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Executive Summary

Regulation affects all Canadians. But for most of us, its positive impact is obvious and its
negative impact is hidden. Do you ever wonder how much lower the prices of the products
you consume would be if unnecessary and excessive regulation were reduced? Do you ever
think about how many small businesses never start because red tape is too big an obstacle?
What benefits would these businesses have brought to your community—more jobs, more
product choices, interesting new places to shop? Do you ever question how much time and
energy is wasted complying with unnecessary red tape? How much higher could our wages
and living standards be without it?

Most of us do not dwell on these questions. We have limited direct experience with red tape.
Filling out tax forms (or paying someone else to do it because it’s too complicated), waiting
in line for a passport or driver’s license, getting a permit to renovate, or hiring a nanny is
the closest we come to feeling the frustration of red tape. This cuts into our downtime but
not our pay cheques.

This reality is very different if you are a small business owner, of whom the vast majority

have fewer than five employees. Business owners are expected to complete mountains of

paperwork and be in compliance with a plethora of rules—GST, PST, payroll taxes, records
of employment, Statistics Canada

Figure 1 surveys, business registration,
Regulatory reduction possible without workers’ compensation, emp}oyment
sacrificing public interest (% response) standards, consumer protection,

business licensing, privacy rules, sign
by-laws, and sector-specific rules—
just to name some of the most
common sources of red tape.

No reduction is possible without harming
publicinterest

B
Lessthan 10 per cent reduction - 28
The sheer number of different

10-25 per centreduction _ " obligations that business owners
must be aware of is daunting. To add

, - insult to injury, the government
26-50 per centreduction 18 i .
customer service around helping
business owners comply is often far
h 0 .
More than 50 per cent . 7 weaker than it should be.

Bureaucratic language, long turn-
Source: Canadian Federation of Independent Business, Survey on Regulation and :
Paper Burden, April-May 2005, n=7,391 around times for approvals’ and

getting different answers to the same
questions about how to comply with regulations are common small business difficulties. Is
it any wonder that many small business owners equate regulatory compliance to death by a
thousand paper cuts?

But if you are not on the front lines of compliance, it is easy to feel that regulation’s overall
impact is benign or beneficial—necessary to protect human health, promote safety,
facilitate market transactions, and preserve the environment. It is also easy to equate more
regulation with more safety and protection. There is no question that some regulation, like
some taxation, is beneficial. Too much, however, is not.



Figure 2

If I had known the burden of regulation,
| may not have gone into business
(% response)

Agree, 26

Don’'t know,

Disagree, 52

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

Figure 3

Annual regulation cost per employee, by
size of firm (in 2008 dollars)

$5,825

$3,053
$2,178
$1,527
. =
0-4 5-19 20-49 50-99 100+
Nurmber of Employees

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

Canada’s small- and medium-sized
business owners are all too aware of
the cost of regulation. Canadian
businesses of all sizes spend

$30.5 billion a year to comply with
obligations from all levels of
government. This is slightly lower than
the first estimate by the Canadian
Federation of Independent Business
(CFIB) in 2005 ($30.9 billion revised),
suggesting that at least some progress
has been made to stop the growth of
red tape. But regulatory costs are still
way too high. Forty-one per cent of
business owners believe that a 10-25
per cent reduction in the regulatory
burden would be possible without
sacrificing the public interest goals of
regulation (see Figure 1). This is the
equivalent of a $3 billion-7.5 billion
dollar annual stimulus package.
Imagine the productivity, jobs, and
higher wages that would result.

Perhaps the most shocking indication
that Canada has a serious problem in
this area comes from our latest survey
results on this topic: 26 per cent of
business owners say that if they had
known the burden of regulation, they
may not have gone into business (see
Figure 2). This number increases to
one-third of business owners when
you take out those who are undecided.
It is startling to think about the impact
on our communities and living
standards if one quarter of existing
businesses disappeared. This begs
another question: how many
businesses never start because too
much regulation is a burden? This is
impossible to quantify and is not
included in our cost estimate, but
likely significant.

The imperative to address red tape,
however, is not just financial.
Excessive regulation is unfair to small



business. The smallest businesses pay five times more on a per-employee basis compared to
larger businesses as they have many of the same requirements but none of the economies
of scale (see Figure 3). Among the smallest businesses, it is the owner doing most of the
compliance. Not surprisingly, based on 2005 data, a huge number of business owners (55
per cent) say that regulation impedes their ability to compete with bigger businesses. The
personal toll is also high with 73 per cent indicating that regulatory compliance adds
significant stress to their lives.

For too long, governments at all levels have been largely oblivious to the negative
consequences of too much regulation. Governments can affect behaviour in three main ways:
taxing, spending, and regulating (hidden taxing). There is a high level of accountability when it
comes to taxing and spending with government budgets detailing these policies fairly clearly.
This is not so with regulation. Most governments still do not quantify the impact of
regulation. Needless to say, this has created a big accountability deficit.

But there is some hope. Since CFIB’s first report in 2005, governments across Canada have
been taking the issue more seriously and starting to enact promising reforms. At that time,
British Columbia was the only province in the country that had committed to reducing red
tape and holding itself accountable with publicly available measures to track progress. Since
then two other provinces have followed suit, including Newfoundland and Labrador and
Nova Scotia. The results of these reforms are quite remarkable. In BC, the total number of
provincial regulatory requirements has been reduced by 163,000 or 43 per cent over 2001
levels. Nova Scotia recently announced that its initiative has saved business owners 91,000
hours annually (a reduction of roughly 15 per cent), which it equates to $2 million a year. In
both cases, these reductions have been accomplished without sacrificing public safety or
environmental objectives. Several other provinces including Ontario, Quebec, and
Saskatchewan have made promising commitments to be more accountable. The Federal
government enacted a short-lived version of the BC initiative to track and reduce paper
burden in 2007.

These initiatives could be the start of something very big: Canada could be a world leader in
minimizing red tape and maximizing the positive benefits from clear, sensible regulation.
BC’s reforms, for example, which only started in 2001, are attracting international attention
for their effectiveness. Building on this success and committing to regulatory excellence
would take perseverance but it promises incredible rewards.

For the business community, particularly small- and mid-sized businesses, the benefits are
most obvious: less stress and more time and money to invest in the business. What does
reducing red tape mean to the rest of Canadians? The entrepreneurship and investment that
would be unleashed promises more job opportunities, higher wages, more tax revenue for
health care and education, lower prices, and more money for charitable causes. It also
promises better compliance with the most important rules and regulations as business
owners are freed up to focus on important rules rather than unnecessary red tape. Finally,
looking ahead, Canada is facing a big challenge with labour shortages. For both the private
and the public sector, reducing unnecessary red tape will free up time—something that will
be in very short supply—for more productive purposes.

How can we realize this vision? Governments need to get much more serious about being
accountable for regulatory costs.



» Every government in this country, including municipal governments, should commit to
measuring and reporting the burden of regulation on a permanent basis. This is a basic
level of accountability that has been missing for far too long.

» Governments should set targets for reducing red tape, which could include improving
government customer service. These targets need to be tracked in order to evaluate
success. Where further reduction is not necessary, no-net increase targets should be set.

» Reforms should be made permanent (i.e. through legislation). Reporting costs for three
years and then moving on to another priority is not a recipe for long-term success. Not
one government in Canada—not even those that have been most serious about reform—
have yet made this basic commitment.

The imperative to get serious about this agenda could not be clearer: these are changes that
will create a better future for Canadian entrepreneurs and the communities they support.
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Introduction

When done correctly, regulation supports an efficient and effective marketplace while
providing citizens and businesses the protection they need. An overdose of regulation
produces the exact opposite effect, undermining the efficiency and effectiveness of the
marketplace by limiting consumer choices, inflating prices, stifling entrepreneurship and
ultimately lowering standards of living.

The same principle applies to the other predominant tool of government—taxation.
Underscoring the similarities between regulation and taxation, small business owners point
to those two topics as the most important issues facing their business (Figure 4). As
primary policy instruments used by governments to affect behavior, regulation and taxation
have much in common. However, one critical difference sets them apart: while Canadians
know how much they are being taxed and how government spends their tax dollars,
government has not historically measured the regulatory burden and its impact on
Canadian families and businesses or the economy overall. In the case of taxation, knowing
how much tax is levied and how

Figure 4 _ _ _ _ these monies are spent allows
The most important issues facing small business Canadians to debate whether
(% response) the level of taxation is justified

given the outcome of
government spending.
Ultimately, this information
keeps government accountable
to its citizens. Canadians have
often voted governments out of
power where they did not find
the value-for-money equation
intact. Unfortunately,
Canadians have been provided
no such information when it
comes to regulation.

Total tax burden

Gov't regulation and paper burden
Employment insurance
Government debt/deficit

Shortage of qualified labour

Cost of local government
Workers' compensation
Availability of financing

Provincial labour laws

Other

It is unthinkable that a
Source: Canadian Federation of Independent Business, Our Members’ Opinions survey,
January-March 2009, n=10,362 government would not table a

budget each year; however, this
is essentially what has been happening with regulation. For too long, the lack of regulatory
accountability that costs Canadian families and businesses billions of dollars went quietly
unnoticed. In 2005 this started to change. That year, the Canadian Federation of
Independent Business (CFIB) released its groundbreaking report Rated R: Prosperity
Restricted by Red Tape which put a conservative dollar figure to the amount of money
Canadian businesses spend every year to comply with regulations: more than $30 billion.
Further, CFIB showed an inverse relationship between the size of a business and the impact
of regulation: the smaller the business, the greater the impact of regulation on it. The
disproportionate burden of regulation facing small businesses in Canada is all the more

Powered by Entrepreneurs..
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disturbing given that the overwhelming majority (98 per cent)' of Canadian businesses are

small.

Since then, CFIB has worked tirelessly with governments at all levels to expose Canada’s
regulatory accountability deficit. After all, if government does not know how much
regulation it currently imposes and is unaware of regulation’s effectiveness, how can it
possibly justify introducing additional regulation? That would be akin to introducing new
taxes without any idea of the current tax burden facing citizens and businesses and the

economic and social impact of an additional tax.

In some cases, the message is starting to sink in.
Some governments, most notably British Columbia
and Nova Scotia, are taking a different approach,
quantifying the burden of regulation and taking steps
to reduce it and control its future growth. Other
governments have made it a priority for action. Too
many have still done nothing substantial.

This report describes the destructive impact
excessive red tape continues to have on Canadian
prosperity. It is a call to action for governments to
get serious about being accountable to the public.
The report contains the following information:

» An updated estimate of the cost of regulation to
the Canadian economy

» Information on different approaches to quantify
regulation

» A discussion of the impact regulation has on
small business

» An update on regulatory reform initiatives across
Canada

» Recommendations for continued, effective reform

' Source: Statistics Canada, Business Register, December 2008.

© CANADIAN FEDERATION OF INDEPENDENT BUSINESS

What is red tape?

The expression “red tape” refers to any
unnecessary or redundant regulation that
hinders productivity. The origin of the
expression can be traced as far back as the
16" century, when many official Vatican
and royal court documents were sealed in
red tape. This tradition of using red tape on
official government correspondence
continued throughout the ages, leading to
an association between red tape and
regulations. This association was then
popularized by British satirists like Charles
Dickens and Thomas Carlyle, who used “red
tape” as a short-hand reference for
unnecessary laws passed by the British
Parliament. Red tape had by then become
symbolic of over-regulation and bureaucracy
in the government.

Today, the phrase provokes a variety of
frustrations, including complying with rules
that make no sense or deliver little in the
way of benefit and much in the way of cost;
wasting time waiting in line to get a form
approved or on the telephone waiting for
advice; wading through complicated
language to try to figure out compliance
obligations; filling out cumbersome,
unnecessary paperwork; and suffering the
uncertainty and delays that can come with
waiting for permit or license approvals.
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The Cost of Regulation

Quantifying the cost of regulation is important but not easy. A complete accounting would
include:

» The amount that government spends administering regulation (government
administrative costs)

» The costs associated with complying with government regulation (private sector
compliance costs)

» The costs associated with the economic activity that never happens as a result of
regulation (the deadweight cost of regulation)

Government administrative costs are the smallest component of the total cost of regulation
and the easiest to estimate as they can be extracted from government budget documents.
These costs include items such as the wages of government employees who provide
information, determine and draft new rules, and conduct audits and inspections.

Government administrative costs are trivial compared to the costs of compliance—the time
and money spent by the private sector to follow the rules. Examples of private sector
compliance costs include time spent finding out about regulations and money spent on
staff and outside professionals to ensure compliance obligations are met. The challenge of
capturing these costs explains why regulation is often described as a hidden tax. Most
attempts to quantify the burden of regulation, including CFIB’s estimates described later in
this section, focus on private sector compliance costs.

Several researchers have estimated a multiplier comparing compliance costs in the private
sector to administrative costs in the public sector. Compliance costs range from $17.50 in
private sector dollars to every one dollar in government administration (Regulatory Affairs,
1996; Moore, 1995) to $20 in the private sector per dollar spent in government administration
by the public sector (Weidenbaum and DeFina, 1976). Whatever the ratio, there is little doubt
that regulatory compliance costs borne by the private sector are significantly higher than the
associated administrative costs to government. Using the multiplier approach, Jones and Graf
(2001) used public sector administrative costs from 1997/1998 to estimate that Canadians
were spending roughly $103 billion a year to comply with regulation.

The deadweight cost of regulation includes things such as the lost output from the
businesses that never start as a result of regulatory burden and lost output from businesses
whose resources are diverted away from production towards compliance. These costs are
likely substantial but impossible to quantify. It is important to remember that these costs
exist, however, as they put estimates of private sector compliance in perspective: they will
always be lower than the true cost of regulation.

The challenge associated with estimating the dollar cost of regulation has led academics
and governments to rely on other ways to quantify the burden of regulation. Some
measures, such as the number of published pages of government regulation, are quite
crude. Others, such as the “regulatory requirement” measure that the BC government is
currently using or the approach that Nova Scotia is taking to track hours spent on

Powered by Entrepreneurs.
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paperwork are simple and provide a good way to assess whether the burden of regulation is
increasing or decreasing (a list of currently used measures is provided in Table 1).

Every measure of regulatory burden has its limitations, which is important to understand.
However, that a perfect measure does not exist should not become an excuse for
governments to remain unaccountable to the public regarding the impact of regulation.
Other important aggregate economic indicators such as GDP and unemployment rates also
have limitations but are still very useful.

CFIB’s Updated Estimate of the Cost of Regulation

In 2005, CFIB published the first estimate of the cost of regulation to Canadian businesses.
Based on CFIB’s past survey on regulation, it was estimated that businesses spent a
staggering $30.9 (revised) billion per year to comply with regulation? (equivalent to 2.2 per
cent of the GDP). The estimate was purposely conservative in that it only captured the time
and money that Canadian businesses spent directly on compliance. It did not include the
cost to government to administer regulation, the money spent on lobbying for reduced or
improved regulation, nor did it attempt to estimate lost economic activity as a result of
regulation. It also does not include costs that the general public might incur to comply with
regulation, such as the time or money spent on filing income taxes.

To update CFIB’s estimate of the cost of regulation to Canadian businesses, CFIB asked its
members the same series of questions that were posed in 2005 relating to the time and
money spent on compliance (see Appendix A).

Based on these new data collected from over How much is $30 Billion?
8,000 small businesses in 2008, CFIB estimates
that Canadian businesses currently spend roughly
$30.5 billion a year complying with regulation.

» It would provide full tuition for all
Canadian university students for four years

These costs are still significant, representing > It would provide Employment Insurance
1.9 per cent of GDP. That the overall dollar cost is benefits for all regular El beneficiaries for
roughly the same as it was three years earlier is a two years

hopeful sign that efforts to stop the burden from » It would pay $10,000 in renovation costs
growing are working. for three million homes

» [tis the annual food bill for 4.1 million

Further evidence that regulatory reform efforts households

undertaken by jurisdictions such as British
Columbia, Newfoundland and Labrador, and Nova
Scotia are being felt by businesses can be found
by comparing the number of businesses in these provinces that believe the regulatory
burden has increased with the responses of businesses in provinces that have not made a
commitment to measure and reduce the regulatory burden. Less than half—49 per cent of
businesses in British Columbia, 37 per cent of businesses in Newfoundland and Labrador
and 45 per cent of businesses in Nova Scotia—believe the regulatory burden has increased
over the past three years. New Brunswick, Saskatchewan, and Quebec have also been

» It would pay for five Olympic games

% To correct for some double counting of incorporated self-employed individuals/working owners, the
2005 estimate was recalculated (see Appendix B for more details).

© CANADIAN FEDERATION OF INDEPENDENT BUSINESS
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Table 1

The Pros and Cons of Different Regulatory Measures

Type of Measurement

Advantages

Disadvantages

Used by:

CFIB Cost Estimate

Includes compliance time, dollars
spent on professional fees, and cost
of lost sales.

Uses survey data from business
owners.

Comprehensive measure of regulatory
costs on business.

Captures burden across all levels of
government and across all government
functions.

Allows for some interprovincial
comparisons.

Only captures burden on business.

Resource intensive and hard to update frequently.
Does not capture costs of lost innovation and
productivity.

CFIB

First published in 2005.
2005: $30.9 billion (revised)
2009: $30.5 billion

Time

Includes the time that businesses
spend reporting information,
finding forms, filling out forms, and
submitting forms.

Captures total time businesses spend
completing government paperwork.
Automatically weights the burden of
paperwork.

Easy to understand and communicate.
Can be converted to cost estimate using
average hourly wage.

Does not capture burden of complying with regulations
that don't require paperwork.

Only captures burden on business.

Resource intensive and hard to update frequently.
More subjective than some measures.

Does not capture costs of lost innovation and
productivity.

Nova Scotia

First published in 2006.
2006: 615,000 hours
2008: 564,000 hours

Regulatory Requirements

Defined as “a compulsion,
obligation, demand, or prohibition
placed on an individual, entity or
activity by or under the authority of
a provincial Act, regulation or
related policy.”

Easily measured and updated.
Comprehensive. Includes obligations found
in legislation, regulation, and related
policies.

Used in several jurisdictions allowing for
some comparisons.

Does not capture frequency (how many times an action
is taken) or compliance costs.

Does not address customer service problems.

Does not capture costs of lost innovation and
productivity.

British Columbia

First published in 2001.

2001: 383,600 regulatory requirements
2008: 218,536 regulatory requirements
Newfoundland and Labrador

First published in 2005.

2005: 312,517 regulatory requirements
2009: 228,138 regulatory requirements
Federal Government

First published in 2006.

2006: 408,049 regulatory requirements
2009: 328,049 regulatory requirements

Standard Cost Model (SCM)

The SCM consists of 3 steps:

1. Breaking down regulations
into measurable components;

2. Estimating costs of completing
each activity; and

3. Simplifying regulations.

Captures total cost to businesses including
financial and compliance costs.
Widely used in Europe.

Human resource intensive and difficult to update.
Does not capture costs of lost innovation and
productivity.

United Kingdom

Published in 2006: £13.2 billion

Also used by a number of other European
countries (i.e. France, Germany, Denmark,
Netherlands)

Number of Regulations

Easily measured.

Does not capture actual burden. Each regulation can
have thousands of requirements.

Does not capture requirements found in policy or
legislation.

Does not capture costs of lost innovation & productivity.

Not currently used as a public measure in
Canada.

ade] pay Aq paiduisay A1uadsold
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Figure 5
Change in the regulatory burden over past
three years (% response)

Manitoba T |0.3

Ontario | PA

Alberta | PAY

National B24

Price Edward Island B2.2
British Columbia [ NG H27
New Brunswick [ | EX]
Saskatchewan f2.0
Nova Scotia | X3
Quebec X
Newfoundland and Labrador M5

mIncreased No Noticeablechanges ~ mDecreased

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

Figure 6

Annual regulation cost per employee, by size
of firm (in 2008 dollars)

$5.825
$3,053
$2,178
$1,527
- =
0-4 5-19 20-49 50-99 100+

Number of Employees

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

© CANADIAN FEDERATION OF INDEPENDENT BUSINESS

active in reducing regulation. In
contrast, more than half—66 per
cent of businesses in Manitoba, and
57 per cent of businesses in Alberta
and Ontario—say the burden has
increased in their provinces (see
Figure 5).

Smallest Businesses Hit
Hardest

One of the significant findings of
CFIB’s 2005 report was that smaller
firms pay higher per-employee costs
of regulation. This is consistent with
Crane and Hopkins (1995, 2001), who
were the first to examine the
relationship between size of business
and the impact of regulation. Their
work, based on the regulatory
environment in the United States,
looked at the cost of complying with
federal regulations. Their research
was the first to establish the inverse
relationship between the size of
business and the impact of
regulation: the smaller the business,
the greater the cost impact. To get a
sense of the differential, their work
found that regulatory compliance
costs for small firms (those with 20
employees or fewer) were
approximately 45 per cent more than
their larger counterparts.

While efforts have been made by
various levels of governments to
reduce the burden of regulation, the
smallest of businesses are still the
hardest hit. Based on 2008 data,
CFIB finds that businesses with
fewer than five employees pay
$5,825 per employee per year in
compliance costs, while businesses
with more than 100 employees pay
$1,117 per employee, per year
(Figure 6).



Figure 7

Annual regulation cost per employee—
Canada and OECD countries, by size of
firm (in 2008 dollars)

$8,030

2,619
52 $2,178
Il ==
0-19 20-49 50-499
Number of Employees

B OECDData = CFIBData

Source: Canadian Federation of Independent Business, Survey on
Regulation and Paper Burden, November 2008-February 2009,
n=10,566 and Organization for Economic Co-operation and
Development, Business’ views on Red Tape Administrative and
Requlatory Burdens on Small- and medium-sized Enterprises, 2001.

Note: OECD regulation costs shown are based on an 11-country
average. In this report, these 2001 OECD costs have been adjusted to
inflation and expressed in 2008 dollars

Figure 8

Breakdown of regulation cost per
employee, by size of firm (in 2008
dollars)

$7,000
$6,000

$5,000
$4,000
$3,000
$2,000
$1,000 .
$0
0-4 5-19

Number of Employees

20-49 50-99 100+

m Costin Wages

m Professional Fees
Required Spending (e.g. special equipment, renovations)
Losses due to delays

Source: Canadian Federation of Independent Business, Survey on
Requlation and Paper Burden, November 2008-February 2009,
n=10,566
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The smallest of businesses pay five times
more in compliance costs per employee
than larger businesses. These findings are
consistent with estimates published by the
Organization for Economic Co-operation
and Development (OECD) in 2001.
Unfortunately, the OECD has not updated
these figures. The results highlight the
conservative nature of CFIB’s estimates and
illustrate a clear and ongoing decrease in
regulatory compliance costs as business
size increases (Figure 7). In the smallest
businesses, wage costs and professional
fees are considerably higher on a per
employee basis than in larger businesses.
Required spending and losses due to delays
are relatively stable across business size
(Figure 8).

Why are the per employee costs higher for
smaller businesses? First, small businesses
have fewer resources to devote to
regulatory compliance than larger firms,
the latter of which benefit from economies
of scale. Larger businesses often have in-
house resources devoted solely to
regulatory monitoring and compliance. For
smaller businesses, it would be impossible
to set aside such resources. CFIB’s findings
of 2005 support this: at that time, 79 per
cent of businesses with fewer than five
employees indicated they, as owners, had
the primary responsibility for dealing with
regulation, while this number decreased to
58 per cent in those businesses with more
than 100 employees. Further, the 2005
report revealed that as a firm grows in size,
the business owner shifts regulatory
responsibility to staff and outside
professionals.

The second reason why regulation hits
the smallest firms hardest is that these
businesses often operate in much more
competitive industries than their larger
counterparts. In competitive business
environments, there are fewer
opportunities to pass along costs to

Powered by Entrepreneurs.
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Figure 9

Portion of regulatory costs passed on to
customers (% response)

Don't know, 8 Allof it, 10

A large portion
of it, 12

None of it, 43

A small portion
of it, 28

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

Regulatory Costs by Province

customers. For instance, when asked
how much of the cost of regulation
CFIB members pass along to their
customers, 43 per cent report being
unable to pass along any costs; while
another 28 per cent said they pass on
only a small portion (Figure 9). This
finding is of significant interest given
that it challenges the common
assumption that a considerable portion
of the costs are passed on to
consumers. It appears that the
opposite is the case: while businesses
do pass along some of the cost of
regulation, they are not able to pass
along a majority of it. This makes
regulation more a hidden tax on
production than consumption.

Table 2 shows the total regulatory cost per province and the percentage of GDP it represents for
2005 and 2008. This table provides a general indication of how high regulatory costs are in each
province. However, it is not highly indicative in terms of making comparisons between provinces

as it includes all levels of government. The overall increase in costs in BC could, for example,
reflect additional municipal regulation, provincial regulation or a mix of both. It could also be
additional federal regulation that affects a higher proportion of BC businesses (such as in
forestry). In every case, the share of GDP was lower in 2008 than 2005. However for many
provinces, the decrease in total regulation cost as a share of provincial GDP is due to economic

growth rather than actual reductions in red tape.
Table 2

Cost of Regulation, by province (in 2008 dollars)

Total Costs ($ Million)

% Provincial GDP

2005 2008 2005 2008
British Columbia 4,216 4,829 2.5 24
Alberta 3,537 4,046 1.7 1.4
Saskatchewan 1,041 836 24 1.3
Manitoba 1,072 945 2.5 1.9
Ontario 11,556 10,853 2.1 1.8
Quebec 7,439 7,201 2.6 2.4
New Brunswick 633 567 2.5 2.1
Nova Scotia 837 706 2.6 2.1
Prince Edward Island 153 114 2.8 24
Newfoundland and Labrador 396 369 1.9 1.2
Canada 30,880 30,467 2.2 1.9

Source: Canadian Federation of Independent Business, Survey on Regulation and Paper Burden, April-May 2005 n=7,391 and November

2008-February 2009 n=10,566.
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Figure 10

Growth in GDP per hour worked, Total economy, percentage change at annual
rate (average growth rate 1995-2006)
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Source: Organization for Economic Cooperation and Development, OECD Productivity Database, December 2007

The Productivity Connection

Excessive regulation poses a serious productivity challenge for our economy, which means
that incomes, job creation, and living standards are lower than they would otherwise be.
Canada consistently falls short of the
productivity gains being realized in

Figure 11
other developed countries (Figure 10). . .
b (Fig ) Regulations significantly reduce the
From 1995 to 2006, Canada’s average productivity in my business (% response)
productivity growth of 1.6 per cent
trailed the OECD average of 1.9 per cent - Altindustries IS
Transportation/Communications Y. EE
and was well below the US and UK rates Construction T — BT
of 2.2 per cent. Over time, these Primary L I
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standards and helps explain why per Wholesale trace  IEEG_—_— S— R
capita incomes in the US are $9,000 ST
higher than in Canada. Hospitality T E—
Retail trade  IEEG—_—Y A 26 |
Is excessive regulation Contributing to Education, Health, Social Services ]I A4S
this problem? It seems clear it is when =Agree “Don'tknow ®Disagree
over 60 per cent of small- and mid- Source: Canadian Federation of Independent Business, Survey on Regulation

. . . d P Burden, April-May 2005, n=7,391
sized businesses say that regulations S RRer PR, RIS

significantly reduced productivity in
their business—a sentiment that was
consistent across all industry sectors
(see Figure 11).
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Figure 12

How business would use savings if
regulation was reduced (% response)
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Figure 13
Social cost of regulation (% response)
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Further evidence that regulatory excess
is lowering our incomes can be seen
from asking business owners what they
would do if regulatory costs were
reduced. Businesses’ top answer is to
invest in equipment and business
expansion—exactly what is
recommended for productivity gains (see
Figure 12). Several other answers relate
clearly to increasing productivity
including paying down debt, which frees
up more capital to invest in the business
and increasing employee training.

Looming labour shortages make freeing
up resources for employee training
particularly important. As businesses
will be tapping into less skilled labour
pools, these investments will be
necessary just to preserve existing
productivity let alone increase it. Not
surprisingly, increasing employee wages
and benefits is also very high on the list
of priorities of small business owners.
Clearly, regulatory relief in the form of
fewer regulations, simplifying existing
regulations and improving government
customer service is the most important
thing governments can do to increase
Canadian incomes.

Social Cost of Regulation

Beyond the burden of time and money,
excessive regulation creates significant
frustration for many small business
owners. It is impossible to put a price tag
on this, but it clearly adds to the cost.
Three out of four small business owners
indicate “regulations add significant
stress to my life” (Figure 13). This stress
is compounded by the fact that many
business owners must devote time
outside of normal working hours to
comply with regulations. This not only
makes for long work hours, but takes
time away from family and friends.
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Red Tape: The Biggest Irritants for SMEs

For business owners, regulation is like death by a thousand paper cuts. It is the sheer
volume of obligations that you are expected to be aware of and in compliance with from all
levels of government including government agencies, crown corporations and delegated

Figure 14

Small business view of government regulation

(% response)

Government considers the impact on
my business when it imposes
regulations

Ido my best to make sure that | am
in compliance with all regulations

H Agree ®Disagree

98 1 1

Don'tknow

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

Figure 15

Most burdensome federal regulations

(% response)
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importing paperwork)

Transport
Environment
Selling to government (procurement)
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Immigration and citizenship (e.g. applicant
processing time)
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I
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Source: Canadian Federation of Independent Business, Survey on Regulation and Paper
Burden, November 2008-February 2009, n=10,566.

authorities that is the issue.
Adding to the problem,
government customer service
supporting regulatory compliance
is often poor with little effort
made to understand the
challenging reality of a small
business owner, who after all did
not go into business in order to
be a sales tax expert or to fill out
Statistics Canada surveys. Most
businesses work hard to make
sure they are complying with
regulation but do not believe that
government considers the impact
on small business when it
imposes regulation (see Figure 14).

At the federal level, CFIB
members cite their top five
compliance irritants as GST/HST
(70 per cent), payroll taxes such
as CPP and EI (69 per cent),
personal and corporate income
taxes (67 per cent), records of
employment (47 per cent), and
Statistics Canada surveys (28 per
cent) (see Figure 15). The order of
concern is exactly the same as
2005, but the level of concern
about payroll taxes, income taxes
and Records of Employment
(ROE) has increased. Areas like
border and trade rules and
agriculture are further down on
this general list but are very high
on the list of concerns for
businesses affected by them.
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Figure 16

Most burdensome provincial regulations
(% response)
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Figure 17

Most burdensome municipal regulations
(% response)
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The most commonly cited provincial
irritants were also similar to what
was found in 2005: workers’
compensation and occupational
health and safety regulations (65 per
cent), PST/HST (56 per cent), and
employment standards (41 per cent)
(see Figure 16). While there was
considerable consistency in these
primary irritants across the country,
results did vary from province to
province (see Appendix C). When CFIB
members ranked their primary
regulatory irritants at the municipal
level, property taxes (55 per cent),
building and renovation permits

(37 per cent), and property
assessments (31 per cent) topped the
list (see Figure 17). This was again
similar to the results found in 2005.

Customer Service Makes a
Difference

When dealing with government
regulations, customer service can
make the difference between a
stressful, time-consuming process and
a positive and productive one. Close to
1,700 business owners took the time
to make comments about their specific
experience with regulation or
regulators on CFIB’s most recent
survey (see Figure 18° and Table 3).
Reading the comments made it very
clear that poor government customer
service is a large part of the regulatory
headache facing small business.
Getting more than one answer to the
same question, confusing language,
being put on hold, dealing with rude
or poorly-informed staff and waiting
too long for a decision were common
complaints. Very few businesses felt
that governments effectively

* There may be some overlap in comments between categories.
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Figure 18
Volume of member comments, by area of regulation
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Figure 19

Do you agree or disagree with the
following statement (% response)

Governments effectively communicate new
regulations to my business

Governments make best efforts to provide service in
a timely fashion

Auditors and inspectors take a common sense
approach to regulation

mAgree mDon'tknow mDisagree

Source: Canadian Federation of Independent Business, Survey on Regulation

and Paper Burden, November 2008-February 2009, n=10,566.

Figure 20

What would help your business better
comply with regulation (% response)
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Provide examples of what constitutes
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compliance 59
Reduce the total number of regulations _ 7723

Improve government customer service =5761
| B
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32
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Simplify existing regulations

Clearly communicate new regulations

Make fewer changes to existing regulations
Improve timelines of decision making by
regulators

Provide more online services (filing,
information, etc.)

Provide compliance audits that do not trigger
any monetary fines

=2005 =2008

H

communicate new regulations, make
best efforts to provide service in a
timely fashion or that auditors and
inspectors take a common sense
approach to regulation (see Figure 19).

When asked what would help
businesses better comply with
regulation, two of the three top
solutions require an improvement in
customer service—simplifying
existing regulations to better help the
business owner understand what
government is asking and clearly
communicating new regulations.
Beyond this, 60 per cent of small
business owners stated outright that
an improvement in government
customer service would help their
business—the fourth most popular
response. The importance and
emphasis of government customer
service was reflected in both the 2005
and 2008 data (Figure 20).

Source: Canadian Federation of Independent Business, Survey on Regulation and

Paper Burden, April-May 2005 n=7,391 and November 2008-February 2009

n=10,566.
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While small business owners are quick to point out the impact of poor government
customer service on their business, which includes everything from frustration and stress
to thousands of dollars in fines or delays, they are also extremely appreciative of a positive
government customer service experience. Many of the positive comments from the survey
focused on the responsiveness and understanding of an individual or the flexibility built
into a process. A few examples of both positive and negative comments around government
customer service from the survey are highlighted in Table 3.

Table 3
Members' comments

Positive Customer Service

Negative Customer Service

Actually the one auditor last year seemed to go out of
their way when doing their job. | found them to wait
while we were with customers and they listened to us.
They didn't take as long as expected and we were able
to communicate why we disagreed with some of their
report.

(Autoparts and tires store owner, Ontario)

| cannot think of any positive experience and | cannot begin
to explain the frustration of dealing with the GST people it

is considered a small victory in any of our offices when you

can actually get through to a human voice and any error on
their part takes months to be corrected tying up thousands
of our companies dollars.

(Construction firm owner, Ontario)

We give a thumbs up to our licensing regulator, who
has taken a pragmatic approach to a 'results based'
system, rather than to a nit-pick 'rules & compliance
based' system.

(Insurance agency owner, British Columbia)

Recently | called CRA to acquire forms to pay my corporate
tax. It took seven calls to get an agent who could walk me
through the process and provide me with the exact
information required by CRA to order the forms. Before
him, three agents "transferred" my calls resulting in losing
my call and having to call again. The final agent was so
great | asked to talk to his supervisor to share my good
experience. When my call was transferred his mailbox was
full and the system automatically cut me off....again.
(Retail store owner, Ontario)

Filing payroll PST and GST on line is a god send.
(Building materials and supplies firm owner, British
Columbia)

WSIB is a nightmare. We were incorrectly coded, and trying
to reverse that has been virtually impossible. Once we went
through the appeal process, it seemed to trigger further
audits, etc...

(Construction firm owner, Ontario)

Two years ago | had an auditor come to check WCB
annual filings. She was amazingly good, open minded
and helpful in answering my questions and giving me
tips to reduce the premiums.

(Greenhouse and nursery owner, Alberta)

We were allowed to do certain work without engaging an
electrician and were told we did not require post-work
inspection. The applicable code changed, no notice given,
we did what we always did and ended up with a cease and
desist order. We were also notified of a potential fine to our
corporation of up to $1 million.

(Construction and industrial equipment firm owner,
Ontario)

When we first opened, a representative from the RST
office sat down with me and was very helpful in
explaining the "how to's" of posting taxes, etc. She
was given our name by a board member of our local
development corp. It was entirely non-threatening and
supportive. It went a long way towards removing the
stigma associated with audit-type inspections.
(Grocery store owner, Ontario)

When importing plants | had to destroy 300 plants in a
shipment of 5500 because two varieties were incorrectly
spelled on my import permit. Once destroyed, CFIA granted
immediate changes to my permit to allow entry of those
same species as soon as the next day.

(Farm owner, Ontario)
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A Prescription for Effective Regulatory Reform

Effectively tackling red tape requires a fundamental change in culture from within
government. In our 2005 report, CFIB identified three key ingredients to successful reform:
political leadership, public accountability, and constraints on regulators. The timeframe
with which governments approach reform is also important. It is not enough to enact
changes that will endure for several years. Governments need to commit to being more
accountable permanently—this is an ingredient currently missing from even the most
promising initiatives in Canada.

Political Leadership

Effective and sustained regulatory reform must be driven from the top. This has rarely been
the case. No Premier or Prime Minister has appointed a cabinet-level official responsible for
regulatory oversight. British Columbia came closest when it appointed a Minister of State
for Deregulation in 2001. Contrast this with the higher level of profile and accountability
with respect to fiscal matters. It would be unthinkable for a provincial or federal
government not to have a Minister of Finance or Treasurer to oversee and report on
spending and taxation decisions. Why then this lack of political leadership on regulations?
One possible explanation is that, with the exception of eliminating a few obvious,
outrageous regulations—the effective equivalent of pulling a few weeds in an overgrown
garden—the issue is not considered politically rewarding. A key component of political
leadership is to identify and support change agents in all departments. Champions of
change, hoping to alleviate the regulatory burden, are often “frozen out” by the vested
interests that do not want any constraints on their activities.

The issue of political leadership is even more problematic at the municipal level. Without
ministerial departments staffed with civil servants who study issues of regulatory compliance
full time, as is the case in federal and provincial governments, municipalities often lack the
institutional memory to support an initiative like regulatory reform. A city councillor who
chooses to tackle the issue of municipal red tape will have to push for a commission to be
created to study the issue, and shepherd this study through the often byzantine politics of
the typical council government. Should the councillor pushing for regulation reform lose an
election, as was the case in Winnipeg with the Red Tape Commission, the project will often be
abandoned as newer hot-button issues come to the fore. Any research done into the problem
is quickly lost, as the municipal government lacks the staff necessary to keep the project
afloat without political cover, and priorities quickly shift within council.

Public Accountability

Any government serious about effective regulatory reform must give the public a way to
evaluate its regulatory activity. Internal guidelines and checklists, a feature of many reform
initiatives, are not enough. Those proposing additional regulation should not be left to police
themselves. This report and recent experiences (discussed more fully in the next section)
show that it is possible to estimate the regulatory burden. Regulatory measures must then be
regularly reported to the public. Going a step further, legislating the requirement to report
regulatory measures would make it harder for governments to abandon public accountability.
Balanced-budget laws are a good template for this sort of “legislated” accountability.
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Constraints on Regulators

Perhaps the most effective element to achieving regulatory reform is imposing constraints
on the regulators themselves. Governments must recognize that business owners have a
limited ability to comply with an endless list of regulations. Likewise, governments also
have a limited ability to enforce an endless list of regulations. Implementing a cap forces
regulators to consider alternatives and trade-offs and to prioritize what regulations are
most important. The cap could be a reduction target or a target for no net increase in
regulatory activity. Such constraints would depend on establishing an effective, publicly
intelligible measure to track the regulatory burden.

The Current State of Regulatory Reform Across Canada

Since CFIB’s 2005 report, the number of regulatory reform initiatives across the country has
grown. The most promising initiatives are described below and the Regulatory
Accountability Progress Report (Table 4) provides an overview of the progress being made
throughout Canada on the key elements for effective regulatory reform—political
leadership, public accountability, constraints on regulators and whether reforms are
permanent. Our focus on these key items is deliberate. Positive progress in other areas such
as making more forms available on line is important but not critical to changing
government’s accountability to its citizens with respect to the regulatory burden.

Federal Government

In the 2007 Federal Budget, the government made a commitment to reduce its paperwork
burden on small businesses by 20 per cent by November 2008. Responding to a
recommendation from the Advisory Committee on Paperwork Burden Reduction, which is co-
chaired by the CFIB and Industry Canada, the government started the process by requiring 13
key departments and agencies (including Finance, Industry, Canada Revenue Agency, and
Canada Border Services Agency) to compile an inventory of all regulatory requirements
affecting businesses. The inventory was completed in October 2007. At the time, 13
departments were found to administer over 400,000 business-related requirements in
legislation, regulations, policies and forms. These departments and agencies were then
mandated to eliminate administrative requirements by 20 per cent. While a bit delayed, the
government announced it had reached its target on March 20, 2009. Examples of changes
affecting businesses include a reduction in the frequency of tax filings and remittances to the
Canada Revenue Agency (CRA), and excluding micro-businesses from having to fill out Statistics
Canada business surveys. While the reduction exercise did reduce red tape in some areas and
was a groundbreaking exercise for the federal government, it was short lived. Although some
commitments have been made to continue measuring, nothing concrete has been announced.

British Columbia

British Columbia has been a leader in regulatory reform across Canada for the past eight years.
In 2001, the newly elected government of Gordon Campbell embarked upon regulatory reform
in British Columbia. Unlike previous attempts in Canada, the “New Era” initiative seemed to
include all the necessary ingredients for success—political leadership, public accountability, and
constraints on regulators. The constraint on regulators came through an election promise to
reduce the regulatory burden by one-third over three years. On political leadership, Premier
Campbell appointed a Minister of Deregulation to oversee progress on this file. More than a
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symbolic gesture, each Minister would now be held accountable in the legislative assembly and
at the cabinet table. After rejecting several measures that had serious flaws, the government
opted to use “regulatory requirements” as its primary accounting tool. A “regulatory
requirement” is defined as “a compulsion, obligation, demand or prohibition placed on an
individual, entity or activity by or under the authority of a provincial Act, regulation or related
policy.” The first count revealed a staggering 382,139 regulatory requirements in BC. To track
success at reducing the burden by one-third and subsequently maintaining the burden with no
increase, the regulatory requirement counts are published quarterly. These counts serve as a
quantitative baseline against which to evaluate progress towards regulatory reform.

To date, the BC government has registered a 42.6 per cent reduction in regulatory
requirements—more than 163,000 regulations—exceeding the original goal of one-third over
three years. These reductions have been accomplished with very few concerns being
registered about any sacrifices to human health and the environment. Going forward, the
government has committed to zero net increase in regulations through 2012; for every new
regulation added, one or more existing regulations will be eliminated. While BC’s model is one
of the most promising in Canada, there is no guarantee that it will continue beyond 2012.
Indeed, it is likely that it would quickly be abandoned if another government came to power.

Nova Scotia

In 2005, Nova Scotia launched the Better Regulation Initiative to achieve a 20 per cent
reduction in the paperwork burden by 2010. To measure the burden, the government
created the Better Regulation Index, which measures the total time it takes for a business to
complete all of the paperwork required by the province. Overseen by a Steering Committee
comprised of senior officials in key departments, with regular progress reports through the
Provincial Treasurer, the baseline Index revealed that businesses spent approximately
615,000 hours a year on paperwork. By October 2009, the government had reduced the
burden by almost 15 per cent, with the Better Regulation Index showing a drop of 91,000
hours; saving businesses approximately $2 million.

In addition to working towards the 20 per cent reduction, the province is also making a
number of other changes: applications for most licenses and permits will be turned around
within 10 business days by 2010; a regulatory management policy is being adopted to help
civil servants implement regulations with greater appreciation for the impact on businesses; a
one-stop shop for businesses to find license and permit information (BizPal) was recently
introduced; and plain language training for policy makers and ongoing training for regulators
is now available. As well, the province worked with a local university program linked with
public administration to create a course focusing on better regulation. Like BC, Nova Scotia
has no permanent plan to continue measuring and reporting the burden of regulation.

Newfoundland and Labrador

Modeled after BC’s initiative, Newfoundland and Labrador announced a three year plan to
reduce the regulatory burden by 25 per cent—removing 78,129 regulatory requirements—in
August 2005. In outlining the Red Tape Reduction Initiative, Premier Danny Williams said, “Our
small- and medium-size businesses are especially impacted by the excessive red tape in
government and we want to alleviate this burden and create an environment that fosters
success.” In May 2009, the government announced that it had exceeded its original target by
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registering a 27 per cent reduction in regulatory requirements. Examples of specific changes
made include implementing BizPal. and changing the journeyperson-to-apprentice ratio
requirements to give employers more flexibility to hire and train apprentices. As well, more
than 170 fees were lowered or eliminated, resulting in approximately $30 million in savings to
business. Building on this success, the government also announced a commitment to “zero net
growth” in regulatory requirements. Like BC, for every new regulation brought forward, an
existing one must be eliminated.

Quebec

The Quebec government has had some focus on regulatory reform since 1996 when it
introduced new policies intended to minimize the impact of new regulation on small business
and streamline existing regulation. These policies have been revised many times since they were
first introduced. The government has also experimented with measuring the burden of
regulation and setting reduction targets. In 2002, it set a target to reduce regulatory burden on
business by 20 per cent by 2004. However, it was not clear to the public what exactly the
government was measuring and there were no regular progress reports. In 2005, the
government reported that over 17 million “administrative formalities” were identified. However,
it also noted that due to the inexperience of the departments and agencies with respect to this
type of exercise it was impossible to determine whether the 20 per cent target had been
achieved. At the time, the government indicated that only 9 out of the 18 government agencies
had conducted the exercise properly and were able to achieve a 14 per cent reduction. A later
report issued in February 2008 indicates that the 20 per cent target was met.

The government currently has a new target to reduce the costs of administrative formalities
by 20 per cent from 2004 levels by 2010. The government’s most recent report from August
2009 includes what looks like very comprehensive measures of both volume and cost of
regulation by ministry and agency. The latest data reported, however, is from 2007. It is odd
that more recent data is not included, particularly given the target to reduce by 20 per cent
by 2010. The 2005 data show 32 million regulatory formalities, costing businesses $1.5
billion.

Ontario

The 2008 Ontario Budget identified regulatory reform as a top priority, stating, “The Canadian
Federation of Independent Business has indicated that a main concern for many small- and
medium-sized businesses is their paper burden. Ontario’s goal is to lead all Canadian jurisdictions
with its efforts to measure and reduce the regulatory burden.” Acting on that commitment,
Premier Dalton McGuinty announced the Open for Business initiative in March 2009. Under this
plan, each Ministry is mandated to publicly report on the number of regulations they oversee, and
reduce that count by 25 per cent by 2011. This function is overseen by Cabinet Office. While it is
promising that the government sees this area as a priority, there have been no commitments
made on publicly measuring the burden of regulation.

Saskatchewan

In 2008, the newly-elected government of Premier Brad Wall launched the “Regulatory
Modernization Council” through Enterprise Saskatchewan. With a goal to “guide and direct
regulatory reform and business service priorities that will make it easier for businesses to
do business and interact with government,” the Council has been tasked with looking at
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many areas for possible reform including a single window business portal, a regulatory
registry to consult businesses on new and amended regulations, and a review of
Saskatchewan’s business fee structure. While it is promising that the government sees this
area as a priority, there have been no commitments made in the critical area of publicly
measuring and reporting the burden of regulation.

Prince Edward Island

In the 2008 provincial budget, the government led by Premier Robert Ghiz, announced a
“...thorough review of Government’s regulatory regime, which will allow the private sector
to more easily interact with the government.” To date a coordinator (reporting to the
Treasurer) has been appointed to review the regulatory burden and the province has taken
some initial steps to streamline certain requirements. For instance, PEI has adopted an
online payment system for a number of taxes and fees and will be implementing BizPal..

NOTE: Provincial jurisdictions not mentioned have made little or no progress in the
areas of political leadership, public accountability or constraints on regulators.

Municipal

In our last report, we highlighted the City of Winnipeg. At that time, the Mayor had
committed to implement the recommendations coming from Open for Opportunity: Final
Report of the Mayor’s Red Tape Commission. The recommendations included instituting a
count of regulatory requirements, setting a reduction target of 15 per cent over five years
and publicly reporting on the count. Unfortunately, no action has been taken. Winnipeg’s
stalled Red Tape project remains the high-water mark for municipal regulatory reform, with
no sign of the city picking up the project once more, nor any indication of other
municipalities making similar attempts. This lack of progress is disappointing at a time
when many provincial governments are taking steps to improve their regulatory climates.

That having been said, some progress has been made through the wide adoption of BizPaL
by municipalities. BizPalL is an online directory, where a business can sign up and see a list
of all the permits and licenses for all levels of government that apply to their specific type
of business and geographic location. Many municipal governments across the country have
signed on as BizPal. partners.

Agencies, Boards and Commissions

While many provincial governments, along with the federal government, have made great
strides since 2005 in bringing greater accountability to regulation, the progress has typically
included government departments only. Outside of the purview of most regulatory reform
exercises are Agencies, Boards and Commissions—the so-called ABC’s of government. Yet, when
one examines where the burden is greatest at the provincial level, small business owners in all
provinces rate workers’ compensation boards as either the first or second area of greatest
concern. Clearly, regulatory reform exercises that do not include areas such as workers’
compensation are overlooking an area of significant concern for small business owners. As a
result, valiant efforts to reduce the overall regulatory burden will be hindered or offset by
increases in the burden by arms of government that have not yet been enlightened and included
in efforts to reduce the overall burden through the measures outlined above.
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Table 4

Regulatory Accountability Progress Report

Publicly Reported

Permanent (legislated)

Jurisdiction Measure Measurement Political Leadership Constraints on Regulators commitment to report
Yes. No. Some. Yes. No.
Federal Measure publicly Led by the Minister of The commitment to reduce paperwork 4. -4
Government reported in 2007. State for Small Business burden by 20 per cent was set in 2007 lfmﬂu
and Tourism. and achieved in 2009.
Yes. Yes. Yes. Yes. No.
Measures reported and Championed by the The commitment to reduce regulatory
British published quarterly Premier since being requirements by 1/3 was achieved in VY IRy Oy
Columbia since 2001. elected in 2001. 2004. The current commitment to l@lgi‘l}[g
maintain a zero net increase in
regulations extends through 2012.
Yes. Yes. Yes. Yes. No.
Measure publicly The Better Regulation The government has committed to a 20 i 3 g i
Nova Scotia reported in 2007. Office is overseen by the per cent reduction in the “paperwork T T 1
Treasury and Policy burden” by 2010 (15 per cent of that li@liﬁlh}[g
Board. target achieved in October 2009).
Yes. No. Yes. Yes. No. -
Newfoundland Led by the Minister of The government exceeded their 25 per £ £ &
and Labrador Business. cent reduction in 2009 (27 per cent); [ng[‘ﬂ;
also committed to zero net growth.
Yes. No. Some. Yes. No.
Measures publicly Led by the Cabinet A target to reduce by 20 per cent by
reported in 2005 and office, through the 2010 in eighteen government ) )
Quebec 2008. Ministerial Committee on  department and agencies. lh;lg
Economic Prosperity &
Sustainable
Development.
No. No. Yes. Yes. No. ) .
: The Open for Business The government has committed to a 25 yay |
Ontario strategy is overseen by per cent reduction in regulations by l@lu
Cabinet Office. 2011.
No. No. Yes. No. No. )
Saskatchewan Led by Enterprise l@
Saskatchewan.
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Jurisdiction

Publicly Reported

Political Leadership

Constraints on Regulators

Permanent (legislated)

Measurement commitment to report
No. No. Yes. No. No. §
New Brunswick Led by the Business IL_;
Minister.
No. No. Yes. No. No.
Prince Edward A red tape review was :
Island announced in the 2008 IL}
budget.
No. No. Some. No. No.
Manitoba Led by the Minister of
Entrepreneurship,
Training and Trade.
No. No. No. No. No.
Alberta
No. No. No. No. No.
Yukon
Northwest No. No. No. No. No.
Territories
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Conclusion and Recommendations

In recent years, governments across Canada have become more accountable to citizens with
respect to regulation. Five years ago, BC was the only province that had set a target for
reducing and reporting the regulatory count to the public. Today, the list is much longer—
Newfoundland and Labrador, Nova Scotia, Quebec, Ontario, Saskatchewan and PEI have all
indicated that red tape reduction is a priority and are at various stages of implementing
reforms.

But much more remains to be done. Even in the provinces that are furthest ahead, too much
time and money is still wasted on unnecessary red tape, resulting in lower productivity and
living standards and causing undue stress and frustration. For all levels of government,
CFIB has a general ten-point plan for effective regulatory reform that is based on the
principles of accountability and leadership as discussed earlier in this report. It is the same
plan that we recommended four years ago and remains the gold standard for reform. In
addition, we have put together some specific recommendations for the provinces that take
into account their progress to date. Following these recommendations will not be easy but it
promises big dividends.

What benefits do our recommendations promise? The biggest benefit is the potential to
unleash the entrepreneurial spirit within both the private and public sectors by reducing the
time, money, and frustration that both sides incur when coping with unnecessary red tape.
This in turn leads to many other positive outcomes: a more constructive relationship
between government and the private sector, a more productive and resilient economy, an
increased ability to cope with labour shortages and a more attractive investment climate.

CFIB’s Ten-Point Plan for Effective Regulatory Reform
1) Measure the regulatory burden

Without measurement there can be no true accountability. Measuring the regulatory
burden is not an easy task, since much of the cost of regulation is hidden, indirect or
intangible. However, the first measure does not have to be perfect (fiscal accounting, for
example, has become more sophisticated over time).

2) Institutionalize (legislate) the measure by reporting it regularly to the public

Real accountability requires ongoing measurement. Measures should be reported in
such a way that they will survive beyond the government that was initially enthusiastic
about the exercise. For example, “legislating” this reporting requirement would allow the
regulatory burden to be tracked over time.

3) Impose constraints on regulators

Businesses and individuals have limited time and money to cope with regulation. If
regulators want their rules followed, they must recognize these limits and impose some
restraint on their own regulating. Suggested initiatives include a requirement on the part
of government to reduce a regulatory requirement for every new requirement
introduced (cap and trade) and introduce criteria to justify the need for new and
existing regulations.
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Make regulatory accountability a political priority and appoint a Minister responsible

Regulation has a serious impact on the economy, yet politically it is usually a low-profile
issue. A cabinet-level position should be created (i.e. Minister of Regulatory Reform). In
the case of municipal governments, a permanent ‘standing committee’-style body should
be created that is tasked with an ongoing review of regulatory practices, and should
have designated seats for elected council officials so that there is political
accountability.

Ensure adequate communication of existing and proposed regulation

The onus should be on those creating new rules to ensure effective communication of
those rules. It is entirely reasonable for business owners to expect government agencies
to provide straightforward and consistent advice regarding regulatory compliance in a
timely manner. All communication should be in plain language.

Focus on areas that will be most economically productive

To maximize the economic impact of regulatory reduction exercises, policy makers
should focus on areas of regulation and red tape considered most harmful to business.

Carefully consider the need for all new regulations and the impact on small business

Any proposed regulations should be subjected to scrutiny that includes questioning
whether regulation is needed, ensuring that affected parties are consulted, and that any
unintended consequences of the regulation are considered. Guidelines for considering
new regulations should be regularly monitored by a third party to ensure that they are
being adhered to.

Keep compliance flexible and provide basic examples and guidelines for what
constitutes compliance and non-compliance

Regulation works best when it is outcome-based rather than prescriptive in nature. This
allows businesses to find the most cost-effective ways to comply with rules. Businesses
should, however, also be given some guidelines and examples of what constitutes
compliance.

Improve government customer service

Small- and medium-sized business owners know how critical good customer service is
to the survival of their businesses. Regulators dealing with small business should be
given customer service training with specific emphasis on understanding the
importance of small business to the economy and the resource limitations, risks and
hardships faced by many trying to operate small businesses.
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10) Institute reverse onus guidelines for timeliness and communication

Often there is little or no flexibility for business owners when it comes to meeting their
compliance/paperwork obligations. Regulators, however, usually have no specific
timelines imposed on them for when decisions will be made or permits will be
approved. This asymmetry should be changed so that regulators, too, have deadlines
and suffer consequences when these deadlines are not met.

Provincial Specific Recommendations

BC, Nova Scotia, and Newfoundland and Labrador

As leaders in regulatory reform in Canada, the main challenge facing these jurisdictions is
to make reforms permanent so that the positive changes that have already been made
become a base for more improvement rather than being slowly eroded over time. In
particular, CFIB recommends:

» Make measures permanent by legislating the requirement to report them.

» Appoint a Minister whose main responsibility is regulatory accountability and
government customer service to business (e.g. a Minister of Regulatory Accountability).

» Investigate additional measures to complement the ones you have in place (these could
include measures of government customer service).

» Commit to issuing an annual report on the state of regulation in the province. The
report should include measures that are tracked over time and a discussion of future
priorities.

» Promote the reforms that have been undertaken by jurisdictions.

» Make sure that delegated authorities and any other relevant boards and agencies that
impose a burden on business are included in regulatory measures.

Quebec

Quebec is ahead of many other jurisdictions in thinking through how to measure the
burden of regulation. However, the measures are not clearly described and not regularly
reported to the public. Therefore, our main recommendations for Quebec include:

» Publish quarterly reports of progress towards the 2010 objective to reduce the
regulatory burden by 20 per cent.

» Explain clearly in the reports how the measures that are being used have been
calculated.

» Make regulatory reform a more high profile priority for the Premier and Cabinet
ministers.

> Make measures permanent by legislating the requirement to report them.
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Ontario

Recent commitments to reduce regulation are promising. Accomplishing the goals will
require sustained focus on the part of the Premier and Cabinet. CFIB recommends:

» Find a measure to track and regularly report.
» Publish the initial estimate of the burden of regulation.

» Build on the Premier’s commitment to regulatory reform by appointing a Minister whose
main responsibility is regulatory accountability and government customer service to
business (e.g. a Minister of Regulatory Accountability).

» Among other responsibilities, task the Small Business Agency of Ontario with the job of
identifying/reviewing priority areas for tackling regulatory requirements.

Saskatchewan, PEI and New Brunswick

New Brunswick has had a focus on regulatory reform for some time but has not followed
our recommendation to measure and publicly report. Saskatchewan and PEI have more
recently made strong commitments to do something about too much red tape. For these
three provinces, CFIB recommends:

Find a measure to track and regularly report.
Publish the initial estimate of the burden of regulation.

Set a reduction target to be accomplished within a 3-5 year time frame.

vV v v VY

Make sure that there is strong political leadership.

Alberta, Manitoba, Yukon and NWT

These jurisdictions are laggards. It is time to make a commitment to be more accountable to
the public.

» Demonstrate political leadership from the top (i.e. Premier) on tackling regulatory
reform.

» Make a commitment to measure and report the regulatory burden.
» Publish the initial estimate of the burden of regulation.

> Set a reduction target to be accomplished within a 3-5 year time frame.
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Appendix A: CFIB Survey

Regulation and Paperburden

The regulatory burden includes time and money spent complying with government rules (e.g. figuring out what rules apply to your business,
filling out forms, paying accountants and other outside consultants, and dealing with audits and inspections). To continue to show
governments that reducing red tape is important, we need your point of view! Your answers will remain strictly confidential.

CFiB

M233PV_0812

| To ensure that our scanner accurately records your answers, please mark clearly within the appropriate boxes. &

1.

2.

Which MUNICIPAL government regulations are most
burdensome to your business in terms of time and
money spent on compliance? (Select as many as apply)
Business Licensing

Building & renovation permits

Parking by-laws

Garbage and recycling

Sewage and air emissions

Property assessment (can also be provincial)
Land use and development

Sign by-laws

Property tax & business tax (where applicable)
Selling to government (procurement)

Other (Please specify)

ooodoooocodg

Which PROVINCIAL government regulations are most
burdensome to your business in terms of time and
money spent on compliance? (Select as many as apply)
Employment standards

oo

Workers' compensation, occupational health and safety
Business registration, reporting requirements

Provincial Sales Tax, Harmonized Sales Tax

Other tax compliance

Consumer protection

Health permits & inspections

Environment

Financial (insurance, securities, banking)

Liquor & tobacco

Food inspection and restaurant inspections (can also be
municipal)

Selling to government (procurement)

Other (Please specify)

00 oco0dododooog
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3.

Which FEDERAL government regulations are most
burdensome to your business in terms of time and
money spent on compliance? (Select as many as apply)

Payroll taxes (CPP,El)
Record of employment (ROE)
Goods and Services Tax, Harmonized Sales Tax

Income taxes (personal and corporate)

Border and trade rules (e.g. exporting, importing
paperwork)

Fisheries

Agriculture

Immigration and citizenship (e.g. applicant processing
time)

Environment

Transport

Business registration, reporting requirements

Statistics Canada (surveys)

Selling to government (procurement)

Other (Please specify)

O00000 000 o0O0Ooog

Considering all of the regulations pertaining to your
firm - labour, tax, health and safety, sector rules, etc.-
how many hours per week do you and your staff spend:

Filling out forms and doing government-related

paperwork?

Ensuring that your firm complies with all existing
regulations: reading, training, verification, administration,
time spent with accountants and lawyers?

[T T[]

How much do you spend annually in professional fees
(accountants, lawyers, consultants) to ensure your
compliance with existing regulations? (Enter § amount per year)

2 e O

hoursfweek

hoursfweek
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10.

During the past three years, how much money do you
estimate you spent on special equipment, renovations,

etc. solely to comply with regulations? (enter § spent in past 3
years)

s)D,IIII

During the past three years, what impact have delays
caused by regulations (e.g. permits, etc.) had on your
business? (Select one answer only)

[ Noimpact or have not experienced any delays

o I

O  Minor impact (5% or less lost in weekly sales)

[ Major impact (6% or more lost in weekly sales)

How has the overall burden of regulations on your

business changed during the past three years? (select one
answer only)

Decreased
No noticeable change

Increased

U000

Not applicable

How much of the cost of regulation do you pass on to
your customers? (Select one answer only)
All of it

A large portion of it
A small portion of it

None of it

uooooo

Don't know

Do you agree or disagree with the following statements?
(Select one for each line)

Agree
Disagree

If I had known the burden of regulation, | may
not have gone into business

| do my best to make sure that | am in
compliance with all regulations

Government considers the impact on my
business when it imposes regulations

Auditors and inspectors take a common sense
approach to regulation

Governments effectively communicate new
regulations to my business

Governments should monitor the burden of
regulation on an ongoing basis

Governments make best efforts to provide
service in a timely fashion

I Iy Iy By Wy Oy
I Ny Iy Wy Wy W
DDDDDDDDon‘tknow
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11.

12.

13.

Have you ever been consulted by government about

any new regulations related to your business? (select one
answer only)

a vYes
a No

3 Don't know

What would help your business better comply with
regulations? (Select as many as apply)

Simplify existing regulations

Clearly communicate new regulations

Provide examples of what constitutes compliance
Reduce the total number of regulations

Improve government customer service

Make fewer changes to existing regulations
Improve timelines of decision making by regulators

Provide more online services (filing, information, etc.)

Provide compliance audits that do not trigger any
monetary fines

Other (Please specify)

U 0o0opo0oooooo

Please describe any positive or negative experience

with regulation or regulators (inspectors, auditors, etc.).

These examples are extremely helpful when meeting
with government.
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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

A A A A A A A A A A A

50-99

1,194
1,527
1,527
1,527
1,476
1,984
1,527
1,527
1,527
1,527
1,527

A A A A A At A A A A

100+

i,
1,
fl,
i,

1,
il
s
il
il
1,

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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