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FOREWORD

It is clear that the statutory ban on the re-registration of the most severely
damaged written-off vehicles, introduced around Australia between 2002 and
2004, has significantly impacted on the activity of traditional vehicle re-birthers.
However, profit-motivated thieves have adapted to the changed environment by
testing and exploiting perceived weak points in the new system. As a result,
improvements in the overall recovery rate for stolen vehicles—the widely accepted
measure of organised criminal activity—have not been as strong as expected.
Despite total thefts falling more than 50 per cent since 2001, in 2007 1 in 5 stolen
passenger and light commercial vehicles were not recovered. The equivalent rate
in 2001 was 1 in 8.

The NMVTRC and other stakeholders have become increasingly concerned that
criminals are rebuilding RWOs with almost exclusively stolen parts.  Trusted
industry sources estimate the number of vehicles presented for re-registration with
suspicious parts at between 30 and 60 per cent (which equates to up 16,000 units
per annum). However, finding sufficient grounds to refuse registration on suspicion
alone is a different matter as the heavy reliance on paper receipts to verify the
origin of parts presents significant practical challenges. Incidents of repaired
RWOs presenting significant consumer and safety issues have also received
considerable media coverage in eastern States over the past 18 months.

The NMVTRC therefore commissioned this review of options for further limiting
access to vehicles currently classified as RWOs by unlicensed or non-accredited
motor car traders and/or repairers or recyclers and criminals. The review took the
form of a cost-benefit analysis based on consultations and relevant data from
select insurers, auctions houses, transport agencies, police and related motor
trades.

The review concludes that with the exclusion of the options based on restricting
the sale of RWOs to only licensed or accredited persons, all other options would
deliver net benefits ranging from $24 million per annum (changes to current
damage criteria) to $60.6 million (outright ban on re-registration).

In addition to the analysis contained in this report, the NMVTRC is privy to

information in relation to the fraudulent production of high quality facsimile receipts

and the payment of secret commi givedlitis t o a
parts a veneer' of authenticity. These matters will be the subject of a
supplementary report by the NMVTRC to select key parties upon making its final
recommendations on the most effective options for change to Austroads and

transport ministers in late 2008.

Comments on this Report should be forwarded to reach the NMVTRC by the close
of business on Wednesday 26 November 2008 via—

1 Email to: info@carsafe.com.au; or

1 Mail too —R WO R e vVNM®WRIC, Suite 1, 50-52 Howard Street,
North Melbourne Victoria 3051.

All submissions will be treated as public documents.


mailto:info@carsafe.com.au

SUMMARY

Background

The National Motor Vehicle Theft Reduction Council (NMVTRC) is a joint initiative
of all Australian governments and the insurance industry to facilitate the
implementation of strategic responses to combat vehicle theft in Australia.

Under the national framework for the management of written-off vehicles
developed by the NMVTRC and its stakeholders (and implemented by legislation
in all jurisdictions) any collision, fire, water or weather-event damaged vehicle
declared by an insurer (or self-insurer) to be a total loss must be classified to be
either a Statutory (SWO) or Repairable (RWO) write-off.

Once classified as a total loss the vehicle becomes the property of the insurer in
settl ement o f laim.hEhe insarer uheretgpicadly sells the vehicle at
public auction to recover some of the costs of the claim. An SWO may only be
sold subject to a statutory restriction that it may only be used for parts. An RWO
may be repaired and re-registered subject to passing specific safety and
identification inspections.

In response to growing concerns that profit-motivated criminals are using RWOs
as a —Tr oj a n-buildiog tkem llalmdstyexciusevely with illicit parts, the
NMVTRC commissioned this study to examine the impacts of a range of possible
options for further limiting access to vehicles currently classified as RWOs by
unlicensed or non-accredited motor car traders and/or repairers or recyclers and
criminals.

The review took the form of a cost-benefit analysis based on consultations and
relevant data from select insurers, auctions houses, transport agencies, police and
related motor trades.

The design of the data collection process, key assumptions, options development

and final results have been reviewed by the NMVTRC* s appointed spec
reviewer, Mr David Hurford, a former senior insurance and auction industry

executive with more than 30 years related experience.

Options

A range of options have been assessed for their potential impacts on both criminal
activity and on insurers seeking to recover some of the costs associated with the
incident (collision, fire, malicious damage or weather related event) which lead to
their insured making a claim and the vehicle being declared a write-off. Options
examined included restricting access to purchasing RWOs to licensed or
accredited persons, to varying current damage assessment criteria, to imposing
differential age and value limits, and an outright ban on the re-registration of all
RWOs.

Conclusions

The review concludes that with the exclusion of the options based on restricting
the sale of RWOs to only licensed or accredited persons, all other options would
deliver net benefits ranging from $24 million per annum (changes to current
damage criteria) to $60.6 million (outright ban on re-registration).
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1 INTRODUCTION

This report was commissioned by the National Motor Vehicle Theft Reduction
Council (NMVTRC), a joint initiative of all Australian governments and the
insurance industry to facilitate the implementation of strategic responses to
combat motor vehicle theft. The report is concerned with ways to improve the
management of written-off vehicles

1.1 Objectives

Under the national framework for the management of written-off vehicles
developed by the NMVTRC and its stakeholders (and implemented by legislation
in all jurisdictions) any collision, fire, water or weather-event damaged vehicle
declared by an insurer (or self-insurer) to be a total loss must be classified to be
either a Statutory (SWO) or Repairable (RWO) write-off. An upper vehicle age
limit of 15 years applies and some classes of vehicles such as heavy trucks and
non-ADR compliant vehicles are exempted. Once classified as a total loss the
vehicle becomes the property of the insurer. The insurer then typically sells the
vehicle at public auction to recover some of the costs of the claim. An SWO may
only be sold subject to a statutory restriction that it may not be re-registered, which
in effect renders the vehicle as only useful for parts or metal recycling. An RWO
may be repaired and re-registered subject to passing specific safety and
identification inspections.

Based on the recovery rates for the newest stolen vehicles, the NMVTRC
considers that the statutory ban on the re-registration of the most severely
damaged vehicles has significantly affected the activity of traditional re-birthers.
However, what has also become clear is that RWOs are now being rebuilt almost
exclusively with stolen parts. Finding sufficient grounds to refuse registration on
suspicion of the use of stolen parts is a different matter, particularly the reliance
on paper receipts to verify the origin of parts. A recent audit by the NMVTRC of
registration processes shows that the rigour with which the authenticity of receipts
is pursued by authorities is variable.

These concerns led to the current review which has the following objective:

To conduct a review of a range of options for further limiting access to
vehicles currently classified as repairable write-offs (RWOs) by
unlicensed or non-accredited motor car traders and/or repairers or
recyclers and criminals.

In essence, the review examines whether the definition of SWOs and RWOs
should be changed so that more or all written-off vehicles are treated in the same
manner as existing SWOs, ie cannot be repaired and re-registered.

1.2 Approach to the project

The review is based on analysis of relevant data to the extent possible, including
data from insurers, auctions houses, transport agencies and related motor trades.
Provision of data for analysis from affected parties was not as comprehensive as it
could have been. As a result, some effects and data had to be estimated from
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alternative sources and/or assumptions made on the basis of information from
consultations with a range of industry participants.

The approach to the project recognised that all the data requested may not be
forthcoming so a staged approach was adopted. Stage 1 included data collection
and initial analysis of data collected, consultations with a broad range of people
and option development. At the end of Stage 1, an assessment was made that
sufficient information was available to proceed with the project, albeit with some
increase in the parties consulted and the use of more assumptions due to some
constraints in the available data. Stage 2 then proceeded with further data
analyses and preparation of the cost-benefit analysis.

Major sources of data were the CARS stolen vehicle and insurance databases
and NEVDIS. The CARS team undertook some critical analyses of stolen vehicle
data based on vehicle age profiles and insured status. Data for analysis were
provided by a small number of industry participants with some restrictions placed
on acknowledgement and publication.

A Specialist Reviewer, Mr David Hurford who has extensive insurance and related
experience, was engaged by the NMVTRC to assist in securing industry data and
identifying people who should be involved in consultations. He also participated in
consultations and reviewed analytical work, especially option development and
underlying assumptions/interpretations.

Consultations were structured generally to seek views/estimates of criminal
activity, effects of that activity (or the elimination of it) on the agency/business, and
availability of data for analysis. In some cases, specific questions were aimed at
determining the effect of the introduction of the Written-off Vehicles Register
(WOVR) on the demand for damaged vehicles, salvage prices at auction and
administration/business procedures. Consultations were undertaken with
representatives of the following organisations:

1 Three insurance companies, Insurance Australia Group (IAG), Suncorp/GIO
and RACT.

1 Two damaged vehicle auction houses, Pickles Auctions and ManheimFowles.

1 Four registration/inspection authorities, NSW Roads and Traffic Authority,
VicRoads, Queensland Transport and the SA Department of Transport, Energy
and Infrastructure.

1 Motor vehicle theft investigators from three Police forces, NSW, Victoria and
Queensland.

1 A major parts recycler in Victoria, Imlachs.

1 The Victorian Automobile Chamber of Commerce (VACC), which represents
various participants in the industry including vehicle repairers and dealers.

Fair trading authorities were not included in the consultations for this preliminary
report.
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1.3 Report outline

The report contains a further 3 chapters following this introduction.

Chapter 2 contains a discussion of the cost-benefit analysis technique and its
application in this review. The problems caused by the current management of
written-off vehicles are outlined followed by a description and discussion of the
options being subject to analysis. The results of the analysis of the data for use in
the cost-benefit analysis are reported in Chapter 3. The discussion is structured
so that assumptions adopted for the analysis can be clearly seen.

Chapter 4 presents the results of the cost-benefit analysis of the options to
improve the management of written-off vehicles. Various sensitivity tests are
reported as means of providing some confidence in the results. This is particularly
important due to some constraints in the available data.
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2.  ANALYSIS FRAMEWORK

This chapter describes the cost-benefit analysis framework and the options
subject to analysis later in the report.

2.1 Cost-benefit analysis

Cost-benefit analysis requires comparison between a base case and some
number of improvement alternatives, referred to here as options. For this
evaluation, the base case is the current system for the management of the written-
off vehicles, the main features of which are:

» classification of written-off vehicles, aged of 15 years or less, as either
statutory write-offs (SWOs) or repairable write—offs (RWOs) on the basis of a
set of damage criteria that are used by assessors to determine whether
damaged vehicles are in such a state that they cannot be safely repaired
(SWOs); and

« recording the details of all written-off vehicles on the WOVR so that SWOs
cannot be re-registered and so that RWOs can only be re-registered following
identity and safety checks.

The options to this base case are discussed in Section 2.3 below.

The analysis requires estimation and long-term forecasting of what is likely to
happen in the base case, ie if the current situation continues, and the options, ie if
an alternative way of managing written-off vehicles is adopted, so the effects over
time can be taken into account

In practice, some constraints in the data do not permit long-term forecasting.
Many of the items required to estimate costs and benefits are not static over time,
eg the number of written-off vehicles and stolen vehicles, the prices of damaged
vehicles sold at auction, etc. In addition any change to the management of
written-off vehicles will have effects in more years than the year it is introduced. In
these circumstances, a comprehensive analysis would include forecasting of costs
and benefits into the future.

Assumptions are required to estimate the likely effects of the base case and the
options assessed. At the start of the review, it was expected that more data and
information would be provided by industry participants; unfortunately that was not
the case. That has necessitated more estimates based on (what are thought to

be reasonable) assumptions. Al | assumptions were rev

specialist reviewer—former insurance and auction executive—David Hurford. All
assumptions are clearly stated and the reasons for them given.

As the costs and benefits of any change will occur over several years, the normal
practice would be to express them in a common unit of account, in current day
price levels and discounted to a common year. However, due to some constraints
in the available data for this review the costs and benefits of each option are
expressed as occurring in a single year.

ewed
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2.2 Problems with the current system

As noted in Section 1.1, the statutory ban on the re-registration of the most
severely damaged written-off vehicles (SWOs) has significantly affected the
activity of traditional re-birthers. There are concerns that other methods are now
being adopted to re-birth stolen vehicles using damaged vehicles that can be re-
registered. This may be achieved by using a stolen vehicle of the same type as a
damaged vehicle purchased at auction or by using parts from stolen vehicles to
repair damaged vehicles.

The vehicles concerned have been damaged to the extent that the insurer has
made a determination that the vehicle is not economically viable to repair using
industry standard repair techniques, equipment and genuine parts. They are then
sold at auction and repaired by other parties; these vehicles are referred to as
repairable write-offs (RWOs). Insurance companies make the decision not to
repair these vehicles largely for economic reasons, ie the costs of the repair
exceed some internally set target amount. Other parties may be able to repair
RWOs at a lower cost, for example by not charging commercial rates for their
labour, using recycled parts, etc. Some insurance companies write off damaged
vehicles for reasons not related to whether it is economic to repair the vehicles, eg
customer service, vehicle age, vehicle value.

There are 3 main reasons why it is considered that stolen vehicles/parts may be
being used to re-birth RWOs. Firstly, unrecovered stolen vehicles have not
decreased at the same rate as recovered stolen vehicles, and more recently there
have been increases in their number. As shown in Table 1, the number of
recovered stolen vehicles has decreased by 57 per cent since 2000, while those
unrecovered has only decreased by 3 per cent. In addition, there has not been a
decrease in the number of unrecovered stolen vehicles since 2003, around the
time that the Written-off Vehicles Register (WOVR) was introduced in all
jurisdictions’.  In the year following the introduction of the WOVR in each
jurisdiction there was a decrease in the number of unrecovered stolen vehicles,
and that was maintained for at least the 2 following years. This suggests that the
effect of restricting the availability of damaged vehicles for re-birthing may have
been short-lived while other mechanisms were developed by criminals.

The register became effective in different jurisdictions at different time, with the last one in September 2004.
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Table 1: Stolen Vehicles by Year and Recovery Status, 2000 to 2007
Year Total Thefts Recovered Unrecovered
Number Per cent
2000 136,162 116,505 19,657 14
2001 137,011 116,721 20,290 15
2002 110,107 92,231 17,876 16
2003 94,912 77,646 17,266 18
2004 84,939 67,621 17,318 20
2005 78,500 61,005 17,495 22
2006 74,093 56,470 17,623 24
2007 69,584 50,595 18,989 27
Change from
2000 to 2007 -49% -57% -3%

Secondly, registration and inspection authorities and the Police in several states
have raised concerns about the number of RWOs with suspect identities and parts
being re-registered. The proportions suggested range from 10 to 60 per cent.
The actual numbers where there is sufficient evidence to prove some illegal
practice is lower at around 1 to 2 per cent of RWOs presented for re-registration.
But it is not a simple task to prove the transfer of identity or use of stolen parts and
therefore have sufficient grounds to refuse registration. The heavy reliance on
paper receipts to verify the origin of parts presents challenges, as does the
pressure facing a registration authority to register suspicious vehicles when in
some cases they were bought in good faith. The NMVTRC advises that police in
several jurisdictions have evidence of the fraudulent production of high quality
facsimile receipts and the payment 0
receipts. These matters will be the subject of a supplementary report by the
NMVTRC to select key parties. Some registration authorities also reported that
they sometimes allow re-registration with surrogate vehicle identification numbers
(VINS). In these circumstances, the problem may only be alleviated by eliminating
or restricting the availability of (currently classified) RWOs.

Thirdly, the NMVTRC examined typical examples of high volume late model
RWOs to illustrate the potential use by criminals and query why, in the face of

f

SecCr €

these examples, are such vehicles permittedt o b e s orl elgiasst Therbd e

examples in Table 2 are difficult to reconcile in the current environment of greatly
reduced retail values for non-damaged used vehicles, unless sub-standard repair
practices and/or the use of stolen parts are involved.
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Table 2: Examples of Repaired RWOs
2005 vz 2002 Toyota

Commodore Wagon  Corolla ZZE
Maximum pre-damage value $25,000 $14,800
Estimated cost of repairs >$20,000 >$15,000
Salvage value returned at auction $3,600 $3,600
Number of equivalent undamaged 402 from $14,990 407 cars from
vehicles for sale in NSW on $10,499

carsales.com and price range

2.3 Options

Six options were developed for inclusion in the assessment against the base case.
These options were designed to show the range of actions that could be taken to
address the problems identified above and to allow the analysis to provide some
guidance on the extent of the change that can be economically justified. Details of
the specific operation of the options and their administration are not included as
part of this review.

1

Upgrade of the current system. The main component of this option is
improvement in checking receipts for parts used to repair RWOs. The aim is
to achieve a level of checking that gives confidence that stolen parts are not
being used in vehicle repair.

Implementation of the National Parts Code (NPC) on a voluntary basis. This is
essentially what occurs now.

Voluntary NPC with incentives to join, by giving parts recyclers/dismantlers of
vehicles who are members of the NPC priority access to auctions of damaged
vehicles.

Mandatory NPC, by regulating access to damaged vehicle auctions so that
only members of the NPC can bid for damaged vehicles. Only accredited
persons/organisations would be able to bid at damaged vehicle auctions; they
may include recyclers, motor vehicle dealers and car repairers.

Partial elimination of the sale of RWOs, with 3 sub-options assessed:

+ ba vehicles that are 5 year old or less available for sale at damaged
vehicle auctions;

« 5b vehicles that have a vehicle value of $57,123 or more (luxury car tax
value) available for sale at damaged vehicle auctions. The option is
intended to ensure that very high value vehicles can be repaired on the
basis that not allowing it when technically possible would involve a high cost
for individual vehicles; and

+ 5cC change to damage criteria so that more vehicles are classified as
SWOs and fewer as RWOs.

Elimination of the sale of RWOs. This option would have the effect of treating
all written-off vehicles in the same manner as SWOs are currently treated.
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3 INPUTS TO THE COST-BENEFIT ANALYSIS

This chapter presents the data and assumptions required to undertake the cost-
benefit analysis of the options. Due to some constraints in the available data, it
was not always possible to be precise about the effects of the options or the size
of the effects.

3.1 Written-off vehicles

The number of written-off vehicles since 2004 is shown in Table 3. In each year,
the number of written-off vehicles has increased, and the share of repairable
vehicles (RWOs) has increased. The significant increases in 2007 and the first
quarter of 2008 are due to discrete, severe weather events. We have therefore
used figures that are more representative of the average as shown in the last row
of Table 3 as the base for this analysis.

Table 3: Written-off vehicles by Year and Status, 2004 to 2008 (part)
Year RWOs SWOs Total Written- RWOs
off Vehicles (per cent)

2004 63,047 20,662 83,709 75
2005 70,705 20,887 91,592 77
2006 75,287 22,936 98,223 77
2007 98,170 23,657 121,827 81
Jan-Mar 2008 30,669 5,829 36,498 84
Total 337,878 93,971 431,849 78
Average 79,501 22,111 101,612 78
Use in analysis 80,000 24,000 104,000 77

Source: NEVDIS.

3.2 What happens to written-off vehicles

There are 5 broad types of buyers of written-off vehicles at damaged vehicle

auctions, as follows:

1 Legitimate Recyclers: individuals or businesses that purchase both SWOs and
RWOs as part of a legitimate business enterprise with the express intention of
selling the vehicle in components (parts) or in its existing damaged state. This
type of buyer may include recyclers, exporters and scrap metal traders.

2 Legitimate Repairers: individuals or businesses that purchase RWOs as part of
a legitimate business enterprise with the express intention of repairing the
vehicle for on-sale to trade or private buyers.

3 Legitimate Re-sellers: individuals or businesses that purchase both SWOs and
RWOs at a wholesale level as part of a legitimate business enterprise with the
express intention of on-selling vehicles in their existing damaged state
including returning them to auction.
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4 lllegitimate Operators: individuals or businesses that purchase RWOs with the
express intention of repairing vehicles with stolen parts and/or sub-standard
repair methods for fraudulent on-sell to unsuspecting buyers. This would
include criminals and those commonly termed backyarders.

5 Enthusiasts: individuals that purchase RWOs with the intention of repairing
vehicles for their own use and not on-selling them in the near term. (Note: The
purchase of RWOs by this group is considered to be very small as cars over
15 years of age are not subject to WOVR requirements).

For the purposes of the assessment, Legitimate Re-sellers are ignored. While
they comprise a proportion of auction house sales, they do not change the end
use of vehicles, ie as scrap, dismantled for parts or repaired. Enthusiasts are
included with Legitimate Repairers because their repair processes are legitimate
and the end use of vehicles is the same. In addition, the numbers are expected to
be small because vehicles over 15 years of age are not subject to WOVR.

There remain 3 buyer types considered in the analysis. Estimates of the share of
vehicles purchased by buyer type are shown in Table 4, and the derivation of and
rationale for the estimates are discussed below.

3.2.1 Legitimate Recyclers

Recyclers of parts purchase both SWOs and RWOs, with the price they pay
dependent on the vehicle type, the usable parts on the vehicle and the demand for
these specific parts. The vehicle classification does not enter the decision on
whether to purchase a written-off vehicle so any changes in classification is not
expected to affect the demand for vehicles by parts recyclers. The availability of
usable parts is affected by the amount of damage not the classification of a
vehicle, although a vehicle with more damage is likely to have fewer usable parts.

Table 4: Estimated Buyers of Written-off Vehicles

Buyer Type/Disposition  Share of SWOs' Share of RWOs Share of
Repaired RWOs

Legitimate recyclers 85% 60% na

Legitimate repairers.2 na 12% 30%

lllegitimate operators na 28% 70%

1 The remaining 15 per cent are assumed to be sold for scrap or export to either illegitimate
operators or other individuals.
2 Includes enthusiasts.

Parts recyclers are major purchasers of written-off vehicles. NEVDIS indicates
that 60 per cent of RWOs are not re-registered,; it is assumed that all these RWOs
are purchased by recyclers and dismantled for parts. This assumption is
supported by industry comment concerning who buys vehicles at auction, although
it is likely to result in a small overestimate: some vehicles may be used for
purposes that do not require registration, eg use on private property, for export,
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parts for personal use. Industry advice is that about 85 per cent of SWO sales are
to persons associated with motor vehicle trades. The remaining 15 per cent of
SWOs may be used for scrap or export.

3.2.2 Legitimate Repairers

Repairers of vehicles can only usefully purchase RWOs because SWOs cannot
be repaired and re-registered. These repairers consider that they can pay for a
written-off vehicle, repair it and on sell it at a profit (the profit may not include
labour costs if apprentices undertake the repairs when there is insufficient paid
work); in the case of enthusiasts, the repaired vehicle would be for personal use.
It is expected that the number of RWOs in this category will be quite low because
insurance companies have already made a decision that it is not economic to
repair the vehicle. Insurance companies generally make that decision when the
costs of repair exceed 75-80 per cent of the pre-accident value of a vehicle,
although there is some variation depending on customer factors, vehicle value and
the price expected to be received at auction. Insurance companies reported that
a small (unspecified) number of vehicles that it would be economic to repair are
written off to meet requirements in insurance policies and/or customer reasons;
adverse weather effects are a significant cause of damage to such vehicles.

The purchase of RWOs by licensed dealers for repair varies depending on
whether there is spare capacity in the repair industry. The consultations indicated
that there are capacity constraints in NSW and WA while there is spare capacity in
Victoria and SA. In the case of SA, the use of apprentices to repair vehicles at
times of low demand was specifically mentioned as a common practice and the
inspection authority estimates that 40 per cent of repaired RWOs are presented
by crash repairers. In Queensland the estimate is 50 per cent. By contrast,
inspection authorities in NSW and Victoria implied that few vehicles were
presented by Legitimate Repairers, although no numbers were supplied. SA also
reported that 5 per cent of vehicles are presented enthusiasts/hobby repairers.

It is estimated that 12 per cent of RWOs are repaired by Legitimate Repairers or
30 per cent of vehicles available for repair after deducting vehicles purchased by
recyclers. This proportion may appear low but reflects the fact that, by volume,
60 per cent of those RWOs that are re-registered occur in NSW and Victoria®. A
higher proportion may occur in years when there are adverse weather events
because of the quality of the vehicles, ie the damage level is lower.

3.2.3 lllegitimate Operators

lllegitimate Operators purchase RWOs for repair with stolen parts and/or sub-
standard repair methods; they would include criminals and those commonly
termed backyarders. In total they are estimated to account for 28 per cent of
RWOs or 70 per cent of vehicles available for repair after deducting vehicles
purchased by Legitimate Recyclers. (These figures are the residuals after taking
into account Legitimate Recyclers and Legitimate Repairers.)

2
WOVR.

About 25 per cent of RWOs are re-registered in jurisdictions other than the one in which they were place on the
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The consultations did not provide information to be certain about the relative
importance of different types of buyers covered by lllegitimate Operators. The
comment/data were that of the RWOs presented for inspection/registration:

» the majority are presented by unlicensed dealers in Victoria and 50 per cent in
Queensland and SA. The wuse of t he ‘ibregpeuattorepaidlers censec
of vehicles, traders of vehicles or sellers of vehicles can be misleading
because licensing requirements vary considerably across jurisdictions and
even then may only apply to very specific types of activities. _ Uiocehsed' and
_ | i c ehereferel mean different things to different people; and

* many are by —family groupsl, i e the same
members are recorded as the owners. SA provided an estimate of 45 per cent
and Queensland 5 per cent. The use of extended family and associates as
agents is a widely used technique to evade motor trader licensing
requirements.

3.3  Written-off vehicles by option

The estimated number of written-off vehicles and their uses are shown in Table 5.
The number of written-off vehicles remains at 104,000 in the base case and
options but their disposition varies in some of the options. The main assumptions
are as follows:

1 The number of RWOs and SWOs remains the same as in the base case for
Options 1 to 4. Option 1 is an upgrade of checking the identity and
provenance of parts, and Options 2 to 4 concern only changes to the
treatment/behaviour of parts recyclers; none of these options is expected to
affect the classification of written-off vehicles.

7 In Option 5a RWOs that are more than 5 years old would be treated in the
same way as SWOs currently are. Approximately 65 per cent of RWOs will be
affected based on NMVTRC analysis of the written-off vehicles placed on the
WOVR.

7 In Option 5b RWOs that have a value of less than $57,123 would be treated in
the same way as SWOs currently are. For the purposes of the analysis, it is
assumed that 95 per cent of RWOs will be affected. The actual proportion
may be higher depending on how value is determined, eg based on CARS
analysis 98.5 per cent would have been excluded in 2007 if insurance claims
costs were used, 99.7 per cent if the value of unrecovered stolen vehicles were
used. The proportion can be expected to be lower than these if new car values
are used as both of the CARS values implicitly include value depreciation over
time.

1 In Option 5¢ RWOs that do not meet new, more severe damage criteria would
be treated in the same way as SWOs currently are. Varying criteria and
estimating the effects on written-off vehicle classifications is outside the scope
of the current review. For the purposes of analysis, it is assumed that
40 per cent of RWOs are reclassified.

In Option 6 all written-off vehicles would be treated in the same way as SWOs
currently are. Effectively, it would not be possible to re-register a vehicle once it
has been written off by an insurance company.



Table 5: Written-off Vehicles by Option, Type and Use

Options 1 2 3 4 5a 5b 5c 6
Base Upgrade NPC Option 2 with NPC Age C Value> Damage Eliminate
Case Voluntary Incentives  Mandatory  years $57,123 Criteria RWOs
Written-off Vehicles
SWOs 24,000 24,000 24,000 24,000 24,000 84,000 100,000 56,000 104,000
RWOs 80,000 80,000 80,000 80,000 80,000 20,000 4,000 48,000 0
Total 104,000 104,000 104,000 104,000 104,000 104,000 104,000 104,000 104,000
Use of RWOs
Legitimate
Recyclers 48,000 48,000 48,000 48,000 48,000 12,000 2,400 28,800 0
Legitimate
Repairers 9,600 9,600 9,600 9,600 9,600 2,400 480 5,760 0
lllegitimate
Operators 22,400 22,400 22,400 22,400 22,400 5,600 1,120 13,440 0
Use of SWOs
Legitimate
Recyclers 20,400 20,400 20,400 20,400 20,400 56,400 66,000 39,600 68,400
Scrap, etc 3,600 3,600 3,600 3,600 3,600 27,600 34,000 16,400 35,600

Re-registered Vehicles
32,000 32,000 32,000 32,000 32,000 8,000 1,600 19,200 0
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The assumptions underlying the estimates of the use of RWOs and SWOs (in the
middle parts of Table 5) are as follows:

1 The use of RWOs and SWOs remains the same as in the base case for
Options 1 to 4, for similar reasons to the overall numbers of written-off vehicles.
This is a simplification, particularly in the case of Option 2 which involves some
incentives to join the NPC. One of the incentives is likely to be the ability to
participate in auctions of damaged vehicles on a restricted basis, implying that
there will be fewer RWOs available at public auctions. No assumptions are made
in this analysis on the numbers of written-off vehicles that could be withdrawn
from the public auctions.

1 In Option 5a, the use of RWOs for parts by Legitimate Recyclers is assumed to
reduce in the same proportion as the reduction in available RWOs (75 per cent)
and the remaining demand by recyclers is taken up from the increased number of
SWOs. The remaining RWOs are assumed to be purchased by Legitimate
Repairers and lllegitimate Operators in the same proportion as the base case, ie
30 per cent by the former and 70 per cent by the latter.

1 In Option 5b, the same assumptions are used as in Option 5a. Of course the
numbers are different because there is a bigger reduction in the number of
RWOs available for sale at auction (95 per cent).

1 Option 5c uses the same assumptions as Options 5a and 5b. The reduction in
available RWOs for sale at auction is the lowest of these 3 sub-options
(40 per cent) so are the reductions in the use of RWOs for parts and the
consequent increase in the use of SWOs for parts.

1 Option 6 means that there will be no vehicles classified as RWOs, all vehicles
purchased by Legitimate Recyclers for parts will be SWOs, and no damaged
vehicles will be available for repair and re-registration.

The last part of Table 5 shows the estimated number of vehicles that would be re-
registered in each option. The figures are the sum of the figures for RWOs sold to
Legitimate Repairers and lllegitimate Operators. Reductions relative to the base
case are estimated for Options 5 and 6 only.

3.4 Suspect vehicles

One of the main reasons for the review of the management of written-off vehicles is
that some inspection and enforcement authorities consider that many RWOs
presented for re-registration are repaired using parts from stolen vehicles. The
suspicions occur because documentation presented on the source of parts used in
the repair of vehicles is inadequate in some way and/or identification labels have
been tampered with or are not present. In most cases, the suspicions are not
sufficient for registration to be refused or for prosecutions to be undertaken.

Of the four authorities included in the consultations, three provided estimates of the
number of suspicious vehicles. NSW said that between 30 and 60 per cent of
RWOs presented for re-registration are suspicious; the large range reflects and
normal year (60 per cent) and a year in which there are significant number of
weather damaged vehicles (30 per cent). These estimates apply only to vehicles
presented for RTA inspections in the metropolitan area; in country areas inspections



Page 14 Management of Written-off Vehicles

are undertaken by contractors and no records are available. SA estimates that
30 per cent are suspicious while the estimate in Queensland is 10 per cent. Victoria
was unable to provide an estimate.

On the basis of relative numbers of RWOs presented for registration in each state, a
figure of 30 per cent is applied Australia-wide, giving a current total of 9,600 vehicles
with suspect parts or identities.

This is significantly higher than the numbers of prosecutions and/or refusal of
registration. Data supplied by inspection and enforcement authorities indicates that
that up to 2 per cent of vehicles (640) are not re-registered because of identity
problems (vehicle and parts) that cannot be resolved either by the inspection
authority or the Police. In some cases where identity cannot be determined, the
registration authority will register vehicles and provide surrogate VINs. This does not
seem to be a practice that would deter fraudulent use of RWOs.

The view was expressed several times in the consultations that there is no certainty
that licensed repairers use legitimate parts more or less than other people who repair
RWOs. Consequently, affected vehicle numbers are calculated by applying
proportions to all repaired vehicles not just to those repaired by unlicensed repairers.

The estimated numbers of vehicles by option are shown in two tables because there
are differences in the methods of calculation. Options not affected by changes to the
NPC are in Table 6. Suspect vehicles are estimated as 30 per cent of vehicles
presented for registration and prosecutions/vehicles not able to be identified as
2 per cent of those vehicles, as discussed above.

Table 6: Vehicles Repaired with Stolen Parts, Base Case, Options 1-2 and 5-6

Options 1 2 ba 5b 5c 6
Base Upgrade NPC Age ( Value> Damage Eliminate
case Voluntary  years $57,123  Criteria RWOs

Suspect vehicle share = 30 per cent

Number 9,600 9,600 9,600 2,400 480 5,760 0

Prosecutions/Vehicles not identified = 2 per cent

Number 640 640 640 160 32 384 0

The remaining two options (in Table 7) are not expected to change the number of
RWOs presented for re-registration as they are only concerned with the
management of recycled parts. Voluntary adoption of the Code with incentives is
mainly aimed at ensuring that stolen parts are not used in insurance repairs and is
expected to attract Legitimate Recyclers who are already NPC members or adopt
similar quality controls; they are not the recyclers who are involved in the stolen parts
trade. The NMVTRC advice is that there are currently 140 members of the NPC out
of a total of 1,000 recyclers. Option 3 could be expected to increase membership to
300 because of the incentives offered to those who comply such as priority access to
auctions. Mandatory membership (Option 4) could be expected to increase
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membership to 800, implying that 200 recyclers would leave the industry if they had
to comply with the Code.

Reductions of 5 and 15 per cent in the suspect vehicle share are assumed for
Options 3 and 4 respectively. The reduction for Option 4 is three times higher than
for Option 3 because a mandatory scheme would involve all recyclers in the
legitimate trade; it would not of course mean that the illegal trade would discontinue
altogether.

Table 7: Vehicles Repaired with Stolen Parts, Options 3 and 4

Options 3 4
Option 2 with Incentives NPC Mandatory

NPC members 300 800

Base case suspect vehicle share = 30 per cent
Reduction due to NPC membership

5% 15%
Option share 0.29 0.26
Number of vehicles 9,120 8,160

Base case prosecuted/not identified share = 2 per cent
Reduction due to NPC membership

5% 15%
Option share 0.019 0.017
Number of vehicles 608 544

3.5 Unrecovered stolen vehicles
3.5.1 Number of unrecovered stolen vehicles

The next piece of information required is the numerical relationship between repaired
RWOs and stolen vehicles, ie how many vehicles are stolen to repair RWOs? It is
assumed that unrecovered stolen vehicles are the source of parts for the repair of
RWOs. There has been an increase in the number of unrecovered stolen vehicles
since 2003, with the majority of the increase since 2006 (see Table 1 in Section 2.2).
Unrecovered vehicles in 2007 represented 22 per cent of all motor vehicle theft, up
from 14 per cent in 2000.

Table 8 shows that there have been decreases since 2001 in the number of the
newest unrecovered stolen vehicles (0-5 years old) and those 11-15 years old. The
major increase has been for vehicles 6-10 years old, with a small increase for the
oldest vehicles (albeit with variations up and down over the 7 years of data). Only
vehicles up to 15 years old have to be placed on the WOVR, although this does not
mean that vehicles 16 years or older cannot be repaired and presented for re-
registration. The NMVTRC considers that it is unlikely that the oldest group of stolen
vehicles is used for re-birthing; the increased numbers in recent years are more likely
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due to fraudulent insurance claims, the increased price of scrap metals, and joyriding
followed by dumping of older vehicles (as immobilisers in newer vehicles make them
more difficult to steal).

Table 8: Stolen Unrecovered Vehicles by Year and Age Group, passenger and light
commercial vehicles
Year 0-5 years 6-10 11-15 16+ years Unknown Total
years years
2001 3,008 2,666 3,797 5,496 292 15,259
2002 2,693 2,450 3,080 4,890 299 13,412
2003 2,104 2,431 2,735 4,922 286 12,478
2004 1,800 2,500 2,540 5,138 303 12,281
2005 1,611 2,440 2,491 5,533 218 12,293
2006 1,781 2,396 2,423 5,367 161 12,128
2007 1,885 2,425 2,598 5,849 165 12,922
Total 14,882 17,308 19,664 37,195 1,724 90,773
Average 2,126 2,473 2,809 5,314 246 12,968
Share of
Total 16% 19% 22% 41% 2% 100%

In making estimates of the potential number of unrecovered stolen vehicles used for
repairing RWOs presented for re-registration, the following method is used:

1 Age group shares based on the data in Table 8 are combined with the 18,000
stolen unrecovered vehicles, which is based on the figures for all stolen vehicles
in Table 1, to make estimates of the stolen unrecovered vehicles by age group.
(Note that Table 8 applies only to passenger and light commercial vehicles.)

1 Similarly, data on age group shares for RWOs presented for re-registration are
used to estimate vehicles by age group. The source of these data are NMVTRC
analysis of the WOVR.

1 The rate of stolen unrecovered vehicles per re-registered RWO is then calculated
by age group.

The resulting figures in Table 9 show that over the relevant age groups (0-15 years)
approximately one third of an unrecovered stolen vehicle for each re-registered
vehicle, with only a relatively small variation between the relevant age groups (up to
15 years of age). The main variation occurs for vehicles over 15 years of age which
are not currently required to be placed on the WOVR.

The unrecovered stolen vehicle rates in the table are the only _ h ainditation of the
relationship between unrecovered stolen vehicles and the use of RWOs for re-
birthing. This issue was explored in the consultations but little indication was given.
Several people agreed that a stolen vehicle is likely to provide parts for the repair of
more than one RWO. One person said that people who present suspect vehicles
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often concentrate on related makes/models so that parts from one vehicle could be
used to repair several vehicles; this would be an —e f fbusindssepnattite on their
part. Adopting a conservative position, the analysis uses half the rates in Table 9 to
estimate the reduction in stolen vehicles by option (see Table 10). As with the oldest
vehicle group some unrecovered stolen vehicles in the younger age groups will be
the subject of fraudulent insurance claims and dumped after joyriding; in addition, the
consultations suggested that there is an export trade in written-off vehicles and this
may also be the case for unrecovered stolen vehicles. In all options, the estimated
number of stolen unrecovered vehicles is lower than the number of suspect vehicles.

Table 9: Stolen Unrecovered and Re-registered Vehicles by Age Group
0-5 years 6-10 years 11-15years Total 16+ years
0-15 years
Stolen unrecovered
Share 16% 20% 21% 57% 43%
Number 2,880 3,600 3,780 10,260 7,740
Re-registered RWOs
Share 25% 35% 30% 90% 10%
Number 8,000 11,200 9,600 28,800 3,200
Stolen unrecovered per re-registered vehicle
Rate 0.36 0.32 0.39 0.36 2.42

The bottom of Table 10 includes the estimate of suspect vehicles and the rate of
unrecovered stolen vehicles per suspect vehicle. There is a small variation by option
but generally the method of estimating stolen vehicles implies that a stolen vehicle
can be used to repair just under 2 RWOs that are suspected of being repaired with
stolen parts. The higher rates for Option 3 (0.63) and Option 4 (0.70) occur because
there is a reduction estimated for suspect vehicles but not for stolen unrecovered
vehicles. There is an area where further data may have meant that some estimates
could have been made.

None of the data analysed provides a direct link between specific stolen vehicles and
re-registered vehicles. The confidence in the statistical link shown could be
improved by attempting to match specific vehicle types that are stolen with those on
the WOVR.

3.5.2 Value of stolen unrecovered vehicles

The unit cost (or value) of a stolen unrecovered vehicle comprises costs for vehicle
loss and damage, personal costs and injury costs. A detailed description of the
method for estimating the costs is contained in the study of benefits of reducing
stolen vehicles undertaken for the 2005 review of the NMVTRC (Starrs (2005). The
costs have been re-estimated for this study and the forthcoming benefits estimation
for the 2008 review of the NMVTRC.
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Table 10: Stolen Unrecovered Vehicles by Option

Options 1 2 3 4 5a 5b 5c 6
Base Upgrade NPC Option 2 with NPC Age C Value> Damage Eliminate
Case Voluntary  Incentives  Mandatory  years $57,123  Criteria RWOs

Re-registered

vehicles 32,000 32,000 32,000 32,000 32,000 8,000 1,600 19,200 0

Stolen unrecovered

Age groups 0-15 0-15 0-15 0-15 years 0-15 years 6-15 6-15 0-15 0-15 years

affected years years years years years years

Rate per re-

registered

vehicle 0.178 0.178 0.178 0.178 0.178 0.177 0.177 0.178 0.178

Number 5,700 5,700 5,700 5,700 5,700 1,419 284 3,420 0

Relative to base case 0 0 0 0 -4,281 -5,416 -2,280 -5,700

Reduction (per cent) 0 0 0 0 -75 -95 -40 -100

Suspect

vehicles 9,600 9,600 9,600 9,120 8,160 2,400 480 5,760 0

Unrecovered

per suspect

vehicle 0.59 0.59 0.59 0.63 0.70 0.59 0.59 0.59 na
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The major differences/improvements in the method are that:

» claims costs (for vehicle loss) are now estimated by vehicle age group and
insurance status, on the basis of a detailed analysis of insurance and police data
by CARS and only the cost for vehicles 15 years age or less are included;

» the cost of vehicle loss is divided between what is paid by insurance companies
and what is paid by vehicle owners (excess);

» the size ofthe NMV T R @ittims data base increased from 81 to 96 cases, still a
small number so there is some uncertainty in the cost estimate; and

» the cost of injury accidents has been added to fatal accidents for the injury cost
estimate. No costs are included for injury as the assumption continues to be
made that no unrecovered stolen vehicles are involved in accidents.

The estimated unit cost per stolen unrecovered vehicle is $20,230 (see Table 11), of
which about 60 per cent is the net claims costs paid by the insurer for vehicle loss.
The costs to vehicle owners for vehicle loss comprise the excess for insured vehicles
and the cost of the vehicle loss for uninsured vehicles; the CARS analysis shows that
26 per cent of unrecovered stolen vehicles are not insured. Personal costs comprise
extra time spent consequent upon the theft, direct costs (eg alternative transport),
and loss of quality of life as a result of the experience of being subject to motor
vehicle theft.

Table 11: Unit Cost per Unrecovered Stolen Vehicle ($), 2007/08

Cost Component Insurer Vehicle Owner Total
Vehicle loss 11,960 3,650 15,610
Personal costs na 4,620 4,620
Total cost 11,960 8,270 20,230

These unit costs are now combined with the estimated theft reductions in Table 10 to
estimate the monetary savings due to the reduction in stolen vehicles by option.
Following the stolen vehicle estimates, there are no cost savings estimated for the
options involving the NPC because they are only concerned with parts (Options 1 to
4). For the other options, the savings range from $46 million for Option 5d (vehicle
age less than or equal to 15 years) to $115 million for Option 6 (Eliminate RWOSs).
As with the unit costs, about 60 per cent of the savings accrue to insurers via
reduced claims costs.
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Table 12; Estimated Savings from the Reduction in the Costs of Stolen Vehicles

Options 1 2 3 4 5a 5b 5c 6
Base Upgrade NPC Option 2 with NPC Age C Value> Damage Eliminate
Case Voluntary Incentives  Mandatory  years $57,123 Criteria RWOs

Stolen vehicles 5,700 5,700 5,700 5,700 5,700 1,419 284 3,420 0

Costs of stolen vehicles ($'000)

Insurer 68,172 68,172 68,172 68,172 68,172 16,974 3,395 40,903

Vehicle owner 47,139 47,139 47,139 47,139 47,139 11,737 2,347 28,283

Relative to base case

Stolen vehicles 0 0 0 0 -4,281 -5,416 -2,280 -5,700

Savings from the reduction in stolen vehicles ($'000)
Insurer 0 0 0 -51,198 -64,777 -27,269 -68,172 -68,172
Vehicle owner 0 0 0 -35,402 -44,792 -18,856 -47,139 -47,139

Total savings 0 0 0 0 -86,600 -109,569 -46,124 -115,311
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3.6 Price of damaged vehicles

Current prices of damaged vehicles at auction are lower for SWOs than RWOs.
Concerns were raised in the consultations that reducing the number of written-off
vehicles that can be repaired would lead to a reduction in the average price and
returns to insurance companies and auction houses. In this section, variations in
prices are discussed based on the consultations and two data sets that were made
available for analysis. The prices are combined with the changes in written-off
vehicle numbers in Table 5 to make estimates of revenue changes to insurance
companies and profit changes to auction houses.

Perhaps the best guide to the likely change in salvage prices is what happened when
the WOVR was introduced. There are no historical data that covers the whole period
over which the WOVR was implemented in all jurisdictions, and personnel changes
mean that few people were prepared to make any comment or assessment in the
consultations. The data that were provided was on a confidential basis so it cannot
be reported in specific detail. Some of the data provided are at an aggregate level
so it is not possible to conclude with absolute certainty that differences in salvage
prices are due to the classification of written-off vehicles per se. A detailed analysis
would need to consider:

» the extent of damage. As SWOs are by definition more severely damaged than
RWOs any price difference may be due to the damage rather than the
classification;

» the types of vehicles that are damaged and available for auction in any one year;
and

» the demand for damaged vehicles, which may vary with vehicle types and the
buyers at auction, ie the purposes to which the purchased vehicles will be put.

The general view expressed during the consultations (where a view was expressed
at all) was that the introduction of the WOVR had reduced the price of written-off
vehicles sold at auction, although in several cases it was said the reduction was
short-lived. In one case, the decrease was attributed to the fact that the identity of
SWOs no longer had any value. It is reasonable to expect that the introduction of
the WOVR would lead to:

e anincrease in the number of SWOs and a decrease in their prlce and
* adecrease in the number of RWOs and an increase in their prlce

The available data for analysis of the effect of the introduction of the WOVR in each
jurisdiction does not show this pattern consistently and, where price changes in the
expected direction did occur, they were relatively small*. This suggests that using
the average difference between the prices of RWOs and SWOs at auction is not
likely to be a good guide to what may happen to prices if more written-off vehicles
were not available to be repaired.

The data available for analysis of salvage prices® show that:

3 Strictly one would not expect any SWOs and RWOs prior to the introduction of the WOVR. The data show that there

Were which are presumably vehicles placed on the WOVR in another jurisdiction.
As the WOVR was introduced on different dates, the effects could have been dampened by the movement of
vehicles to jurisdictions that had not yet introduced the WOVR.
° These prices are intahdegeno, appl yhene&dfenosmof weather rel at
the extent possible.
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» the current average price of SWOs is about $1,600 and RWOs about $2,600, a
difference of about $1,000 per vehicle sold at auction;

» a fair share of the difference in prices (the exact amount is indeterminate) is due
to the insured value of the vehicles, with one data set showing that salvage prices
for SWOs are higher than those for RWOs as both the insured value and the
average age is lower;

* average salvage prices vary up and down over the last several years, and the
current price is about the same or slightly lower (in nominal terms) than it was in
2000; and

e private buyers currently pay more on average than dealers for both SWOs and
RWOs, and the differences have increased in recent years, particularly for
SWOs. This may indicate that more SWOs are being purchased for scrap and
export. The private buyer differential is about $250 for SWOs and $1,600 for
RWOs.

It is assumed that there will be no changes in the prices obtained at auction of
written-off vehicles in any of the options. This is somewhat of a simplification due to
some constraints in the available data. For example, an increase in price is probably
likely for vehicles sold for repair as a result of the reduced supply of eligible vehicles;
any price increase will be limited by the economics of repairing written-off vehicles
and may only be for a short time until other business strategies are pursued. There
will of course be changes in revenues due to changes in the number of vehicles of
different types. Even if data were available, the average price change over all
written-off vehicles is not expected to be large because the prices for SWOs should
not be affected by any of the options and 60 per cent of RWOs are currently sold for
parts.

Table 13 and Table 14 contain the price and revenue estimates for RWOs and
SWOs respectively. The estimated salvage prices assume that:

* Legitimate Recyclers and Legitimate Repairers (except enthusiast repairers)
purchase RWOs at dealer prices ($2,100 per vehicle) and enthusiast repairers
and lllegitimate Operators purchase them at private buyer prices ($3,700 per
vehicle). As Legitimate Repairers and enthusiasts are included in the same buyer
group, the average price paid for RWOs is $2,330;

» Legitimate Recyclers continue to buy the existing number of SWOs at the current
dealer price for SWOs ($1,600 per vehicle) and extra SWOs (after reclassification
from RWOs) are purchased at the current dealer price for RWOs ($2,100 per
vehicle); and

« SWOs sold for scrap or other purposes are purchased at the current private
buyer price for SWOs ($1,850 per vehicle).



Table 13: Estimated Prices for and Revenues from the Sale of RWOs

Options 1 2 3 4 5a 5b 5¢ 6

Base Upgrade NPC Option 2 with NPC Age C Value> Damage Eliminate

Case Voluntary Incentives  Mandatory  years $57,123 Criteria RWOs

Use of RWOs
Recyclers 48,000 48,000 48,000 48,000 48,000 12,000 2,400 28,800
Repairers 9,600 9,600 9,600 9,600 9,600 2,400 480 5,760
Operators 22,400 22,400 22,400 22,400 22,400 5,600 1,120 13,440
Prices of RWOs ($)
Recyclers 2,100 2,100 2,100 2,100 2,100 2,100 2,100 2,100 na
Repairers 2,330 2,330 2,330 2,330 2,330 2,330 2,330 2,330 na
Operators 3,700 3,700 3,700 3,700 3,700 3,700 3,700 3,700 na
Average RWO price ($)
2,580 2,580 2,580 2,580 2,580 2,580 2,580 2,580 na
Revenues ($'000)
Recyclers 100,800 100,800 100,800 100,800 100,800 25,200 5,040 60,480 0
Repairers 22,368 22,368 22,368 22,368 22,368 5,592 1,118 13,421 0
Operators 82,880 82,880 82,880 82,880 82,880 20,720 4,144 49,728 0
Total 206,048 206,048 206,048 206,048 206,048 51,512 10,302 123,629 0
Revenues relative to base case ($'000)
0 0 0 0 -154,536 -195,746 -82,419  -206,048

Recyclers = Legitimate Recyclers, Repairers = Legitimate Repairers, Operators = lllegitimate Operators.
Legitimate Repairers include enthusiast/hobby repairers.



Table 14: Estimated Prices for and Revenues from the Sale of SWOs

Options 1 2 3 4 5a 5b 5¢ 6
Base Upgrade NPC Option 2 with NPC Age C Value> Damage Eliminate
Case Voluntary Incentives  Mandatory  years $57,123 Criteria RWOs
Use of SWOs
Parts SWOs 20,400 20,400 20,400 20,400 20,400 20,400 20,400 20,400 20,400
Parts RWOs 0 0 0 0 0 36,000 45,600 19,200 48,000
Scrap 3,600 3,600 3,600 3,600 3,600 27,600 34,000 16,400 35,600
Prices of SWOs (%)
Parts SWOs 1,600 1,600 1,600 1,600 1,600 1,600 1,600 1,600 1,600
Parts RWOs 2,100 2,100 2,100 2,100 2,100 2,100 2,100 2,100 2,100
Scrap 1,850 1,850 1,850 1,850 1,850 1,850 1,850 1,850 1,850
Average RWO price ($)
1,638 1,638 1,638 1,638 1,638 1,896 1,913 1,845 1,916
Revenues ($'000)
Parts SWOs 32,640 32,640 32,640 32,640 32,640 32,640 32,640 32,640 32,640
Parts RWOs 0 0 0 0 0 75,600 95,760 40,320 100,800
Scrap 6,660 6,660 6,660 6,660 6,660 51,060 62,900 30,340 65,860
Total 39,300 39,300 39,300 39,300 39,300 159,300 191,300 103,300 199,300
Revenues relative to base case ($'000)
SWOs 0 0 0 0 120,000 152,000 64,000 160,000
RWOs + SWOs 0 0 0 0 -34,536 -43,746 -18,419 -46,048
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The resulting revenues from the sale of damaged vehicles show that generally:

* revenues from the sale of RWOs are estimated to decrease for Options 5 to 6;

* revenues from the sale of SWOs are estimated to increase for Options 5 to 6;
and

* the net revenue position for these options is a decrease, ranging from
$18.4 million for Option 5c¢ (changes to damage criteria) to $46.0 million for
Option 6 (elimination of repairable written-off vehicles).

As revenues decrease from the sale of damaged vehicles, auction houses will
suffer a loss of profits that are a cost of the options. These profits are estimated
from the reductions in sales and revenues; specific details of the calculations
cannot be provided for confidentiality reasons. The estimated losses of profits by
option are shown in Table 15. No changes are estimated for Options 1 to 4 (as for
revenues) so they are omitted from the table.

Table 15: Reduced Profit to Auction Houses by Option (
Options 5a 5b 5c 6

Age O Value > Damage Eliminate

years $57,123 Criteria RWOs
Reduced profit 522 661 278 696

3.6.1 Administration costs
Several costs can be expected to change if any of the options proceed.

Firstly, the costs of upgrading the existing system. The main component of Option
1 is improvement in checking receipts for parts used to repair RWOs, with the aim
being to achieve a level of checking that gives confidence that stolen parts are not
being used in vehicle repair. There are insufficient data at this time to make any
estimates of the costs.

Secondly, administration costs of the options that involve changes to operation of
the National Parts Code. It is not expected that there would be any change in
costs for Option 2 because that is simply a continuation of the existing scheme
where membership is voluntary and there are no incentives to join the scheme.

Option 3, the voluntary scheme with incentives to join, is expected to increase
costs of administration of the scheme itself (because of the estimated increase in
membership from 140 to 300), and to insurance companies and auction houses
for the operation of priority auctions for members of the NPC. There are
insufficient data at this time to make any estimates of the costs. In addition, this
review was not required to estimate costs as they are being considered as part of
the trial operation of the scheme.

Option 4, the mandatory NPC, is expected to increase costs of administration
because of the estimated increase in membership from 140 to 800. There are
insufficient data at this time to make any estimates of the costs.
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Thirdly, the costs of inspections of RWOs presented for re-registration will vary as
the number of vehicles presented for inspection will vary in some of the options.
Fees for inspections charged to people presenting RWOs for re-registration are in
the order of $450 per vehicle and are set on a cost recovery basis. It is unlikely
that costs will be reduced in line with the average cost (represented by the full cost
recovery fee) due to economies of scale and the fact that inspections of RWOs
are not the only inspections that are undertaken by inspection authorities. This is
particularly the case for the options that affect fewer numbers of RWOs. There is
insufficient information to be precise about the effect on costs. The assumption is
made that costs per inspection will reduce by half the current fee, ie $225.

Fourthly, insurance administration costs will vary because there are different
numbers of stolen unrecovered vehicles by option. Similar to inspection costs, the
cost reduction on the insurance administration cost per stolen unrecovered vehicle
is likely to be much lower than the average cost per claim. The cost reduction is
estimated to be $260 per stolen vehicle.

Fifthly, Police investigation costs will vary because of changes in the number of
RWOs presented for re-registration, about 2 per cent of which require identity
checks of some form, and in the number of stolen vehicles. There are insufficient
data to make estimates of the costs of Police investigation costs.

The costs are shown in Table 16 for the options where costs were able to be
estimated as a result of reductions in the number or re-registered RWOs and
stolen unrecovered vehicles. The savings are relatively small compared to the
savings from reducing the number of stolen vehicles (see Table 12) and the loss
of salvage value (see Tables 13 and 14).

Table 16: Inspection and Insurance Administration Costs
Options 5a 5b 5c 6
Base Age O Value> Damage Eliminate
case years $57,123 criteria RWOs
Re-registered RWOs 32,000 8,000 1,600 19,200 0
l nspection costs ($6000)
7,200 1,800 360 4,320 0
Relative to base case
-5,400 -6,840 -2,880 -7,200
Stolen vehicles 5,700 1,419 284 3,420 0

Admi ni stration costs ($600

1,482 369 74 889
Relative to base case

0

-1,113 -1,408 -593 -1,482
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4 EVALUATION RESULTS

This chapter brings together the estimates of benefits and costs outlined in the
previous chapters to estimate the net benefit of the options aimed at improving the
management of written-off vehicles.

4.1 Overall results

All the costs and benefits, including those that could not be estimated, are shown
in Table 17. Taking account of only the measured costs and benefits, Option 6
has the highest net benefit of just over $60 million. Even if all costs and benefits
could be estimated, it is unlikely that that would change: only the costs of Police
investigations are not estimated and that is also the case for the option with the
next highest net benefit (Option 5b with a net benefit of $57.575 million).

The results show that the net benefit increases in inverse proportion to the
number of RWOs removed from sale at public auction:

1 Option 5¢ (changes to damage criteria) assumes that RWOs reduce by
40 per cent and has the lowest net benefit of $24.323 million.

1 Option 5a (age less than or equal to 5 years) means that RWOs will reduce by
75 per cent and has a net benefit of $45.551 million.

1 Option 5b (value greater than the luxury car tax value of $57,123) could reduce
RWOs by 95 per cent and has a net benefit of $57.575 million.

1 Option 6, which would involve eliminating the re-registration of RWOs has a
net benefit of 60.581 million.

4.2 Tests of Assumptions

Some tests were undertaken to vary assumptions and observe the effects on the
economic analysis results (see Table 18). Firstly, the number of written-off
vehicles was reduced by 10 per cent. The net benefit does not vary to any great
extent.

Secondly, the relationship between stolen vehicles and re-registered RWOs was
varied. In the main results, half of the rate of stolen unrecovered vehicles per re-
registered vehicle is used to estimate the reduction in stolen vehicles. In the
sensitivity test, one third of the rate is used, resulting in an estimate of 3,876
stolen vehicles in the base case rather than 5,700. Savings are consequently
lower but the net benefit of all options remain positive.

Thirdly, the prices of RWOs in the options (not the base case) were reduced by
20 per cent. There is a variety of net benefit results, all options reduce but some
proportionally more than others. The net benefit of Option 5c, the one with the
smallest reduction in RWOs has a negative net benefit. As noted in Section 3.5, it
is most unlikely that the price of RWOs would reduce to any great extent because
60 per cent of RWOs are already sold only for parts.
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Table 17: Benefits and Costs by Option, relative to the base case ($6000)

Options 1 2 3 4 5a 5b 5¢c 6
Upgrade NPC Option 2 with NPC Age O Value> Damage Eliminate
Voluntary Incentives Mandatory years $57,123 Criteria RWOs

Benefits from reduction in stolen vehicles
Insurers 0 0 ne (+) ne (+) 51,198 64,777 27,269 68,172
Owners 0 0 ne (+) ne (+) 35,402 44,792 18,856 47,139
Costs from reduction in salvage values
RWOs 0 0 ne (-) ne (-) -154,536 -195,746 -82,419 -206,048
SWOs 0 0 ne (-) ne (-) 120,000 152,000 64,000 160,000
Changes in administration costs
Receipt
checking ne (-) 0 0 0 0 0 0 0
NPC ne (-) ne (-) ne (-)
Inspections 0 0 0 0 -5400 -6840 -2880 -7200
Insurers 0 0 ne (-) ne (-) -1,113 -1,408 -593 -1,482
Police ne ne ne ne ne ne ne ne
Net Benefit 0 0 0 0 45,551 57,575 24,232 60,581






Finally, the net benefit was re-estimated with the 3 variations that were tested in
isolation. The negative benefit of Option 5c increases and Option 5a (age less
than or equal to 5 years) becomes marginally negative. The options with the
lowest numbers of RWOs continue to have positive net benefits, albeit
significantly reduced from the main results.

Table 18: Net Benefit of Sensitivity Tests ($6000)
Test 5a 5b 5c 6
Age O Value> Damage Eliminate

years $57,123 Criteria RWOs
Main results 45,551 57,575 24,232 60,581
Reduce written-off 49,545 62,634 26,362 65,906
vehicles by 10%
One third of the rate 18,195 22,964 9,662 24,156
of stolen

unrecovered per re-
registered vehicle

Reduce price of 20,129 36,363 -8,557 40,421
RWOs by 20%
All of above -691 8,931 -17,719 11,337

4.3 Effect on insurers

Finally, the effect on insurers of the options is shown in Table 19 in terms of the
components that comprise the measured net benefit. In all options, the net
benefit is positive mainly because the benefits of the reduction in stolen vehicles is
greater than the reduction in salvage values.

Table 19: Benefits and Costs to Insurers ($6000)
Test 5a 5b 5c 6
Age O Value> Damage Eliminate
years $57,123 Criteria RWOs

Benefits from the
reduction in stolen

vehicles 51,198 64,777 27,269 68,172
Cost from reduction

in salvage values -34,536 -43,746 -18,419 -46,048
Reduction in

administration costs -1,113 -1,408 -593 -1,482

Net Benefit 15,549 19,623 8,257 20,642




