
Government Requirements 
How Burdensome to 
Small Business? 

Despite the frequently noble motivation behind business 
reporting requirements, the cost is high—with the average 
small business spending $1,270 annually to comply. This 
drain on revenues has proven painful to the many 
small businesses concentrated in the Southeast. But govern-
ments at all levels are beginning to take steps to reduce the 
regulatory burden when they can ease requirements without 
compromising the public benefits sought through the reports. 

As the once rural Southeast has been transformed 
into a rapidly growing commercial and industrial 
area, government regulation is taking on added 
importance. That is especially true for the region's 
many small businesses as they seek to comply 
with costly regulations even though those regu-
lations may have been imposed to achieve 
worthwhile public benefits ranging from combating 
discrimination to alleviating pollution. Increasingly, 
government officials appear to be recognizing 
that regulations designed to control the behavior 
of large firms can work unusual hardships on 
small businesses in the same industry. At the 
same time, regulators are sensitive to the fact 
that the goals sought through reporting require-
ments often transcend corporate size; that some 
restrictions, for instance, were legislated speci-
fically to protect all workers notwithstanding the 
size or social responsibility of their employers. 
The dilemma, then, is to lighten the regulatory 
burden without compromising legislative and 
regulatory goals. 

Why are Small Businesses a Special Case? 
All firms, large and small, are affected to some 

degree by the costs associated with government 
regulation. In fact, the visibility of a large firm can 

make it an obvious target for regulations. How-
ever, the special characteristics of a small firm often 
make compliance difficult. Large businesses are 
usually able to absorb the added burden by spread-
ing the fixed cost of compliance over a larger 
number of productive units. On the other hand, 
for the small firm, the costs per dollar of revenue 
are higher. 

Itcan bedifficultforasmall businesstopasson 
its costs to its customers without pricing itself out 
of the market. A recent National Federation of 
Independent Business (NFIB) survey ranked 
government regulation and red tape (excluding 
taxes) as the fifth most important problem facing 
their highly diversified small business survey 
group.1 The top four rankings went to interest 
rates and financing, inadequate product demand, 
taxes, and inflation respectively. 

The costs of regulation are hard to quantify. 
The number of pages of a report, the percent of 
accounting time used in its preparation, the 
number of staff days devoted to fulfilling regula-
tory requirements, or measurement on a case-
by-case basis are typical methods of accounting 
for regulatory costs. A U. S. Senate study group 

'NFIB Quarterly Economic Report for Small Business. October 1982 
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The nature of regulatory agencies has been changing 
recently, according to an interesting study done for the 
Small Business Administration by Puyear and Wiggins* 
They argue that, in the past, an agency like the Civil 
Aeronautics Board attempted to promote the welfare of 
an industry. Now, the relatively new agencies such as the 
Environmental Protection Agency, Occupational Safety 
and Health Administration, and Equal Employment Op-
portunity Commission affect all sizes and types of busi-
nesses appealing to wider ranging social goals such as 
air pollution, working conditions, and equal opportunity. 

Issues today have become complex. While most busi-
nessmen recognize the right of government to regulate 
business for the public good, an equitable balance be-
tween economic and social values is difficult to attain in 
the fast-changing business environment. 

• Impact of Federal Regulation on Small Business, Alvin Puyear and 
Catherine Wiggins, Small Business Administration, 1980 

estimates that it costs the average small business 
$1,270 annually to comply with federal, state, 
and local government reporting requirements.2 

The first-time expense to design, develop, and 
implement a system to furnish information re-
quired by the government can be excessive for a 
small business. 

Regulation's impact on small business is es-
pecially evident in its demands on an owner/ 
manager's valuable time. The owner of a 
small business must make most of the decisions 
for the firm. Keeping records and submitting 
reports are only part of the cost of complying 
with government requirements. Costs in learning 
what the requirements are and deciding how to 
respond to them—often at the expense of the 
owner/manager's time—also play a major role. 
These indirect costs—opportunity costs—can 
divert capital and time from productive operations, 
a cost that many small businesses cannot afford. 

Unlike a large business, small firms usually 
do not have the administrative apparatus to deal 
with the "paperwork" involved. Without a legal 
department or technical expertise, a small firm 
must often hire expensive consultants to figure 
taxes, make reports, or interpret regulations that 
may initiate a change in product mix, plant 
location, work routine, or capital equipment. The 
cost of such assistance is greater proportionately 

;31 st Annual Report of Select Committee on Small Business." U S Senate, p 
134 
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for a small business than for a large one. Also, 
small firms that typically produce one or a few » 
products can feel the regulatory pinch of product 
standards more than larger, diversified firms. 

Small businesses are also disadvantaged by the 
rule making process. Manpower and resource 
restraints make appearing in Washington pro-
hibitive. The trade and industry associations that 
small businesses often rely on for representation 
sometimes represent the viewpoints of their 
larger members. It is also time consuming and 
costly for small businessmen to turn to the courts 
to settle disputes with an agency. 

What are These Requirements? 
To manage and evaluate their programs, federal, 

state, and local governments require many types 
of reporting. A beginning business must obtain 
from the local government the appropriate busi-
ness licenses and permits allowing it to operate. 
It must file an application for a federal employer 
I.D. number with the IRS. The business must, in 
most states, apply for a state sales tax license. 
Employers must maintain on file up-to-date fed-
eral and state Employee's Withholding Exemption 
Certificates. Taxes are frequent sources of paper-
work requests at the federal, state and local level. 

Labor issues also generate paperwork at all 
levels of government, with reports on employee 
safety and health, statistics on employment levels, 
wages, equal opportunity, Social Security, and 
unemployment. Under general trade and com-
merce fall reports on plant equipment, census, 
and business licenses. Finally, there are environ-
mental reports on matters such as air and water 
pollution, waste, and energy use. An excellent 
source of government requirements for Ten-
nessee has been compiled by the Tennessee 
Department of Economic and Community Develop-
ment (see Table 2). The small businessman not 
only needs to be aware of what is required of him 
but also has to be knowledgeable in many fields 
to be able to comply with requirements for the 
best interest of his firm. 

How are Firms in the Southeast Affected? 
Table 1 shows that employment per company 

is considerably lower in the region than in the y 
nation as a whole. Differences in each District 
state are reflected partly in their industry com-
position. Concentrations of a particular industry . 
have important regulatory implications. Areas 
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Table 1 . Companies, Employees, Employment Per Company 
and Relative Concentration Per State - 1980 

Companies 
Percent 
of U.S. Employment 

Employment 
per Company 

Percent 
of U.S. 

Relative 
Concentration 
Col. 4/Col. 2 

United States 4,543,167 100.0 74,835,525 16.5 100.0 1.00 
Alabama 65,880 1.5 1,073,006 16.3 1.4 .93 
Georgia 104,216 2.3 1.717,602 16.5 2.3 1.00 
Florida 217,609 4.8 2,975,177 13.7 4.0 .83 
Louisiana 77,352 1.7 1,266,337 16.4 1.7 .99 
Mississippi 43,122 .9 612,256 14.2 0.8 .86 
Tennessee 83,256 1.8 1,440,865 17.3 1.9 1.1 
District 591,435 13.0 9,085,243 15.4 12.1 .93 

Relative concentration is defined as the percentage of employees in a state relative to the percentage of companies in that state. 

Source: County Business Patterns, U.S. Department of Commerce, May 1982. 

Table 2. General Business Operating Requirements in Tennessee* 

I. Regulat ions a n d Permits to comply with: 

Federal 
A Occupational Safety and Health Act 
B. Social Security 
C- Employees Federal Identification Number Application 
D. Federal Minimum Wage - Hour Law 
E. Child Labor Provision 
State 
A Tennessee Application for Employer Account Number 
B. Worker's Compensation Insurance 
C. Sales and Tax Certificates of Registration 
D. Corporate License Application 
E Commercial Driver's Licenses 
F. Certification for businesses that deal with 

or transport plants 
G. Pollution Control Permits 
H. Licensing requirements for businesses 

and professionals such as contractors 

Local 
A Zoning Ordinances 
B. Building Codes 
C. Licenses for eating places 
D. City Business License 
E County Business License 
F. Fire Ordinance 
G. Permit for use of city street, sidewalk 

II. Taxes 

A. Corporate Filing Fees 
B. Excise and Franchise Tax 
C. Business Tax 
D. Sales and Use Tax 
E. Property Tax 

Employer Tax Requi rements 
A Form W-2 - Wage and Tax Statement 
B. Form W-3 - Reconciliation of Withheld Income Tax 
C. Form 941 - Federal Tax Return 
D Form 940 - Federal Unemployment Tax Return 
E. Form 220.5 - Employer's Contribution Report 
F. Form 220.1a - Employer's Wage Report 
G. Other Taxes - pertaining to a specific 

product such as gasoline 

"Source "A guide to doing business in Tennessee," Tennessee Department of Economic and Community Development, October 1981. 

composed mainly of smaller firms may have 
unusual problems adhering to policies designed 
for a different type of region, such as one with 
larger industries. 

The type of business predetermines the paper-
work of the firm. Any company dealing in a 
heavily regulated product or service (e.g., chemical 
waste or construction) will bear a heavier-than-
normal reporting burden. The small business that 

expands into another state or enters a foreign 
market assumes additional reporting require-
ments. Entering the procurement market incurs 
complex reporting forms. The special reporting 
cases mentioned above are applicable to various 
areas of the region. 

Because Louisiana is rich in natural resources, 
firms with energy-intensive production processes 
have located there. Small (as well as large) 
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chemical and oil companies in the state have 
come under increasing pressure from environ-
mental agencies because of the hazardous nature 
of the industry. Small business owners feel that 
purchases of required pollution control devices 
are especially burdensome because they do not 
add to production, they cost a lot, and they are 
hard to finance.3 

Barriers that prohibit small business participation 
in foreign trade also powerfully affect the region. 
Over one-fourth of U.S. waterborne exports are 
now shipped from southeastern ports, and that 
share is expanding.4 Exportation of certain pro-
ducts is governed by trade agreements that are 
difficult to interpret without skills in international 
law. The U.S. Customs Bureau administers com-
plex regulations that must be followed to import 
products. Assistance from the government is 
available but involves time-consuming bureau-
cratic procedures. 

Regulation of government purchases of goods 
and services also is important to small business in 
the Southeast. The existing procurement system 
has become exceedingly complex, discouraging 
participation by small contractors. The Depart-
ment of Defense estimates that about half of its 
prime contract dollars for major hard goods are 
subcontracted by prime contractors mainly to 
small firms. In fiscal year 1981, each of the 
southeastern states ranked among the top five 
nationally in at least one of the 25 major procure-
ment programs.5 

The Southeast claims a large number of small, 
labor-intensive firms such as apparel producers, 
textile manufacturers, construction contractors 
and food processing plants. This makes them 
especially susceptible to labor regulations. 

A survey of a broad spectrum of small and large 
firms in Georgia conducted by the Battelle Re-
search Center reveals the perceived level of 
impact by level of government6 Financial reports 
(taxes) are high on the impact list at both the 
federal and state level for both small and large 
businesses, and labor reports such as statistics on 
employment, wages, and equal opportunity lead 
state level impact. Finally, business licensing 
leads the local impact list for small businesses. 

'"Small Firms Hurt by Changes on Pollution-Control Bonds.' Wall Street 
Journal. October 4 1982 

'Economic Review May 1982. "Southeast's Ships Come In: Bright Outlook 
lor Exports." 
Economic Review December 1982. "Southern Fireworks: Will Defense 
Spending Light Up the South'" 

""Complying with Government Requirements," Battelle Research Center 
September 1981 
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States and localities have significant licensing 
authority with the power to administer exami-
nations and issue complex requirements includ-
ing a requirement to complete detailed forms. 
License fees and reporting requirements tend to 
be the same for every firm regardless of size. 

Rules and regulations for construction licensing 
are especially interesting. Contractors must typi-
cally either hold a registered or certified license 
issued by a state licensing board before engaging 
in construction and comply with city or county 
local licensing requirements. Examinations in the 
contractor's field are required to be taken before 
state licensing. In Florida, a contractor is required 
to subcontract the electrical, mechanical, plumbing, ¿1 
roofing, sheet metal, and air conditioning work 
for which a local examination or a certificate of 
competency is required unless the contractor . 
holds a state license of the respective trade 
category. Mississippi lists 67 specialty contractors 
from acoustical treatment, fencing, and painting 
to industrial pipe work and insulation. This seems 
to favor a large organization with a large number 
of "specialties" under one roof to deal with an 
entire project. 

Recent Developments are Putting Small 
Businesses on a More Equal Footing with ' i 
Larger Firms 

By establishing small business assistance offices, 
ombudsmen, statewide small business confer-
ences, standing legislative committees, and gov-
ernors advisory councils (see Table 3), many jj 
states are encouraging small businesses by pro-
viding reliable information that can save business * 
operators time and money. 

Requirements for reporting on hazardous wastes 
have caused many small firms to turn to com- ,4 
puterized systems as a more cost-effective method 
of handling the paperwork required. The systems 
can save money by cutting the time required to 
get reports to environmental protection agencies. 
Information can be stored, processed, and reported, 
giving managers necessary input for control. 
Similarly, computer technology is helping small 
financial institutions prepare numerous reports / 
required by regulators and helping them remain 
flexible as the environment changes. The required * 
withholding of interest and dividends to reduce 
noncompliance (under the Tax Equity and Fiscal * 
Responsibility Act of 1982) will most likely test j * 
the paperwork handling abilities of small banks. 

1 
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Table 3. District Small Business Assistance 

Alabama OM sc P S 
Florida AO OM LC sc P S 
Georgia AO OM AC LC 
Louisiana AO 
Mississippi AO OM AC LC sc 
Tennessee AO OM AC sc P S 

AO = Advisory Office 
OM = Ombudsman 
AC = Advisory Council 
LC = Legislative Committee 
S C = Statewide Conference 
PC = Procurement 

Source: U.S. Small Business Administration 

At the national level, a need to ease the 
regulatory burden has recently been recognized 
and several programs have been instituted; how-
ever, the results have yet to be measured. The 
Paperwork Reduction Act, for example, is signifi-
cant in that it attempts to impose uniform stan-
dards, eliminate overlapping agency collection 
requirements, and set goals for the reduction of 
paperwork burdens. The Regulatory Flexibility 
Act ("Reg. Flex.") requires agencies to consider 
paperwork burdens of proposed regulations be-
fore issuing the rules. 

The U.S. Labor Department has initiated an 
experimental program that excludes 12.3 million 
people from normal Occupational Safety and 
Health Administration (OSHA) inspections in 
Georgia and six other southern states. The pro-
gram provides that in order to get a waiver from 
OSHA's "general schedule" inspections, an em-
ployer must first undergo a comprehensive con-
sultation. 

Are Regulatory Roles Changing? 
A major shift appears to be taking place in 

areas of regulatory responsibility. The federal 
government, as previously noted, has made efforts 

to reduce "paperwork" emanating from Washing-
ton; however, state and local governments ap-
pearto be assuminga greater role in the regulatory 
process. As John Naisbitt says in his Megatrends, 
smaller political units are taking responsibility for 
issues that hit hard atthe local level, and"bottom 
up" approaches to policymaking, especially for 
environmental issues, are going to be the wave of 
the future as society moves toward decentrali-
zation. More frequently, standards may be based 
on local conditions instead of national require-
ments set in Washington. 

The upshot of these changing roles may be 
that, on balance, there may not be fewer rules for 
small business but that rule making and enforce-
ment agencies will be more aware of local and 
regional conditions and firms. Also, the small 
businessman could more easily have close contact 
with the regulatory agencies and therefore partici-
pate more in the rule making process. Local 
requirements may well be more acceptable to 
firms than requirements emanating from a more 
distant state or federal government.7 

Conclusion 
Government regulation of business can benefit 

society and individual firms, but often govern-
ment regulations produce heavy costs. The 
fact that a small business with severely limited 
resources of time and money (especially if it is 
just starting up) must usually go through the 
same regulatory process as a large firm demon-
strates the regressive nature of the regulatory 
burden. With its flexibility reduced, a small firm is 
at a competitive disadvantage compared to large 
resource-rich firms. The disproportionate share 
of small firms in the Southeast adds to the 
importance of this issue for the region. 

— David Avery 
and Gene D. Sullivan 
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