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This next step in the RIA process aims to answer the question:

What are the costs of the options?

6.1 Role of Cost Identification in Regulatory Impact
Assessment

As noted earlier, RIA helps policymakers make more informed decisions regarding the type of
interventions they choose to make in various broader economic or more specific industry and market
contexts. A key component of the information provided by an RIA to policymakers is to do with
identification and to the extent possible, quantification, of the various costs of the proposed regulatory
interventions on all the identified stakeholders.

The identification and quantification of costs of the options also helps ensure that regulatory
interventions remain proportionate to the problem or market failure they are intended to address.
For example, environmental regulations aimed at reducing pollution may impose compliance costs
related to emissions monitoring systems or pollution control technologies. If these costs are not
identified and quantified, policymakers risk introducing regulations whose overall costs outweigh
their overall benefits to stakeholders.

Finally, by identifying costs that may be borne by various stakeholders, policymakers can gauge the
winners and losers from each option and determine equitable ways to fund the implementation of
the options so that beneficiaries bear a commmensurate share of implementation costs.

To illustrate, consider a regulation requiring packaged food manufacturers to display detailed
nutritional information.

One policy option may involve voluntary labelling guidelines issued by the regulator. Another option
may involve mandatory disclosure requirements that require firms to redesign packaging and verify
nutritional data. A third option may involve digital disclosure through QR codes that provide
additional product information online.

Each of these approaches involves different compliance and administrative costs -as well as a different
level of benefits to consumers. Identifying these costs for each option helps policymakers i) Evaluate
whether overall benefits exceed overall costs for a given option ii) evaluate which option delivers the



highest net benefits (l.e. benefits minus costs) to society and iii) who bears the various costs and to
what degree which can help in considering options along equity/fairness principles.

6.2 Types of costs

There are a few key properties of costs that are a useful starting point to use for the analysis of costs in
an RIA. These are:

6.2.1. Timing and frequency of costs

One-time costs tend to usually occur during the initial implementation of a regulation. These costs
may include purchasing equipment, upgrading technology systems, or conducting initial staff
training. For example, implementing a new digital tax reporting system may require businesses to
upgrade accounting software and train employees on new reporting procedures.

Recurring costs are those that are repeated multiple times over the lifetime of the regulatory
intervention. These costs may include periodic reporting costs, compliance audit costs, periodic
licence fees, and routine costs of maintaining compliance systems.

Transition costs arise when organisations adjust to new regulatory frameworks. These costs may
include retraining workers, modifying supply chains, or replacing outdated infrastructure. Transition
costs are often temporary but can be substantial during the early stages of regulatory
implementation.

Long term structural costs emerge gradually as markets adjust to regulatory changes. These costs
may include changes in industry structure, reduced entry of new firms, or shifts in investment
patterns across sectors.

6.2.2. Whether the costs can be quantified or monetised or whether they
can only be qualitatively described

Monetisable costs are costs that can be estimated using market prices or financial data. Examples
include price paid to set up compliance equipment and systems, paying licence fees, hiring additional
staff for compliance functions, or investing in information technology systems required to meet
regulatory requirements.

However, some costs, such as impacts on competition in the market or the impact on the ease of
entry into the market for new suppliers are hard to quantify and monetise. Highly prescriptive
regulations may also limit firms’ ability to experiment with new business models or innovative
technologies.

These can have significant future impacts on end consumers via final prices and product quality.



6.3. Distribution of Costs Across Stakeholders

Regulatory costs are rarely distributed evenly across society. Instead, they are borne by different
stakeholders, including businesses, workers, and regulatory institutions.

Identifying how costs are distributed across stakeholders helps policymakers assess whether
regulatory impacts are concentrated on particular sectors, regions, or population groups. This can
inform decisions about regulatory design, implementation timelines, and potential mitigation
measures.

Small and medium scale enterprises make up a significant share of industry in several sectors of the
Indian economy. Identifying and quantifying costs can help policymakers consider the impacts of
each option on small and medium sized businesses, and in particular on their ability to continue to
operate and compete effectively in the market.

6.4. Identifying Costs in Practice

Identifying regulatory costs requires a combination of analytical methods and stakeholder
engagement. Policymakers often rely on consultations with regulated entities, industry associations,
and subject matter experts to understand the costs that may be imposed by the proposed regulation.

Surveys and interviews can help estimate the time and resources required to comply with regulatory
requirements.

Administrative data and industry reports can provide information on compliance investments and
operational costs.

Policymakers may also examine similar regulations implemented in other jurisdictions to estimate
potential cost impacts.

6.5. Methods and Data Requirements for Estimation
of Costs

Once costs associated with regulatory options have been identified, the next step is to quantify,
wherever possible, their magnitude and significance.

Cost estimation can be a combination of monetised, quantified, and qualitative approaches. The

choice of approach depends on the nature of the cost, the availability of reliable data, and the
expected significance of the impact. These approaches are discussed in greater detail below.

Quantifying and monetising the cost impacts allows systematic comparison of costs across policy
options. It also enables policymakers to understand how costs are distributed across stakeholders
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(firms, households, government etc), over the lifetime of the regulation.

Cost estimation can be undertaken through different but complementary approaches. These
approaches vary in terms of the level of precision they offer and the type of data they require. In most
analyses, a combination of methods is used to reflect the diversity of cost components.

6.5.1. Monetised Estimation

Monetised cost estimation involves expressing costs in monetary terms so that they can be compared
across regulatory options. This approach is particularly useful where costs are clearly defined and
measurable from market transactions or where reliable proxies can be used to estimate economic

value.

For example, capital costs may be estimated using market prices of equipment and installation, while
operational costs may include labour, maintenance, and energy consumption. Where costs occur over
time, they must be adjusted to reflect their present value, taking into account discounting and
inflation.

In situations where market prices do not fully reflect the economic value of resources, alternative
valuation techniques may be required. Time spent on compliance activities is often valued using wage
rates, while the cost of capital may be estimated using expected rates of return. Such approaches
allow analysts to approximate the opportunity cost of resources even in the absence of direct price
signals.

Where uncertainty exists, ranges or sensitivity analysis may be used to reflect variability in estimates.

6.5.2. Quantification Without Monetisation

Quantification without monetisation is used where costs can be measured in physical or operational
terms but cannot be reliably converted into monetary values.

Costs may be expressed in units such as time, number of transactions, volume of output, or number of
affected entities. For example:

e administrative burdens can be measured as the number of hours required to complete reporting
obligations,

e regulatory requirements affecting licensing may be quantified in terms of applications processed
annually.

A structured approach to quantification involves identifying the relevant activity, estimating the time
or effort required per unit, and multiplying this by the number of occurrences. This approach allows
analysts to build up cost estimates in a transparent and replicable manner.



Quantified estimates may later be monetised if reliable valuation parameters become available. For
instance, if hourly wage rates of those who work on reporting obligations become available, they can
be used to monetise the costs of complying with the reporting obligations.

Quantification can be particularly useful in stakeholder engagement, as regulated entities often find it
easier to validate estimates expressed in operational terms rather than monetary values (which can
lead to more disagreement). It also supports comparison across options by highlighting differences in
scale and intensity of compliance requirements.

6.5.3. Qualitative Assessment

A qualitative assessment may be used for cost components that cannot be reliably quantified or
monetised. A systematic qualitative approach involves clearly describing the nature of the cost, the
mechanism through which it arises, and the stakeholders affected. It also requires an assessment of
the likely direction of impact, its potential magnitude, and the time horizon over which it may
materialise. This helps ensure that qualitative assessments are consistent and comparable across
policy options.

Qualitative analysis is particularly important in cases where regulatory interventions may have
unintended consequences, such as impacts on market competition, via discouraging innovation or
creating barriers to entry which are hard to monetise or even quantify.

Qualitative assessments may be supported by evidence from case studies, expert judgement, or
comparable international experience. Where appropriate, structured scoring or ranking systems may
be used to organise qualitative information and facilitate comparison.

6.5.4. Choosing the Appropriate Approach

The choice of estimation approach depends on the nature and significance of the cost being
assessed. High-impact cost components that are likely to influence decision-making should be
prioritised for detailed estimation, including monetisation or rigorous quantification where feasible.
This ensures that the most material aspects of the analysis are supported by robust evidence.

For cost components that are less significant or subject to high uncertainty, qualitative assessment
may be more appropriate. Attempting to monetise such costs may introduce additional error without
improving decision quality. A proportionate approach therefore balances analytical effort with
expected benefits in terms of improved decision-making.

Data availability is another key consideration. Where reliable and representative data is available, more
detailed estimation methods can be applied. In contrast, where data is limited, analysts may need to
rely on proxies, benchmarks, or qualitative descriptions.



6.6. Data Requirements and Sources

Cost estimation - and in particular monetisation of costs, relies on the availability of data. Different
cost categories rely on and can be informed by different types of datasets.

Administrative data provides information on regulatory processes, compliance requirements, and
enforcement mechanisms.

Market data can be used to estimate the costs of inputs such as labour, equipment, and services.

Firm-level data captures how regulated entities respond to regulatory requirements, including
changes in behaviour and operational adjustments.

Primary data collection methods include surveys, interviews, and stakeholder consultations. These
methods are particularly useful for capturing firm-level impacts that are not available in
administrative datasets. Designing effective surveys requires careful consideration of sampling,
questionnaire structure, and validation of responses to ensure reliability.

Secondary data sources include industry research and reports, government/public datasets (such as
data available with national statistical or sample survey agencies) and reports, academic studies, and
industry benchmarks.

International comparators may be used to fill data gaps, especially in cases where similar regulations
have been implemented in other jurisdictions. Such comparisons require adjustment for differences
in market structure, exchange rates, price levels and regulatory design, to ensure that estimates
remain contextually appropriate.

Analysts should assess whether data is representative, current, and methodologically sound in terms
of how it has been produced/sourced. Where limitations exist, triangulation across multiple sources
can improve robustness by reducing reliance on any single dataset.

6.7. Methods for Estimating Costs for key costs of
regulations

Different categories of costs may require different estimation techniques.

e Compliance Costs: Compliance costs are typically estimated using a bottom-up activity-based
costing approach. This involves estimating the cost per firm or activity and then aggregating
across all affected entities. The approach requires identification of all relevant compliance
activities, estimation of time and resources required for each activity, and scaling based on the
number of affected firms.

¢ Government and Enforcement Costs: Government costs include the resources required to
implement, monitor, and enforce regulations. These may include staffing, training, infrastructure,



and operational expenses. Estimation typically relies on budgetary data, staffing plans, salary band
information, and historical expenditure patterns in similar contexts.

+ Impact on competition, small businesses: These impacts eventually impose costs on
consumers. These may include changes in prices, output levels, variety and quality of products in
the market. It can also have longer term impacts on consumers by influencing investment
decisions, and the ability to compete and innovate.

Estimating such costs often requires scenario analysis or economic modelling, as they cannot be
directly observed or quantified. Microeconomic tools, market simulation exercises etc may be used to
forecast alternate scenarios for prices and outputs in the market.

Market-based valuation relies on observable prices for goods and services. Where such prices are
unavailable, proxy measures may be used to estimate the value of time.

Shadow pricing is used to adjust for market distortions and reflect the true economic cost of
resources. This is particularly relevant in cases where subsidies, taxes, or market imperfections affect
observed prices.

Cost transfer methods involve adapting estimates from existing studies or comparable jurisdictions.
These methods require careful adjustment to ensure that differences in context are appropriately
accounted for. Consistency in valuation methods is essential to ensure that cost estimates are
comparable across policy options.

6.8. Addressing Uncertainty and Data Gaps

Uncertainty is an inherent feature of cost estimation. It arises from limitations in data, the need to
make assumptions about behaviour change, and unpredictability of future markets and broader
economic conditions.

Sensitivity analysis is a useful tool to address uncertainty in cost estimation. It can be used to test how
cost estimates might change when key assumptions are varied. It also helps identify which
parameters have the greatest influence on outcomes. Scenario analysis can be used to explore
different possible futures, such as best-case and worst-case scenarios.

Where precise estimates are not possible, ranges may be used instead of point estimates. This
provides a more realistic representation of uncertainty and avoids overconfidence in results.

6.9. Using Proxies for Estimation of Costs

A proxy is a substitute value used when a cost cannot be directly observed or priced. Proxies are
employed where direct cost measurement is not feasible. Their appropriateness depends on how
closely they approximate the underlying economic value:



1. Shadow Prices: Shadow pricing is used where market prices are absent or distorted due to
externalities, market power, or policy interventions. It seeks to approximate the true social
opportunity cost of a resource.

For example, if an intervention leads to greater greenhouse gas emissions, the cost of these emissions
on society may be proxied by prices of emissions in a regulated emissions trading market. However,
there also exists studies that estimate the true marginal social cost of additional emissions and this
reflects the actual negative externality of the added emissions and is the appropriate metric to use as
the shadow price. This is usually much higher than the price of a tonne of carb on emissions in

regulated emissions trading schemes.

1. Proxies for Time Costs:

¢ Wage rates

The wage rate proxy rests on the assumption that time devoted to compliance represents an
opportunity cost equal to what the same hour could produce in the next best use. The standard
approach is to value this time at the relevant wage rate, or a multiple of it.

e Cost of capital

Time delays or any additional time added to approvals, permitting or production processes impose
costs on suppliers. These can be monetised using the cost of capital for the relevant industry and
applying it to the amount of delay. Cost of capital data is usually available from macroeconomic
lending information on interest rates for different industries.

1. Budget Allocations as Cost Proxies: At early stages of appraisal, total budget allocations may
serve as a proxy for costs where detailed estimates are unavailable. While useful for high-level
decisions, this approach lacks granularity and limits comparison across alternative designs within
the same budget envelope.

1. Unit Cost Proxies: Unit-based estimates (e.g., cost per facility, per kilometre, or per beneficiary)
allow scaling from known benchmarks. The reliability of a unit cost proxy depends critically on the
comparability of the reference project: a cost-per-kilometre estimate for urban road construction
is unlikely to provide an adequate proxy for a rural highway project in hilly terrain.



1. Cost Transfer: Cost transfer is the practice of adapting monetary values from an existing study to
a new policy context. The key risk is ‘valuation error’ arising when the study context differs from
the application context in ways that affect the value being transferred.

6.10. How to Frame Assumptions Credibly

The credibility of cost estimates depends not only on the quality of the data but on the quality of the

assumptions that underpin it. The following steps can help improve the credibility of cost estimates in
an RIA.

1. Grounding Assumptions in Evidence: Effort should be made to allow each assumption
regarding a cost to be traceable to a data source: published data, a comparable study, expert
judgement obtained through a structured technical process, or stakeholder consultation. Where
evidence diverges, analysts should either justify a central estimate or carry alternative values into
sensitivity analysis.

2. Distinguishing Assumptions from Facts: A source of analytical error can be the treatment of
contestable judgements as settled facts. For example, values drawn from other jurisdictions
should not be used without testing their applicability to local context. Making these distinctions
visible prevents decision-makers from placing unwarranted confidence in cost estimates.

3. Documenting Assumptions Transparently: Maintaining a structured record of assumptions,
including their sources, plausible ranges, and impact on results improves both internal
consistency and external credibility.

4. Proportionality: Matching Rigour to Significance: Not all assumptions require equal scrutiny.
The analytical effort devoted to validating and testing an assumption should be proportional to its
influence on the overall cost estimate.
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