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Appendix B: Methodology for Estimating the Cost of Regulation

The CFIB survey on regulation was conducted from November 2008 to February 2009. A
total of 10,566 small- and medium-sized business owners across Canada participated,
corresponding to a margin of error of 0.95 per cent, 19 times out of 20.

In estimating the national regulatory cost, the following data from 7,164 survey
respondents were used after filtering and excluding outliers:

» Hours spent weekly doing paperwork related to regulatory compliance and on other
activities related to regulatory compliance (reading, training, verification, time spent
with accountants and lawyers). We refer to these costs as (h).

» Dollars spent annually on professional fees to ensure regulatory compliance
(accountants, lawyers, consultants) and on special equipment and renovations solely to
comply with regulations. We refer to these costs as (f).

» Cost of lost sales as a result of regulatory delays or restrictions. We refer to these costs
as (s).

The regulatory cost estimate was calculated based on data from Statistics Canada’s 2008
Employment, Earnings and Hour Survey (SEPH) which focuses on payroll administrative
records (T4s). In estimating the total number of individuals employed in Canada, SEPH data
was used in conjunction with the 2008 Labour Force Survey (LFS). SEPH only includes
businesses with employees and incorporated self-employed individuals. To capture the
unincorporated self-employed portion of the labour force, data was extracted from the LFS.
Although employee data is also available from the LFS, SEPH data was used over LFS data
since more reliable income and employment data were available. We assumed that all
unincorporated self-employed belong to the first employment size category (0-4 employees)
as most unincorporated businesses are either sole proprietorships or partnerships.

We calculated an hourly wage rate (w) using SEPH and the LFS. Hourly wage rates for
employees in the private sector were derived based on average weekly earnings from SEPH
by size of business and average actual hours worked weekly (for all jobs) from the LFS by
province. SEPH data for industry sectors deemed mainly as public sector (utilities,
education, health, public administration) were excluded.

The basic equation used to calculate the total annual cost of regulation for firms in our
sample is:

hours(h) x weekly wages(w) x 52 + professional fees and required spending(f) + net cost of
lost sales(s).

Total weekly hours spent on paperwork by employees and employers were assumed to be at
least 1 hour a week. Weekly hours spent on paperwork per employee was assumed to be
less than 30 hours a week.

Professional fees and spending on equipment were assumed to be at least $0 per year. On a
per year basis, this cost was restricted to be equal to or less than $4,000 per employee.
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Required spending amounts in the past three years were then divided by 3 to obtain annual
required spending costs.

Based on the CFIB survey results, 39.9 per cent of respondents reported a minor impact

(5 per cent or less lost in weekly sales) on sales due to delays caused by regulations while
10.7 per cent of respondents reported a major impact on sales (6 per cent or more lost in
weekly sales), resulting in a lost sales margin of 1.64 per cent. The net cost of lost sales due
to regulatory delays was then calculated by multiplying the lost sales margin obtained from
the survey results by the annual wages paid to employees of the firms surveyed and by the
2007 “national total wages to total net profits” ratio for business enterprises obtained from
Statistics Canada’s Financial and Taxation Statistics for Enterprises publication.

Since total costs are dependent on firm size, the equation must include size weightings to
ensure that the sample is representative of the SME universe. Hence, we divide our sample
into five categories:

n = 0-4 employees

n, = 5-19 employees

n, = 20-49 employees

n, = 50-99 employees

n_= 100 employees and greater

This allows us to estimate the cost of regulation per employee (CE) for each of the different
firm sizes using the following general equation:

CE =X [(hij X wij) X 52+ f_u_ + sij] / Ze,

where:

i = the ith firm from a total 7,164 cases

j = the jth size category from a total of 5 categories

hij = hours spent weekly performing regulatory paperwork in business i and residing in size
category j

w, = average hourly wage rate in business i and residing in size category j

fii = annual amount spent on professional fees and required spending related to compliance
in business i and residing in size category j

S, = annual net cost of lost sales in business i and residing in size category j
e, = number of employees in business i and residing in size category j

To determine the total cost for all Canadian firms, we multiply the national cost per
employee for each firm size (CE) by the total number of employed individuals in Canada
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belonging to that firm size. We aggregate the regulatory costs across the five size categories
to obtain an estimate of the total cost (TC).

TC=2 (CEJ_XNJ_)

where:

j = The jth size category from a total of 5 categories

CEJ_ = cost of regulation per employee for size category j

N = total number of employees in Canada working for firms in size category j

Provincial total regulatory costs were calculated in a similar fashion using provincial cost
per employee for each firm size. However, for cases where there was insufficient data (less
than 20 respondents) for a firm size category, national regulatory cost per employee was
used in place of the provincial cost per employee. Provincial employment figures for
particular sectors were estimated due to data suppression in SEPH.

Refinements in Methodology

Differences in the 2005 cost estimates from previously published figures are a reflection of
the following data refinements:

Treatment of Inflation

2005 cost estimates were adjusted for inflation and expressed in 2008 dollars using Bank of
Canada’s Inflation Calculator. We applied an inflation factor of 1.074 (May 2005 to May
2008) on 2005 costs. Both 2005 and 2008 cost estimates incorporate 2008 wage rates based
on SEPH data.

Treatment of Self-employed

To calculate the total number of individuals employed in Canada, employment data from
the 2008 SEPH (including employees and incorporated self-employed) and the 2008 LFS
(unincorporated self-employed) were used in conjunction.

2005 Calculation

Total employees from the 2004 SEPH is subtracted from total employment from the 2004 LFS to
derive a total self-employment figure for 2004 (15.9 million-13.3 million = 2.6 million). This
derived self-employment number would include incorporated and unincorporated
businesses. Using this number of total self-employment led to the 2005 regulatory estimate
of $33 billion.

2008 Calculation

As a result of obtaining clearer data definitions from Statistics Canada, a revision was made
to include self-employed individuals. We learned that SEPH includes businesses with
employees as well as working owners of incorporated businesses. The coverage of
incorporated working owners is equivalent to the inclusion of incorporated self-employed
individuals. Therefore, instead of adding total self-employment (unincorporated +
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incorporated) on top of the SEPH employee counts, only the unincorporated self-employed
should be added from the LFS. In other words, instead of adding 2.6 million self-employed
from the LFS to the SEPH numbers, we now only incorporate 1.5 million additional self-
employed for 2005. Along with adjustments to inflation (using 2008 wages instead of 2004
wages and applying an inflation factor on fees), the adjusted 2005 regulatory cost estimate
now becomes $31 billion instead of the $33 billion reported in the previous Prosperity
Restricted by Red Tape report. For 2008, the number of self-employed included is roughly
1.5 million leading to the 2008 cost estimate of $30 billion.

CFIB remains committed to producing reasonable cost estimates and to maintaining
integrity in our research. When possible, improvements are made to refine cost estimates.
Cost estimates are meant to be conservative and should be treated as “ballpark” figures.

Other Notes

Because provincial costs per employee and provincial employment were applied for
provincial cost estimations, the provincial costs do not add up to the national cost estimate.
Provincial estimates were then adjusted proportionally to add up to the national cost
estimate. Although the territories are not presented separately, the Northwest Territories,
Nunavut, and Yukon are included in the national cost estimate.

Certainly, there exist additional costs related to complying with regulation that are difficult
to quantify. Since this report excludes such additional costs, the national cost estimate
presented is more on the conservative side. Additional costs that are excluded in the
calculation would inflate the current estimates even more. For example, costs linked to lost
innovation, productivity, and economic activity as a consequence of excess and inefficient
regulations are unaccounted for in this report but would contribute significantly to the
burden of regulation.
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Appendix C: Provincial Comparisons

Annual Regulation Cost per Employee, by Size of Firm (in 2008 dollars)

Number of employees
0-4 5-19 20-49
British Columbia $ 6,537 $ 3,301 $ 2,190
Alberta $ 5265 % 3,133 % 2,692
Saskatchewan $ 4934 § 2,727 % 1,750
Manitoba $ 4792 § 3,039 % 1,871
Ontario $ 5669 $ 2,990 % 2,251
Quebec $ 6,531 $ 3,288 % 1,964
New Brunswick $ 6,075 $ 2,803 % 1,743
Nova Scotia $ 5663 $ 2,596 % 2,271
Prince Edward Island $ 5359 % 2772 $ 2,178
Newfoundland and Labrador $ 6,619 $ 3,602 $ 2,178
Canada $ 5825 % 3,053 % 2,178

Note: Shaded areas represent national averages due to sample size
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Source: Canadian Federation of Independent Business, Survey on Regulation and Paper Burden, November 2008-February 2009, n=10,566.

Most Burdensome provincial regulations, by province

National B.C. Alb Sask  Man Ont

% responses

Workers' compensation,

occupational health and safety 64.7 616 582 602 686 704
Provincial Sales Tax, Harmonized

Sales Tax 56.3 585 244 617 559 544
Employment standards 41.2 378 381 388 532 446
Business registration, reporting

requirements 31.6 293 333 290 266 276
Financial (insurance, securities,

banking) 27.6 215 295 19.8 24.2 27.2
Other tax compliance 26.0 255 266 208 257 274
Environment 14.5 126 14.0 14.5 16.3 14.7
Health permits & inspections 1.1 9.7 11.0 7.1 11.2 129
Selling to government

(procurement) 9.1 8.8 7.9 10.3 10.3 9.9
Consumer protection 5.5 6.0 7.2 5.0 6.0 5.9

Food inspection and restaurant

inspections (can also be municipal) 4.8 4.4 4.5 6.9 3.3 4.0
Liquor & tobacco 4.0 5.0 3.7 5.8 3.0 3.4
Other 37 4.4 4.5 2.9 2.4 3.9

Source: Canadian Federation of Independent Business, Survey on Regulation and Paper Burden, November 2008-February 2009, n=10,566
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55.4
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N.S.

57.4

67.8
27.6

37.4

30.6
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16.4
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5.7
3.0

PEI

50.5

72.5
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25.3
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13.2
4.4
0.0
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333

33.3

22.2
10.1
9.1

14.1
8.1

3.0
2.0
3.0



