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Choice of indicators of business registration compliance cost
Business registration embraces the system of licences, permits, registrations and notifications a business needs to complete in order to ‘become a business’ in their industry. The nature of the registration activities will vary depending upon the legal structure of the enterprise (for example, sole trader or company), and the industry and jurisdiction in which it intends to operate. This study considers the business registration requirements imposed by all three levels of government in Australia.

As outlined in the preceding chapters, business registration activities fall into two broad categories:

· generic registrations: are registrations that are not related to the particular industry in which a business intends to operate and that most businesses would undertake similar, if not identical actions, to complete 

· industry‑specific registrations: are registrations required to operate in a particular type of business, such as the registration of a child care centre or food business.

This chapter outlines the Commission’s approach to the choice of indicators and method for estimating the compliance costs of generic and industry-specific business registrations.
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The costs of registering a business

The Commission’s Stage 1 report on benchmarking business regulation identified two types of compliance cost: paperwork costs and non-paperwork costs (box 
6.1).
Both types of compliance costs can apply during the process of business registration. Non-paperwork costs are more likely to be firm specific than those costs associated with the paperwork requirements for registering a business. Non‑paperwork costs may also be more significant for firms that operate across jurisdictions or have major capital works linked to starting a business. Although these costs are important for firms, for this benchmarking exercise the Commission focuses on the paperwork activities that are more likely to be common to all firms registering a business. 

Do not delete this return as it gives space between the box and what precedes it.
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 SEQ Box \* ARABIC 1
Types of business regulation compliance costs

	Paperwork compliance costs

These costs include the costs imposed on the administrative structures of a business due to filling out forms and providing information. It also include costs such as record keeping costs and the cost of obtaining advice from external sources in the course of providing information.

Non-paperwork compliance costs

These costs include human capital and physical investment costs, costs of modifying output to conform with regulations, capital holding costs associated with regulation induced delays in business projects, costs associated with dealing with inconsistent and duplicative regulation across jurisdictions, and the cost of time spent in meeting regulatory requirements such as audits and inspections.

	Source: PC (2007a).

	

	


Paperwork costs mostly refer to the cost of time spent on registration activities such as obtaining information and completing forms. In addition, business registration often involves fees and charges imposed by regulators. Depending on the form of these fees and charges, business may need to spend an amount of time to calculate or organise the required payment. The time spent on these activities is included in the paperwork cost. The amount of fees and charges constitute a separate cost to the paperwork time costs. The paperwork cost and the cost of fees and charges form the total cost of business registration.

Time cost of paperwork activities

The Commission identified eight activities associated with the business registration (box 
6.2). Businesses that provided time estimates considered these eight steps to be a reasonable representation of the registration process.
The Commission distilled these eight activities into three broad activities — for which the compliance time cost were estimated:

1. obtaining information and forms (that include activities one to three)

2. completing forms (that include activities four and five)

3. lodging forms and paying fees and charges (that include activities six and seven).

Do not delete this return as it gives space between the box and what precedes it.
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Business registration activities

	Business registration can potentially involve eight distinct activities:

1. Researching to find out what is required

2. Searching for and gathering information

3. Obtaining copies of required registration forms

4. Completing required registration forms

5. Completing any other registration requirement (if relevant)

6. Lodging the required registration forms

7. Completing any other required lodgement activities (if relevant)

8. Receiving a successful response from the regulator.

	

	


In addition, the Commission collected data on the waiting time between lodging forms and a decision to approve a registration application (activity eight). This activity was assessed separately due to difficulties in valuing the lapsed time. For example, the cost of waiting might be zero if other registration or establishment activities are pursued in this time. Alternatively, where waiting means a business is deferring the commencement of its operations, this can have real costs for the firm. Moreover, measuring such costs is problematic. Although forgone profit is a possible measure of waiting cost, this is likely to be different for each business. Nevertheless, as waiting time can impose additional costs on a new business, information on waiting times is useful.
Time spent on preparation and initial activities related to starting a business that are identified in the Office of Best Practice Regulation’s Business Cost Calculator, such as education, preparation of business notification, permission and procedural compliance tasks, is not included in the calculation of compliance cost. Also, time spent on additional activities associated with registering a business, such as planning permissions, developing an occupational health and safety policy for child care, criminal history checks, hiring accountants or consultants, or purchasing special equipment, is not included. Generally, the Commission included only time spent on activities that are directly needed to comply with registration requirements or are required by the regulator, such as attending an interview and are conducted by business itself. 
Figure 
6.1 shows the business registration activities. The horizontal lines show concurrent activities. The time indicators for which compliance costs are calculated for benchmarking purpose are shown in bold font.

Figure 6.
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Business registration activities
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Fees and charges associated with registration

Fees and charges imposed by regulators or required as a part of the registration processes constitute a separate indicator to the time indicators discussed above. 

The structure of fees and charges applied to the registration requirements can be complex. Businesses pay different fees and charges depending on the state or territory in which they register. Moreover, fees and charges can differ within each state and territory, and between local governments within a state or territory, depending on factors such as the size of the business and the manner in which the business is operated (for example, as a sole trader, partnership or company). 

There are usually two components of fees and charges: an application payment and a registration payment. An application payment is required when the application is lodged. A registration payment usually covers a period and can vary depending on factors such as:

· the legal structure of an enterprise

· the scale of the business (for example, business turnover, floor space or number of customers).

The Commission has treated the required up front payment of fees and charges as an indicator of compliance cost for business registration, regardless of whether the fee relates to a period of operation or is an application or processing fee, as these fees must be met before the business can commence operations.

Where the fees and charges for the same industry vary within a jurisdiction, the Commission usually presents data on the minimum and maximum fees and charges payable. Some figures present the midpoint of the minimum and maximum fees and charges. The midpoint figure do not represent the actual average cost to business but only the average fees and charges imposed by regulators.

Where the fees and charges cover different periods of registration across different jurisdictions, these fees are standardised across jurisdictions so that they apply to a common period. For example, if the fee imposed by one jurisdiction covers two years and in other jurisdictions the comparable fee covers one year, the fee for the first jurisdiction is divided by two to bring it into line with the annual basis quoted in other jurisdictions.

For successful applicants in some state and territories the application fees paid are deducted from the registration fee payable. In such cases, the Commission has reduced the registration fee by the amount of the application fee deducted to avoid any double counting.

Where the fee depends on the size of a business operation (for example, outdoor dining fees may depend on the area of the facilities or the number of tables) the Commission applied a hypothetic value to determine the fees — an area of 10 square metres containing one table was assumed for the calculation of outdoor dining fees.

In some jurisdictions, business operators need to hold an individual licence prior to registering a company. However, the Commission has only measured the direct cost of registering a company in its benchmarking across jurisdictions.

Certain fees could be fully or partly refundable if the registration fails. The focus of the report is on registration of business and therefore refunds due to unsuccessful registration are not included. Also, costs related to penalties for non‑compliance, are not included.

The total compliance cost of registration 

The total compliance cost of registering a business is the sum of the paperwork time cost, and the fees and charges. The time cost is estimated in monetary terms by multiplying the total time value (the sum of all three time indicators), by the full‑time person average weekly wage (ABS 2007c). This proxy for the cost to the business of the time required to comply with registration requirements is estimated to be $0.50 per minute for all jurisdictions.

6.
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Data sources and reliability

Data sources

The Commission sought data on the time spent by businesses in pursuing their business registrations from three sources (appendix B):

1. regulators responsible for the registration activity

2. synthetic analysis undertaken by consultants and Commission staff

3. business focus groups and interviews.

Regulators responsible for the generic registration activities and industry specific registrations were requested to complete a survey questionnaire. The results were provided to each jurisdiction for verification and to encourage completion where information had not been supplied. A working draft report was also provided to jurisdictions for discussion at a meeting in Melbourne in August 2008, following which some jurisdictions provided revised or additional data.

For the synthetic estimates, the times to complete the registration requirements were estimated in ‘laboratory’ like conditions and based on fixed business characteristics established by the consultants. The synthetic analysis constructed representative businesses for each industry. For each jurisdiction, researchers measured the time to undertake and complete each registration activity. For some estimates this was the average of the experiences of two researchers. The Commission replicated selected synthetic estimates and achieved similar results to those found by the consultants.

Data from businesses were obtained from focus groups and interviews with individuals who had recently undergone the registration process. The participants were asked to complete a survey asking about time taken to undertake specific registration activities and to rate the degree of difficulty of each activity.

Unfortunately, due to privacy considerations, not all regulators were able to provide lists of recently registered businesses — these lists would have facilitated larger and more representative focus groups. As a consequence, the businesses were identified through a search of the Australian Business Number (ABN) register for recently registered businesses.

Where there were insufficient respondents for a focus group, individual interviews were conducted. Where there were more than one respondent, the business time estimates are the average of all relevant estimates provided. Data from individual interviews are, for obvious reasons, interpreted with caution, and mostly used merely used to illustrate an individual business experience.

Indicators used

Table 
6.1 shows the indicators and the sources of data used to calculate their value.

Table 6.

 SEQ Table \* ARABIC 1
Indicators and sources of data 

	Indicators
	Source of data

	
	Regulator estimates
	Synthetic estimates
	Business estimates

	Obtaining information and forms
	Familiarisation with registration requirements
	Find forms
	Obtain a copy of the form

	
	
	
	Familiarisation with requirements

	Completing forms
	Complete the required forms and other documents
	Complete the form
	Complete the form

	Lodging forms and paying fees 
	Lodge registration forms
	
	Lodge registration forms

	
	Pay any fees or charges
	
	Pay any fees

	
	Attend interviews or hearings
	
	Attend interviews or hearings


Business and synthetic estimates provided data on the level of difficulty associated with various activities. Table 
6.2 shows the activities for which the level of difficulty was assessed in synthetic analysis and business estimates. The difficulty rating scale is explained in table 
6.3.

Table 6.
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Indicators for which the level of difficulty was measured
	Synthetic estimates
	Business estimates

	Find forms
	Obtain a copy of the form

	
	Familiarisation with requirements

	Complete the form
	Complete the form

	
	Lodge registration forms

	
	Attend interviews or hearings


Table 6.
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Level of difficulty: rating scale
	Rating
	Meaning
	Examples

	1
	No difficulty in finding or completing the form (very easy)
	· In the case of finding the form, the website was very intuitive, links were off the home page or there was a self explanatory link to the forms. There were no problems in downloading the form.

· In the case of completing the form, the form was easy to complete, there was no reason to read a lot of information, it was short and only required generally available information.

	2
	Easy to find and complete
	· In the case of finding the form, the website provided self explanatory links, however, you had to go beyond the home page to find them. There were no problems in downloading the form.

· In the case of completing the form, the form need information which was slightly more detailed and some guidance from accompanying documentation was needed.

	3
	Neither easy nor difficult (medium difficulty)
	· In the case of finding the form, there were no self explanatory links, the search engine had to be used and/or the authority had to be contacted (with a quick response) to find the form. There were no problems in downloading the form.

· In the case of completing the form, the form required less standard information, however, the information could be obtained reasonably quickly.

	4
	Difficult to find or complete the form
	· In the case of finding the form, there was no intuitive means of finding it. The search engine did not assist greatly and/or the authority was contacted and after considerable discussions the form was located and readily downloaded.

· In the case of completing the form, the form required input from a third party (eg accountant or lawyer) and/or a detailed reading of guidelines was required to fill in the form.

	5
	Very difficult to find or complete the form
	· In the case of finding the form, there was no intuitive means of finding it. The authority was contacted and once the form was located it took considerable time to download.

· In the case of completing the form, the form was complex, required a lot of assistance from the guidelines and needed the input of third parties.


Reliability of the estimates

The analysis compares the time cost estimates drawn from the perspectives of the regulator, an independent agent (synthetic analysis) and businesses. Overall, allowing for measurement error associated with subjective recollections of time, concordance is generally good; however, there are some notable exceptions, which suggest particular estimates are not robust. Usually the range of time data for any registration activity is relatively small; a matter of 5–20 minutes. In those circumstances, difference apparent in the data may be immaterial as they may fall within an error band associated with the subjective recollection of time.
Regulators

The regulator estimates generally had regard to the entire population of business registrations the regulator considered in the survey year. In most responses, the regulator estimates were based on the experiences of their staff. Some regulators indicated that estimates were ‘best guesses’ based on experienced personnel’s interaction with applicants, while a number of regulators noted their estimates would vary depending on the experience and ability of the applicant. However, in Victoria, some estimates were based on specific research.

Synthetic analysis

Synthetic estimates perform well when the steps identified for a process are common across all jurisdictions and reflect a complete set of actions. The data resulting from the synthetic estimates provide a consistent basis for comparison of similar registration processes in different jurisdictions, but may not necessarily reflect the actual experiences of businesses. To develop the estimates, some effort went into establishing business scenarios that describe the details of the business operation, so this information was readily available to researchers for the synthetic exercise. These business scenarios were constructed in advance of completing the registration activities and were designed to provide all the information that might be required in the registration process. As a consequence the synthetic data understated the time required where the compilation of such information was required as part of the registration process.

Businesses

The business estimates (from focus groups and interviews) are the only data source that directly measures the cost to businesses. The business estimates reflect the experiences of between one and nine business participants for each registration activity studied, but many of the estimates are from single respondents. However, the estimates do not represent the average experience. Where the experiences of businesses vary considerably for the same registration process, a large sample of businesses is required to get meaningful average time estimates. Idiosyncratic events, such as getting a helpful, experienced official, or a new starter, also affect the experience for business. These variations tend to average out in large samples, but are problematic in small samples, especially where there may be selection bias in those who participate in focus groups. 

The usefulness of the business data was limited by a low participation rate in focus groups and possible bias in sample selection. The low participation rate was the result of a number of factors:

· the inability (for confidentiality reasons) of jurisdictions to provide contact details of recently registered businesses 

· the reliance on recent ABN registrations for the business names, with the consultant having to find telephone contact information separately 

· in some jurisdictions and industries, relatively small numbers of businesses meeting the definition that had been applied to ensure consistency in what was being benchmarked (such as a domestic builder which is a subcategory of builders)

· a reluctance of contacted businesses to participate, due to pressures of running their business, and perhaps from little concern about the relatively low costs associated with one-off business registrations

· a relatively tight time frame for collection of data, with much of it coinciding with the holiday period, which also reduced the number of businesses that were able to participate as they could not attend at the indicated times.

As the main aim of this report has been to produce coherent and consistent indicators, the Commission used the regulator data as the basis for calculating the benchmark business registration compliance cost. The analysis notes where regulator data are significantly different from the other sources, and thus may be less reliable. Moreover, although data limitations reduce the usefulness of business and synthetic estimates, those estimates nonetheless provide a useful ‘reality check’ for the regulator estimates.

For the jurisdictions, a finding of a much lower or higher time cost is useful mainly where it can be related to the experiences of business. The discussion of the findings includes examples from the business data that identified the features of a jurisdiction’s process that contributed to particularly low or high estimates of time and difficulty.
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