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Background

About 2.4 million vehicles, some eight percent of the 29 million registered vehicles in California, carry a DMV-issued title designation (a brand) of " salvaged."  This brand identifies the vehicle as one that has been either declared a total loss by an insurer, or surrendered by the owner, usually by sale to an auto dismantler.  DMV estimates that about 145,000 salvaged vehicles are added to the registration rolls annually.

 In most cases these vehicles were declared a total loss by an insurer who deemed it would not be economically feasible to repair incurred damages. Typically, the insured, in return for a claims payment, turns possession of the vehicle over to the insurer who is required to obtain a " salvage certificate " from the DMV. The insurer then sells the vehicle at a salvage auction operated by a business referred to in law as a " salvage pool. " For many insurers, the salvage pool is responsible for declaring a vehicle nonrepairable, collecting monies from buyers and processing the salvage certificate.

The buyers are either a licensed dismantler who breaks a vehicle down for parts, or a licensed repair shop, or member of the public who will attempt to rebuild the vehicle for resale, or personal use. While salvage pools charge access fees to bidders, there are rarely restrictions placed on who may have access to a salvage auction.

The owner also has the option of retaining the vehicle in trade for a reduced settlement; however, the owner is obligated to obtain a salvage certificate from the DMV. While the law requires that a private owner disclose the fact that a car is salvaged, there is no requirement that details of the damage be disclosed; consequently, the seller does not have to reveal if the airbags are installed, or if the frame is bent.   

The law requires that an insurer declare a vehicle " nonrepairable" if one of three conditions is met: the vehicle has been gutted by fire; or it has been surgically stripped of key components; or the owner " irreversely designates " that the vehicle has no value as a source parts or scrap metal. Some insurers leave the nonrepairable designation up to the salvage pools which act as agents to insurers while other insurers reported to the committee that they make nonrepairable declarations in the range of one percent to eight percent of the total loss claims handled annually.

When the salvaged vehicle is repaired, the purchaser, not the seller, must obtain a brake and lamp inspection from a licensed facility to register the vehicle. In some cases the CHP will inspect a salvaged vehicle for purposes of insuring that stolen parts have not been used in rebuilding the car, truck or motorcycle.

The DMV will issue a branded salvaged title upon registration, based on the fact that the vehicle's identification number (VIN) has been code with a salvage certificate.

The committee interviewed several consumers who unknowingly bought salvaged vehicles despite paying Carfax, a title search company, to verify that the vehicle was not salvaged. Here is one case presented in greater detail. 

A Los Angeles buyer, who contacted the committee for help in December 2001, bought a 1999 BMW M3 for $29,500 from a private party in April, 2001. Armed with a Carfax clean bill of title report, the buyer was shocked to learn that the car had to be branded " salvaged,  “ an act that immediately diminished the car's value. Unknown to the buyer, this vehicle was purchased new in Nevada in 1999 and soon thereafter was involved in a front-end collision, which required repair of the radiator and the front fender. Six months later the car's convertible and interior caught on fire and the insurer, State Farm, declared it was uneconomical to make repair. The car was declared a total loss and sold at a Nevada auction where is was purchased by a Southern California auto dismantler who, as required by California law, obtained a " junk ' acquisition number from DMV, according to a DMV investigator. Nevada DMV has no record that this car was a total loss.  The car was transferred to a private party for $7,500 and then to another party, Mr. G, for $7,500. Finally, Mr. G, who said he lost the title to the car, sold the vehicle to Mr. C who paid $29,500. Carfax does not have access to DMV's " junk acquisition number " database, hence, it was unable to detect that the car had been a total loss. Carfax informed the committee in writing that it offers customers a paid guarantee if it misses a salvage title and, in fact Mr. C received a settlement payment from Carfax. 

The January 2002 cover story for Consumer Reports featured buyers similar to Mr. C. One of those buyers,  Julie Wray, was interviewed by committee staff. She provided the following account:

Ms. Wray bought a 1998 Mercedes 320 with low mileage from a San Ramon car dealer for some $43,000. This dealer had purchased the vehicle from an auto auction in Riverside where it was being sold by a Riverside Mercedes dealer. This car had been significantly damaged --repairs of more than $30,000--in an accident in Arkansas. The vehicle was rebuilt apparently using two cars to make one, then sold ten times before reaching Ms. Ray. Staff talked to Ms. Ray who said that six months after she owned the vehicle, she took the car in for warranty work (she bought the car with the understanding that the car was under warranty), but the dealer--not the one who sold her the car--said the warranty had been voided by Mercedes due to excessive damage in 1999. Eventually, Ms. Ray settled with the dealer who then resold the car in October 2001 to a Contra Costa woman. Committee staff wrote the new owner to learn if she had been told about the car's past. She has yet to respond.

The DMV reports that it does not receive many complaints about the purchase of salvaged vehicles. However, there have been two major cases in recent years, including one that is the subject of current litigation.

A North Hollywood car dealer was investigated by DMV in 1998 for title washing 400 vehicles. The investigation, which ended in March 1999 with administrative action for misdemeanor violations, revealed that the dealer bought and repaired salvaged vehicles that were titled in Arizona. According to DMV, the dealer either erased the "salvaged " brand or smudged the designation so it was not readable. The cars were sold without disclosure.

According to Patrick Dorais, Acting Chief of the BAR, a current investigation involved the following:

A 1998 Chrysler Sebring was declared a total loss and non-repairable by an insurer which sent the vehicle to a salvage pool. The car was offered for sale without a salvage 

Certificate (the committee should determine why there was no certificate issued) but the 

bids were rejected. The car was then moved to a regular auction were it was sold to a car 

dealer for $12,000. When the dealer discovered the frame damage to the vehicle, he 

returned it to the auction for a full refund. The same auction operator sold the vehicle to another dealer for $8,600 who later deemed it would cost too much to repair, consequently this dealer took the Sebring to a salvage auction where the car was sold for $10,000 to a Fresno car dealer. The vehicle was sold each time with a clean title.

Acting on a tip, a BAR employee, posing as a consumer, bought the car for $12,800 from the dealer who said the Sebring had never been wrecked. DMV is prosecuting the dealer.

There are also currently two class action lawsuits filed in California against three major rental car companies and Copart, a major operator of salvage auctions. The allegations, which could involve over 1,000 vehicles, are that badly damaged rental cars were sold at auction without appropriate salvage disclosures. It is not the intent of the committee to discuss the specifics of the litigation, however, the DMV offered the following insights:

· Rental car companies are self-insured and, as the owners of damaged vehicles, they do not appear to be required under current law to apply for a salvage certificate when a rental car is badly damaged.

· Cars without a salvage designation are not to be sold at salvage auctions, according to DMV. The committee should ask if DMV intends to pursue charges that non-salvage vehicles were sold at salvage auctions.

The sale of damaged rental cars without disclosure raises the specter that the population of  rebuilt vehicles is larger than the 2.4 million salvaged vehicles registered with  DMV. 

The CHP Fatality Report

1.) At the request of the committee chair, the CHP reviewed fatal accidents during the period, 1/1/2001 to 6/30/2001, in South Los Angeles, Central Los Angeles, San Diego, North Sacramento, Woodland, San Jose and Hayward. Six of the 150 vehicles involved in fatal collisions were salvaged vehicles. Four of the 101 people who died in these crashes were riding in salvaged vehicles.  CHP says that none of the accidents were linked to mechanical failure. However, one death was clearly associated with a salvaged vehicle, as follows:

A 1995 Ford Escort sustained extensive damage in a March 12, 1998 collision occurring in another state. According to the National Insurance Crime Bureau, the insurer, Allstate, declared that the car was a total loss, meaning the cost of repairing the vehicle exceed its value. Information on what happened to the vehicle is missing prior to the vehicle being sold as a used car in California in April, 1999.  For some reason the vehicle is not registered with the DMV until August 2000. On March 1, 2001 the car is involved in collision in San Diego. The CHP report indicates the driver's side airbag was deployed and that the driver survived, but the front passenger " sustained blunt force trauma and deep horizontal lacerations of the forehead " and died. The CHP investigator found that the passenger airbag had been cut off, presumably after the 1998 collision.  The car was sold as junk in May 2001. 

A second collision on April 15, 2001 in Woodland involved a 1964 Chevy El Camino that was branded salvage in 1988. In this case the passenger suffered two broken bones, a punctured lung, facial fracture and broken ribs due, in part, to the fact that the seat was not fastened with mounting bolts to the floor of the vehicle.

There are in excess of 3,100 traffic fatalities annually in California in recent years, so the CHP sampling is but three percent of all fatalities in a year and, therefore, the committee is unsure what the total number of salvage vehicles involved in fatalities would be over a full year;  however, the missing airbag death underscores one shortcoming with salvage vehicles. While state law requires an insurer to cover the cost of installing new air bags after they have been deployed--the cost is about $1,800 per bag-- the law does not require that airbags be installed on a salvaged vehicle. Here are the following consequences caused by the expense of installing airbags:

· Insurers typically declare a vehicle a total loss when repairs climb to within 75 percent of the vehicle's market value. So, if a 1996 model car is worth $5,000 and the cost of fixing the front end after a collision is $1,000, the insurer will probably pay the cost. But if the air bags are deployed, the cost could rise to $4,600($3,600 for the airbags). In this case the insurer declares the car a total loss. The owner may wish to keep the car, and settle with the insurer, who by state law must report to DMV that the vehicle has been declared a total loss. The DMV will issue the owner a salvage certificate even though the owner is keeping the vehicle. By law the owner will have to obtain a brake and lamp inspection in order to register the vehicle, but he does not have to reinstall the air bags put to legally put the car back on the road. If the owner decides to sell the vehicle, current law requires that he/she disclose the fact that the vehicle is salvaged, but the law does not require that details of the damages be disclosed, including whether or not the airbags are installed, the frame is bent, etc. 

· If the vehicle owner accepts the total loss settlement, the owner turns the car's title over to the insurer who then obtains a salvage certificate from the DMV. The insurer will then sell the vehicle through a salvage auction where the car may be purchased, repaired and sold to a consumer but without reinstallation of the airbags.
DMV Data In Need of Further Review

Committee staff wanted to determine what happens each year to the population of vehicles that are declared a total loss. DMV was asked to report the number of salvage certificates its issued to insurers in 1999 while insurers were asked to identify the number of total loss claims they processed that year. Under state law, insurers must obtain a salvage certificate if it takes possession of a total loss vehicle. If the owner wants to keep the damaged vehicle, the owner may settle with the insurer who is required to tell the insured that he/she is required to notify the DMV so that title may be branded as " salvaged. "As of 1/25/02, there appears to be conflict between DMV data and insurer data, as noted:

DMV issued 283,472 salvage certificates in 1999. A DMV data run indicates that insurers processed 114,057 salvage certificates, which would lead to the conclusion that vehicle owners retained most of the damaged vehicles. But selected insurers report that owners retain possession of vehicles in 10 to 25 percent of the cases. The DMV data suggest that owners retain the vehicles in 60 percent of the cases. DMV is reviewing the data for the hearing.

DMV data also show that 30 percent of the vehicles--34,692 cars, trucks and motorcycles-- that were declared a total loss in 1999 are now back on the road as legally registered salvaged vehicles. 

Selected insurers reported the following for 1999:

Insurer
       Total Loss Vehicles                                                     Non-Repairables

State Farm        35,000(estimate)                                                        365

Farmers            35,677(2000 figures, 1999 not available)                  do not track

CSAA
        19,255





       8% 

Allstate
         17,100





       5%

Auto Club/S.C.  15,144




                   5.4%

21st Century      14,747




                   do not track

USAA
        10,231


                                           do not track

How selected insurers process total loss vehicles:

State Farm: When State Farm takes possession of a total loss vehicle, the vehicle title is put in State Farm's name by either State Farm or a salvage pool acting on the insurer's behalf. State Farm uses three salvage pools: Insurance Auto Auctions (IAA); Copart and Dismantlers Group. After the vehicle is sold at auction, State Farms submits a notice of release of liability to DMV.

Farmers:  This insurer uses IAA and Copart to sell total loss vehicles. The salvage pool make the decision regarding whether or not a vehicle is to be sold as nonrepairable.

Allstate: This insurer uses IAA in Northern California and Copart in Southern California (south of Fresno). The process of releasing liability is handled by the salvage pools rather than the insurer. Allstate employees who inspect damaged vehicles may provide some guidance to a salvage vendor regarding declaration of the vehicle as nonrepairable, but ultimately it is the vendor who makes the decision.

CSAA: The insurer puts the vehicle in its name after it is turned over by the insured. Liability is released upon sale at the auction with Copart, the salvage group, delivering the salvage certificate to the buyer. Copart determines if a total loss vehicle should be sold as nonrepairable, although CSAA personnel review vehicles prior to sale to make certain they are properly designated. CSAA says a " technology solution " allows its personnel to view vehicles from a remote location. Of all the insurers, CSAA had the largest percentage of declared nonrepairables, 8 percent.

Auto Club of Southern California: This insurer is unique in that it operates its own salvage pool in Gardena whereabouts 61 percent of its total loss vehicles are disposed of at auction. The remaining vehicles are sold by Copart. The Auto Club says vehicles at the Gardena facility are sold only to licensed vehicle dealers or licensed dismantlers. Auto Club personnel are trained to recognize nonrepairable vehicles. Copart makes the nonrepairable decisions at its facility.

21st Century:  The insurer uses IAA to auction its vehicles and it does not make a determination regarding whether or not a vehicle is nonrepairable.

USAA: The insurer uses IAA in Southern California and Copart in North California. The insurer's regional " salvage supervisor " makes decisions regarding nonrepairable vehicles and it says that it has " no specific standard " to follow in making such decisions other than declaring fire-gutted vehicles nonrepairable along with those vehicles that have had vehicle identification number switches. The insurer notes that DMV only allows three choices for declaring a vehicle nonrepairable: (1) surgical strip; (2) complete burn; (3) owner declared.

Salvage Auctions

Salvage auction businesses, or " salvage pools "  are quick to counter safety fears by asserting the following:

Older and lower value vehicles total very easily because of low pre-accident fair market values. Insurance Auto Auctions (IAA) reports that last year the median age of auctioned salvage vehicles was 1992 and that on average vehicles this old are totaled when all repairs top $2,600, a sum reached easily by cosmetic repairs. Therefore, IAA says that the typical salvage vehicle is one that has not been severely damaged. 

IAA adds further that a 1999 CHP study of traffic accidents indicated that mechanical error was the primary factor for only two-tenths of one percent of the collisions in which there were injuries or death. IAA reasons that if salvage vehicles were a mechanical menaces, then more accidents would be attributable to mechanical failure rather than driver error. 

However, when a late model luxury car is totaled, it can be assumed that the damage is significant since the pre-accident value of the car is high. IAA suggests that the Legislature could set a definition for these types of cars with the intention that they undergo a more substantial safety check than the current brake and lamp inspection required of salvaged vehicles. Inspections could be conducted by BAR as part of its auto body fraud program with funding coming from an additional re-titling fee imposed the firs time the vehicle is registered. 

Consumer protection proposals offered by insurers, salvage pools and state agencies

At the request of the committee, witnesses were asked to suggest policies to improve consumer protection. To date, the following suggestions have been received by the committee:

1.) Require salvage rebuilders rather than the buyer to obtain an inspection of salvage vehicles prior to sale and require that airbags be reinstalled if they had been deployed. Proof of inspection would have to be presented to the buyer. (CHP).

2.) Require that the mandated brake and lamp inspection of salvaged vehicles be expanded to a safety check of the vehicle body and the supplemental restraint system.(BAR)

3.) Require rebuilders of salvaged vehicles to be licensed by BAR. Require an inspection of the restraint system. (Auto Club of Southern California).

4.) Require BAR to expand its auto body inspection program to include a safety check of late model, luxury vehicles. Impose an inspection fee to cover the cost. (IAA)

5) Brand the vehicle, itself, by placing a " slavaged " or " rebuilt " decal on the driver's side door jamb. (IAA)

6) Put vehicle identification numbers for which salvage certificates have been issued on the DMV's website so consumers may check to see if they are buying a salvaged vehicle. (IAA)

7) Have DMV participate in the National Motor Vehicle Title Information System (IAA)

8) Have DMV adopt " best practices " soon to be released by the Branding Working Group of the American Association of Motor Vehicle Administrators. (IAA)

9) Encourage commercial sellers of salvaged vehicles to report sales to the National Insurance Claims Bureau. (IAA)

10.) Revise the appearance of the salvaged title so it is different from the other types of vehicle titles. DMV vehicle titles are similar in appearance. (Auto Club of Southern California).

11.) Retain a computer history of all vehicles branded as salvage and cross-reference all out-of-state registration requests against that database to guard against California salvaged vehicles that have their titles " washed " in other states. (Auto Club of Southern California).
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