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The aim of the research was to provide an independent assessment of the likely costs and
benefits associated with introducing new regulations to improve the fire safety of upholstered
furniture in New Zealand. The focus of this report was on upholstered sofas, chaits, mattresses
and bed bases used in private residential dwellings. Within the report, unless otherwise specified,
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safety.
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mattresses in New Zealand is unlikely to be cost-effective in terms of the currently adopted value
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8.2.3. Measure of effectiveness

The measure used in this report is the net cost per life saved. If the net cost is significantly
less, at appropriate discount rates, than the *Value of statistical life' currently used in the New
Zedland land transport sector, then the proposed new standard is worth introducing. To
convince policymakers, this criterion will probably need to be met for discount rates in the
order of 5% per annum and higher.

8.3. Expected costs and benefits
Expected costs and benefits are made up of —
a The resource costs of implementing the proposed new standards —

- Additional costs to consumers of furniture upgraded to meet the new standards
- Costs of the process of setting up the new standards
- Costs of enforcement of the new standards.

b The ‘averted costs', that is resource costs which are now avoided because of the new
standards, namely —

- Fire Service costs of fire attendance
- Property damage
- Cost of medical treatment.

‘Averted costs can be thought of as benefits, but for calculation purposes it is best to treat
them as ‘negative costs .

C Benefits

- Desths prevented, or life-years saved
- Quality-adjusted life-years gained, from there being fewer severe injuries through fire.

8.4. Costs—identification and valuation

8.4.1. Additional coststo consumersof furniture

There are overseas estimates available of these costs. DTI (2000) estimates an additional cost
of £15 to £20 per item of furniture for fire-retardant treatment; for a total cost of £22 million
to £30 million per year (implying manufacture of about 1.4 million ‘items per year — the
New Zealand equivalent for a population roughly 1/15" the size is 90,000 to 100,000 items
per year. The table on consumer purchases (Appendix A) suggests about 65,000 lounge suites
are purchased annually). In New Zealand dollar terms, these UK numbers convert to roughly
$45 to $60 per item of furniture, and $4.5 million to $6 million per year or $3.75 to $5.00 per
household per year (an item being a single chair, or a multi-piece lounge suite.)

Beever and Britton (1999) estimate the cost of introducing legislation in Australia at A$20 to
A$100 per household (page 96). They say this is an optimistic assumption based on
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significant progress on the cost-effective production of suitable materials. In New Zealand
dollar terms this is roughly $21 to $105 per household. Or, for New Zealand as a whole
(assuming about 1.2 million households), about $25 million to $126 million per year. The
substantial difference between the United Kingdom and Australian numbers helps explain the
difference in the conclusions from the two studies (see later).

CPSC (2001) estimates that there would be an US$22-US$34 per item increase in cost to
consumers where fire-retardant treated fabric is used to comply with the standard, and
US$H42-US$H56 where a fire-retardant barrier (interliner) is used. In New Zealand dollar terms
this equates to between $40 and $112 per item.

To obtain New Zealand estimates we have sought information from a number of
manufacturers and distributors of furniture and of materials for furniture manufacture. In
genera their estimates are in line with the estimates for Australia in Beever and Britton,
rather than the lower UK or USA estimates. Some of the detall is given in Appendix A. In
brief, we conclude that the expected increase in cost, assuming purchase of a substantia
lounge suite every 15 years by an average household, is in the range of NZ$20 to NZ$40 per
household per year. (None of these numbers are measured with great precision, of course, but
they can be assumed to be, like other dollar values in this report, at approximately 2001/02
prices.)

The analysis assumes a ‘central’ value of an extra $30 per household per year; and ‘low’ and
‘high’ values of $20 and $40, respectively, for sensitivity testing. This is on an assumed 15-
year purchase cycle. For calculation purposes therefore, multiples of these values by 15 are
entered at the expected time of purchase, so allowing changes in the turnover rate to be
included in the cost-benefit model.

8.4.2. Furniture replacement rates

Existing furniture is only gradually replaced. The rate of replacement determines the extent of
protection provided by the new standards after a given number of years. For calculation
purposes, replacement curves like those in the DTI report (DTI, 2000), and USA reports
(CPSC, 2001a), have been used. Thisis an exponentia penetration growth model of the form:

P =(1- e ¥).100%

Where k is the rate of penetration per year, and t is the number of years. In effect, this
assumes that ‘pre-standard’ and ‘post-standard’ furniture will be replaced each year at the
same rate. Initially the proportion of ‘old’ or ‘pre-standard’ furniture falls quite rapidly, but in
later years the proportion drops only slowly

From the discussion in Appendix A, drawing on tabulations of household purchases from the
Household Economic Survey, an annual replacement rate of 6% seems appropriate, and this
has been taken as the ‘medium’ value. Low and high rates have been taken as 4% and 8%.

From Figure 8-1 it can be seen that the number of years for half the furniture stock to have

converted to the new standard is about 9 years a an 8% replacement rate, 12 years at a 6%
replacement rate, and 17 years at a 4% replacement rate.
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Figure 8-1. New furniture percentages over 30 yearsfor different annual replacement
rates

8.4.3. Regulatory costs

Regulatory costs have been assumed at an initial NZ$500,000 for the development and
implementation of new standards, and NZ$50,000 per year for ongoing enforcement. The
latter figure could be higher assuming regular ongoing testing of manufacturers products,
and imported furniture.

8.4.4. Other costs (averted)

New Zealand Fire Service costs per fire is taken as $5875. This is based on the cost of $5661
per residential fire which is calculable from an earlier research report to the Fire Services
Commission (BERL, 2002. Table 7.2.2, page 30) for the year 1999/2000. This has been
adjusted to 2001/02 dollar terms by scaling up by a factor of 3.78%. This was the increase in
alabour costs index used by Transfund to adjust transport sector contracts.

Property damage per fire is based on the $16,000 used in Wade and Duncan (2000).
Adjusting by the same factor as before to 2001/02 gives the number used in our calculations
of $16,605.

8.4.5. Cost of fireinjuries

During the 10 years between 1991/92 and 2000/01 there were, for upholstered furniture fires,
57 fatalities, 15 ‘life-threatening’ injuries, 338 ‘moderate’ injuries, and 164 ‘dight’ injuries.
That is, for each fataity there were 0.263 life-threatening injuries, and 8.807 moderate and
dlight injuries combined.
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There are two main components to the cost of injuries. First there are the resource costs
required for ambulance services, hospital treatment where required, and other treatment and
rehabilitation and also lost productive contribution to the economy as a result of injury.
Second, there are the ‘loss of quality of life' losses, of which ‘pain and suffering’ is a
component.

Beever and Britton (1999) used A$21,100 as the average cost per fire injury. Wade and
Duncan (2000) reviewed the literature and recommended $30,000 per fire injury. The DTI
(2000) study did not include injury costsin its analysis.

The CPSC (2001) states it used US$170,000 as an average injury cost, based on extensive
research and that it reflects the pain and suffering components of many non-fatal fire injuries.

BERL (2002) in carrying out an economic assessment of industrial fires in New Zealand
followed LTSA (2000) methodology and estimated average social costs of injuries by
severity as follows. (In brief, the LTSA values lost quality of life for ‘serious’ injuries at 10%
of the value of datistical life; and for ‘minor’ injuries a 0.4% of the VoSL. Serious and
minor are equated here, in the NZFSC terminology, to ‘life-threatening’, and to all other
injuries, respectively. In addition the estimates, based on LTSA work, include lost output and
medical costs aswell as ‘loss of life quality’):

Non-life threatening injury ~ $10,800
Life threatening injury $258,200
Fatality $2,474,700

The fatality costs include $9700 medical costs on average.

Applying these to the numbers of injuries quoted above, and also adjusting for inflation over
the two-year period 1999/00 to 2001/02, the average cost per injury including both resource
costs and ‘quality of life' costs is $19,766. This includes the medical costs associated with
fatalities. (Note that the average BERL cost for injuries in industrial fire-related incidents is
nearly $24,000 in 1999/00 dollars. This is higher than the number we have calculated here
because of the higher proportion of life-threatening injuries in industrial fires: nine of 169
injuries in total.)

In this report we assume a cost of $20,000 per injury, including both resource costs and ‘lost
quality of life' costs.

8.5. Potential benefits

Deaths from domestic fires average 22 per year. The maximum possible benefit would
therefore be the saving of these 22 lives per annum. However, this is clearly not achievable
simply through making upholstered furniture more fire-resistant.

UK researchers seem, however, to postulate an eventual 70% reduction. This is in all
domestic fire deaths, not just those starting in upholstered furniture.

Review of Wong (2001) suggests a smaller potential gain for NZ. Upholstered furniture was

involved in 35.4% of al resdentia fire fatalities (page 50), and ‘likely’ involved in a further
18.9%, for atotal of 54.3%.
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The scenarios elsewhere in this report assume a potentia reduction of 30% in the number of
domestic deaths is achievable in the long-term as a result of making furniture less flammable.
That is, about seven lives would eventually be saved each year. This is the ‘central’ estimate
in our caculations. However, if some of the potential gain is achieved through wider and
more effective use of smoke alarms, and reduced smoking rates, the gain from making
furniture less flammable is reduced. That is, of the seven lives saved by mandatory furniture
standards, three would be saved in any case by smoke alarms, so that the net gain from
mandatory standards in addition to smoke alarms is approximately four lives per year, on
current dwelling numbers (refer Table 7-2).

8.6. Adjustment for differential timing — discounting

Benefits and costs occurring at different time-points need to be brought to a common time-
point; acknowledging that a sum of money at the present day has more vaue than the same
amount at some future date. This is done by the standard process of discounting future costs
and benefits back to their ‘present values' of today.

Discount rates of 3, 5, 7, and 10% per annum have been applied to the data, as well as a zero
discount rate (no discounting). The 10% is for comparison with standard public sector
requirements in New Zealand; the lower rates of 3% to 7% for comparison with standard
international practice. All rates are, of course, ‘rea’; ie: applied to real costs and benefits.

The discount rate used in the economic analysis carried out in the USA by CPSC (2001) was
3%. That report aso noted that a substantial body of research exists on the appropriate
discount rate to use when considering future benefits of safety standards or other social policy
actions. The preponderance of the literature suggested 1%-3%. CPSC aso comment that
though higher rates are generally used for discounting future benefits of capital projects,
federal health and safety agencies generaly use the lower range of rates for comparative
analyses.

The time horizon used in the calculations was 30 years. It is inappropriate to use shorter
periods, even at high discount rates.

8.7. Cost—ben€fit results

The calculated cost per life saved is tabulated and charted in Figure 8-2 for a range of
discount rates and assumed rates of purchase of new furniture. These estimates are on the
basis of an assumed extra $30 cost per household per year. It is aso assumed there is no
change to the current level of smoke alarm use.
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Table8-1. Calculated cost per life saved

. Rate of furniture replacement per year
Discount rate (%) 1% 5% %
0 $6,762,374 $8,050,539 $9,408,134
2 $7,380,275 $8,697,469 $10,077,294
3 $7,724,521 $9,056,442 $10,447,516
S $8,481,121 $9,841,753 $11,254,603
7 $9,321,685 $10,708,546 $12,140,977
10 $10,713,638 $12,132,077 $13,587,328

Assuming a medium rate of furniture replacement (6%) and a discount rate of 5%, the
expected cost per life saved is calculated to be around $9.8 million dollars.

This ‘cost per life saved' is clearly well above current estimates of the ‘value of statistical
life of about $2.6 million, or even the proposed increased value of statistical life of $4
million.

The implication from these results for the ‘central’ parameter values is that there is not a
sound economic case for introducing the proposed new standard for more fire-resistant
furniture.

Even for a dower rate of furniture replacement of 4% per annum, and at lower discount rates,
or zero discounting, the costs per life saved are substantially higher than the current value of
statistical life benchmark.
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Additional cost to consumer $30 per household p.a.; Intitial regulatory cost $500,000; ongoing regulatory costs $50,000 p.a.
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Figure 8-2. Cost per life saved dueto introduction of mandatory standar ds for
upholstered furniture and bedding

Allowing for areduction in fires and deaths as a result of smoke-alarm usage

Suppose now that the installation of smoke alarms was mandated in new houses (as has been
suggested) and this leads to a fall in domestic fires and fatalities. The potential gain from the
proposed new furniture standard will be reduced. We would now estimate nine deaths per
year, a saving of 13 lives, four of which are attributed to the furniture standard and the
balance to the smoke alarms (refer Figure 7-4 and Figure 7-5). The results are shown in Figure
8-3. The costs per life saved are, of course, higher, and assuming a medium rate of furniture
replacement (6%) and a discount rate of 5%, the expected cost per life saved is calculated to
be $12.5 million dollars.

It is assumed that although smoke alarms are mandatory only in new houses, that added to the

current level of smoke-alarm use, that the number of reported fires with alarms would
increase from the existing 20% to 90%. This may be rather optimistic.
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Additional cost to consumer $30 per household p.a.; Intitial regulatory cost $500,000; ongoing regulatory costs $50,000 p.a.
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Figure 8-3. Predicted cost per life saved for introduction of furniture flammability
regulations, dependent on furniture purchase rate and discount rate, and
assuming mandatory smoke alarmsin new dwellings

8.8. Sengitivity analyses

8.8.1. Regulatory costs

The results are relatively insensitive to the assumed value of the ongoing regulatory costs per
year. Varying the initial cost in the range of $100,000 to $1,000,000 and annual cost $50,000
to $100,000 resulted in al cases in a less than 1% increase in the calculated cost per life
saved. The charted results are to all appearances identical to Figure 8-2, so are not repested
here.

The reason for the lack of senditivity to changes in regulatory costs is that overall costs are
dominated by the extra costs to consumers of furniture meeting the proposed new standards.

8.8.2. Additional coststo the consumer

Figure 8-4 shows the variation in the cost per life saved with variations in these added costs
to the consumer.
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Figure 8-4. Sengitivity analysis on additional cost to the consumer

With respect to the added cost to the consumer, it is apparent that even for the ‘low’ cost of
$20 per year per household, the cost per life saved is in excess, for al discount rates, of $4
million. This result holds for different penetration rates of furniture complying with the new
standard.

8.8.3. Proportion of firesand fatalitiesinvolving upholstered furniture

In this study we have assumed that only 5% of residential fires ‘involve upholstered
furniture or mattresses, as discussed in section 7.4, and that 34% of fatalities are in fires that
‘involve’ upholstered furniture or mattresses. This is based on Wong's analysis (2000) of the
percentage of fatalities where upholstered furniture was involved, which we have used as a
lower bound. However, she also indicates that a further 19% of fatalities ‘are likely’ to have
involved upholstered furniture, giving an upper bound estimate of 53%.

If the proportion of fires and fatalities involving upholstered furniture was 8% and 47%
respectively, requiring corresponding lower estimates for the deaths per 1000 fires involving
upholstered furniture as indicated in Figure 8-5 and Figure 8-6, then the expected number of
deaths per annum due to the introduction of new standards would be 13, a reduction of nine
(or 40%). The expected reduction in the number of reported residential fires per year would
be 5.3%.
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The calculated cost per life saved for this aternative scenario is shown in Table 8-2,
assuming the added consumer costs amount to $30 per household per year. Again, the results
do not support mandatory introduction of new standards. This could change if the added cost
to the consumer could be significantly reduced however, thisis still before deducting gainsin
lives saved in any case from wider use of smoke alarms, and possible declines in the rate of
smoking.

Table8-2. Calculated cost per life saved (alter native scenario)

Discount Rate of furniture replacement per year

rate (%) 4% 6% 8%
0 $4,782,153 $5,748,277 $6,766,473
2 $5,245,579 $6,233,474 $7,268,343
3 $5,503,763 $6,502,703 $7,546,009
o) $6,071,213 $7,091,687 $8,151,325
7 $6,701,636 $7,741,781 $8,816,105
10 $7,745,600 $8,809,430 $9,900,869

8.9. Comparisonswith results of others, and resultsfor alternative fire protection
measur es

Wade and Duncan (2000) previously studied the cost-effectiveness of domestic fire sprinklers
and smoke alarms in New Zealand dwellings. Beever and Britton (1999) also carried out a
similar study previously for Australia. Table 8-3 compares the cost per life saved results for
upholstered furniture with those obtained from these two studies for alternative forms of fire
safety protection. A recently developed low-cost retrofitted sprinkler system for private
dwellings has the potential to dramatically increase the cost effectiveness of home sprinklers.

Miller and Levy (2000) reviewed cost-outcome analyses in injury prevention and control in
the US, using cost per quality adjusted life year saved (QALY) and benefit-to-cost ratios as
the outcome measures. The interventions relevant to this study were smoke detector purchase
installation and maintenance and reducing the ignition potential of cigarettes, which each had
a cost per QALY of less than zero. The benefit-to-cost ratio of the smoke detectors was
estimated at US$15 of benefit for every dollar spent; while for reducing the ignition potential
of cigarettes Miller and Levy estimated US$505 of benefit for every dollar spent.
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Table8-3. Comparison of cost per live saved for alternative fire protection options

Fire protection Expected deaths | $ cost per life Reference
measure p.a saved

Home sprinklers Wade &

(combined with 85 891,000* Duncan
domestic plumbing) (2000)
Smoke aarms, long- Wade &
life battery operated, 12.7 2,400,000 Duncan

single-point x 4 (2000)

Smoke alarms,

Wade &
battery operated, 57 2,800,000 | Duncan
single-point x 4 +

. (2000)
home sprinklers
Smoke alarms, Wade &
battery operated, 14.2 3,000,000 Duncan
single-point x 4 (2000)
Regulation of
upholstered
furnitureand
bedding 15 9,842,000 | thisstudy
(5% discount rate,
6% furniture
replacement)
Wade &
szfliljserliy % 6.1 34,800,000+ | Duncan
(2000)
Upholstered furniture
flammability Beever &
legislation costing A$10,000,000 | Britton
A$50 per household (1999)
to introduce
Mattress flammability Beever &
legislation A$30,000,000 | Britton
(1999)

* assumed immediate effectiveness ie: gradual penetration into housing stock not considered
and therefore no discounting of future benefits.
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9. CONCLUSION

The introduction of mandatory standards for the ignition resistance of upholstered furniture
and mattresses in New Zeadland is unlikely to be cost-effective in terms of the currently
adopted value of a datistical life in New Zealand ($2.6 million) and commonly accepted
public-sector discount rates. Assuming a medium rate of furniture replacement (6%), an
annual additional cost per household of the order of $30, and a discount rate of 5%, the
expected cost per life saved is calculated to be around $9.8 million dollars.

The results are insensitive to the assumed value of the initial and ongoing regulatory costs.

Some of the reasons for the lower apparent cost-effectiveness compared to the analysis of the
cost-effectiveness of regulations introduced in the United Kingdom in 1988 include:

The statistical value of human life for New Zealand as used in this study (and as used
by the LTSA) is only about one-fourth of that adopted for recent cost-benefit studies
in the United Kingdom and in the United States. In fact if the statistical value of
human life were taken as $10 million rather than $2.6 million, then as shown in
Figure 8-2, the regulation of furniture flammability might just be justifiable as
providing a net benefit to New Zealand. However, this is before deducting gainsin
lives saved in any case from wider use of smoke alarms, and possible declines in the
rate of smoking.

The number of reported fire deaths per 1000 house fires are significantly lower in
New Zealand compared to the United Kingdom (refer Figure 7-1).

The UK analysts assume a substantially greater reduction in fire deaths (70%) from
the introduction of the new standards than is assumed in this report (30%). Also they
attribute no credit to smoke alarms for the fall in fire deaths in the UK, although
some of the data they report for the USA suggest, at least visually, that smoke alarms
have had a significant impact there.

The estimated added cost to households buying furniture in New Zealand is
substantialy higher than that used in the DTI study for the United Kingdom. The UK
analyses have the benefit of actual experience of the new standards. Also, there are
economies of scale possible in the British and European markets unattainable in
Australasia. Even so, it is not easy to reconcile the numbers used in the UK studies
with the information provided to us by New Zealand manufacturers and distributors.

To improve the cost-effectiveness of mandatory standards for upholstered furniture and
mattresses in New Zealand, the additional average cost of fire-retardant treatment or other
means to achieve the required level of performance must be reduced to about $10 or less per
household per year, or about $150 on the cost of an average lounge suite purchase.

To reduce uncertainties in the assumptions required for this cost-benefit study, more detailed
data on the number of fire incidents, deaths and injuries and the extent that upholstered
furniture and mattresses contributed to them would be beneficial. More accurate costing of
‘fire-retardant’ upholstered furniture in New Zealand (as borne by the consumer) would also
be helpful.
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APPENDIX A: THE FURNITURE INDUSTRY

The Furniture Industry

Sales, production costs, and estimated costs of making upholstered furniture morefire-

Data-sour ces:

)

i

resistant

Household Economic Survey (HES). This Statistics New Zealand survey,
annual until recently, provides information on bought furniture by private
households, including the proportion of households that have bought the main
furniture types within the past year. A detailed tabulation has been purchased
from Statistics New Zealand for the year 2000/01.

Annual industry sales and imports of furniture. Compiled by Statistics New
Zealand. (See for example quarterly releases on Manufacturing — Table 16
Furniture and Other Manufacturing). Also available from Business New
Zedland, the organi sation representing businesses and employers.

Industry sources. A number of people involved in the manufacture and sale in
New Zealand of upholstered furniture, and of materials used in the
manufacture of furniture, have provided information on the likely costs
involved in making furniture more fire-resistant.

A: Manufacturing

In the year ending March 2002; Furniture and Other Manufacturingii —

Operating income $1,840 million
Purchases and operating expenditure $1,232 million
Salaries and Wages $ 385 million

B: Retail purchases

The numbers on household spending in the following table are derived from the Household
Economic Survey. Estimates are subject to sampling error, (95% confidence intervals for
‘Furniture Items’ sales being approximately + 10%).

Expenditure on furniture items by private households

Excl. service costs. GST included.

it Furniture manufacturing accounted for 66% of the ‘furniture and other manufacturing’ total
in 1995/96. But 78% of sales to household final consumption.
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March or Aggregate Average Percentage of Average Implicit
June years annual annual households annual number of
expenditure. expenditure reporting expenditure private
All private | per household | Expenditure | per reporting households
households $ during year. household
$ million % $
1996/97 571 $485 29.2 $1,661 1,177,000
1997/98 609 $521 29.5 $1,768 1,167,000
2000/01 783 $574 30.0 $1,912 1,365,000

Of course, not all of this expenditure is on upholstered furniture.

Additional detail at commodity level was obtained for 2000/01. The two most important
items are 2301: Suites (lounge); and 2316: Bed components (mattresses, bases, etc.)

[tem Number Aggregate Average annua Percentage of Average annua
annual expenditure per households expenditure per
expenditure. All household reporting reporting
private $ Expenditure household
households onitem $
$ million %
2301 suites 190 $141 4.8 $2,933
(lounge)
2316 bed 164 $120 8.7 $1,378
components
(mattresses, bases,
etc.)

Other items have the following ‘ percentages reporting expenditure’. That is, the percentage of
surveyed households reporting expenditure during the year on the designated item.

2304 Chairs (lounge), rocking chairs 1.0%
2307 Sofas, divans, couches 2.2%
2334 Second-hand lounge suites 1.5%
2302 Suites (bedroom), waterbed suites  1.0%

These could lift the proportions reporting expenditure on a reasonably substantial item of
furniture in the ‘lounge’ and ‘bedroom’ areas, respectively, to perhaps 6% to 8% for lounge
furniture, and around 10% for bedroom furniture. Of total spending in these two categories
about 56% is on ‘lounge’ furniture and 44% on ‘bedroom’ furniture.
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C: Breakdown of Retail Cost

Taking the $2933 and $1378 in the table above as the starting points, the component costs
building up these retail prices are constructed as follows. (A small sample of four furniture
retailers quoted us typical prices of $2,200, $2,500, $2,500, and $2,700 for a lounge suite,
including GST.)

2301 2316
(Lounge suite) (Mattresses, bases)

Average retail purchase $2,933 $1,378

Less GST -$ 326 -$ 153

Store price less GST $2,607 $1,225

Less wholesale/retail mark-up

- assumed 39.4%ii - $1,027 -$483
‘ Factory door’ $1,580 $742

Focusing on the lounge suite example, informants gave us the following approximate
breakdown of factory costs for upholstered furniture. These will of course vary with quality
and type of furniture, but the numbers below are claimed to be representative. Percentages are
of ‘factory door’ costs.

2302
(Lounge suite)

Labour costs 22%
Operating surplus, etc 8%
Wood and products 6.4%
Metal products 4%
Textiles 18-22% $316
Chemicals, plagtics,

rubber, etc. 18% $284
Transport 5%
Admin and fixed overheads 9.5%
Selling expenses 5%

Packaging, rebates and advertising  2.0% to 2.5%

That is, textiles and chemicals, etc (mainly foam) make up nearly 40% of manufacturing cost.

i An industry source reports aretail mark-up of 90%, including GST, as standard. Mark-ups
on imported furniture are higher, between 120% and 130%. Another suggests 65%, excluding
GST, which comes to 85.6% including GST. Using this 65%, the mark-up is 39.4% of store
price, excluding GST (65/165).
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We do not have information in such detail on mattresses, but are told that the foam content of
an innersprung mattress is approximately 10% of the raw material cost. The main additional
cost for mattresses would be in flame-resistant fabric. Extra costs in total could amount, it
was claimed, to between $50 and $100.

D: Effect on costs, and retail prices, of usng more fire-resistant materials

Unfortunately it has not been possible to get exact estimates of the extra costs which would
be incurred in using more fire-resistant materials. Industry sources estimate that they would
be substantial. The calculations are complex because of the different options available in
terms of using foams of different density, and different fabric backings. The discussion below
is based on information obtained from a half-dozen industry sources. We cannot vouch for
the accuracy of the information, but those who supplied it were clearly doing so in good faith.

Foam:

One company estimated typical foam volumes to be about 0.75 n? for a lounge suite. They
consider that using foam that can meet British furniture flammability standards would mean a
64-65% increase in foam costs. Current foam content costs of a lounge chair would vary from
$25 up to $150, depending on complexity, and for a suite from $100 to $600. The
manufacturing cost increase for a suite would then range from about $65 to $380.

Another source estimated that foam costs would increase 107%; and that as foam costs are
15% of total for a typical budget lounge suite, this would translate into an increase of just
over 15% at the factory door. That is, $237 on the numbers in the earlier table.

A third informant reported that a typical foam pack for a suite, of 0.4 (perhaps 0.5) ni, on
present specifications costs between $160 and $180.

A fourth informant considered that a chair would have a foam volume of 0.17 n¥, a sofa 0.41
nt, and so a two-chair plus settee suite a total of 0.75 ni. He pointed out that any cost
increase in raw materials would have added to it ‘absorption costs that is manufacturers
overheads of perhaps 70%, and then aretail mark-up of around 65% plus GST.

Summing up this fairly diverse information, the calculations for a ‘typical’ lounge suite, if
there be such, might be as follows -

- Volumeof 0.5t0 0.75 n? of foam

- Current cost of foam corresponding to these volumes: $170 to $255

- Cost increase to meet top British standard would range from 65% to 105%
- That is, $increases ranging from $110 to $165 and $180 to $270.

Fabric: One estimate is that ‘fire-proofed’ fabric would increase in cost by approximately
$2.50 per metre — or $50-$75 for alounge suite. Another was “at least $20”.

Overall: In tota, this reasoning suggests that if both more fire-resistant fabrics and more fire
resistant foams are required, the overall manufacturing cost increase for a ‘typica’ lounge
suite would in general be in the range of between $160 and $350, centred around $225.

97



To these should be added retail margins of 65%, excluding GST. This would mean an
increase on a lounge suite (of retail value around $3000) ranging from $265 to $575, about a
‘central’ value of $370.

Assuming a purchase of this size only every 15 years, the approximate annual equivalent over
all households ranges from $17.60 to $38.50, with a‘middle’ value of $24.75.

There would also be some extra costs for other upholstered furniture, not part of a lounge
suite, and for mattresses. Overal, it has seemed reasonable to assume an extra cost per
household averaging $30 per year, ranging from $20 to $40 per year. The total annual cost,
for 1.2 million households would then be $24 million through $36 million to $48 million.
This is on a 15-year purchasing cycle. For a shorter purchasing cycle the annual equivalent
cost would be higher, and lower for a longer cycle. Put another way, at each maor purchase
of a new lounge suite, the range assumed for the extra costs of meeting UK standards is
$300/$450/$600.

Margins. These calculations assume a fixed retail margin (and also a constant mark-up at
manufacturing level). In general, our informants think this is what would happen. Economic
theory would suggest, however, that some of any cost increase would be pushed back on to
manufacturers and retailers, rather than all passed on to consumers. If demand is relatively
price-inelastic, however, the larger part of any cost increase could be passed on.
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