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Personal property securities
	Key points

	· In 2008, State and Territory governments agreed to refer their legislative powers over personal property securities (PPS) to the Australian Government to establish a national regulatory system for security interests in personal property. 

· Despite some delays in implementation, the new laws and register of security interests became operational on 30 January 2012. 
· The reforms are likely to lower ongoing compliance and transactions costs faced by businesses in providing, registering and searching PPS by around $70 million per year.
· The referral of powers is also likely to yield net cost savings to governments in the order of $1 million per year. 

· It is expected these benefits would be realised progressively over the next one to two years and then be ongoing.
· Transitioning to the new system is estimated to be imposing some one-off costs on businesses in the order of $150 million. 

· These costs are expected to be mainly incurred in the first year of operation.
· The PPS reforms afford the opportunity for the development of new financial products, potentially providing businesses with greater access to secured credit and lowering borrowing costs. 

	

	


Personal property securities reforms under the National Partnership to Deliver a Seamless National Economy represent a progression of initiatives that have been ongoing since the early 1990s. Previous initiatives have ranged from reform discussion papers to legislative proposals from the Australian Law Reform Commission (Attorney-General’s Department 2011a). 
The Commission’s assessment of the likely direct impacts from the latest reforms is presented in this chapter. This assessment has required judgements to be made about the effects of reforms that have recently been implemented. Judgements have also been required to assess the timescale over which the benefits of these reforms may accrue. Therefore, the results are exploratory and should be regarded as broadly indicative of the likely effects of the reforms. 
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Reform objectives and changes

In October 2008, COAG formalised a previous in-principle agreement to establish a national system for the registration of personal property securities (PPS) through the signing of the Personal Property Securities Law Agreement. The national system was to be achieved through legislative changes and the establishment of the Personal Property Securities Register (PPSR). Personal property, the subject of the reforms, is any form of property other than land. 
The reforms are intended to:
… lead to significant cost savings for business through reduced compliance costs and greater choice and certainty for consumers and businesses who borrow money against secured personal property. (COAG 2008a, p. 2)

The Business Regulation and Competition Working Group said that the reform, through the establishment of the PPS Law and PPSR, will:

… increase certainty for those creating, dealing with and enforcing secured lending arrangements; increase competition among secured finance providers; and assist business to secure finance against property. (COAG 2011a, p. 4)
The COAG Reform Council, in assessing the progress of the PPS reforms (CRC 2010), identified that legislative delays by some jurisdictions (in enacting referral legislation) were likely to mean that the reform would become operational later than intended (May 2011). The start date was subsequently revised to October 2011, for which the COAG Reform Council’s latest assessment report (CRC 2012) also raised concerns over the ability for governments to meet. However, all States enacted referral legislation in 2011 (PPSR 2011b) and the PPSR became operational on 30 January 2012. 
What was the nature and structure of personal property securities regulation?
Prior to the reforms, the Australian, State and Territory governments were all responsible for regulating security interests in personal property. This was done through an array of complex and often inconsistent Acts and registers (McClelland 2009a). In total, there were 70 different Acts covering PPS in 2009. 
To register security interests in private property, each jurisdiction had a number of different registers. These were a mix of paper and electronic registers with some not having changed format since the 1920s and 1930s (McClelland 2009a). 
The variety of regulations and registration arrangements that existed prior to the reforms resulted in a situation where it was difficult, in some instances, to determine rights over personal property which had several sources of security interest. 
What has changed under the reforms?
Under the personal property securities agreement State governments have agreed to refer their legislative powers to the Australian Government such that it assumes legislative responsibility for PPS. This has created a national approach to the regulation of PPS under the Personal Property Securities Act 2009. 

The Personal Property Securities Act 2009 establishes the PPSR. The register represents a register of personal property security interests, which the Act defines as:

… an interest in personal property provided for by a transaction that, in substance, secures payment or performance of an obligation (without regard to the form of the transaction or the identity of the person who has title to the property) (s. 12(1)). 
This could include a fixed or floating charge, chattel mortgage, conditional sale agreement, hire purchase agreement, pledge, consignment, lease or other instrument.

The new Act provides for priority between security interests through the creation of a ‘perfected’ security interest. A security interest is enforceable against third parties if a security interest has been attached to the collateral and a security agreement is evidenced in writing. Perfection requires the previous steps to make the interest enforceable with the additional step of registration in order to maximise priority against competing security interests. 

The Act, in providing direction for the resolution of competing claims by different security interests, directs the court(s) to give priority to perfected security interests over unperfected interests, for example, where a perfected security interest is one that is on the register established by the Act. The Act also provides rules for the determination of priority disputes where there are two ‘perfect’ security interests in the same property.  

The Act has drawn on elements from North American and New Zealand law and represents a significant change in the approach to regulating PPS. In particular, elements drawn from North American law are of a somewhat different nature from 


laws made within common law systems.
 The changes also mean that a wider range of contracting arrangements now fall under PPS law, meaning the way in which some contracts are written will have to be updated. 

The PPSR has replaced a number of Australian Government and State and Territory based registers ranging from the Australian Register of Ships to the South Australian liens on fruit register (see box 4.1 for a full list).
	Box 4.
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Registers migrated to the PPSR

	The following registers were migrated to the PPSR.
· Australian Government
· Australian Register of Ships (mortgages only)

· ASIC Register of Company Charges (including provisional charges)

· Fisheries Register

· New South Wales

· Register of Encumbered Vehicles 

· Security Interest of Goods Register (including stock mortgages originally registered under the Liens on Crops and Wool and Stock Mortgages Act 1989 (NSW); Bills of Sale from 1 January 2000; and current crop mortgages and all other interests registered under the Security Interests in Goods Act 2005 (NSW)) 

· Register of Co-operative Charges  

· Queensland

· Register of Encumbered Vehicles

· Bills of Sale Register (including Register of Liens on Crops of Sugar Cane)

· Register of Co-operative Charges
· South Australia

· Vehicle Securities Register 

· Bills of Sale Register

· Stock Mortgages and Wool Liens Register

· Liens on Fruit Register 

· Register of Co-operative Charges  

(continued next page)

	

	


	Box 4.1
(continued)

	· Tasmania

· Register of Vehicle Security Interests

· Register of Bills of Sale, Stock, Wool and Crop Mortgages and Co-operative Charges  

· Victoria

· Vehicle Securities Register 

· Register of Liens on Wool and Stock Mortgages (stock mortgages only)

· Register of Co-operative Charges 

· Western Australia

· Register of Encumbered Vehicles

· Bills of Sale Register

· Australian Capital Territory

· Register of Encumbered Vehicles

· General Register of Deeds and Instruments 

· Register of Co-operative Charges

· Northern Territory

· Register of Interests in Motor Vehicles and Other Goods 

· Lands Titles Registration and General Registry Office (Bills of Sale and stock mortgages)

	Source: PPSR (2011a). 
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Who will be affected by the reforms?
There are five main groups that are likely to be affected by the PPS reforms:

· users of unsecured and personal property secured credit; 
· suppliers of personal property secured credit; 
· holders of interests in personal property;

· information brokers; and 

· consumers of second hand personal property.

The first two groups identified are the focus of the reforms. 
Users of secured and unsecured credit
The reforms are targeted towards small and medium business users of credit — both personal property secured and unsecured — but will influence all involved in PPS. The reforms are intended to make it easier for businesses to make use of personal property in securing credit for their businesses. 
Small and medium sized businesses tend to use debt financing compared to equity to a greater degree than larger sized businesses (RBA 2011). While differentiating smaller and larger businesses is complicated by varying definitions, the RBA (2011) suggests that possible indicators of credit transactions involving ‘small businesses’ are lending to unincorporated enterprises and business loans of less than $2 million. These measures suggest that smaller businesses made use of between $100 and $200 billion in borrowings in 2010 — 30 per cent of total bank business lending. Over time, the level of borrowings by smaller businesses has been steadily increasing in absolute terms and relative to borrowings of larger businesses. 
While the majority of credit provided to small businesses is secured against residential property (RBA 2011), the Australian Chamber of Commerce and Industry has suggested that small businesses are increasingly making use of more expensive unsecured credit, such as that provided through credit cards:
Heavy reliance on credit card finance also means that business owners are paying more than double the interest rate charges for credit card finance than a residentially-secured business loan, which puts significant pressure on small business. (ACCI 2011, p. 10)

It has been suggested that this trend has been driven by greater difficulties in obtaining secured credit for small business activities due to altered lending practices post the Global Financial Crisis (ACCI 2011). However, the Australian Bankers Association (2011) noted that while increases in the use of revolving credit (including overdrafts and credit cards) occurred during the Global Financial Crisis, this tendency has subsequently eased. 
Suppliers of personal property secured credit

As discussed in chapter 3, there is a variety of credit providers ranging from banks and finance brokers, to other smaller finance industry participants. While the number of businesses that will be affected by the PPS reforms is difficult to determine, some indication of their distribution can be gained by examining the size and activities of all firms in the financial and insurance sector (table 4.1). 

As with businesses in other sectors, only a small proportion of financial and insurances services sector businesses operate across State borders (2.5 per cent). However, for medium to large sized businesses, the proportion of these firms is significantly higher with close to 50 per cent operating across State borders. It is unknown how many single-state firms offer products and services to customers in States where they do not have employees based, potentially making the number of firms affected by jurisdictional differences in regulation greater. 

Table 4.
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Financial and insurance services firms, June 2009
	Number of employees
	Single-state
	
	Multi-state

	
	no.
	%
	
	no.
	%

	Not Employing 
	110 689
	97.9
	
	2 397
	2.1

	1-199
	34602
	96.6
	
	1 200
	3.4

	200-299
	53
	57.0
	
	40
	43.0

	300-399
	17
	42.5
	
	23
	57.5

	400-499
	19
	55.9
	
	15
	44.1

	500+
	85
	51.8
	
	79
	48.2

	Total
	145 465
	97.5
	
	3 754
	2.5


Source: ABS (2011, unpublished).
CPA Australia (2011), in a survey of small businesses, found that bank lending was the major source of required additional funds for small businesses (figure 4.1). This was followed by the use of their own resources and those of family and friends. Given the dominance of large banks in Australia, this indicates that the majority of suppliers of credit to small businesses in Australia are financial enterprises that operate across State and Territory borders. 
Holders of other interests in personal property

The PPS reforms will also have the potential to influence the activities of other businesses that maintain an interest in personal property (South Australian Farmers’ Federation, sub. DR-R18). The new laws will cover a wider range of transactions as they define a security interest in personal property in broader terms. 

Allens Arthur Robinson (2010) noted that the broad definition will mean that some interests that were not previously defined as security interests will now be so. These include provisions in contracts such as the retention of title arrangements and consignments, operating leases, assignments of receivables and arrangements where equipment is provided as part of a service. In such instances, businesses would need to assess whether it was worthwhile registering their interests and may be required to redraft their contract terms. 
Figure 4.
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Small business sources of required additional funds, 2009 and 2010
Per cent
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Data source: CPA Australia (2011). 
Information brokers
Prior to the establishment of the PPSR, a range of information brokers acted as intermediaries between information users and the multiple Australian Government, State and Territory PPS registers (sub. DR-R14). For some registers, information brokers had established direct online interfaces under licensing arrangements, providing them with cheaper and faster access to records compared to that available to the general public (which typically only had over-the-counter access to the registers). The Information Brokers and Law Stationers Association (IBLSA) stated that there were a number of brokers with licences to access Australian Securities and Investment Commission registers and those of State Offices of Fair Trading, Registers of Encumbered Vehicles (REVS) and State land registries (sub. DR-R14). 
The PPSR is intended to be more accessible to information users, allowing them to directly search records online. Further, by making use of new technology, the PPSR is likely to be cheaper to operate than existing registers, causing search and registration costs to fall. Given this, the IBLSA (sub. DR-R14) is concerned that information users could use the new online search facility in preference to services provided by brokers to reduce their costs. 
Purchasers of second hand personal property

Under the reforms, purchasers of second hand personal property may have greater surety over ownership as the costs of determining whether a security interest exists are likely to fall. However, Access Economics (2006) noted that legal disputes associated with security claims in personal property are rare. While not a precise measure, this might suggest that the impact on purchasers of second hand personal property is likely to be small. This group has not been identified as a target group for the reforms (or one that would be affected by the reforms in the initial analysis conducted by Access Economics (2006) for the Attorney-General’s Department). 
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Understanding the direct impacts of the reforms

The direct impacts of the PPS reforms on businesses and households more generally can be separated into four components, made up of the effects of:

· harmonisation of common regulatory elements on business costs — ongoing changes to red tape for multi-state firms;

· substantial changes to regulatory provisions — these change the manner in which regulatory outcomes are achieved, such as the creation of a broad definition of security interest; 

· altered governance arrangements on government administration costs — there may be ongoing cost savings from having a centralised policy development organisation; and

· removing impediments to the efficient operation of markets and location or organisational change — over time, reduced compliance costs and greater surety over lending on personal property may lead to the development of new financial instruments yielding productivity improvements and lowering the effective cost of capital of small businesses. 

In achieving these changes businesses and governments may incur some one-off learning or transition costs. 

Access Economics (2006) noted that the PPS reforms are targeted towards economic and legal barriers to the use of personal property as security. The former relates to the transactions costs of using personal property as security, the latter relates to the legality of doing so. 

Harmonisation of common regulatory elements
The rationalisation of the number of PPS registers to one, and the bringing together of the regulation of PPS under one national law should, in the first instance, reduce the compliance costs faced by credit suppliers and users who operate across multiple jurisdictions. These cost savings are likely to be in the form of:

· reduced security registration costs from a reduction in the number of registrations that were previously done in multiple jurisdictions; 
· reduced security search costs from a reduction in the need to search multiple registers; and
· reduced costs of being aware of, and complying with, multiple regulatory regimes. 

Such costs savings for multi-state businesses, however, come at a one-off transition cost imposed on all businesses. Given the broader scope of the new PPS regulation, transition costs are likely to extend beyond those businesses who have made use of PPS under existing laws. 
Substantial changes to the regulation of PPS
The PPS reforms have made a number of changes to existing regulation. The two main changes are those which relate to the perfection of securities and the development of the PPSR. 

The perfection of securities has created legal certainty over security interests in personal property. It should mean that security interests are more transparent and easier to enforce when compared to the previous system. This will reduce any expected costs of defaults on borrowings made on property, placing downward pressure on supply costs. However, while the costs of legal disputes surrounding security interests in personal property are high, they occur relatively infrequently (Access Economics 2006). This suggests that for any one loan, the lending premium to account for the costs of default could be low. 
The development of the PPSR is intended to make use of new technology, which will reduce the operational cost of the registry. This is intended to lower search and registration costs for users compared to previous systems (the PPSR will operate under the Australian Government’s Cost Recovery Guidelines). On the PPSR, the 


average prices are $3.76 per search and around $16.40 per registration.
 This compares favourably to costs under the State and Territory registers as identified by Access Economics 

To give a rough idea of the possible reduction in registration costs, it currently costs between $12 and $15 to register a security interest on the Register for Encumbered Vehicles (REVS) depending on the State of registration. While to register a charge with the Australian Securities and Investment Commission currently costs $135.80. Moreover, the current law may demand multiple registrations of the same asset. (Access Economics 2006, p. 16) 

Reductions in search costs are harder to identify, given many businesses undertake these activities in-house. Nevertheless, to the extent that search costs are reduced and registration costs are lowered, the PPSR would reduce costs to PPS providers. 
Government administration costs

The reforms have resulted in State and Territory governments referring their powers to regulate PPS to the Australian Government. This has the potential to reduce the overall cost to governments of delivering PPS regulatory services as, instead of having nine jurisdictions doing this work with multiple management and legislative support structures, it will be done by one.
Removing impediments to efficient market operation
By removing legal barriers to the use of certain types of personal property as collateral for credit, and reducing the transaction costs of doing so, PPS reforms have the potential to create opportunities for the development of new financial products. Given these new products will secure credit against some form of personal property, they are likely to be offered at a lower cost than unsecured credit. 
However, the achievement of productivity improvements and the development of new products is only likely to occur in the longer term, with the extent of any change uncertain at this time. In its 2006 review, Access Economics noted that based on PPS reform in New Zealand, Australia’s reforms might, in the longer term lead to:
… the potential for the debt market to expand further if the changes see more debt being securitised. (Access Economic 2006, p. 2)
Reform induced reductions in transaction costs by themselves, in the absence of new financial products being created, can also provide greater opportunities for businesses to source secured credit. Lower transaction costs in establishing and enforcing security interests in personal property as a result of the reform may lower the cost and increase the supply of secured credit. As noted by Access Economics in its review, such impacts occurred in New Zealand following its reforms:

… the experiences of bankers in New Zealand suggest that the volume of financing they provide has probably not increased significantly (although, it could still be too early for the full effects to be realised). Rather, there has been an increase in the willingness of bankers to accept some forms of property as collateral that prior to their 2002 reform were not usually used (e.g. crop mortgages have become more valuable in New Zealand post reform). (Access Economics 2006, p. 13)

This, in turn, may lead to a substitution between the use of secured and unsecured credit by small business (through the use of existing financial instruments) with a financial cost saving to users. 
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What are the direct benefits of the reforms?
To date, the PPS reforms have not been the subject of regulatory impact analysis or quantitative cost-benefit analysis. Access Economics (2006), however, was commissioned to conduct a qualitative cost-benefit analysis and concluded that the reforms were likely to yield net benefits. Given this, there is little available quantitative information on which to base estimates of the direct impacts of reform. 
In light of this information gap, the Commission has developed some indicative ‘exploratory’ estimates of the prospective benefits of PPS reform. The estimates have been developed by making use of information on the expected number of searches and registrations and costs contained in the Personal Property Securities Program Consultation Draft Cost Recovery Arrangements (Attorney-General’s Department 2010), the Cost Recovery Impact Statement January 2012-June 2013 Final (Attorney-General’s Department 2010) and assumptions around the possible impacts of the reform. These estimates do not include any benefits that may flow from reduced credit costs for small business (those associated with removing impediments to efficient market operation) due to difficulties in determining the size and additional cost of unsecured versus secured credit in small business and a lack of information on possible new personal property secured financial products. 

The indicative benefits, therefore, focus on the impacts that the PPS reforms are likely to have on transaction and compliance costs for borrowers and lenders. The impacts from PPS reforms are likely to begin to occur in the first half of 2012. 
Estimated benefits related to harmonised PPS registration regulation

National PPS laws are likely to have three main ongoing impacts on businesses. These will be in the form of:
· reduced registration costs;

· reduced search costs; and
· reduced red tape compliance costs from only having to comply with, and be aware of, one set of regulations relating to PPS. 
Estimates of the possible savings are based on the explanatory memorandum for the Personal Property Securities Act 2009 (McClelland 2009b) and cost recovery impact statement (Attorney General’s Department 2011b). It is estimated that the PPSR would recover around $45 million annually from fees paid on registrations and searches, made up of around $22 million from around 1.3 million registrations per year and around $23 million from 6.1 million searches per year. 
Reduced search and registration costs

Under the pre-reform arrangements, it is likely that the existence of multiple registers (in each State and Territory) would have meant that more searches and registrations would have been completed. However, it is difficult to gauge the number of searches and registrations that occurred prior to the PPSR. Further, while the Commission sought feedback on this issue in its discussion draft, none was received. As such, the search and registration numbers in the cost recovery impact statement (Attorney General’s Department 2011b) have been used to indicate the level of search and registration activity that occurred pre-reform (it should be noted that the estimates in the cost recovery statement allow for increased use due to a more accessible service). If search costs were, on average, around $5 per search, as put forward by the IBLSA (sub. DR-R14), the reforms will result in a fall in search costs for businesses of around $10 million per year.
 
Applying the same approach to registrations, if registration costs were $138.50 for registration of company charges, and assuming pre-reform registration costs for other items were $20 on average, the reforms would result in a fall in registration costs for businesses of around $25 million per year.

Reduced compliance costs

The third element of the prospective cost savings to businesses relates to the reduction in red tape (for example, labour costs related to activities to comply or make use of the legal arrangements surrounding PPS). Again, little quantitative information exists on which to base estimates. However, if it is assumed that businesses would benefit from costs savings of a similar magnitude to those related to searches and registration, the reforms could result in a fall in business red tape costs of around $35 million per year.
 
Estimated benefits from substantial changes in PPS regulation

While indicative prospective impacts from the PPSR have been discussed above, the introduction of codified requirements for the creation, priority and enforcement of security interests under the reforms is also likely to affect financing costs. With this change, the expected legal and other business costs of dealing with disputes on defaults on personal property loans should fall. If achieved, there could be a flow-on reduction in the cost of credit to business. 
However, estimating these prospective effects is difficult. There is little information on the costs of legal disputes arising from defaults on personal property secured loans and, as noted by Access Economics (2006), there are relatively few disputes. Thus, while costs could be expected to fall, given the uncertainties involved and the small number of disputes, the Commission has not quantified this effect. Any such fall in costs could induce greater usage of personal property secured credit instead of other forms credit, potentially lowering average credit costs faced by businesses. 
Estimated benefits of altered governance arrangements on government administration costs 
The rationalisation of registers and policy work should reduce government administration costs. The estimated policy costs can be inferred, in part, from the budget papers for the 2007-08 Budget. The portfolio budget statement for the Attorney General’s Department indicates approximately $0.5 million (2.5 full time staff) were allocated to the ongoing PPS policy function. If each jurisdiction had one full time staff member responsible for PPS law, the reforms would likely result in a net cost saving of around $1 million per year. 
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Indicative costs of achieving reform
As noted in the previous section, the lack of quantitative information means that the Commission has developed some indicative ‘exploratory’ estimates of the prospective costs of PPS reform.

Transitioning to the new regulatory regime will impose one-off costs on those involved in PPS, for example, in becoming aware of the requirements of the new regime and making any necessary changes to their practices to comply with the altered reporting requirements. Access Economics (2006) suggested that, based on discussions with businesses in the banking sector, these costs could be in the order of $50 million to $100 million in the first year of the reform’s operation. Further, the new register has experienced a number of technical problems for users of the web-based platform, as well as problems in migrating data from old registers in the first few months of its operation which has likely added to the transition costs (see box 4.2). 
	Box 4.
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Teething problems associated with the PPSR

	The PPSR became operational on 30 January 2012 and initially experienced some technical problems related to higher than expected demand (searches and registrations). However, it soon became evident that other issues existed in the migration of data from the old registers to the new PPSR. In some instances, incomplete records were placed on the new PPSR, creating concerns over the integrity of data on the PPSR. 

Examples of the teething problems include Australian Business Numbers being migrated instead of Australian Company Numbers on records migrated from the ASIC Register of Company Charges (Head 2012) and delays in banks issuing payments to car dealers on car purchases due to technical problems with certain PPSR functions (Rogers 2012). An update from the Attorney-General’s Department, on 23 February 2012, indicated that a number of technical problems had been resolved (but several days would be required to get through backlogs) and workarounds had been put in place in other areas (PPSR 2012). These actions, along with transitional provisions within the Act, meant there were no legal issues with the validity of the migrated security interests. 

	Sources: Head (2012); PPSR (2012); Rogers (2012). 

	

	


Beyond the costs for those who were previously involved in PPS, transition costs could be faced by others given the broader scope of the new legislation. As noted by Allens Arthur Robinson (2010), the PPS reforms have the potential to influence a number of other contracts and dealings which were not previously considered security interests in personal property. The broader scope of the laws was raised by SA Famers’ Federation who suggested the new regime is likely to add to farmers’ costs in coming to terms with the new arrangements: 

… for primary producers who want to ensure that they will maintain title of their products until fully paid for by having retention of title clauses in all their contracts, they will now have to register each of their contracts. It would appear that where for example a cereal grain producer sells to several grain traders each year, each and every contract needs registering, even where there may be more than one contract with the same trader. (sub. DR-R18, p. 1)

Despite these claims, the PPS reforms do not require a business to register a security interest. Instead, the decision to do so is commercial, based on the costs and benefits of doing so. If the decision to register is made, then the security provider (such as the producer) has an automatic security interest in the proceeds from sale of the property (or goods received in kind). Further, one registration of the security relationship can be made to cover a range of contracts between a primary producer and trader.
But the claims put forward by SA Farmers’ Federation are indicative of a wider range of businesses spending time and resources to become aware of the new regime — activities which will increase the costs of transitioning to the new regime. Taking the broader scope into account, and assuming that as a result it could lead to a 50 per cent increase in transition costs above those canvassed by Access Economics (2006), the total one-off transition costs could be in the order of $150 million in the first year of the reform’s operation.
The Australian Government has also faced some one-off transition costs associated with developing the reforms. The Australian Government has provided approximately $88 million over various budgets to progress the reform, including the establishment of the PPSR. Of this amount, $33 million will be recovered from industry which is incorporated in the usage charges paid by businesses. Therefore the net one-off transition cost to Australian Government is $55 million.
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Summary of effects

The direct impacts on businesses and governments from PPS reforms will be in the form of altered costs (table 4.2). The ongoing savings are likely to directly accrue to businesses which operate in the financial services sector and business services sector more generally. For businesses, the transition costs are most likely to be borne by firms in the financial services sector. However, in light of the broader scope, about one-third of these costs could be borne by businesses in other sectors who have contractual arrangements now subject to PPS law. 
Table 4.
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Summary of estimated impacts from PPS reforms

$ million (2010-11 dollars)
	
	Annual longer-run ongoing direct impacts
	One-off direct impacts  (transition costs)

	
	Realised
	Prospective
	Realised and prospective
	Potentiala
	

	Reduction in business costs from harmonisation
	..
	70
	70
	..
	(150)

	Government administration costs
	..
	
	
	
	

	  Australian Government
	..
	(0.5)
	(0.5)
	..
	(55)

	  State and Territory 
  governments
	..
	1.5
	1.5
	..
	..

	Total
	..
	1
	1
	..
	(55)


.. zero or none estimated. Estimates in brackets ( ) represent cost increases. a Potential impacts relate to measures that are yet to be implemented, but which are sufficiently likely to be implemented in the future. Realisation of potential direct impacts will require continued commitment and sustained effort. 
Source: Commission estimates.
The transition costs are assumed to occur mostly in the first year of operation (75 per cent), with the remainder in the following year. The ongoing cost savings to government are assumed to begin in the first year of operation and continue thereafter. Both the transition and compliance cost savings are assumed to be concentrated in the value adding inputs of labour and fixed capital along with the intermediate input of business and professional services. 
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Opportunities for improvement

The Commission was informed that some business groups felt there would be scope to revise the fees and charges of the PPSR given the new system has experienced significantly higher demand than expected. This could lower the costs that would need to be recovered from each transaction completed on the register. However, the Commission notes that a revision of fees and charges is already planned under the cost recovery guidelines. As stated in the cost recovery impact statement:

A new CRIS will be prepared for commencement in July 2013 … to reflect a more accurate estimate of transaction volumes based on actual demand, while providing stability over the commencement period. (Attorney-General’s Department 2011b, p. 18)

Planned periodic reviews have been scheduled to provide greater certainty for users over pricing of services supplied by the register and also to provide opportunities for stakeholder engagement.

The 17 month period of the current CRIS will provide stability to industry over the commencement period and enable more accurate estimation of demand volumes and system enhancement (capital investment) planning.

Given that these periodic reviews may result in the introduction of new fees, withdrawal of fees on particular activities, or changes in the level of fees, ITSA will be formally involving stakeholders in this periodic review process. (Attorney-General’s Department 2011b, p. 21)

It is also noted that during the periodic reviews, a number of aspects of the charges will be examined, including:

… operating expenses, including depreciation and capital management arrangements and the accuracy of its demand assumptions and cost recovery revenue forecasts. (Attorney-General’s Department 2011b, p. 21)

The PPS reforms and the creation of the PPSR may also enable the development of new financial products that cover a wider range of personal property. By doing so, the reforms may reduce the cost of finance to small and medium businesses. In this sense, the reform would have established the necessary infrastructure for new products to be developed but is not, of itself, sufficient to deliver new products. 
Reduced business financing costs and new financial products are therefore potential impacts that may flow-on from this reform. The extent to which this occurs will depend on future actions by businesses and the realisation of the prospective ongoing benefits to stem from the reforms. 
� 	While both Canada and the United States are considered to have common law legal systems, the legal approach in PPS law, particularly in the United States, has a more ‘mercantile’ (or merchant-driven) legal origin. Such a system is more prescriptive and codified — and less reliant on court-based interpretation and prescription through precedence — than the English common law system from which Australia’s previous PPS system derives.


� 	Search and registration costs are based on a weighted average of the expected volumes of different search and registration types and their expected cost as set out on pages 19 and 20 of the Personal Property Securities Program Cost Recovery Impact Statement January 2012-June 2013 Final (Attorney-General’s Department 2011b). Registrations includes amendments.


� 	Fall in search costs is equal to the search costs under the pre-reform arrangements less the costs under the new arrangements. Total searches prior to reforms is assumed to equal to 6.1 million. At $5 per search based on information provided by IBLSA (sub. DR-R14), total costs amount to close to $31 million ($5 times 6.1 million). With estimated costs of $23 million under the reforms, this represents a saving of around $8 million (rounded to $10 million for this study). 


� 	Fall in registration costs is equal to the registration costs under the pre-reform arrangements less the costs under the new arrangements. Total registrations prior to reforms are assumed to equal 1.3 million (0.2 million registrations of company charges and 1.1 million others). At $138.50 for registration of company charges and $20 per registration for all others, total costs pre-reform are estimated to amount to close to $50 million. With estimated costs of $22 million under the reforms, this represents a saving of around $28 million (rounded to $25 million for this study).


� 	Equal to the savings from searches plus the savings from registration.


� 	Savings in government costs are equal to the per jurisdiction policy cost prior to reform of $1.6 million ($0.2 million per full time staff member), multiplied by the number of jurisdictions (eight), less the $0.5 million cost of the current system. 
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