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Summary 

AAMI submission in response to 
MTAA application for authorisation 

Summary of The MTAA has sought authorisation to develop and promote a 
submission 'real times guide' for use by smash repairers and insurers in 

Australia. 

As AAMl does not use times and rates manuals in obtaining 
quotes from repairers, any possible move to 'real repair times' 
is unlikely to impact AAMl in the first instance. However, AAMl 
acknowledges that a possible change in some parts of the 
industry can have flow on affects for its business. 

Significant developments have taken place in recent years to 
improve the performance and health of the smash repair 
sector. One important step in this regard has been the recent 
development of an industry Code of Conduct, which many 
insurance companies (including AAMI) will now apply 
nationally. 

The significant and ongoing changes, which have been 
achieved through discussion (and without the need for an 
exemption under the TPA), provide both insurers and smash 
repairers with an unprecedented opportunity to interact more 
professionally and negotiate in an environment of reduced 
tension. 

AAMl has no objection to smash repairers preparing estimates 
for motor vehicle repair work on the basis of actual times likely 
to be taken to complete the particular job in question and in 
also separately listing the actual cost of any necessary paint, 
parts and consumables. 

However, AAMl is very concerned that any collective conduct 
relating to 'real times' promoted by the MTAA does not also 
bring about inappropriate discussions relating to prices, rates 
and costs. This would be a significant step backwards at a 
critical time for industry development. 

AAMl submits that important safeguards must be attached to 
any ACCC authorisation to ensure any public benefits that may 
be derived are preserved in the short and long term and that 
significant public detriment does not arise. These essential 
conditions are set out at the end of this submission. 



Submission 

1 Introduction 

This is a submission by Australian Associated Motor Insurers Ltd (AAMI) in response to 
an application for authorisation lodged by the Motor Trades Association of Australia 
(MTAA) (A9 1 025). 

AAMl is part of the Promina Group (Promina), which is Australia's third largest general 
insurance company. 

AAMI is an underwriter of car, home, compulsory third party (CTP) personal injury 
insurance and small business insurance. AAMI underwrites almost 3.5 million policies 
per annum with gross written premium of approximately $1.5 billion. AAMl currently 
employs approximately 3,500 staff across 60 locations around Australia. AAMI is a direct 
distributor. It provides insurance for the general population, under the brands, AAMl and 
Just Car Insurance Agency. 

2 Scope of Authorisation sought by the MTAA 

The MTAA application is made under sub-section 88(1) of the Trade Practices Act (TPA). 
It seeks authorisation to make a contract or arrangement, or arrive at an understanding, a 
provision of which may have the purpose, effect or likely effect of substantially lessening 
competition within the meaning of section 45 of the TPA. 

The application is made on behalf of certain named 'MTAA Member Bodies' (which AAMl 
notes does not include any representative organisation based in Queensland, such as the 
MTAQ). 

The conduct sought to be authorised by the MTAA (as described under question 2(a) of 
the relevant 'Form B') is the development and promotion of a 'real times guide' for use by 
smash repairers and insurers in Australia. 

The MTAA submission states that the 'real times guide' would provide users with 
suggested times for various types of operations that are required when repairing an 
accident damaged motor vehicle (such as painting or removing and replacing 
components). The proposed 'real times guide' would also include a suggested 
methodology for identifying and calculating the costs of paint, parts and consumables 
associated with motor vehicle repair work. 

The persons that are likely to be most affected by the proposed conduct are: 

8 Smash repairers, who provide services to insurers; 

8 Insurers, such as AAMI, who acquire services of smash repairers and provide 
insurance products to motor vehicle owners; 

Motor vehicle owners, who acquire insurance for their cars, and who also may 
themselves acquire the services of smash repairers; 

• Motor vehicle owners, who acquire services directly from smash repairers; and 

8 Uninsured third parties who receive demands for not at-fault repairs performed 
by smash repairers. 



3 AAMl's relationship with smash repairers 

AAMl has approximately 550 preferred smash repairers and an extensive network of 
customer service centres across Australia. AAMl's network of repairers is expected to 
maintain general industry standards and abide by all existing regulations. 

AAMl does not use time and rates manuals to establish the price it will pay repairers. 
Rather, AAMl normally uses a competitive quoting process. This process involves 
obtaining two competitive quotes from repairers, one of which may be nominated by the 
vehicle owner and at least one of which must be an AAMI preferred repairer. 

Under this system, repairers must identify the scope of work required and quote 
accordingly. In choosing the successful repairer AAMl looks for the most complete and 
competitive quote. 

As AAMl does not use times and rates manuals in obtaining quotes from repairers, the 
impact on AAMl of any possible move to 'real repair times' is unclear. However, AAMl 
acknowledges that a possible change in some parts of the industry can have flow on 
affects for its business. 

4 Background to MTAA application - an improving industry sector 

In considering this application it should be noted that the challenges facing the smash 
repair sector are not simply the result of the existing 'funny time funny money' (FTFM) 
pricing regime, nor are they necessarily due to insurance company behaviour in the 
market. 

The fact that there is an oversupply of repairers in this industry sector is not a matter of 
debate. In addition the drought, petrol prices, tougher road rules, new vehicle technology 
and relatively low cost, short life expectancy motor vehicles have all combined to reduce 
the amount of work available to the sector. Further exacerbating the situation is the 
increased costs associated with running a repair shop due in increased government 
regulation, and the demands of new vehicle technology and lack of skilled tradesman. 

In order to ensure the long-term viability of the industry it is important that nothing is done 
to interfere with the healthy market dynamics that have given rise to the structural change 
and rationalisation pressures confronted by the repair sector in recent years. 

In large part as a consequence of these dynamics significant developments have taken 
place in recent years to improve the repair sector and their business dealings with the 
insurance sector. As a consequence, repairer profitability has improved significantly. The 
Australian Bureau of Statistics recorded operating profit before tax at 5.4% for the sector 
in 2000101 during the introduction of the GST, and since then there has been consistent 
improvement to 7.35% in 2002103 and 8.4% in 2003104. 

In all years, smash repa(rers were significantly better off than other small business 
sectors and held the 2" h~ghest ranking of profitability amongst their auto industry peers 
including motor traders, tyre recyclers, fuel retailers and auto repairers. Only auto 
electrical repairers managed a better return by an average of 1 %. 

The improved profitability across the sector has also meant the anticipated reduction in 
shop numbers and consolidation has not occurred at the pace anticipated. The 
Australian repair industry has proven resilient to changing weather patterns, petrol price 
hikes, safer driving behaviours and vehicle improvements that have reduced the severity 
of accidents and thereby reduced their workloads. To some extent record new car sales 
and an increased car parc may have balanced work out. 

Today, the sector is healthier and on a firmer footing that at any time in the past decade. 
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A reform agenda set by the Productivity Commission in its report into the Smash Repair 
and Insurance, Inquiry Report 34, 17 March 2005 was prompted by alleged tensions 
between the parties following the ACCC Roundtable and intense lobbying by the trade 
associations to Governments in all jurisdictions. AAMl does not accept that unnatural 
tensions exist between it and its suppliers. 

The Commonwealth Government endorsed much of the Productivity Commission's 
recommendations and in particular accepted the right of repairers to exercise their choice 
to join a preferred repairer scheme, negotiate quotations as they see fit in their own 
circumstances and flagged that the established FTFM system should evolve over time. 
As a result, the Government invited repairers and insurers to develop a landmark 
voluntary code of practice. AAMl has had a Code in place with its suppliers since 2001. 

A code, the Productivity Commission stated in recommendation 6.3, "should not attempt 
to specify or regulate on an industry wide basis matters such as minimum hourly rates or 
prices and standard hours for repair jobs". The Government in its public response agreed 
with this recommendation. This is clearly the correct position to adopt as putting a floor 
on prices would be an unwanted inhibition on competition and against public policy. 

What has effectively taken place since then has been a collective negotiation of all 
repairers and insurers through the Howard Government's Code Implementation 
Committee, made up of repair trade and insurer representatives. The resulting Motor 
Vehicle Insurance and Repair Industry Code of Conduct (herein referred to as "Code") 
commenced operating on 31 October 2006, with full implementation by 30 March 2007. 

Within Clause 6.2 of that Code states: 

"the parties acknowledge ongoing changes in the industry in relation to the 
development of realistic times and rates: 
a) Insurers will state clearly the estimation methodology to be applied; and 
b) Repairers in their estimation methodology may separately cost paint, parts, 

significant consumables and mandatory government environment levies in 
so far as they are applied to a repair." 

The Code represents a material change to the bargaining position of repairers with 
insurers on this issue, as well as many others. Repairers are now on a more transparent 
and equal footing across many aspects of the relationship. 

AAMl believes an open authorisation may potentially establish another means by which 
the repair sector and insurers will negotiate on similar issues and therefore any 
authorisation must set clear parameters for the MTAA et al to discuss the Real Times 
Guide only. To be silent on this may otherwise undermine the significant progress 
already achieved in  other forums, including committees established by the 
Commonwealth Government, to the ultimate detriment of all consumers of smash repair 
services. 

Public benefits and detriments of proposed conduct 

5.1 Public benefits 

Nearly all of the public benefits put forward by the MTAA in support of its authorisation 
application are related to a move away from the FTFM system used by some industry 
participants to prepare motor vehicle repair estimates. 



These public benefits are said to include: 

Improved relations between smash repairers and insurance companies through 
increased transparency in the estimation process; 

A more accurate and efficient quoting system; 

Improvements in the quality and safety of repairs to damaged vehicles; and 

Assistance to small business (guidance on preparing estimates). 

AAMl submits that the public benefits suggested by the MTAA to flow from the 'real times 
guide' are in fact small. 

The industry is already showing significant signs of improved performance. In this 
regard, developments such as the industry Code of Conduct are likely to be a much more 
effective means of achieving most of the public benefits put forward by the MTAA, 
through recognition of the progress being made in the development of realistic times and 
rates. As a result there is already growing evidence of movement away from the FTFM 
system of quoting (as recognised by the Commonwealth Government). 

While AAMl do not use this system, and therefore offers no opinion on the proposed 
guide, it is reasonable to state that it is still unclear as to whether the smash repairers and 
insurers that use the FTFM system of quoting will in fact find the 'real times guide' to be 
useful. Some will undoubtedly be reluctant to adopt a new system, and there is as yet no 
proof that the real times guide will be as good as, if not better than, the status quo from a 
public benefit perspective. 

5.2 Detriments to the public and AAMl concerns 

As stated earlier, AAMl has no objection to smash repairers preparing estimates for 
motor vehicle repair work on the basis of actual times likely to be taken to complete the 
particular job in question and in also separately listing the actual cost of any necessary 
paint, parts and consumables. 

However, AAMl is concerned that any collective conduct relating to 'real times' promoted 
by the MTAA could also bring about inappropriate discussions relating to prices, rates 
and costs. This would be a significant step backwards at a critical time for industry 
development. 

AAMl submits that any possible element of the proposed conduct that might lead to an 
economically unjustified increase in repair costs (and therefore directly correlate to 
increased premiums for all consumers of smash repair services, and reduced margins for 
insurers) has no public benefit justification and would result in very significant public 
detriment. 

Areas of particular concern for AAMl are: 

1 There must be no collective discussions or agreements involving the MTAA and 
smash repairers as to hourly labour rates for smash repairers. 

2 There must be no collective discussions or agreements involving the MTAA and 
smash repairers as to prices (or any other key terms and conditions) for 
quotations in competitive processes (such as the quotation process used by 
AAM I). 

3 There must be no coercion or pressure applied by the MTAA or any smash 
repairers to force any other industry participant to use a particular quotation I 
estimation system or method. 



4 There must be no coercion or pressure applied by the MTAA or any smash 
repairers to force insurers to use, or not to use, a particular quotation 1 
estimation system or method (including a competitive quoting system). 

5 There must be no collective boycotts (actual or threatened) involving the MTAA 
and any smash repairers against any insurance companies. 

6 Smash repairers must understand that the 'real times guide' is a guide only and 
a range of individual factors including the nature of the work and the skill, 
experience and equipment used by the repairer, should be taken into account 
when preparing quotations. 

7 Any authorisation granted should be for a period of no more than 5 years with a 
process of review to be undertaken should the interested parties seek it. 

Having now attended a presentation on the content and operation of the 'real times guide' 
AAMl understands that all consumables have been calculated at recommended retail 
price, and all parts are to be quoted at list price. As the ACCC has identified, repairers 
enjoy considerable discounts from suppliers of parts and consumables and unless these 
discounts are factored into the equation it would be inevitable that repair costs would rise 
significantly when real times are applied. This would clearly be an issue of significant 
public detriment. 

Additionally, the new pricing regime will allow for paint and consumable costs to be 
increased whenever a paint company or consumable supplier increases these costs. 
Should this occur as a matter of course there will be no mechanism in the market to 
prevent an escalation of such costs, again to the ultimate detriment of the public. 

6 Conclusions and suggested conditions upon authorisation 

Notwithstanding the concerns outlined, AAMl does not oppose the authorisation 
application by the MTAA, however, it is very concerned to ensure that this relatively 
benign proposal is not used as a mechanism to introduce anti-competitive conduct into an 
industry that is already achieving profitability returns at the upper end of the spectrum for 
small business operators. 

Therefore important safeguards must be attached to the authorisation to ensure the 
(small) public benefits that may be derived are preserved in the short and long term and 
that significant public detriment does not arise. 

6.1 Scope of authorised conduct 

AAMI submits that the conduct authorised should be described in the following way. 

The ACCC grants authorisation to the MTAA and to MTAA Member Bodies to 
develop and promote a 'real times guide' for voluntary use by smash repairers 
and insurers in Australia until [5 years from date of final determination]. 

A 'real times guide' is a guide that includes one or both of the following 
elements: 

Suggested times for various types of operations that are required 
when repairing an accident damaged motor vehicle (such as painting 
or removing and replacing particular components); and 

A suggested methodoloqv for identifying and calculating the costs of 
paint and consumables associated with motor vehicle repair work. 



6.2 Suggested conditions upon authorisation 

To ensure the concerns raised by AAMl are adequately dealt with in any ACCC final 
determination, AAMI submits that the conduct authorised should be subject to the 
following conditions. 

1 The real times guide must not include any dollar figure for hourly rates to be 
used by smash repairers in quotations or estimates. These numbers should be 
determined and entered by individual smash repairers. 

2 When promoting the real times guide the MTAA and any MTAA Member Body 
must state that use of the 'real times guide' by smash repairers and insurers is 
completely voluntary and is to be used as a guide only. Actual estimates of 
times in quotes should take into account a range of individual factors including 
the nature of the work and the skill and experience of, and equipment used by, 
the repairer. 

When promoting the real times guide there must be absolutely no suggestion, 
promotion or discussion of average hourly rates, whether in the context of the 
real times guide or not. 

The ACCC should also make it clear in its determination that the authorisation does not 
allow: 

Collective agreements involving the MTAA and smash repairers as to prices or 
other terms of quotations 1 estimations; 

Collective agreements involving the MTAA and smash repairers as to hourly 
rates to perform repair work; or 

Collective boycotts (actual or threatened) involving the MTAA and any smash 
repairers against insurance companies. 

AAMl would be pleased to provide any additional information the ACCC may require to 
assess this application. If the opportunity arises AAMl would also appreciate being 
represented at any conference that may be called to discuss the ACCC preliminary views 
in relation to this matter. 




