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	Key points

	· This benchmarking study estimates the compliance cost to businesses of obtaining a range of generic and industry-specific registrations required by the Australian Government, and state, territory, and selected local governments:
· generic registrations relate to incorporation, taxation and business name registrations; industry‑specific registrations covered are those needed to operate a café, domestic builder, long day child care, real estate agent and winery.

· No patterns of consistently high or low costs of business registration were found across industries or jurisdictions. Nevertheless, the differences point to opportunities that jurisdictions can explore to reduce compliance burdens.
· The estimated time costs of business registration were low for generic business registrations and generally low for industry-specific registration
· businesses almost universally reported that the activities related to registration processes were either ‘easy’ or ‘not difficult’. 

· Most of the differences in costs were attributable to differences in fees, with jurisdictions taking different approaches to setting fees and charges. For example, some jurisdictions did not charge fees for registering a child care business.
· Processing times for applications showed considerable variation across industries and jurisdictions. But they were generally not excessive and often were very quick.
· The approach aimed to ‘triangulate’ data from regulators, synthetic analysis by consultants and business feedback to establish representative estimates. In practice, synthetic analysis was not sufficiently comprehensive and business response rates too low for the data to provide reliable comparisons across jurisdictions. Consequently, the aggregate time cost estimates needed to be based on data provided by the regulators.

· The study acted as a ‘pilot’ for the methodology and approaches to data collection. It highlighted several areas for improvement: 
· ways are needed to improve business participation. Benchmarking regulation that imposes more significant, ongoing compliance costs should motivate greater business engagement 

· understanding in detail differences in the processes of each jurisdiction is central to developing appropriate synthetic analysis and regulator questionnaires

· sequencing is important in data collection, as early business feedback can help to inform the design of the regulator survey and synthetic exercise
· regulators are well placed to collect data from businesses on compliance costs, so options to work with them to collect business feedback cost-effectively should be explored

· support from a central coordinating agency in each jurisdiction is crucial to achieving comprehensive and timely responses.

	

	


Overview
In February 2006, the Council of Australian Governments (COAG) agreed that all governments would, in-principle, aim to adopt a common framework for benchmarking, measuring and reporting the regulatory burden on business across jurisdictions. The Productivity Commission was asked to undertake a two stage study on performance benchmarking for COAG. The first stage considered the feasibility of benchmarking and methodology, with the second stage benchmarking selected business regulations.

This report is the first in this second stage. It develops and applies benchmark estimates for business registrations for five types of businesses across jurisdictions. (A companion report presents benchmark estimates of the quantity and quantity of business regulation (PC 2008)).

Business registration was chosen as a test case for benchmarking as it appeared to provide a relatively simple and comparable set of requirements to test various approaches to benchmarking. This report is as much about what the Commission has learned in the process of undertaking the study as it is about the findings on relative performance across jurisdictions on the compliance costs of business registrations.

This benchmarking exercise focuses on the costs to businesses of complying with particular regulation. The purpose is to identify approaches to regulation that are at either end of the cost spectrum to inform regulatory reform. The exercise does not make any assessment of the effectiveness of the regulation in achieving its stated objectives or the broader impact of regulation. The focus is on aspects of efficiency as they affect businesses. Figure 
1 provides a framework for analysing the impact of a regulation. The shaded sections of the figure indicate the areas of regulatory impact that are relevant to this benchmarking report.

Figure 1
Multiple costs of regulation
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Approach taken to benchmarking business registration

The aim of the study was to benchmark the time and financial costs of generic and industry-specific registrations required for starting a business. The study looked only at the activities required for gaining the required official approvals for selected business registration activities and did not measure other costs associated with starting a business. The industry-specific registrations related to case studies for cafés with outdoor dining, domestic builders, long day child care centres, real estate agents and wineries. The case study approach allowed for comparisons across jurisdictions for specific industries as well as across industries within jurisdictions.

The measurement approach identified the activities required for registration

The Commission identified, and confirmed with businesses, three broad activities required for business registration:

· finding information and obtaining the forms

· completing the forms

· submitting the forms and payments of fees.

The Commission also measured the processing times for applications for registration.
Data collection and application of triangulation approach
Data relating to the cost of business registration were collected from three sources: regulators, businesses and consultants’ synthetic analysis based on a standardised business construct.

Regulators and businesses were asked to complete a questionnaire providing their estimates of the time taken to undertake each of these activities for a set of generic business registrations (related to tax and business name) and industry‑specific registrations. Each source was also asked about fees and charges that had to be paid.

The consultants undertaking the synthetic exercise and businesses were also asked to rate how difficult they found completing each activity. In general there was a strong correlation between the time taken and the reported degree of difficulty.

In advance of collecting the data, there was a general expectation that:

· regulators would tend to understate the costs imposed on businesses, as they may not fully comprehend the time costs for businesses to comply with requirements

· business estimates would be higher than those of regulators, as there may be costs regulators are less aware of and businesses could potentially include other costs involved in starting a business (which are independent of the regulatory requirements) 

· the synthetic analysis, based on consultants acting as if they were an ‘average’ business undertaking the compliance tasks, would provide estimates in between those of the regulators and businesses.

Ideally, a triangulation approach would help to identify potential systematic errors in estimates and, if all three sources of data are within an allowable error margin, the mid-point data could be considered reasonably reliable. However, in practice, a lack of representative business data and some limitations in the synthetic estimates limited the value of this approach.

Lack of representative business data

The Commission’s intent had been to conduct focus groups comprised of up to 10 newly registered businesses drawn randomly from the population of new businesses for each industry and each jurisdiction. Participating businesses were provided with a questionnaire prior to the focus meeting and were asked to revisit their time estimates at the conclusion of the discussion. This methodology had the advantage of utilising the learning during the discussions about what respondents had included in their time estimates, and what was considered to be required by the regulations as distinct from other activities that were part of establishing a business. This methodology, where it was able to be applied, generally proved effective (providing estimates that generally aligned appropriately with regulator estimates).

In practice, the intended methodology could not be applied for most of the estimates, due to failure to recruit sufficient participants for the focus groups, notwithstanding considerable efforts directed at recruitment. Thus, most of the business data reported in this study are from small groups (often only two or three participants) or from interviews with single businesses.

The business estimates must be treated with some caution for two reasons. First, the small number of participants obviously means that responses are not representative. Businesses can have very different experiences in complying with a regulation. This diversity suggests the need for a relatively large sample size to obtain representative average estimates for benchmarking. Second, it is not clear that businesses were reporting time estimates for comparable activities. For example, in one case a respondent reported elapsed time rather than time taken to complete an activity. These types of inconsistencies are more likely to be addressed where there are reasonably sized focus groups.

The Commission has nevertheless included the business estimates in this report as they provide some additional insight into the compliance costs of registering a business. However, the benchmark estimates use the data from the regulators as it is the most consistent and comparable across jurisdictions.

Limitations of synthetic estimates

Synthetic estimates, although providing a relatively consistent and objective time measure across jurisdictions, could not capture all the substantive elements that businesses had to undertake within each activity. For example, the estimates do not incorporate time taken to compile information, attend interviews, lodge forms or pay fees. The synthetic estimates were also based on subset of business characteristics that was not necessarily representative of the total population of business types applying for registration within a jurisdiction.

Other measurement issues

Regulators were required to complete a survey that was provided by the Commission and distributed by central agencies within each government. The timetable for collecting the data from the regulators was ambitious, and there were some difficulties with assigning responsibilities for collecting data. Many regulators did not have established processes for collection of compliance time data from their clients. Several commented that the time estimates are those of their staff, and will be affected by the experience of the staff completing the survey.

Being the first exercise of this nature on a nation-wide scale such measurement issues were perhaps inevitable. While the Advisory Panel played a valuable role in assisting the collection of jurisdiction and regulator data, there is scope to improve arrangements to encourage more timely and complete responses.
The findings 

The key finding from the benchmarking exercise is that the total cost of complying with registration requirements is generally low. This is the case for generic business registrations and for the industry-specific registrations.

No patterns emerged either across jurisdictions or across industries for particularly high or low costs of registering a business. Rather there were isolated cases of higher costs, largely due to fees and charges associated with registration. Overall, registration activities were generally assessed as ‘easy’ or ‘not difficult’.

The time taken to process registrations varied, but again with no particular pattern across jurisdictions or industries. A summary of the findings are provided below.
The time costs of generic business registrations were low
Generic business registrations are required by the Australian Government and by state and territory governments. At the Australian Government level:

· for a company registration, the estimated total business costs are around $420, of which the application fee accounts for $400. In addition, average processing times in 2006-07 for completed applications for incorporation were one day or less

· for ABN, FBT, GST, PAYG and TFN registration, the estimated total business costs are around $50, made up entirely of time costs. Regulators’ records indicate the average processing time is four days for ABN registration.

At the state and territory level:

· to register a business name

· involves similar requirements and time costs across jurisdictions

· total costs are generally small with a median cost of $144 and a range of $67–$241 (for the Northern Territory and Queensland, respectively)

· fees differ significantly, but constitute the major cost in all jurisdictions, ranging from 83–95 per cent of total costs (83 per cent in Tasmania and 95 per cent in the ACT and New South Wales)

· application processing times vary from 1–5 days.

· to register for payroll tax

· total cost in any jurisdiction is a maximum $45, comprising solely time costs

· application processing times vary considerably across jurisdictions, ranging from 1–20 days.

The costs of generic registrations do not depend on the industry in which a business operates. Accordingly, generic registrations were not included in benchmarking of the registration costs of the five industry-specific businesses.
Overall time costs for industry-specific business registration were low, but there was variation across jurisdictions and industries
For the industry-specific business registration activities, it was found that:

· registration requirements differed across jurisdictions, but generally time costs associated with these requirements were low. The exception was long day care centres, reflecting more extensive registration requirements relative to the other industries examined

· for each industry, time costs vary somewhat between jurisdictions

· there is no consistent pattern to the differences in time costs for registrations — for example, the jurisdiction with the highest or lowest time cost for a long day care centre does not correspond to the jurisdiction with the highest or lowest cost for a winery (figure 
2).

Figure 2
Time cost (per registration) of industry-specific registrations in each state and territory — regulator estimatesa
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a(Where regulators provided a range of estimates, the figure represents the mid-point of those estimates. No estimates were provided for domestic builders in Queensland.

Fees and charges comprise the bulk of total costs, and these varied considerably across industries and jurisdictions

For each industry, except long day care, fees constitute the bulk of the total cost of registration. There was considerable difference in the approaches to fees and charges:

· the structure of fees and charges for registering the same industry‑specific business differs markedly across jurisdictions (for example, long day care registration may attract fees based on a flat fee, the number of children cared for or have no fee at all)

· fees and charges also vary considerably within a jurisdiction and on the basis on which they are set (for example, for outdoor dining facilities, the Perth local council levies fees based on the area of outdoor facilities, while Fremantle sets fees on the gross realisation value of the café premises).

The costs of registering a business were found to be modest

While total registration costs for each industry vary significantly between jurisdictions, these costs were generally modest:
· for builders, real estate agents and long day care (sole traders and companies), total costs were less than around $1700 in all jurisdictions
· for wineries total registration costs were less than $750 in all jurisdictions except New South Wales and the ACT (under $1200 and $2600 respectively)
· for a café, the total cost for the registration as a food business only were generally $600 or less. (Costs of registration of an outdoor dining facility for a café business are not included because they are usually imposed by local governments and are less comparable across jurisdictions).

Figure 
3 provides an example of the variation in the total costs of business registrations for sole traders within and between jurisdictions. Where the registration fees and charges vary depending on individual business characteristics, the total cost includes the midpoint of the minimum and maximum fees and charges.

Figure 3
Total cost (per registration) of industry-specific registrations in each state and territory (sole trader) — regulator estimates
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While there are potentially some lessons in terms of identifying jurisdictions with lower cost approaches that others may wish to explore, the study did not identify any consistent under or over achievers in terms of the compliance costs across jurisdictions or for specific industries.
There was little difference in costs between business structures
For a builder and real estate agent, where sole trader and company registrations apply, the total cost faced by either business type was the same in New South Wales (real estate agents only), the ACT and the Northern Territory (although the costs differed between these jurisdictions). In most other jurisdictions where sole trader and company registrations apply, the total cost of a company registration was greater than, or equal to, the equivalent cost for a sole trader (up to $1000 more for a builder in Western Australia). The exception was Queensland, where the total cost for a real estate sole trader was reported to be greater than that for a company.
Processing times varied and, as with costs, no clear patterns emerged of high or low times for industries or for specific jurisdictions

Within each jurisdiction, processing times of industry-specific registrations show marked variation, for example, in the Northern Territory, one day for a real estate agency but over 90 days for a domestic builder. Moreover, processing times for the same industry show no consistent pattern across jurisdictions. For example, for a long day care centre, processing times ranged from one day in Victoria to 70 days in Western Australia (figure 
4).

Figure 4
Application processing times for industry-specific registrations in each state and territory — regulator estimatesa
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a The City of Melbourne Council provided a range of 14–180 days to process an application to register a food business.

Processes were generally found to be ‘easy’ or ‘not difficult’ 
As part of the benchmarking exercise, the Commission sought to identify the degree of difficulty businesses experienced completing registration activities, and the source and significance of any difficulties.

The synthetic analysis and business interviews found the activities related to industry‑specific registrations were generally not difficult. The business data, for example, show that for the five industry‑specific businesses, across all jurisdictions and all registration activities about 15 per cent of business participants found the registration process to be ‘somewhat difficult’, but 65 per cent found the process to be ‘somewhat easy’ and 20 per cent found it neither easy nor difficult.

Business estimates shows that a long day care centre is the most difficult business to register in all jurisdictions except the Northern Territory. This may be due to unavoidable requirements associated with operating this kind of business.

Of all the categories of registration activities, business participants considered attending an interview as a part of registration process to be the most difficult activity, followed by completing forms.

The experiences of business participants highlight the influence of the specific characteristics of a business or its proprietor on the time taken to complete a registration activity. As a general observation, the more experienced an applicant was in an industry, the less time (and cost) was incurred to complete the registration process. Business interviews and the synthetic analysis also confirmed that online provision of information, forms and lodging applications was a major factor in reducing the degree of difficulty reported by business.

Multi-jurisdiction businesses face multiple registration requirements

While the report benchmarks the registration costs for businesses operating in each jurisdiction, it is apparent that a business seeking to operate in more than one state or territory would typically need to complete the relevant state-based registrations in each jurisdiction in which it sought to operate. A business seeking industry‑specific registration to operate in all states and territories would potentially need to:

· complete up to eight different application forms

· supply up to eight different packages of supporting material, some of which would be duplicated across jurisdictions and some of which would be unique to a given jurisdiction

· possibly complete of a number of police checks and advertise the applications in a number of major newspapers

· pay up to eight different application and license fees.

Mutual recognition of licenses and registrations helps to reduce this burden for real estate agents and builders. Where mutual recognition exists, it does not normally extend to businesses operating as companies and, in certain instances, is limited to occupational licenses rather than business registrations.

Lessons from this ‘pilot’ study

This initial benchmarking exercise highlighted the challenges involved in collecting even what was anticipated to be fairly simple, and uncontroversial, data. The time costs of business registrations were found to be low across jurisdictions and across a range of industries. For all industries, with the exception of child care, fees and charges are the main cost to businesses. The fact that business registrations were not a significant burden no doubt contributed to the challenges of engaging businesses to participate in the study.

The importance of getting a business perspective on compliance costs means that greater effort is required to ensure that high quality data from businesses are available for future benchmarking exercises. More focused benchmarking studies will be better placed to use the focus group methodology effectively. Additionally, there will be more scope to work with regulators and industry groups to improve their collection of data from businesses to support future benchmarking and other evaluation activities.

Engaging business interest is essential
The study points to a number of areas where future benchmarking exercises can be improved. Engaging business interest in the study is essential to improving the response rate and participation of businesses. The point of benchmarking is to identify areas where compliance costs can be lowered and credible measurement can play an important role in exerting pressure for reform. Benchmarking should be applied to areas where there is concern about excessive compliance costs — not areas where the costs are well recognised as appropriate (as with police checks for child care staff). The scale of the costs should be significant for businesses, as in the hot spot areas identified by COAG. Industry organisations could play a role in encouraging their members to respond to requests for involvement, with due caution about any biases this may introduce into sample selection.

The quality of regulators’ data can be improved and regulators can possibly adopt a greater role in data collection

There is also scope to improve the quality of responses from regulators. While better coordination can improve the timeliness of responses, questionnaires can include more guidelines to help with interpretation problems arising from differences in jurisdiction’s approaches. This requires sequencing research activities to first understand the processes in place, then to work with regulators and businesses to ensure all required activities are listed. Regulators should also be encouraged to seek feedback from their clients on time taken and other costs associated with compliance. The potential to work with regulators to collect data of common interest for benchmarking and regulators’ own evaluation activities should be explored. The value of optional or compulsory business surveys conducted by regulators would need to be weighed against any additional burden on regulators (and businesses) for data collection and collation. Some independent auditing of estimates will also be needed to ensure confidence in the benchmarking undertaken using data generated in this way.

Synthetic analysis must be based on full understanding of individual jurisdiction processes

Synthetic analysis also has its place in the benchmarking toolbox. However, this exercise has demonstrated the pitfalls of input based synthetic approaches where there are activities that researchers are unable to replicate (or that incur significant costs). It also demonstrated the strengths, with synthetic estimates proving reliable where the actions are replicable. Problems are more likely to arise where data is being collected across different jurisdictions for inherently different processes. The step based approach is commonly used for international benchmarking (for example the World Bank’s ‘Doing Business’ approach), but underpinning the estimates of the number of steps are detailed local studies to improve the like‑with‑like comparison. As with the regulator questionaries, future synthetic exercises will benefit from greater understanding of the processes followed in the individual jurisdictions.

A more ‘focused’ benchmarking exercise would yield more reliable measures

The emerging theme is that benchmarking works best when it is focused on regulatory burdens that matter to industry. A tight focus is required to ensure that the tools are purpose designed. The large number of processes covered in this study resulted in too little attention, in parts, to the finer details of regulatory requirements where compliance costs often lie. And any regulation being studied needs to be of interest to businesses to ensure they are motivated to engage with the benchmarking exercise. As business interests tend to lie where they think compliance costs are excessive, this is also where the greatest good can come from such an exercise, as it will either confirm or refute the view of excessive cost and can point to potentially lower cost approaches. As noted in the Commission’s Stage 1 report, COAG’s hot spots provide a number of potential candidates for the next benchmarking exercise.
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