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Waste Management

In Car Junkyards, Scrap Haulers
Find a Surprise: Healthy ngﬁts

Facing Global Metal Shortage,
" Recycler Schnitzer Buys
And Modernizes Operations

Chrome Trim, 50 Cents an Inch

One recent wintry day, Dave Rozek
prowled auction lots and city pounds on
Chicago’s South Side looking for big
game: Cougars, Mustangs, Sables and
Bobcats.

“I don't see Impalas very much, so I

By Joel Millman in Portland, Ore.,
and Paul Glader in Chicago

like to buy them when I do,” he said,
eyes darting from side to side as he
steered a 1998 Oldsmobile Intrigue past
mounds of wrecked cars.

Schnitzer Steel Industries Inc. of Port-
land, Ore., Mr. Rozek's employer, is one
of the nation’s biggest steel recyclers.
For years it simply bought old cars and
mashed them along with steel girders,
railcars and the tracks they ride on. In
2003, as demand
from Asia’s boom-
ing economies
started  creating
metal - shortages,
Schnitzer switched
tactics and started
buying auto junk-
yards to better feed
its recycling
plants. Mr. Rozek,
in turn, feeds the
junkyards.

Schnitzer now
operates about 50
yards in North
America and plans to triple that num-
ber by the end of the decade. The move
has “transformed the old-line scrap
hauler and modernized the auto-salvage
industry. In Schnitzer's yards, you can
find computerized modeling and ideas
drawn from retailing such as bar codes
and discount coupons. The business
also turned out to be surprisingly profit-
able. In the past six months, the junk-
yards have accounted for 14% of
Schnitzer's sales but 20% of its operat-
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“We felt we needed to be closer to

our source of scrap,” says Kelly Lang,
Schnitzer’s vice president for capital in-
vestment.

In traditional junkyards, sedans and
trucks are stacked on top of each other
in open dirt lots guarded by pit bulls.
Grease monkeys yank the parts that
buyers want. ‘At some point, unwanted
hulks go for scrap.

At Schnitzer’s Pick-n-Pull chain, cus-
tomers armed with their own' toolboxes
select and wrench off auto parts, saving

both the consumer and the company the
cost of hiring high-priced mechanic la-
bor. The yards don’t loan tools, aside
from wheelbarrows. Cars and parts are
carefully monitored and they're shipped
to Schnitzer's crushers before costs
such as storage rise too high.

As Schnitzer's profitability has
soared, its share price has followed
suit, almost doubling to more than $40
Jast year from 2003. It slid back after
the company said the Securities and Ex-
change Commission was investigating
possible wrongdoing among executives
in its Asian unit. Schnitzer says the in-
vestigation is continuing. Yesterday, the
company’s stock was up 41 cents to
$35.41 in 4 p.m. Nasdaq Stock Market
composite trading.

As with many American businesses,
globalization and technelogy are chang-
ing theeconomics of junkyards. The indus-
try moves between $5 billion and $8 billion
of cars a year, according to the Auto Recy-
clers Association, a trade group.

Booming Hispanic immigration is
bringing more customers—and their dis-
mantling tools—to Schnitzer’s door. In-
ternational demand is surging, too, es-
pecially in Mexico. One factory in Rey-
nosa remanufactures 278,000 steering
columns a year, some acquired from
Schnitzer and other junk dealers. Many
recross the border for a second life.

But globalization has produced new
competitors. As demand for metal heats
up, clunker cars are growing scarce.
Asian and European mills that buy
Schnitzer's ~ scrap are also buying
wrecked cars. There is rising demand
for U.S. wrecks from newly affluent mo-
torists in Russia, Eastern Europe and
Latin America, who want the cars ei-
ther for parts or to drive anew. The
National Insurance Crime Bureau-says
1.12 million used vehicles were exported
from the U.S. in 2005, almost double the
number of 2001.

In addition, U.S. insurance compa-

Thies, once a big source of automobiles for
junkyards, have branched out. Now, they
also sell online to individual buyers and
brokers that chop cars and sell the parts.

Small, full-service junkyards, where

mechanics tear cars down and stack

parts, have it worst. Hiring Askxlled
workers is expensive; so is meeting en-
vironmental rules on everything from
storm drainage to the disposal of air-
bag chemicals. In the mid-1990s, there
were about 10,000 auto junkyards, esti-
mates Ron Sturgeon, a salvage consult-"
ant in Haltom City, Texas. Today there

are 6,000.
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Cashing In

If they're lucky, small players can
cash in on the value of their property.
«It's the only reason I'm still here,”
says Byron Horne, who paid $200,000 in
1979 for the land under his yard, B&D
Auto Parts of Concord, Calif. Today it's
valued at more than $2 million but he
has no intention of selling. “If 1 can
hold on five more years, T'll get $5 mil-
lion,” he figures. )

One of Schnitzer’s top competitors,
Chicago's LKQ Corp. started a buying
spree in the 1990s, picking up salvage
yards in markets nationwide. LKQ buys
3,000 vehicles each -week, compared with






