it effectively prohibited a 12J investor from investing in 

a single project using targeted 12J structures.

Net inflow: R820 000

Net outflow: (R550 000)

2018 20232022202120202019

FIGURE 19

Pre-Exit Tax IRR: 13% Post-Exit Tax IRR: 8%

R450,000

R1,000,000

(R1,000,000)

(R180,000)

Finally, in 2019 amendments were made to limit the 

amount investors can deduct from their taxable income to 

R2.5 million for an individual or a trust and R5 million for 

companies. Additionally, SARS amended the deployment 

rule to state that VCCs now have 48 months from the date 

of issue of the first share in that VCC to deploy 80% of the 

capital raised (previously 36 months).

It is widely accepted that the 2018 and 2019 amendments 

to the Section 12J legislation were effective in clamping 

down on any potential abuse in the industry.



ANNEXURE C: 
POTENTIAL  
TAX REVENUES 
COLLECTED BY  
THE FISCUS  
OVER A 6-YEAR  
INVESTMENT  
PERIOD
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Assumed taxes paid 

Total industry capital raised R9 302 213 503

Total initial tax forgone (at 45%) R4 185 996 076

Assumptions

Investment level

Revenue to investment ratio 22%

Top line growth rate 7%

Expense ratio 60%

Net margin pre-tax 9%

Tax rate 28%

After tax margin 6%

12J fund level

Fund fees 2%

Annual growth on fund capital value 5%

Applicable taxes

Dividends withholding tax 20%

12J investor exit tax 18%

VAT rate 15%

Total taxes generated over a 6 year investment period

Corporate tax from 12J investments R1 983 558 238

Tax on 12J manager fees R32 200 621

Dividend withholding tax on 12J fund distributions R698 109 458

Net VAT paid in 12J fund investments R1 062 620 485

12J investor CGT exit tax R2 243 854 037

Total potential 6 year taxes paid R6 020 342 838

Discount rate (CPI) 3,7%

Present Value of tax earned by the fiscus R4 841 151 628

ANNEXURE C: POTENTIAL TAX REVENUES COLLECTED BY THE FISCUS 

OVER A 6-YEAR INVESTMENT PERIOD

The analysis below presents a simplistic model which compares the total initial Section 12J cost to the fiscus (in terms of the 

100% up-front tax deduction) to the aggregate of all taxes which would be collected by the fiscus as a result of the underlying 

Section 12J investments, over a period of time. This analysis has been based on a 5-year investment period (which co-incides 

with the minimum period which a VCC investor may hold a VCC share) and an assumed 1 year exit period thereafter. It is 

not designed to demonstrate a break-even period for the fiscus (this is likely to be less than 6 years) but rather designed to 

replicate the commercial reality of industry investment.
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