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MR FITZGERALD: WEeIll commence the proceedings. I'vejust got aformal
statement to read and then we'll have our first participants. Firstly, welcome to what
isour second day of public hearings into the inquiry into the relationship between
smash repairers and insurers industries. I'm Robert Fitzgerald, the presiding
commissioner, and on my left is Curt Rendall who is the associate commissioner for
theinquiry. We've had hearingsin Sydney earlier this week and today we're taking
submissions in Melbourne, obviously.

Before proceeding, let me just apologise for the inconvenience that my recent
surgery and illness caused in delaying the inquiry. As| said in Sydney, I'm sure the
inquiry wasn't the cause of my heart condition. Nevertheless, it has meant that the
inquiry has been delayed and the government has agreed to an extension through to
31 March. So that means that the final report will go to the government on or before
that date. Written submissions are required to be to the commission on or prior to
11 February. We will conduct these hearings as informally as possible but | would
remind you and those that are presenting that the Commissions Act requires people
to be truthful in their remarks. A transcript will be made of the proceedings and will
be placed on the commission's web site as soon as possible.

| just want to appreciate those that have made submissions already and those
that have participated. During the day it will not be possible to take questions from
thefloor. That will be mine and Curt's responsibility. However, at the end of the
formal presentations anyone that is present here who wants to make a comment on
the record can do so. In Sydney we had a couple of people who did that. The
procedureisvery simple. The participants are asked to make an opening statement
and make the key points and then we have an opportunity to quiz and question those
participants accordingly.

| just want to express my thanks to the staff and othersfor their work in the
inquiry to date and also for preparing for the hearings that we're holding at this
present time. So with those just brief introductory formal remarks I'd like to
welcome the ACC. If you could just state your name and position in the organisation
for the record.

MR JURKSCHAT: My nameis Gunter Jurkschat. I'm the general manager of
divisions and membership of the VACC.

MR HOWES:. John Howes, amember of the body repair division of VACC and
vice-chairman of the Australian Motor Body Repairers Association.

MR CURRY: Darren Curry, division manager of VACC for the body repair and
towing industries.
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MR FITZGERALD: Okay. Over to you.

MR JURKSCHAT: Okay. Thanks, commissioners. First of all, could | say | wear
two hatstoday. I'm actually representing the Motor Trades Association of Australia
and they've asked me to read out a statement on their behalf. Unfortunately, they
could not attend today due to conflicting commitments. So if | just read this out to
you and perhapsif you have any questions as aresult of this statement we could deal
with that first.

MR FITZGERALD: Yes.

MR JURKSCHAT: Thenl could, | guess, put on my VACC helmet. Good
morning and thank you for the opportunity to present to you today. Asyou are
aware, the VACC will be providing a statement on behalf of the Motor Trade
Association of Australia whose officers, unfortunately, are not able to present today,
having an unavoidable engagement with afederal minister. Notwithstanding that, on
behalf of the MTAA | would like to confirm the importance that it places on this
inquiry. To that effect, MTAA has aready tendered to the commission a
supplementary submission on the commission’s draft report. My brief statement will
provide an overview of the key mattersidentified in the supplementary submission
that MTAA believes the commission should further address to ensure real
improvements in the relationship between smash repairers and insurers.

In principle, MTAA is pleased with the preliminary findings of the
Productivity Commission’'s inquiry as they support the arguments presented in our
original submission. In particular, there are problems and difficulties plaguing the
relationship between insurers and smash repairers. While the association considers
the approach the commission has taken to be positive, it believes that the commission
should strengthen its draft recommendations in a number of areasin order to ensure a
robust framework for improving the relationship between insurers and smash
repairers.

The key mattersthat MTAA would like the commission to strengthen are as
follows. MTAA believesthat every insurer operating a PSR scheme should make
public their specific criteriafor selection of PSRs. Thiswill improve the
transparency of the operation of the PSR schemes. MTAA disagrees with the
commission's preliminary findings about consumer choice and reiterates its position
that consumer choice of the repairer should be mandated to ensure stability in the
structure of the market and the value of individual smash repair businesses.
Furthermore, if thisis not acceptable to the commission, areduction in the policy
premiums to reflect the removal of choice by some insurers over the past decade
should be required.
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On the voluntary industry-wide code of conduct MTAA believesthat a
deadline for the finalisation of negotiations should be 30 September 2005 with a
commencement date of 1 January 2006. Otherwise, a code should be mandated. On
the matters that should be included in a code of conduct MTAA believes that the
following things should be included. (1) the code should include provisions relating
to the time frame repairers are given to consider PSR contracts and provision for a
cooling-off period. (2) insurers should be required by the code to disclose in plain
English to both repairers and consumers their respective policies on the types of parts
that are to be used in repair work. (3) choice of repairer should be mandated and
product disclosure statements relating to the repair and claims process be presented
in plain English. (4) the code should mandate that all insurers disclose to repairers
their payment arrangements. (5) there should be a dispute resolution process for
smash repairers and insurers that provides a mechanism for the timely and costly
effective resolution of disputes between insurers and repairers. A dispute resolution
model has already been presented to the commission inthe MTAA's originad
submission.

In conclusion, avoluntary, industry-wide code of conduct would improve the
operation of a code and strengthen the relationship between insurers and repairers to
the benefit of consumers. The association would like to reaffirm the necessity for a
robust disputes resolution process to govern the relationship between insurers and
smash repairers and that the commission should acknowledge in its report and
findings the imbalance of market power between the large insurers and the small
smash repairers. This distinct imbalance places repairers at a disadvantage in their
dealings with insurers regarding all facets of their business relationships, making it
difficult for an individual repairer to seek to address these concerns with insurance
companies as insurance companies often control the future of the repairer business.
Mr Chairman, my colleagues and | are happy to take answers and any questions you
may have, to stick to the script there.

MR FITZGERALD: Thanks. Weve received there awritten submission from the
MTAA from Michael Delaney. A number of the issues you'll canvass aswell asin
your capacity asthe VACC. Just oneissue, if | might. The choice of repairer and
the mandating of that, | note the comments by the MTAA inrelation to that but it
strikes us that one of the reasons why an industry code has not been able to be
achieved to date centres around that particular issue. | was just wondering whether
or not there ismerit in pursuing that particular claim for mandated choice of repairer
in respect of avoluntary code.

MR JURKSCHAT: Weéll, it'sabit hard to sort of answer just for the MTAA
because the VACC has avery strong position on this.

MR FITZGERALD: And we probably won't raise many questions and let you go
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straight through to the VACC.

MR JURKSCHAT: Look, we think mandatory choice is fundamental because
there's more to it than just simply whether a consumer has choice or not. Theissue
of choice comes down to the issue of market power aswell, and it's the belief of the
association that the only thing that's keeping some sort of counterbalance against the
insurers from taking total control over this processis the fact that consumers have
choice. | think the commission needs to understand that if you remove choice and
the insurers determine to strengthen the PSR arrangements there is virtually
monopoly power for some of the really big insurers. If you've got 55 per cent market
share and there is no choice for the consumer and you can dictate, that's monopoly
power in our terms, and therefore you make monopoly profits. And it's something
we wanted to say asthe VACC, that choice has a much more central roleto this
whole issue of relationship between insurers and repairers than ssmply the notion that
consumers must have a fundamental right of choice.

MR RENDALL: Canl just say at therea coalface of this choiceissue, if an
insurer insures my car and | say, "l want Fred and Bill Smash Repairsto repair, and
only Fred and Bill's," and then Fred and Bill can't agree or the insurance company
who is getting the bill for my repair cannot agree asto pricing, what happens at that
point, where | have the absolute choice to choose.

MR JURKSCHAT: I don't think we've actually found that position.

MR RENDALL: Can | just supplementarily add, has that occurred? Doesit at the
coalface become areal issue?

MR JURKSCHAT: I'mnot arepairer and I'm sure there might be some repairers
who want to answer to that, but | think we've not come across the situation where
that's happened because in the end an arrangement always seems to be made between
the assessor and the insurer. We don't know of any situation where they've been so
far apart they can't come to an agreement and | think that is the other issue. It's not
as though the insurance company doesn't have arole to play when there's choice. In
fact they still have arole to play and we have companies like Allianz who have their
particular method where thereis avery involved process. So | think for us that's not
aproblem, we don't see that as a problem because it just ssmply doesn't raise its head
often enough. Did you want to comment on that, John?

MR HOWES: Curt, if you'rewith a number of insurers, you wouldn't have the
choice and you would not be able to demand that that repairer do your vehicle. The
AMI system doesn't alow it, the IAG system doesn't allow it in other states and will
come here. So your choiceis not there. With the IAG system and the two-tier
policy, that will inevitably relieve that situation occurring aswell. In regards to
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repairers, if you like, holding the insurer to ransom, | think if it does happen there are
ways in which the insurer can deal with that, particularly if they are members of the
Body Repair Division of the VACC and with MTAA but they haven't come to uson
any of thoseissues and | can't speak on the incidents. | don't think it occurs very
often at all.

MR FITZGERALD: It'sbeen put to us during the inquiry that really what's
occurred isthat a decade or so ago this was an industry controlled by the repairers
and that was largely because of unrestricted choice by the consumer and their
relationship with the repairer and we've now moved, some would say, to a situation
whereit's an industry controlled by the insurers. So we've gone from one extreme to
another. In some senses what we'retrying to find is a balance or the commission
have been trying to find abalance. Do you think it'safair characterisation that that's
what's been occurring?

MR HOWES:. Yes, and | think there's probably, in some ways, ajustification by
the insurers from the action that they have done in that regard, but the real progress
from the insurer's point of view in controlling the market has been this fundamental
change of directing the customer, the insured, to their repair network. It was
developed by AAMI; they went through a series of processes and changes and that
has got to the stage where thereis no choice. They can ask, but that word "choice"
has been misused very, very adroitly in their advertising "you have choice" but if it's
not competitive and if the quote is not complete, that's it, and there are so many ways
in which they can rort that system and have done for a considerable number of years.

MR JURKSCHAT: But there definitely has been a swing of the pendulum and you
can only seethat in Victoria because up until IAG was allowed to take over CGU |
think the market was predominantly skewed towards offering choice and | think only
AAMI were pretty strict on no choice. Since the takeover of CGU and particularly
now that IAG has implemented its particular policies they haven't all filtered through
to Victoria, but they're using other techniques and we all know it's the steering
technique. So in essence the market has probably moved from a situation where five
years ago or four years ago there as only 25 per cent of people didn't have choice and
75 did, and it's going to be around the other way because when redlise that IAG have
got somewhere around about 55 per cent in this stake and AAMI about 20 to

25 per cent you start to understand what the problems are within Victoriaand, as |
said, people are going to hammer that pretty hard later on when we get to it.

MR HOWES: Could I just add to that please that do not forget the RACV whichis
also IAG-controlled. They have changed the manner in which they are operating and
that's another significant sector of the market it's directing.

MR FITZGERALD: Butjust one comment there, if you mandate choice and one
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hasto try to work out what choice means, isit unrestricted or hasit got some
gualifications, don't you swing the pendulum back to a decade ago?

MR HOWES:. Could I answer that, please. | believe we're going to go back to the
situation where Curt was saying where the repairer istrying to stand over the insurer
and if we get the code into place with a disputes resolution procedure in there, which
| believe would be self-funding, they would have the ability to refer it back to the
tribunal who would appoint an independent person to arbitrate and if the repairer is
wrong, he cops the bill for the arbitration and that will be the job and that will be the
way it'scompleted. | think that's the balance.

MR JURKSCHAT: | think there's another issue too. When we request mandated
choice, we also acknowledge that choice of avalet system is part of that. So we're
not suggesting in any way that by offering mandated choice the insurers are not
allowed to run avalet system. The only thing we would say, that if mandated choice
is brought in that there be some strict rules about steering, whether they're direct or
indirect or overt or covert, any steering should be prohibited, | guess.

So the consumer rings up and says, "1've had an accident,” and the insurer
might say, "Well, do you want usto look after it?' "Yes, I'm just not interested.”
We think that's alegitimate choice. But if the consumer says, "Yes, | want my own
repairer,” that should be the end of the conversation. We've never said - the VACC -
and | don't think any of its cousins in the other states has ever said that the valet
system should be disbanded.

MR RENDALL: The evidence from the consumer seems to be that they don't
really want choiceinthelast - - -

MR JURKSCHAT: You'regoing to blow my presentation apart here but anyway,
| think there are some anomalies, and | was very interested to listen in on Monday.
We have the two insurers who have a vested interest in not allowing choice - IAG
and AAMI - telling us that only 5 per cent of consumers are redlly interested in
choice. Yet on the other side of the coin we had two insurers - Allianz and Suncorp
who give unfettered choice - saying, "When consumers really have the choice,
somewhere between 40 and 60 per cent opt for that option.”

Now, our argument is, the reason some of these larger companies have such
small statisticsis because of the way they go about marketing, steering, disguising
theissue of choice. So | think the real answer here is you've got a fantastic example:
two companies, abeit they're - could | use the word "minnows" - they probably
wouldn't like me using that word but in terms of market share - who are offering
choice are getting 40 to 60 per cent of consumers electing for that. That statistic
should not be forgotten. We're saying that the other two insurers, their 5 per cent is
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very, very heavily skewed due to awhole raft of other factors.

MR RENDALL: Butasa40 to 60 per cent with them, are the people going to
them in the first instance because they know they can get that choice? Do you know
what | mean?

MR JURKSCHAT: Perhaps but, | mean, then that's the argument for the others.
Choice will not destroy their valet systems or their PSR networks, and if they're good
enough - and they keep telling us how wonderful these services are - people will
continue to use the valet service as against using full choice.

MR FITZGERALD: | guesswe should say, according to our figures, Suncorp and
Allianz have about 30 per cent of the market, so I'm sure they wouldn't appreciate
your comment that they're minnows. That does mean that the other two groups,
AAMI and IAG, have about 70 per cent of the markets, be that asit may. But | think
what we might do islet you know go into your own presentation. 1'm sure you're
more comfortable doing that.

MR JURKSCHAT: Yes, I'mnot good at reading other people's documents.
Again, the VACC is obviously thankful for having the opportunity to present here
today. We like the others would like to commend the commission for the manner in
which they have been able to assess and identify the problems within thisindustry in
such a short and compressed time period. It'san industry that isfull of complexities
and judging by the draft recommendations we think you've been able to get below
the surface.

Notwithstanding that, even though we do agree with many of your
recommendations, inevitably there are some that we don't. The purpose of our
presentation here today really is to focus on those areas where we perhaps would like
to influence or flesh out areas that may or may not help you reconsider your
situation. We're not going to pursue arguments we've already put in areas where
we've agreed. | think also we need to say that we are representing Victoria here
today and alot of our comments will be Victorian specific, and hence my comment
about minnows. | do apologise to those insurance companies. | think Allianz here
only has 9 per cent, so | could bewrong. Assuch, alot of our comment and our
submission and this supplementary submission and today will focus quite heavily on
the activities of IAG and AAMI simply because in this state, according to our
members, they're the two companies that are presenting us with, | guess, policies and
initiatives that are causing the most issues. So we're not trying to beat them up, it
just reflects the reality of our marketplace.

VACC would really therefore just want to comment on a number of areas. one
would be rationalisation, the other is market power. We want to make some
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comments on the preferred smash repairer schemes; afew comments under the
financial and commercial relationships; quite abit to say on consumer choice and
some comments on the code of conduct and disputes resolution. If we go to
rationalisation first. VACC has aways recognised the fact that this industry will
rationalise, as all industries will rationalise. People come and people go. But the
point that we want to make is that this rationalisation should take place due to normal
economic factors that occur in a competitive market.

To thisend, VACC doesn't necessarily agree with the commission's view that
insurers have some sort of direct role to play in this rationalisation process. From
our point of view the insurer'srole in this process is simply to ensure that the market
isformed in such a manner that assists their business models. It'stoo sensitive in the
way they're going about it - to personalities, to specia interest, to doing things the
way they want to do. We believe that there's a vibrant market out there and that a
vibrant market should be rationalised due to the normal economic factors.

The simple thing is that who enters this industry and who exits thisindustry
should be determined on the individual repairer's performance. If they have the
ability to perform quality repairs, if they are productive, if they are efficient, if they
have good customer service, they should be alowed to remain in the industry. The
fact that they don't have a PSR agreement, or they don't get on well with the head
assessor, all those sorts of things, should not be a determinant of who stays and who
leavesthisindustry. We're very strong about that. So what we're saying is, let's not
restructure an industry based on restrictive practices of insurers or preferred practices
of insurersto feather their own business models. Let's have avibrant industry, and a
vibrant industry needs more players.

I'd like to get on to market power. The commission recognised in its report
that a substantial amount - | think 99 per cent of the business - is done by four
insurers or thereabouts. The point the VACC would like to make is that within that
market share there are huge disparities between insurers. In Victoria alone we see -
and in fact the two most popular states, New South Wales and Victoria - and South
Australia, IAG has somewhere between - well Victoria, | can talk about that -
somewhere around about 50 or 55 per cent of the market. AAMI has 20 to 25 and
I'm sure they'll correct meif I'm wrong. The next one, as we understand it, is Allianz
that has 9 per cent. Now, that is a huge disparity of market share and we all know
that market share means market power and it shouldn't sort of elude the commission
that the two - in Victoriaanyway - the two organisations that are offering choice are
the two smaller organisations in terms of market share. So they're up against it. So
we're very concerned that for some reason this concentration of power has seemed to
beignored. Even though over al it looks pretty good, in Victoriait isa huge
discrepancy and to be absolutely blunt there isn't anybody at the moment who can
challengethe IAG. They are ajuggernaut, and if they are allowed to control choice,

03/2/05 Vehicle 136 G. JURKSCHAT and OTHERS



they will be an unstoppable juggernaut and that's a very real concern for us, and welll
get on to that a bit later. There's also an issue with this concentration of market
power. It also allowsfor, | guess, the concentration of repairers and the fewer you
have in the business, the moreit is about control. When you have 55 per cent of the
market place and you then control a very select group of repairers, it'savery
unhealthy situation.

If we just move on to the preferred smash repair arrangements. | think the very
first thing that we need to say is that the VACC has always recognised thereisa
place for PSRsin the crash repair system. Aswe have acknowledged, thereisa
place for valet-type services. However, the VACC steadfastly maintains that the
repairers who have PSR status are not necessarily superior in any way to those
repairers who have non-PSR status. In many respectsit's an act of God who they
choose and who they don't choose. But certainly their overall business practices;
thelir efficiency; their quality; there is absolutely no proof that PSRs are in any way
superior.

Perhaps this would be a good time to debunk that particular myth, by some of
the insurers anyway, that the PSR schemes have in some magical way improved
efficiencies and improved quality of repairs, reduced the cost of repairs, stamped out
corruption and illegal activities, reduced premiums and created economic value.
Thereis absolutely no proof; we've heard nothing, we've read nothing, we've just
heard some views, | guess. We see nothing and the repairers can't show us anything,
that these schemes have in fact achieved al of that. Infact if you really look at the
PSR schemes, and perhaps | should say, in the past we would acknowledgment that
perhaps the PSR schemes had some pretty |ofty ideas and they may well have
initiated some of this. But the way the PSR schemes are managed today is all about
control.

The lofty ideas, they're not set above anybody else and in fact | was interested
to hear one of the insurance representatives on Monday trying to claim that PSR
schemes have added economic value. Well, when you really look at it, the best that
they've doneis transfer economic value from small business to large insurer
shareholders. The worst they've done is destroyed economic value. Good, efficient,
profitable, effective insurers have either been forced out of the business or been
screwed so hard that they are now borrowing money to stay in business whilst the
insurers rush off to meet their 15 and 20 per cent return on capital targets that they've
promised their shareholders, whereas the body repairersin this room or anywhere
else, they would be lucky to be making a positive return on their capital investment,
let alone double digit figures.

If we get hold of the information, you would probably find that many of them
are funding their operations through increasing overdrafts and | think the commission
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was made aware of that on Monday. So thisis not creating economic value, thisis
destroying it and what better way to destroy it than to encourage arepairer to invest
hundreds of thousands of dollarsin a business on a one-year contract and then pull
the plug and he's ended up with abusiness that is over-capitalised and over-specked
and over everything else. So let's not fall for that trap that PSRs create economic
value.

If we go back to the commission's draft recommendations and there are a
couple of pointswe just want to talk about. Oneis, with respect to the PSRs, we are
concerned about the restrictive numbers and the concentration of the PSRs within
those restrictive numbers. Whilst we accept thereis a place for PSRs, this
concentration concerns us. If IAG are successful in convincing the CA with regard
to this premium for choice project, we will see a distinct turnaround in the number of
PSRs versustheir ASRs and | think the commission is aware of the ASRs.

Currently, | think, they have a 105 PSRs and something like 500 ASRs and that's
because there are till people out there who have choice in this state.

If that system came in of premium for choice there would be a significant
increase in PSRs, but there would be a disproportionate decrease in ASRs. Now, we
can't pick the numbers, but you can rest assured that if you've got 500 ASRs, you're
not going to end up with 500 PSRs. So we seethisasareal big problemin Victoria
and again it's this restructuring of the industry to suit the business model.

MR RENDALL: Sorry, canyou just say that again. | think | follow it.

MR JURKSCHAT: Okay. Currently inVictoria- - -

MR RENDALL: The choiceunder the, say, IAGs- - -

MR JURKSCHAT: At the moment under IAG in this state with their subsidiaries
there is an element of choice still available, hence they have arelatively small PSR
network, around about 105 - - -

MR RENDALL: 105, yes, or 550.

MR JURKSCHAT: ---1think, itis, but they have afairly extensive ASR
network - - -

MR RENDALL: Yes

MR JURKSCHAT: - --who have some restrictions, but in fact they can do the
work.
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MR RENDALL: You'resayingif they bring that choice - policy in - - -
MR JURKSCHAT: |If they bring their policy in - - -
MR RENDALL: - --that extra60 bucks- - -

MR JURKSCHAT: - - - therefore people say unwittingly, "I don't want choice.”
More and more work that is currently going to the ASRs will now be driven to the
PSRs, therefore you will need more PRSs, but you'll disproportionately less ASRs
because that's the whole of the purpose. So we're very concerned about that, that's a
restructuring of the industry to suit really what is their supply chain business model.
Everybody knows what they're doing, they're trying to model Coles and Woollies
and all of those places.

MR RENDALL: Yes. No, | understand.

MR JURKSCHAT: The other issueisthis concentration and we're concerned for
those crash repairers who become part of the PSR network and once they're
dependent one hundred per cent on somebody for al of their work, they have very
few rights of negotiation and we will talk about negotiation power aswell. So that's
another concern and the other concernis, if you keep cutting away at the number of
crash repairersthat are available out there, there's 25 per cent of people who have
private work done, insurer work, | think the statistics show, was about 75 per cent, so
all of a sudden people who have private work done will find it harder to find a
repairer to do that work and the costs will rise on the simple supply and demand
scenario.

So you will be waiting three and four weeks to have your little $600 job done
and you will paying whatever the repairer can get out of you because there aren't
many around any more and we're finding that in the British scenario where thereis
an under supply of repairers and people are waiting two and three weeks to get their
work done. That'swhat we are facing if thisis allowed and hence | keep making the
point, choice has a much bigger impact in this whole debate than simply consumer
right and I'll keep stressing that point until you tell me to stop. So we need to
consider that whole rationalisation which will come about when 70 per cent of the
Victorian market, the consumers don't have a choice and get directed to PSRs.

I'd just like to comment on the short trial period that the commission suggested
which we're heartened by. We do, though, have a couple of concerns. The first one
iswhat constitutes a short time period and the commission didn't necessarily stipulate
that, and thisis of course the trial period from where a new person buys the business.
We believe that should be six monthsto have any benefit at all. The second issueis
that the way the commission's recommendation reads, it tends to read that once the
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insurer has allowed the person to be there for six months, they can just pull the chain
and away they go. Our argument would be that when the incoming repairer has his
trial period, he or she should be bound by the same terms and conditions as the PSR
contracts that exist.

The performance clauses are clearly laid out in that contract. The incoming
person clearly understands what he has to do and how he will be measured and
therefore there should be no arbitrary plug pulling after six months; only if that new
repairer hasn't been able to meet the performance standards should that happen and
that process should be very open and transparent. Now, unless we have alonger or a
six months time period, it's not fair on the person who is selling the business and it's
not fair on the person who is buying the business. The person who is buying the
business needs that time to understand what is going on, what the system does, how
it works and gives him or her every chance to ensure that they can meet the
reguirements and continue with the arrangement. So if we could suggest to the
commission that six months would be the appropriate time and that the review of that
person's performance should be open and transparent.

Wed like to touch on thisissue of what we call duty of care. The commission
made a draft recommendation which we applaud, that if an insurer specifiesthe
method of repair, the insurer should take responsibility for that and we heartily
support that. However, we are concerned that this practice may not be enforceable
unless this whole process is done in writing, and what we're suggesting isthat at the
time of the repair method being approved, the insurer or the insurer's agent or the
insurer's representative, where they've directed and dictated that certain parts will go
here and certain repair methods will go there which are contrary to ones suggested by
the repairer, that that should be signed off or documented. It's not an expensive or
time consuming process, it's simply somebody's signature that says, "Y ou will do it
thisway and we told you to do it."

We are concerned that if under duty of care laws, that if something did happen
untoward as regard an improper repair method, right, we're not talking about bad
workmanship here, improper repair method, the court would more than likely hold
the repairer responsible because of their percelved expertise. The only way we see
that we can get around that is by insisting that where the method of repair is changed
on every occasion, the insurer take full responsibility by identifying the repairer in
writing. It may not get the repairer out of trouble, but at least it's a start and we don't
think that's an onerous - and we'd be asking for that to be put in the code and we'll be
talking about that later.

The next matter islicensing. | guess we'd encourage the commission to review

its perhaps non-committal stance on licensing. The VACC certainly believes that a
licensing regime could only do good to thisindustry, particularly asthisindustry is
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becoming more complex, the repairs are becoming more complex, more involved,
the level of skills required, awhole raft of those sorts of issues points towards the
need for licensing and | think it's worth noting that we don't often agree on much, but
| think on this particular issue the insurers, the associations and the repairers all agree
there should be licensing and you don't often get those three people in one room
agreeing on anything.

So we would argue that the licensing of the crash repair industry has potential to
greatly assist all parties, particular the consumers, and there is a need to ensure that
premises that claim they can repair motor vehicles can in fact do so.

MR HOWES. And compliance.

MR JURKSCHAT: | wasjust about to get onto the complianceissue. Thereisa
whole raft of compliance issues that are involved; OH and S, EPA, all the sort of
things where people can take shortcuts. It isimportant that we have an industry that
the consumer can trust and have faith in. Y es, we're not against probity checks as
such. We do not believe for one minute there's this endemic criminal element that
the insurers havetried to insist - or someinsurers. There wouldn't be any more
criminal element in our business than there would be in the white collar business or
the construction business but we do understand there may be a need for probity
checks.

We would ask that probity checks be expanded to include financia viability,
because one of the things that does worry the VACC is the number of repairers who
go broke today and reincarnate themselves tomorrow and continue to do business.
We think there should be something that takes those sort of people out of this
industry, because al they're doing is changing names and changing faces and leaving
atrail of debtsthat other businesses have to carry. So we would accept and
encourage some sort of probity checks but let's not get too hung up about this
criminality thing, though we recognise there is always a bad apple in the barrel.

Our views on licensing a so include the licensing of assessors. We've read and
heard quite a bit how insurance assessors go to all sorts of training courses, et cetera.
But there's a difference between going to atraining course and actually physically
repairing avehicle. Y ou may have the most sophisticated research centrein the
southern hemisphere and you may advise manufacturers how they should change
their motor vehicles but it's the repairer who really has to understand and really
understands how that motor vehicleisrepaired. We think that some of the assessors
are losing touch with practicality and | think some of the insurers last Monday tended
to agree that perhaps they're not right on the money when it comes to processes.

While we're on that, VACC made a comment in its original submission about
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access to intellectual property. We note that the commission didn't really make any
comment on that and | think that's probably another area where the three parties I've
mentioned before would agree. VACC in particular - and we know MTAA - have
tried extremely hard to engage the manufacturersin giving us appropriate
information on methods of repair and al the bits that go with it, like glues and
welding and whatever.

| haveto say that it's avery convoluted response. They all say they will help
us but we actually haven't seen too much in concrete, though one or two of them are
trying. Wereally believe there's an areathere for the commission to perhaps be a
little bit more on the front foot. Y ou cannot repair amodern car correctly and ensure
its safety status - with all its electronic gizmos and its crumple rates and its fancy
glues - unless you fully understand how it's to be done. Now, we think the
manufacturers have been far too precious about this and they don't understand that
thisis very important to all repairers and this whole industry, and we would ask
perhapsif the commission could find time to make some comment, and of course
there's always consumer safety. We acknowledge in the scope of the original inquiry
the commission really wasn't asked to look at licensing, but we do think it's within
your purview to perhaps suggest that it could be looked at in more detail and more
thoroughly and even by an industry group perhaps, so that would be our
recommendation then.

If | could go to the quotation system, and I'm actually really sitting here in fear
and trepidation to talk about the quotation system. We've heard alot about the
guotation system and one thing I've gathered is that there's no commonality here, so |
feel for the commission and how it's going to make some sort of recommendation.
VACC would agree that the current practice of funny money and funny timesis
perhaps not conducive to having an open and transparent quotation system.
Notwithstanding that, | think it should be acknowledged that there are many crash
repairers, assessors, independent assessors and even insurers who see this as the only
way to go forward, even with itsflaws. It has been the practice in thisindustry for so
long that there's some fear and trepidation about moving away from it because
nobody really understands what will happen. To some of us, we don't think it will be
any different; it will be just another version of funny times and funny money, but

anyway.

On the other hand, you've got quite afew of our members and industry
participants who want to go to real time, real money, which | guess has its merit.
We're not going to talk about money because that's a separate argument but certainly
we see some merit in anationally agreed times guide that has real times, because
when you look at it, any quotation system that involves labour has to have atime
component. So to work up a quote, even to get to your bottom single line one
number, you have to start somewhere. So timeis areference point for many
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insurers. Some of them take the guide as gospel; that's their problem. If you're a
repairer and the guide says four hours and you know you can do it in three, if you
want to put four hours in and lose the quote, that's up to you.

We're not talking about that. We're saying everybody needs a reference point
sometime to work up a quote, and perhaps a nationally agreed times guide would be
an appropriate start, no matter what the outcome is. To be absolutely truthful,
VACC'sreal concernisthat no matter what quotation system you have in place, if it's
heavily prescribed it will be open to abuse. You'll just have another version of funny
money, funny times. What we're really concerned with is some fundamental
principles and we think these principles should apply irrespective of what
methodology is used.

Thefirst principle is the system must be genuinely open and transparent. The
second point isif you are in atwo-quote situation that this quote should be costed on
alikefor like basis; not almost on alike for like basis but areal like for like basis.
The commission happened to be with us at arepairer on a particular day herein
Melbourne where there was a quote from - it was a AAMI quote, we don't mind
talking about cousins here. They have a policy of open form and all that sort of
thing, it'sin their lovely book. But actually we all witnessed as lay people, there was
avery clear panel damage that was not on the quote. That's not open and transparent,
that's not like for like. So we're saying the system must be like for like. It's certainly
not fully complete, whatever the terminology they use. So let's have a system that's
open and transparent and let's have it based on a two-quote basis of like for like.

Our third point is that we agree with the commission that materials should be
costed separately. It shouldn't be buried in some sort of hourly rate. The other point
we want to make is that the winning quote should be exactly that; the winning quote.
It shouldn't be a point for the insurers to start negotiating the quote down. If you
have atwo-quote system and the winning quote is whatever dollar it is, that should
not be - provided the scope of works have been agreed, which they would have been
if it'slikefor like, there should be absolutely no availability for insurers to say,
"Right, now take 15 per cent off that." It should not be allowed. The winning quote
should be the winning quote.

| guess the only other point we want to make is a genera one. Withamove, |
guess, towards all these electronic quoting systems and whatever, thereis afear
within the industry that if everybody embarks on a different system and you're doing
work for more than one insurer and you've got alot of expensive quotations sitting
there, and there is afear that each insurer will select a particular system and say,
"Y ou will have to use this system,” we think there should be some sort of
commonality and there shouldn't be an ability for insurersto simply say, "We prefer
thisone. You will usethisone,” particularly for those people who are doing more
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than one insurer, and particularly if we have unfettered choice because then you're
doing work for everybody.

MR FITZGERALD: Obviousy we have anumber of questions around a number
of issuesyou'veraised. Just in order to do that, if we can just sort of run through
your key points in the next couple of minutes and then we can have a discussion
around arange of issues you've just raised.

MR JURKSCHAT: Okay. The other key point is one of negotiation power. The
commission has raised the issue of negotiated outcomes on a number of occasionsin
their report. We're smply saying there is an absolute huge imbalance in the ability to
negotiate. If you've got 55 per cent of the market share you've certainly got alot of
market power; as an individual repairer, no negotiating power at all. That infactis
manifested in the hourly rate in the way that insurers have asked repairers to do
things for no money, you know. They have introduced direct sublets and there's no
administration fee for doing all the work. There's no negotiation. We don't see any
ability for repairers to negotiate. We even think that if the Dawson review
recommendations come in and give us collective bargaining that the market power of
somebody like IAG is so huge that they would be able to divide and conquer and
quite easily get around any collective bargaining arrangements, because there will
always be awilling person out there who will want to fall outside that and do
something. That's been proven in the oil industry. | mean, there's a huge history in
al this.

So what we're saying is there needs to be something to redress thisimbalance
of market power in negotiations. We actually think choice is one of those
mechanisms, because if a consumer can go to his own repairer it tends to take away
some of that power. But the other thing is, how are we going to provide a structure
where you can have afair, reasonable and balanced outcome? At the moment it's
non-existent. Even adisputes resolution which will be helpful may not solve some
of those problems. Terms of payment - we're not going to say too much other than to
say if it hadn't have been for an active public campaign we doubt very much where
some of the insurerswould fall into place. They were very thankful they have. Our
only request would be that the terms and conditions of insurers should be in a code;
not the days, but ssmply they should be obliged to advise their repairers what their
terms and conditions of payment are.

Choice - look, | could probably speak for three hours on choice but I'll try and
make it as succinct as possible. The commission recognise that consumers have
restricted choice. We would argue that it's really heavily restricted. The thing that
stops consumers from choosing and from moving around, there's awhole raft of
techniques, | think. Perhaps most important is the issue of transitivity and that is,
consumers do not know what's in their insurance policy, let alone what'sin
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everybody else's. Soit's very hard for a consumer to really make an informed
choice. The other issue of courseisthat most are working on the premise that, "I'm
not going to have an accident this year,” and therefore all the other terms of the
policy areirrelevant. The only one that countsis price.

Thereisathing called brand loyalty and there is an unwillingness by
consumers to change. These are all proven things. Theinsurers work on al those
things. That'sfine, that's allowable. There's also something that we would call
ingtitutional reliance. It's amazing how many people rely on their big corporation to
tell them what they need to know. In fact we're a bit conditioned by that because of
the finance industry. When a credit card company changes your terms and
conditions or your interest rate, you get a special letter, or it'sinserted in with your
monthly statement that says, "Hey, we have changed this." Unfortunately insurers
don't do that. But consumersrely on them to do it because they get it in other areas.
So thereisthisinstitutional reliance which | think is played upon.

Consumers are time poor. They haven't got timeto read all these documents. If the
premium is pretty rough to last year's, let'stick it and go. | think the main thing
though is the clever and deliberate marketing techniques. The big insurers are doing
everything possible to keep choice in the background, hidden under the carpet and
out of the consumer's eyes, and if you look at some of their product disclosure
statements you can actually see what they're trying to do. If | take AAMI's current
PDS, which | think isthis one, and thisis AAMI who constantly tell you that the
valet system is the best thing since sliced bread and that very few consumers seek
choice, yet they're still not confident enough about this because they put their bit on
choice on page 36 and | think it's only got 39 pagesinit. But even more so they
disguise the real meaning in weasel speak, they're not even game enough to say,

"Y ou do not have choice, and in fact AAMI doesn't really want to do business with
you if you want choice.”

So there's this clever campaign that's been going on and I'd like to contrast that to the
same document. AAMI have, from our point of view, avery good policy on parts.
They want OEM parts for vehicles that are three years old and less which we think is
admirable, that's on page 12 but it'sin big bold writing. So there's an orchestrated
campaign to keep choice off the front pages. Those of you that can remember
Malcolm Fraser, he wanted politics on the back page, well that's what they've done
here. So we have to understand exactly what is going on, consumers are not aware
of their choice options and we will speak a bit more about it later.

| just want to remind the commission that the Consumer Federation of Australiain
fact also at the round tables expressed concern about the words and the design of the
brochures that remove choice. A lot has been said about unfettered choice ramping
up costs. We disagree with that entirely. The fact of the matter is that every job with
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an insurer is assessed if it's not done by a PSR, so the insurers have full control over
costs and there's no real evidence to that extent. 1'm not sure whether you going to
ask me about the IAG proposal, but you obviously want me to rush around it.

MR FITZGERALD: We've got your submission and | do want to raise some
guestions. We're running just afew minutes - we've still got plenty of time for that,
but | do want to start to ask some questions and if you don't mind we might do that
just at the moment. Y ou'veraised arange of issues and | just want to flag a couple if
| can, and Curt will aswell. You indicated before and correct meif I'm wrong, but
25 per cent of repair work is private work.

MR JURKSCHAT: Thatwasinthe- - -

MR FITZGERALD: Yes andif youlook at that, 25 per cent of the repair work is
private work. Currently, if you take the IAG statement that 80 per cent of the - they
believe that if their policies are successful, about 80 per cent of the work will be on a
no-choice basis leaving 20 per cent that will be and you've got 30 per cent of the
market at the present time through Suncorp and through Allianz whose policies are to
provide, we heard on Monday, unrestricted choice.

My calculation roughly is more than 50 per cent of all repair work isin fact not
directed and unless Allianz and Suncorp change their position, that remains the case.
So would you agree that around 50 per cent of the market, already 50 per cent of the
repair market, isin fact not subject to direction and won't be even if AIG's proposals
are correct or aproposition that 80 per cent of their customers would in fact chose a
no-choice basis. So | just want to say that in fact the market is not as stark in the
sense of, you know, the whole market is now being pushed to a no-choice basis.

MR JURKSCHAT: | think | have to make a distinction there and I'm not sure
whether you're talking aggregate nationally or whether you are talking Victoria.

MR FITZGERALD: Aggregate nationally, just roughly. | mean, we haven't done
the full calculation, but just on the rough statement, the market is not moving to one
hundred per cent no choice and when | say - | mean, the repair market.

MR JURKSCHAT: | guesswe aretaking abefore and after. 1AG, | think, on
Monday, indicated they thought their current take-up rate of premium for choiceis
5 per cent. | think that's what they said.

MR FITZGERALD: Yes.

MR JURKSCHAT: | would agree that at the moment the choice may be 50-50
because this policy has not been presented right throughout Australiaand it has only
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just been rolled out. So you won't see the full effect of thisfor at least 12 to 18
months - - -

MR FITZGERALD: True.

MR JURKSCHAT: - - - because renewal dates happen every day. What we can
say, that if the statistics remain and we're talking now Victoriawhereif 5 per cent of
IAG's consumers choose the premium, substantially less than 50 per cent of peoplein
this state will have choice and it's very - you know, | don't want to be provocative, |
guess, but it's sometimes dangerous to average things out because you can drownin a
two-inch bathtub, type of thing.

MR FITZGERALD: Sure.

MR JURKSCHAT: Sowe have to understand what it means. | think in
New South Wales and Victoriaand South Australiathis has very, very severe
implications for choice, it won't be 50 per cent at all.

MR FITZGERALD: Let mejust clarify acouple of things. The ACCC indicated
to us that out of the round tables in 2002-2003 (tape malfunction) Now, some people
have disputed that, but I'd like to see your take on that because when we met with the
ACCC they were very clear that the repairers had in fact challenged the insurers to
say, "If you were so confident that consumersin fact don't want choice, try it out
with the premium." 1AG would say to usthat's exactly what they've done. Now, I'd
just like your take on that?

MR JURKSCHAT: We heard that and we went scurrying looking for - we
honestly cannot find where that came from, that's not to say somebody didn't say it,
but I think that was two years ago now. Certainly VACC's position has never been
one that you would pay for choice because we see it as a fundamental consumer right
and if it was said, | would have to say that things that have happened in the last two
years, particularly the way things have come out through - I've got to talk about IAG,
50 per cent market share, their supply management techniques where they are now
dictating who will supply you parts, who will do this, who will do that, where you
can make amargin, where you can't. We now see that choice is much more
fundamental to the whole issue of competition than it ssimply isto consumer rights,
so | can't make a definitive statement.

MR FITZGERALD: No, that'sfine, | just wantedto - - -
MR HOWES: Could | give abit of an answer to thistoo, please?

MR FITZGERALD: Sure.
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MR HOWES:. You're probably aware and if you're not you will be now, but the
IAG system that they have a habit of trialing, and the scope of works digital imaging
was trialed in Brisbane where they have less than 10 per cent of the market, taken to
Western Australia and South Australia and has now been introduced. So what is
happening in that state now is that those vehicles are going to their repair accident
centres or whatever they call them, they are digital imaged and not a definitive scope
of worksis produced, repair and replace left-hand front guard, for example. The
images and the scope of worksis put on the net and the only repairers who can quote
those vehicles and have the ability of quoting those vehicles are PSRs.

They're the only ones who can get on and they've got to have a pin number and if
they have the pin number sat on for a couple of weeks, there's no work coming into
the shop. It's open to the whole of the PSR network, the cheapest one getsit | should
imagine and if an owner wants their repairer to do it, he's got to do it for that price.
With the system that has been introduced and what you are talking about now,
two-tier policies, there will be no choice, it'sinevitable. This system that they're
devising and are rolling out which currently doesn't affect CGU and RACV will
come about, it'sinevitable, that's they way they play the game..

MR RENDALL: Isthisanaveview that the flip side could be that if there'sa - by
logging on to my little computer every morning and my workshop is - you know, I'm
just about to roll out the rest of the cars for the day, "1'd better get some work," or
there's a hundred jobs in there that | can access and fill the shop up so I'm not
spending time running around looking for work or however it's done, isthere realy
another argument to assist the business to run?

MR HOWES:. No, | don't think so. | think what you've got is a reduced market
and the only people who will be able to do the repairs will be PSRs, the ASRs will be
gone and the rest of the industry will dry up aswell and their control will really
manifest itself in supply chain management. That's the way it is going to be, that's
the way their processis.

MR JURKSCHAT: | think you will find there are alot of PSRswho are doing
more work but making less money. 1I'm not a PSR but we've read, heard and seen
enough to say that thisis becoming a sausage factory. It's aso having implications
for retention of staff. Thisisan industry that can't get enough qualified people, yet
the sausage factory mentality which is starting to be pushed onto PSRsisin fact
encouraging people to leave the industry; those people whose business has been
affected by not being a PSR, and they're closing the doors, are seeing their staff not
go back into the industry but in fact go out and seek alternative employment
elsewhere because they don't want to be part of it any more.
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So this has alot to do with this negative whirlpool that swirls around the skills
and ability of apprentices.

MR FITZGERALD: Clearly the questions we're having istrying to get some - on
the more touchy issues. Would it not be true that it is counterproductive for the
insurance companies to drive out repairers to the point at which repairs cannot be
effectively and efficiently and in atimely manner be done? The insurance
companies need repairers. They also want them to be cost effective and that includes
theissues of quality and so on. So wouldn't it be logical to say, asinsurers have said
to us, that it'sjust simply not in their best interest to drive the repair industry into the
ground. At the end of the day they require quality repairersto repair their clients
cars.

So isthere a point at which the insurance compani es themselves are not going
to drive the repairers out or is there something else?

MR JURKSCHAT: No, | think thereisapoint, but I'd have to say that if you were
concerned about having enough repairers why are you offering them one-year
contracts? My view isthat - and it was interesting to hear - | think IAG said the
reason they offer one-year contracts is because they can't predict future work flows.
Wi, that's a crock, isn't it? Because the fact of the matter is they've got very smart
lawyers who could put in aforce majeure clause or whatever. Thisisall about
control. So | don't necessarily believe that the insurers are so concerned about the
network. | think what they've said for along timeisthere's far too many, "and if
there's far too many we can't control."

Now, if you areredly interested in the consumer you would allow for the
repairer, you would help the repairer nurture his client base and he would be a
reflection of your business practices. But that's not what they're trying to do.
They're trying to drive business to certain areas for specific economic reasons. And,
yes, there will be aday when if they drive everybody out of the industry there might
be a shortage. We have that in England, and England has exactly the same system as
Australia, | think. We can't afford to havethat. So we're saying there'samiddle
ground and the middle ground is the more repairers you have, the more vibrant the
industry. Surely if you had an open and transparent quotation system and consumer
choice of which valet was won and you had alot of repairers the interaction of all
that would in fact give us a competitive outcome.

| mean, this country is going into free trade agreements, for goodness sake, to
try and open up the markets. The government has legislated for the superannuation
industry to have freedom of choice, yet in thisindustry we've got to believe that
freedom of choice is some sort of detrimental thing. We don't accept that.
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MR FITZGERALD: Just moving on to another issue, you mentioned about the
duty of care and you've supported some of our statements. Just in relation to the
repair methodology we've indicated in our report that where an insurance company
specify a particular methodology then they should bear aresponsibility for that. The
contraview isthat if arepairer does not agree with the methodology of work it
shouldn't accept the job. So in accepting the job the repairer does agree that that's an
adequate repair job. So we have empathy with your view, and that's in our report,
but that contraview is, well, at the end of the day the repairer can determine to say
no. But if they say yes, then they've accepted that methodology.

MR JURKSCHAT: Perhaps. | mean, that's sort of ignoring market forces a bit
there and market power which we've - if you're a PSR and you know the job should
be done method A and you get told to do it method B how likely isit that you're
going to tell your insurer, "Go away. I'm not going to do thejob" - highly unlikely. |
think, whether you want to accept it or not - and we're certainly not here to sort of
draw out emotions - there is aso an element of conflict between repairers and
assessors. Y ou know, their personalities become involved. Soif you stand by your
digstoo long al of a sudden you find out that you're no longer in the favoured loop
or intheloop. So | think that's a possibility but we think in reality, because of the
imbalance in the negotiating power, unlikely to happen.

MR RENDALL: Youmust beableto simply put it on the record though, evenin a
simple letter or something every time they - to protect your own blood, you know.

MR JURKSCHAT: You can, but there's nothing like in asking an insurer, their
assessor, to sign his name against what he tells you to do. Our understanding is that
if they're doing ajob with a non-PSR and they ask for that they run a hundred miles.
So, you know, we believe that it's not hard to sign off and that happens every day.
Our mechanical repairers, when they get people to authorise repairs, they get the
customer to sign off thisiswhat they want. Why would the insurer be unhappy to
sign off on a changed method of repair?

MR RENDALL: That'snot occurring now. There'sno - - -

MR JURKSCHAT: No, not asfar aswe know.

MR HOWES:. Certainly not within PSR systems.

MR JURKSCHAT: No.

MR FITZGERALD: Sorry, justinterms of the percentage of work and the
licensing issue, isthe industry affected by alot of backyard work that might
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otherwise go on?

MR JURKSCHAT: Look, that'sareally hard one. It depends what you mean by
backyarder.

MR FITZGERALD: Wéll, you know - - -

MR JURKSCHAT: Look, I think there anumber of businesses out there that do
not meet compliance standards and are getting away with it because governments are
very short handed, short funded. We would call them backyarders. Anybody who
doesn't meet OH and S and EPA regulations is avoiding costs and therefore they're
backyarders. How many there are we can't redlly tell you.

MR FITZGERALD: Just aquestion, inrelation to your licensing we've heard that
there has been some support by insurers and repairers for some form of national
licensing or national certification of repairers and you say it would produce benefits.
But it would also produce substantial costs and at the moment there's only two states
that have any form of certification - New South Wales which has licensing and
yourself that has certification through the VACC - and | understand that WA may be
considering implementing some form of licensing regime. But what we heard on
Monday was that even if you introduce thisit's unlikely to reduce the need, in the
eyes of the insurance companies, for PSRs or ASR arrangements. So the question |
haveis, would licensing really achieve anything other than add another layer of
administrative costs but at the end of the day the marketplace would look very little
different to what it does today in terms of the arrangements that arein place.

MR JURKSCHAT: Look, I think it will add value. We certainly didn't see
licensing as a substitute for PSRs and ASRs; that's not what we're saying. What
we're saying isthereisan industry that is rapidly growing in complexity in terms of
type of repairs they have to effect. There are businesses out there who are
undertaking repairs that may not have al the necessary equipment and there may be
repairers who don't have the skills and there may be business operators who are
operating on the fringe and need to go through some sort of check. What we're
simply saying iswe don't really see any substantial increase in costs. If the truth be
known, the increase in costs will come about from compliance costs because if you
set up alicensing regime and that licensing regime insists that everybody licensed
has to comply with their state government laws on OH and S and EPA, yes that will
increase costs. But we think that's a good thing because it's helping improving the
safety for the workers.

The consumer has to know that when they drive their vehicle into a workshop

or are directed to drive their vehicle into aworkshop, that that person is doing the job
and that that person has all the skills that are necessary. Now, we continue to find it
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humorous, | guess, that you're working with avery complex piece of equipment, a
motor car - and the commission itself has seen carsin various stages of
dismantlement with wire harnesses and all sort of things. To not require that industry
to be licensed, to me, isabit unusual.

MR FITZGERALD: Let me put another proposition and that is that in some
senses, because the insurance companies are in fact paying the bills, they'rein the
best position to determine who they think should repair their clients cars.
Notwithstanding the fact that you've got disagreements, one of the things we would
acknowledge is that PSR and ASR arrangements do in fact have some ability to
monitor the overall performance of repairers and even within companies that have
those schemes they also do monitor non-preferred suppliers in some way, shape or
form. So in avery smple sense the companies that pay the bills, surely they'rein the
best position to determine who does the work for them and their clients. Now, that's
not my view but it's a position that could be pui.

MR JURKSCHAT: Wouldn't it be the person who ownsthe car? | mean, it'smy
asset. But notwithstanding that - I've actually forgotten the point. | was too busy
getting my smart comment in.

MR HOWES: | haveone. | think it would be somewhat akinto - - -

MR JURKSCHAT: | should have abook of smart commentsin thisinquiry. It
would make good reading. No, look, | don't believe the insurer has any special
knowledge to choose arepairer. In fact, | found the comment the other day the
height of corporate arrogance to suggest consumers are somewhat dull witted and not
able to choose their repairer. Consumers do a whole bunch of complex thingsin
their life - build houses, sign finance documents - and what | think the insurersfail to
understand is that there's a fantastic consumer network. When you go out and buy a
car you do your research, you ask your mates. When you go and buy tyres for your
car you just don't rush off. So there'sthis network.

Y ou go and ask people, "Who did you get to repair the car?’ So consumers,
when they want to, can become more informed despite the fact that insurers are
trying to blind-side them with lack of disclosure, open disclosure, so they can make
these decisions - and let's face it, if the insurers were so damned good at picking their
repairers we wouldn't have al the reworks out there that we have. So they're not as
good at doing that as anybody elseis as far as we're concerned. We think the
consumer isn't dumb. And for those who think they don't have the necessary skills
they can always opt for the valet system - but don't preclude those who don't want the
valet system from that option.

MR FITZGERALD: Y ou mentioned the two-quote system which isused by a
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number of companies and the issue of like for like. 1AG, as you know through the
web site, specifies the scope of work upon which repairers quote and in some senses
they would say that it therefore ensures like for like because it's the same scope of
work. Others have doubted that. It was put to usthat like for like in principle sounds
fine but, in practice, isn't part of the competitive quoting; the ability of arepairer to
also talk about - or to specify the way in which the car might be repaired. 1n other
words, different repairers would have different views about the way in which a car
might be repaired and just as price isimportant so too that's important.

So just athought about thislike for like. The benefits of that seem apparent,
but on the other hand some people have said once you do that you actually take away
another important element; that is, the actual methodology, and there can be pros and
consin doing it different ways and repairers should be able to specify different ways
and that should be part of the competitive tendering process.

MR JURKSCHAT: Sure, but | think part of the problem is though for alot of
peopleit's very hard to see how you can actually quote on a vehicle unless you pull it
apart, right? Y ou don't really know what's happening. So this notion that you can
have some video shots and away you go, that's supported, | think, by whole bunches
of supplementary activities. | think what we're trying to say with alike-for-like
guote, it's part of the openness debate. There are companies who deliberately allow
for misquoting, if | could use the term, in order to get the job into their PSR and then
the PSR comes back and says, "I've just discovered I've got to do this, this and this."
We maintain - and | go back to that example on that Honda CRX or whatever it was.

MR FITZGERALD: CRV.

MR JURKSCHAT: CRV. Therewasavery clear dent in the panel but it was not
on the quote. Now, thisis an expert in the business, and five laymen saw it quite
obviously. So that's the sort of manipulation. When we say like for like, we do
understand that there may be different methods of repair and that's perhaps
something that will engender competition. But what we're saying isit's the deliberate
nature of avoiding the like for like that makes the quotation uncompetitive from the
moment it's done - in fact there's no bonafidein it - and that's what we think needs to
be fixed.

My argument is if aguy getsthe job and before he even startsit he says, "by
theway, | just found a couple of things and now I've got to add a supplementary,
why wouldn't they go back to the other guy and say, "Well, have another crack at
this." It'snot practical, | know, but you see how this system is manipulated?

MR FITZGERALD: Butcan | just make the comment - and Curt might have a
comment - there's no doubt at all that that may occur. What you're saying, and we've
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heard it from repairers, is that thisis a systemic - almost a systemised or a systemic
approach by insurance companies to deliberately preference certain repairers and it
has become systemic in nature. Otherswould say, yes, it does happen from time to
time but it comes down to individual assessors but it is not a systemic approach or it's
not a systemic way of doing business. Why do you think and what's the evidence to
support the view that thisis a systematised, as you say, misquoting or manipulation
of the system?

MR JURKSCHAT: W:éll, | think we actually provided the commission with quite
afew documents on this where in fact quotes were lost by two or three hundred
dollars and then the job came back to the repairer who lost the quote and it took him
$6000 to fix it. Look, we don't know how big this problem is but there certainly
seems to be a systemic problem, if | could say, in one area perhaps with one
company and it seems to be more obvious that quotes are kind of alet'sgiveit a
rough guess, get the quote in, make sure it's the cheapest and then we'll worry about
the real price thereafter. | don't know how any quotation system will be open and
transparent unless you deal with some of those aspects, and hence we go for thislike
for like. John, you wanted to say something as well.

MR HOWES:. Yes, | did, please. | have a problem with the IAG system, with the
PSR system in particular. If you look at page 63 of the NRMA policy it says, "We
will determine the method suitable to repair your car." I'm not going to like this but |
think that's sort of akin to giving Dracula charge of the blood bank. Thisisared
seriousissue. Thereisno control; their repairer has no say. They write the scope of
works, they will do what isthere. Thereis no way under the AAMI system - and |
have had to go in without any knowledge of who my client is because they won't tell
me - and they may have changed their car because | check the registration number
through my system - but you cannot quote a car in there, you can't get accessto it,
you can't dismantleit.

The only truly honest system that works in this system at the moment is the
Allianz system, managed repair process, which iswhat AAMI wanted to do
originally many years ago. It just doesn't work. Y ou cannot get a complete and
competitive quote. It just does not work, it's not possible.

MR RENDALL: Why doesn't AAMI continue with that or pursue - - -
MR HOWES: [twasmany yearsago - - -
MR JURKSCHAT: Perhapsyou could ask them afterwards.

MR HOWES:. ---anditwasalittlebit of adifferent situation. It was many, many
years ago when they started off their repair systems.
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MR FITZGERALD: WEe'regoing to run out of time and we're already 15 minutes
over but that's fine. We needed to stay just alittle bit later and we wanted to give
you plenty of time. Curt might have a couple of questions.

MR RENDALL: Onthisquestion of intellectual property and the motor vehicle
manufacturers particularly, is the reason that they won't give repairers sufficient
information as to how to repair acar, isit acommercia-in-confidence issue with
them that, you know, they're sort of - - -

MR JURKSCHAT: No,|I -look, it -- -
MR RENDALL: Or arethey justlazy or - - -

MR JURKSCHAT: I'd better be careful what | say, | might - but we do have car
dedlers, | guess, that are our members. Look, | think it's more to do with the thin
edge of the wedge. Asyou know, in America and Europe there was a big push to
open up access to IP for all sorts of things like servicing, et cetera, et cetera. We
think even though we've gone to the manufacturer and said, look, we really only
want it for repairs, but that's a pretty big ask when you think about it because what
you need iswiring diagrams, you might need a whole bunch of information on
brakes. Y ou may actually need suspension tuning system information. So | think the
manufacturers are alittle bit reluctant because they feel it may be the thin edge of the
wedge and they'll have to give away the whole game. That's the only suggested
answer | could offer you.

We would have thought that in the interests of safety they would be more than happy
- and, ook, some do, and I'm not going to name anybody but some do and are trying,
but we've been working through the FCAI and it's a bit of ballroom dancing with
those guys, | can tell you, on thisissue.

MR RENDALL: | noteinyour submission - and we're not going to have time to go
through it - you've got extensive comments in relation to the characteristics of the
code of conduct, which we'll take on board. Can | just ask you finally your view as
to avoluntary code, how long should the industry be given - the industry being the
two parties - to ook at that, or your view about moving to a mandatory code
straightaway. But | take on board your comments about this content.

MR JURKSCHAT: Past experience would suggest to us that avoluntary codeis
just awaste of time, we should go straight to a mandatory code. Theinsurers
ignored us for 10 years and there has been - and | use the word deliberately - afair
bit of pontificating recently about all the things they've done in the last couple of
years, but that has only been since the ACCC got involved and this commission's
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inquiry started. So let's not beat around the bush. We have yet to see the colour of
their money, | guess. Even on Monday | think one of the insurers - none of the
insurers said that they really didn't believe a code was going to go forward.

If there is no bonafide intent and commitment to make it work, it won't work.
So we're kind of saying, "Look, we don't think it will work though we'll giveit every
shot." Theinsurers are certainly putting up flags saying they don't want it but if it's
forced on them they'll have to haveit. Therefore will avoluntary code work or
should we simply stop mucking about. We're prepared to give avoluntary code a go,
we've said that al along, and we believe there should be no impediment to having a
voluntary code concluded by 30 September and operating on 1 January. We also
believe there should be some fairly strict vigilance on this code, also a mechanism by
where we can identify where it has fallen down.

| think it should be reviewed within six to 12 months and if it's not working,
let's go to amandatory code. | know we're coming to an end; in our supplementary
submission we've indicated some areas where we want some additional items put in
the code. We've been careful to acknowledge the commission's concern about
impinging on commercial activities. The onethat | just really want to highlight is the
issue of full disclosure to consumers. |If the commission stands by its decision not to
allow mandated choice then we believeit's absolutely essential that some code of
practice be included in the code to ensure that consumers are fully informed.
Unfortunately I've only mentioned three here because | forgot about the old warranty
one. They should be informed on what parts will be used in their vehicle before they
go in, what their position is on choice - and we believe that position should be
reiterated at every renewal, every invoice renewal of premium.

There should be alittle line that says, "We don't offer you choice" - not weasel
the words, let's get into it, straight in, "Y ou haveit, you don't, or you have to pay for
it." Pagel. We aso think the consumer needs to know up-front in their PDSs who
determines the method of repair. 1t may mean nothing to them but it may to some.
The fourth point | want to make s, let's get lifetime warranty issue clear. Itis
lifetime of ownership of the vehicle, not lifetime warranty. So let'scall it what it is,
because there would be alot of families out there where the father gives the son their
old car who would think because it's just transferred within the family that they
would have lifetime warranty, and they don't. So let's call lifetime warranty what it
really is. Certainly the code must include that the insurer cannot impose obligations
on the repairer in terms of warranty that are beyond those from the original source of

supply.
| think we've said enough. We've said quite a bit about the IAG choice issue

and what afarceit isrealy becauseit's only designed to steer consumers to no
choice. On that - because we could probably go for another two hours - I'd like to
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thank the commission for giving us that extra time and we're obviously open to, if
you need to contact us.

MR FITZGERALD: No, thanksvery much. That goeswith al the participants
that we'll be going back, following up on the presentations and al the detailed
submissions and, as I've indicated, if people in the audience want to put something
on the public record later in the day, there will be opportunity to do so, and in
Sydney a number of repairersdid so. Good, thanks very much. Thank you,
gentlemen.
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MR FITZGERALD: We might move now to the Insurance Council of Australia.
Thanks very much, if you could just give your name and status within the
organisation for the purpose of the record.

MR MASON: Thank you, commissioners. Alan Mason, the executive director of
the Insurance Council of Australia.

MR DRUMMOND: Robert Drummond, general manager of the Insurance
Council.

MR FITZGERALD: Good. Over to you, Alan.

MR MASON: Thank you, commissioner, and thanks for the opportunity to speak
to you today. Asyou know we haven't yet made a supplementary submission
following the release of the draft report but we will do that. Just to make afew
overall comments, the Insurance Council, as you know, is the peak body for the
genera insurance industry in Australia and our members account for most of the
private motor vehicle insurance that is written in Australia. Our members include the
four major corporates who have appeared in front of the commission but they also
include 32 other insurers who write motor vehicle insurance which includes, | think,
importantly, private motor, commercial vehicles, fleets, heavy vehicles, motorcycles.
So there is a broad spectrum of motor insurance business.

To put that in context, private car insurance premiums of our members last year
totalled $4.6 billion; the commercial motor vehicle premiums totalled $1.3 billion.
So there'salot of commercial vehicle insurance out there. Rationalisation, | think it's
worth saying, has obviously occurred in the insurance industry, is occurring in the
smash repair industry and we think it'sinevitable that that's a feature of life that will
continue in both sectors. So we don't think it's useful to try and develop a solution
which resists the change that's being driven by economic factors. But the trend in the
industry is towards more efficient, more cost-effective operations, with the ultimate
purpose of that being a focus on the end consumer, the customer.

We have a general view that we need to take great care to ensure that the
outcomes of thisinquiry and the commission's recommendations do not unfairly
increase costs or disadvantage consumers at the end of the day. Thisisan incredibly
competitive consumer product which is heavily contested, mainly contested on price
and service, and the key cost driver of that, of course, isthe cost of claimswhich is
what thisinquiry isreally all about. I'll come to consumer choice later but just some
comments, if | may, about the preliminary findings of the commission. We believe
at ICA that the preliminary findings provide a clear way forward, following years of
discussion around this topic, on increased transparency, matters of process and
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dispute resolution.

We very much welcome the preliminary findings on informing customers of
individual insurer's provisions relating to parts to be used; on the safety and quality
issues related to PSR arrangements; on minimum payment terms and consumer
choice of repairers. We believe that improved transparency will assist repairers
where insurers have preferred smash repair arrangements, for example, greater
awareness of selection criteria, awider understanding of the position requirements
where there are changes in approved repairer status, and the positions on sale or
transfer of business. The preliminary findings of the commission have addressed
these issues and individual repairers will be making or have aready made their own
comments on those matters.

| should say today we obviously as an industry body are only talking
collectively on behalf of the industry, we're not in a position to talk for individual
companies. We acknowledge that until now the Insurance Council itself has opposed
any form of industry to industry code based on the fact that consumers are already
protected by the provisions of the General Insurance Code of Practice, the Insurance
Ombudsman Service and existing legislation like the Insurance Contracts Act and the
Financial Services Reform Act. We still are of the view that consumer outcomes
have got to be the driving consideration at the end of the day.

We've also argued that arrangements between individual insurers and their
service providers - especialy included in the automotive body repair industry - are
commercia arrangements, and dealings which are already subject to normal
commercial practice, Trade Practices legislation, ACCC oversight. So we have
previously opposed any form of industry code. | think we are pleased to be able to
advise the commission today - and we will be making aformal submission on this
point - that collectively ICA has reviewed its policy in that regard following the
release of the draft report, and we believe that based on the preliminary findingsin
your report that the industry will be able to respond and develop a voluntary code of
practice.

Wethink it's achievable if it is based on the preliminary finding at 6.4 of the
report on page 115 which says:

The advantages of an industry-wide code are likely to outweigh the
disadvantages, provided that it were to focus on specifying minimum
standards in matters of process, transparency and dispute resolution; not
interfere in consumer or consumer-repairer relationships; not cover
matters that are normally commercially negotiated between insurers and
repairers, and not prevent individual insurers developing their own codes
consistent with or building on an industry-wide code.
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We believe that therefore the development of an industry-wide code, voluntary
code, ispossible, it's practicable and will deliver positive outcomes. Our previous
concerns largely are assuaged by the commission's preliminary findings. | think we
might leave it at that point and respond to questions, other than we did just want to
touch on one aspect which has aready been raised this morning, and thisis on this
question of consumer choice and contestability.

Wein ICA conduct regular consumer tracking research at the end of every year
on awhole range of consumer-related issues. The most recent research we did in
December last year, that that market research has said that nearly athird of
consumers shop around for their car insurance renewal every year. That doesn't
mean that they change insurer but they contest their purchase annually. It's our view
that given the range of options that are out there in the market of product from
insurers, whether they have got choice of repairer or not choice of repairer and all the
other features that go with their motor policies, consumers do have choice and they
exercise that choice in selecting which insurer they insure with. We believe that all
these features are taken into account and at the end of the day the decision is dways
going to rest with the customer, so | might leave it at that.

MR FITZGERALD: Thanks, Alan. Can | just start with that last point. At the
present time the commission has come to the view that there is reasonabl e choice for
consumers in that there are a variety of policies now available. The concerns by
repairers of courseisthat may be the current position but if the majority of the
insurance companies were to change their approach to a no choice basis over time
then it fact that changes dramatically that position. So the question | suppose | have
isthat whilst | think our findings are reasonable in relation to the current position, do
you think that position changes if insurance companies move to increasingly

no choice arrangements and, if so, how does the industry deal with that if there was a
significant shift by all of the insurance companies into the future?

MR MASON: | suppose the umbrellaresponse I'd make to that isthat thisisa
fiercely contested market between insurers and insurers will do whatever they think
is best going to respond to what the customers want. So if one insurer adopts a
position of no choice and another adopts one of choice I'm sure the relative
competitors in the market will quickly observe the outcomes of those different
positions and, back to my point, | think in the end it's consumer behaviour that will
determine the industry response to these things. | think it's very difficult to try and
develop a solution to a current range of issues on the hypothesis that those issues
might all change in the future.

| think one of the things we do know is - we have alot of experience between
Robert and | in devel oping consumer codes of practice within the industry - you've

03/2/05 Vehicle 160 A. MASON and R. DRUMMOND



got to have review mechanisms built into those codes so that over time you can
respond to changing circumstances. That would be in my view the way to deal with
it.

MR FITZGERALD: One of the consistent themes over the last decade in these
issues - and admittedly each of the companies will speak on their own behalf - has
been the concern of the imbalance in terms of market power, and we've heard that
this morning, between a shrinking number of very dominant insurers versus avery
large number of small to medium size businesses and the impacts that having.

Y ou've aready heard this morning the view that the behaviour of insurance
companiesisin fact leading to arationalisation not based on normal competitive
market forces but on a manipulation by insurance companies. | was wondering
whether you have a view about that.

MR DRUMMOND: | think our view would be very much that what is happening
in the market in terms of the rationalisation - first of all it's not an Australian
phenomenon, it's happening worldwide, and we believe in fact that that is rational
and real market force, it's not an artificial market force. So | think it's puzzling to
describe something that is quite obviously a competitive and compelling market
force that it somehow is not a market force, that it isamanipulation. So we believe
that exactly what is happening is normal, competitive, compelling competitive
market forces. If they are resulting in the rationalisation of the insurance industry,
which in turn resultsin the rationalisation of the smash repair industry, then that is
the economic direction.

MR FITZGERALD: So how do you respond to the views put again today and
we've heard right throughout not only thisinquiry but previously that at the centre of
this the removal of or the reducing of consumer choice of repairer isin fact itself the
source of the rationalisation rather than what would be happening if there was
genuine consumer choice on a broader scale.

MR MASON: | think it'sdifficult to respond to that because I'm not aware of any
rigorous market research or consumer testing that actually says that that's the case. |
think 1'd probably pass on that question if I might.

MR FITZGERALD: That'sall right, that's fine.

MR RENDALL: Canl just go tothework that you do annually when you're
looking at the consumers - you're doing your own surveys and the like - and you're

saying that athird of policy holders shop around each year.

MR MASON: Mm.
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MR RENDALL: What'sthedriver? Isit just purely price? Isthat the only - have
you been able to drill down into the reasons?

MR MASON: Look, across all the consumer insurance products the primary - the
first but not the sole decision-making issue is price, whether that's car insurance or
house insurance or anything else, because there is aview that thisis a commoditised
product. But then insurance companies have awhole range of other value-added
propositions, service arrangements and everything they offer customers, not just the
price. Infact, many of the companies actually offer you a basic price and then
optional add-ons at increased prices and many customers actually do buy those. So
price might be the starting point but it's not necessarily the - - -

MR RENDALL: The sole sort of driver.
MR MASON: The sole determinant, yes.

MR DRUMMOND: There'sincreasing evidence that consumers are becoming
more aware in their choice of the financia strength of the insurance company, the
strength - - -

MR RENDALL: HIH would have helped that.

MR DRUMMOND: Yes. Theextent of the terms and conditions, the size of the
excess, for example, these are all now factors that are showing an increasing trend in
awareness but it still remains by far and away the single most important driving
factor, is cost.

MR MASON: The other important development which isreally a new environment
isthe introduction of the financial servicesreform legislation and this massive new
effort around the disclosure regime and informing consumers has changed the nature
of the information being delivered to consumers and available to them. Thewhole
intent of that legislation isto put the consumersin amore informed situation in
making a purchase.

Again, we tested that out in this market research, bearing in mind that thisis
gtill in transition, the FSR is, and there are early signs in our market research that the
consumers are welcoming this added information that they're getting. | mean, | know
there's been alot of complaint about the volume of it but the consumers seem to be
responding very positively to this additional information and their ability to
comprehended it. So that'sall changing, | think, the nature of consumer behaviour.

MR FITZGERALD: Just on that, this morning and previously we've heard the
general agreement, and many of our preliminary findings indicate greater disclosure
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or transparency in relation to a number of issues - parts, the issue of choice and so on
- you've supported that. Leading from what you've said is, one can continue to
provide more and more information; the question is whether it's actually effectivein
informing consumers. We've heard that whilst it is true that the insurance companies
arein fact disclosing various things - (POWER FAILURE) - you know, it's
somewhat hidden. How do you as a council deal with that? How do we actually
deal with this greater volume of disclosure, but the real issue is whether it's effective
disclosure, in order to truly inform choice or decision? How as a council do you - or
how as an industry are you dealing with that?

MR MASON: | suppose I'll answer that in reverse, in that the industry some 14
years ago set a consumer dispute resolution process which is now the insurance
ombudsman these days. The proof of the pudding isin the eating and the
ombudsman - I'm just confining myself to car insurance issues at the moment. The
volume of complaints that goes to the insurance ombudsman is, | think, 0.3 per cent
of car insurance claims and less than half of those complaints are actually determined
in favour of the consumer. So the level of lack of consumer understanding and
consumer concern around car insurance claimsis absolutely minimal, and thisison a
service that has been in place for 14 years now and very well established.

So | think my answer is that evidence would suggest that the market is actually,
from the consumer point of view, functioning very well and there aren't any rea
fundamental consumer concerns around this product so from that | deduce that
there's not alot of challenge to deal with. Where you put your explanation of
consumer choice of repairer or thingsin your PDS is of course a challenge because
the PDSs, as you note, are quite long because insurers have got to provide the
consumers with a huge raft of information. All sorts of different people would like
their point to be number one in the PDS but that's just a question of presentation
which isdown to individual companies as to how they do it.

MR RENDALL: Interms of other insurance products that your person in the street
might use are the percentage - you know, isit still .3 per cent for everything -
household - - -

MR MASON: No, | think the average across the industry is about - just under
2 per cent isthe disputed level of claims.

MR RENDALL: Soyou'resayingthat'sreally lower again than the average.
MR MASON: Yes, motor insuranceis probably far lower than the average.

There's more disputation around household insurance and contents claims than
around car insurance.

03/2/05 Vehicle 163 A. MASON and R. DRUMMOND



MR FITZGERALD: Inrelation to dispute resolution you were talking about the
consumer side of it. If there were to be avoluntary code or a mandatory code one of
the key elements of those codes is dispute resolution and that's obviously the case.
Does the council have aview asto the appropriate nature of dispute resolution
between repairers and insurers, how that would be facilitated at this stage?

MR MASON: We haven't really done any work yet to see how you would address
that in detail. | mean, there are various dispute resolution models out there. | mean,
we've got one currently in our privacy code which isacommittee that reviews
complaints. In the general consumer code we've got this whole ombudsman service
that deals with complaints, so that there are different models and that's something
we'd have to take on notice and look at as we go forward and develop a code.

MR DRUMMOND: Thefedera government of course have produced guidelines
and characteristics of what they believe should be the essential elements of a good
alternative dispute resolution process - its accessibility, transparency, fairness; there
are seven or eight of these criteriathat are set out in the government's guidance notes.
| may say that in developing that guidance paper the government drew very, very
heavily on the General Insurance Industry Code of Practice. So we have very
considerable experience in designing dispute resolutions that are effective but
essentialy work in favour of the consumer. So we certainly, in developing any
ADR, would be looking to the government guidelines.

MR FITZGERALD: Moving to your submission in relation to a voluntary code of
conduct - sorry, avoluntary code of practice, could | just ask if, given that an
industry-wide code was mooted in 1995-96 and again in 2002-2003, what do you
think the fundamental reason for the failure of the two industries, the repair industry
and the insurance industry, to arrive at a code of conduct to this date? Obviousy we
welcome your comments this morning, but what do you think has been the primary
factors that have led to a situation where there has been no industry-wide code?

MR MASON: Robert can probably expand on this, but basically | think the
previous proposals proposed to include matters that we thought were the province of
commercia arrangements between businesses, and that was one of the real stumbling
blocks.

MR DRUMMOND: It wasvery difficult for usto read some of the draft proposals
that came forward without the view that fundamentally they were attempting to
protect the smash repair industry against competitive forces and that they were really
seeking to impose an artificid, if you like, climate that would protect the smash
repairers against normal economic rationalisation.

MR FITZGERALD: Which of the elements of previous proposals do you think
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most fall into the category that has caused you concern?

MR MASON: They're probably in the matters that you've listed to exclude from a
proposed code which are things like minimum hourly rates and prices, standard
hours, mandating types of parts to be used, the weightings for PSR selection criteria,
terms of payment. Those, we think, are fundamentally the province of negotiation
between individual insurers and their suppliers. So it'sthat - | suppose those were
the core basket of issues that led to our many years, | suppose, of resistance to
previous proposals.

MR FITZGERALD: Some participants both in submissions - and | should make
the comment the commission has never received as many confidential submissionsin
any inquiry inits history asit has on this one, so the public submissions are only a
small number of the overwhelming, but one of the recurring themes is afundamental
lack of trust by repairers in insurance companies and the insurance industry
generdly. Inthe comments this morning and others about a voluntary code that
seems to still be the case, that there is as fundamental lack of trust between the two
industries. What in the current climate would give us confidence that
notwithstanding the history of mistrust one could move forward in a positive way
between the two industries?

MR MASON: | acknowledge what you say about the lack of trust and if that's
going to change we've got to start on a new road somewhere. | genuinely hope that a
process of putting a voluntary code of practice in place will actually start that process
of developing trust and engagement where the parties actually get these issues out on
the table and see how they're addressed. | honestly think that notwithstanding what
the previous speaker said, if we leap from where we are now to a mandatory code
any prospect of improving the trust relationship between the two sectors is gone out
the window for all time because a mandatory code means that there is no need to
engage. You know, someone else is going to write black letter law and say that's it -
and that's going to do nothing to improve the relationship between the parties. So |
think avoluntary code of practice is probably the best opportunity we've got but it
will take time. | mean, you don't change these sorts of attitudes overnight but I'm
sure that's the best opportunity.

MR RENDALL: What sort of time? How much time, do you think?
MR MASON: What, to rebuild trust?
MR RENDALL: No, to prepare avoluntary code?

MR MASON: Our past experience on consumer codes is that these are issues that
you can't do with the wave of awand, but we would think it would be realistic to say
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that we could complete a code of practice in this calendar year, would be our
expectation.

MR DRUMMOND: | think it's worth making the point too that in developing a
code it will not just be a question of discussion between insurers and the smash repair
industry. There will have to be consultation with the public and that is a process that
can't be skimmed and has to form an integral part of any development of a code.
There has to be public consultation.

MR FITZGERALD: If you could just elaborate alittle bit further on that -
obviously we've heard throughout thisinquiry that all parties believe that the
consumer's interest, the insured interest and the owner of the car is paramount.
Notwithstanding that, nearly all the issues we've been dealing with have been about
that interrelationship between insurers and repairers, albeit with an impact on
consumers. So just explore, Robert, why you believe and how you believe the public
would need to be engaged in the process, not in precise detail but generaly your - - -

MR DRUMMOND: Wséll, | supposeit'sdriven by our experience of developing
and at the present time we are redeveloping our own code of conduct.
Unquestionably the input that we got from the period of public consultation has
greatly informed the process and we will have a significantly different code from the
one that we set out as a public consultative document as the result of the comments
we've had from the wider public. Inevitably this code is going to be for the benefit of
the consumer - the improved relationships will benefit the consumer - but we haveto
be certain that what we are saying and what we are proposing to do makes sense to
the consumer. So | really see that it would be unredlistic to think of developing such
an important code as this without a very full process of public consultation.

MR FITZGERALD: Justinyour experience, voluntary codes of conduct - and you
have them, as you say, with consumers - can | ask this. does the Insurance Council
or its members have voluntary codes between suppliers of services and insurers?

MR MASON: Not at present, not at all.

MR DRUMMOND: The Insurance Council does not.

MR MASON: Individual companies may well address those issues themselves but
the Insurance Council doesn't.

MR DRUMMOND: Some of our member companies do have suppliers codes not
just relating to the smash repair industry but to al types of suppliers.

MR FITZGERALD: But not anindustry-wide basis to your knowledge?
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MR MASON: No.

MR FITZGERALD: Just acouple of comments. If there were to be a mandatory
code of conduct what do you believe to be the negatives of moving to a mandatory
code? You'veindicated that you believe that would be an antithesis to developing
trust. What are the other disadvantages that you believe would be incurred by either
your industry or the repairersin a mandatory code?

MR MASON: | suppose there are arange of issues but one of them - aswe said at
the outset, thisis actually amarket in which - of our members, and we don't cover the
entire insurance market. We've got 36 insurers transacting motor insurance business.
Some of those are niche players or very small, et cetera, and a mandatory code might
be quite inappropriate for some of them. So therefore a voluntary code provides the
opportunity of catering for special niches and special circumstances the way special
segments of this market are dealt with. If you are an insurer that just insurers petrol
tankers, for the sake of argument, well, you know, there's probably special
arrangements that they have with very selective parts of the repair industry to deal
with those things. So | think avoluntary code gives you the opportunity of dealing
with market differences and special circumstances.

| suppose avoluntary code will be active. My understanding of a mandatory
code under the Trade Practices Act isthat it becomes of the nature of regulation
under the Trade Practices Act and therefore it is no different to black letter law which
is applied and enforced by the courts and by the ACCC based on dispute or
complaints referred to the ACCC. So amandatory code under the Trade Practices
Act | don't think fits the concept of whatever he's talking about, about a code of
practice that sees aliving development of behaviour and relationships and things. It
just becomes another part of regulation.

MR DRUMMOND: Butif I could add perhaps a more subjective point. | think it
comes down the word "ownership". One of the most successful features of the
General Insurance Industry Code of Practice is the enormous sense of ownership of
industry, "Thisis our code and we developed it willingly and voluntarily. We will
stand by it. Wewill behave by it becauseit is our code and it has not been imposed
onus." Thissense of ownership is something that is very compelling in developing a
code that members will subscribe to and stand by.

MR FITZGERALD: But one of the advantages of a mandatory code as distinct
from avoluntary code is that a voluntary code by nature allows for opt in and opt
out; opt in and opt out by insurers, but aso opt in and opt out by repairers. A
mandatory code by its very nature because of the legidlative base covers all insurers
that are determined and all repairers, whereas the voluntary codes have this opt in
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and opt out. Asyou say, ownership isthe contrato that, people stay in it because
they believe they own it. But one of the people proposing the mandatory indicate
that where you cover everybody they don't have to own it, they don't haveto likeit,
they're al in on both sides of the fence.

MR MASON: Just to clarify something; our understanding of a code, whether it's
voluntary or mandatory, is a code that applies to insurers not to the repairers. It deals
with the insurer's issues.

MR FITZGERALD: It can and that's how avoluntary code would normally be
done. A mandatory code like the franchising code, applies to franchisors and
franchisees and | might say advisers. So you get in fact in amandatory code, say,
these people are required, whereas a voluntary code would traditionally be in your
case theinsurers.

MR MASON: Yes.

MR RENDALL: W.iththedifferentiation, just looking at the premiums between
the personal motor vehicle and the commercial stuff, should a code differentiate
between those or should there be two separate codes or does it need to be different at
all for those two groups, do you think?

MR MASON: It'san areaof some complexity which | think when we get to the
point of drafting a code is going to be one of the issues we haveto look at. | mean, if
you take fleet motor insurance, for example, some of these fleet insurance
arrangements could be subject to very large deductibles where the fleet owner
manages the claims and the repairs up to alimit within his policy, and only after that
doestheinsurer engageinit. But they're not al likethat. Some work from the
ground up, so when we sit down to look at a detailed code, this issue about whether
we're talking about private cars or the whole spectrum of motor vehicle repairsis
something that we're going to have to think abouit.

MR FITZGERALD: If I can ask aquestion and you may not have a view about it.
We've heard of some tensions between the manufacturers and suppliers of motor
vehicles and issues around, for example, the failure to provide what is called
intellectual property to repairers and so on in relation to repairs and we've seen an
increasing move by manufacturers to control themselves. For example, Mercedes,
BMW and others are setting up their own particular type of preferred repair
arrangements. Do you have any views about the relationship between insurers and
manufacturers at this stage as a council?

MR DRUMMOND: So far it's not an issue that any of our members have brought to
us as a matter of concern, so I'd have to say it's not on our radar screen at the
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moment, no.

MR FITZGERALD: All right, thank you, very much, that's terrific. Alan and
Robert, thank you. We'll now take abreak for 10 minutes and after that AAMI or
Prominawill present.
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MR FITZGERALD: Thanksvery much. If you could just introduce yourselves -
your name and the position you hold in the organisation.

MR ARNOLD: Good morning, commissioners. My nameis Ron Arnold. I'm the
general manager corporate affairs and executive office for AAMI.

MSJOSEPH: Maureen Joseph. I'm AAMI's national repairer manager.

MR PEPPARD: I'm Frank Peppard, the manager of national corporate affairs for
AAMI.

MR FITZGERALD: Okay. Over to you.

MR ARNOLD: Thank you. Firstly I'd like to thank the commission for the
opportunity to present our views on the draft report of November 2004. From
AAMI's perspective, the commission processes again provided a sensible approach
and framework for any issues that are clearly in the mind of insurers and repairers,
and in working through those issue, the commission has provided some balanced
recommendations on the way forward, and to that end we do believe - AAMI
believes that the draft report is going along way to bringing some clarity to many of
the issues that have been highlighted over many years.

In that respect, it's AAMI's view that the commission has correctly concluded
that consumer choice of repairers should not be mandated, as adequate choice exists
in the market. Preferred smash repairer arrangements benefit consumers, insurers
and many repairers, but cannot be inclusive of all repairers. No clear evidence exists
of systemic safety issues arising from PSRs. Thereis no justification for regulating
an industry standard hourly rate or imposing industry standard hours. The existing
IDR processes and external disputes resolution process that exists in the insurance
industry for consumers is working adequately as it relates to issues between insurers
and customers, and finally that rationalisation and productivity improvement in the
smash repair industry will continue due not only to the actions of insurersto reduce
costs, but changes in the market for smash repairs. We would agree with al those
conclusions in the draft report.

We would add on the issue of rationalisation and profitability that we're aware,
and it's evident, that in many of the submissions and no doubt in the presentations at
the draft report hearings, that there are concerns about the profitability in the repair
industry, and the commission itself has described the situation as many repairers, if
not all repairers, are facing a cost squeeze. Whilst we accept that, as a broad
generalisation, is the case, we would make the point that there are many repairers
who are currently operating very profitable businesses, and indeed there's significant
evidence that they're investing in the future, be that in the form of equipment, be that

03/2/05 Vehicle 170 R. ARNOLD and OTHERS



in the form of property, be that in the form of apprentices, which indicates, asthe
commission has suggested, that there are people who are in a position where they
believe thereisafuturein thisindustry. Not al repairers believe that it is gloom and
doom.

In its submission we did provide considerable evidence in support of that view
of the world and we will be providing further evidencein our final submission, and
we believeit's important that thisis acknowledged in the commission's final report as
the report will be a critical reference document, as the previous report was, for
policy-makers and others going forward. Against that background, we'd like to focus
on the scope and content of a voluntary code and the disputes resolution process as
described and as rationalised by the commission.

AAMI supports the commission's view that the code should be voluntary and
not mandatory in the first instance. | should add; should focus on minimum
standards and matters of process, transparency and dispute resol ution; should not
address issues of consumer disputes with insurers; should not unduly affect the
normal commercial relationship between insurers and repairers or be anti-
competitive, and should not prescribe consumer choice, and should not prevent the
development of individual corporate codes. We agree with those positions.

Overal we've interpreted the commissions' intent as seeking to enhance the
understanding of the risksinvolved for repairers by clarifying and bringing greater
certainty to critical aspects of the business relationships with aninsurer. Itisfair to
say on the evidence presented and the history of the relationship between repairers
and insurers that that's perhaps not an area where the insurance industry has done
itself great credit, and certainly it's an areawhere there's scope for considerable
improvement, and there should be some focus.

Having said that, another critical foundation piece for any principles
underpinning the code we do believe is that the code should not remove the normal
business risks that are faced by businesses, be it insurers or repairers. We think that
is consistent with the commission’'s direction. So whilein broad terms we agree that
the commission has established the right foundations for the code, in moving to the
detail asto what a code might comprise, AAMI has two primary concerns, and we
note that a number of the other parties that have made submissions and presented at
the hearings have raised some of these.

The first one concerns incorporating a provision in the code that requires the
cessation of funny times, funny money. | think the VACC referred to thisissue this
morning. We appreciate the commission's endeavours to find a solution to that issue;
something that most participant have freely acknowledged exists, that iswearein a
situation where we have funny times and funny money for some companies. As
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we've stated before, AAMI does not rely on this system. Our concern however is
that arequirement to cease the arrangement will necessitate its replacement with
alternatives. The replacement with alternativesin itself is not aproblem. The
problem iswhat are the alternatives. Itisnot clear.

Indeed al one-quote oriented frameworks will have a dimension of unreal
times and/or unreal money. That istheredity in AAMI's view, and from our
perspective, everywhere we've looked in the world, wherever one-gquote oriented
frameworks that rely on time and rate, time manuals, al these options and
approaches have the very same problems that we seein Australia. Hence we believe
to burden the code to come up with terms will slow down if not halt the process, and
that would jeopardise reaching agreement on the balance of the positive code
components recommended by the commission.

Our other prime area of concern relates to disputes resolution, an areawhere
the commission has specifically requested comment. On page 116, the commission
recommended that the disputes resolution procedures should not deal with disputes
about choice of repairer or individual quotations, such as disputes about the scope of
work required, repair method, types of partsto be used or price. We agree with the
statement and consider that should be reinforced in the final report.

The commission also suggests that disputes resolution could deal with disputes
about selection or non-selection for PSR status, removal of such status, performance
under PSR contracts, payment times, whether agreed work was undertaken, work
quality and guarantee disputes. AAMI accepts that arepairer should be able to
challenge an insurer's compliance with the code as it relates to transparency of the
agreed processes and adherence to the minimum requirements.

The commission has also acknowledged that individual companies could have
their own codes reflected in their particular business needs. In AAMI's view, great
care needs to be taken therefore that the parameters for the disputes resolution
function are clearly specified, so it does not find itself in a position whereitis
making determinations or establishing precedents that impinge on individual
insurer's approach for meeting code obligations. We believe that's the detail, and that
concerns the relationship between the repairer and the insurer.

Thisiscritical, asrepairer groups may have different expectations on the role
that can be played by the codes disputes resolution body, seeing it as a body that
plays afar more active role in shaping the repairer/insurer relationship. If adisputes
resolution framework were to have thisrole, even if it were by default, if it'sto
establish an industry code, whether it is mandatory or voluntary would be
undermined. A good example of this concerns selection or non-selection for PSR
status which isin the commission's list as an area that the disputes resolution process
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could deal with. While AAMI accepts the view that insurance companies should
bring greater transparency to the selection criteria and the notification process, we
would not agree that the actual selection itself should be dealt with under the disputes
resolution mechanism.

Other than if an insurer had simply not followed its own stated process, any
other decisions by the disputes resolution body would be making judgments
regarding the efficacy of an insurer's selection parameters the repairers and insurer
chooses to deal with. We don't believe that should be in scope for the disputes
resolution private body. Similar problemswould arise if the disputes resolution body
were to engage in disputes regarding an insurer's performance management criteria
as opposed to the compliance with the agreed criteria. The same could be said of
quality issues.

On adifferent note, it is not clear to AAMI why work quality has been
included as a stand-alone issue that can be subject to disputes resolution.
Presumably work quality must relate to disputes concerning removal of PSR status,
guarantee obligations or performance under PSR contracts. As such, we believe
reference to work quality is redundant and should be removed, otherwise there is
scope for confusion as it relates to pre-repair issues - eg, repair method, repair costs -
all of which have been ruled out, or to consumer concerns with post-repair quality.
Neither arerelevant here. It isalso not clear to AAMI why the matter of whether
work was undertaken is a matter for dispute resolution, and we seek the
commission's advice on that.

More generally asit relates to disputes resolution, AAMI supports the
commission's recommendation that insurance company disputes resolution processes
should be accessed prior to a dispute being referred to an industry code disputes
resolution process. We also agree that the unsuccessful party should bear any costs
involved with an EDR appeal.

To wrap up, we believe that the commission's report has provided impetus for
insurers and repairers to focus on aworkable code that can be a circuit-breaker to
many of the current relationship tensions. This has only been possible because the
commission has brought clarity to the areas that need not be included in such a code,
areas that have been stumbling blocks to any agreement in the past. We look
forward to the final report and the commission providing greater clarification on the
path aready set to ensure there is no ambiguity that may give rise to afurther
stand-off between the parties, and that's both the insurers and the repairers.

Finally there have been a number of issues presented to the commission

through the inquiry directly relating to AAMI's conduct. We're not intending to
canvass those here, but we will be providing our view of the complete and accurate
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details asit relates to those particular issuesin our final submission, and we'd like to
thank you for the opportunity to present to the commission.

MR FITZGERALD: Thanksvery much. Any other comments. If | could just run
through afew things, | just wanted to - with one of the last points you madein
relation to dispute resolution around work quality, the issue there that's been put to us
by repairers, there's two sets of issues. Oneisin relation to the quote itself, and there
has been a strong view put by repairers that there should be a disputes resolution
around the actual quoting and acceptance of that quote.

The second is particularly in relation to rework. We've heard a number of
instances where repairers believe that, subsequent to the job being done, there's been
adisputation with the insurance company and the repairer about the quality of the
work, rectification of that work. Sometimesit's been rectified by an alternative
smash repairer, and that cost has had to be borne by thefirst repairer. Our view was
that that's avery significant issue. Whilst it relatesto theinitial quote, it'sactually a
separate issue, and some of the quoting processes are, at best, open to interpretation.
So why would you be opposed to that particular element, that rework rectification,
basically quality of work issue being subject to dispute resolution?

MR ARNOLD: | don't believe we would have a problem in ensuring that there was
arework issue. Insurers makeit very clear asto whose obligationsit is and how that
process works, and to the extent, which | think is an issue you touched on, that an
insurer has made a change or an assessor has made a change to a quote and that isa
factor in relation to the rework, we believe that should be given due consideration
also. So we believe we are consistent with the commission's direction or simply
reading the black and white, if you like, of what the commission was referring to.

MR FITZGERALD: Sowhen we use thewords "work quality” - and we'll haveto
be more specific - | think we're referring to those i ssues that happen post the work
being done.

MR ARNOLD: Asitrelatesfor argument's sake to the liability for the costs of
conducting the rework. We're comfortable with the notion that there should be
clarity around that, and should an insurer either not provide clarity in terms of the
process or not indeed follow its own process, then we'd be comfortable that that
could be disputed.

MR FITZGERALD: Going to thefirst part of it, anumber of repairers even in this
room have indicated to us that we should in fact have gone further with dispute
resolution to actually deal with a dispute resolution around the original quoting
process, and a number of repairers have presented in Sydney, and will do so today,
that no doubt will reinforce that. Our preliminary view, as you've rightly indicated,
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is not to provide dispute resolution at that point. Nevertheless, repairers have a point
that if there is a dispute around the quoting process, they have nowhere to go, and
they are very much at the control of the insurers. So | was just wanting your
comments around that particular phase.

MR ARNOLD: Asitrelatesto individual quotes, clearly ultimately someone must
decide on the scope of worksin arepair. Inthe case of AAMI's system, we obtain
normally more than one quote, which gives us two perspectives on that scope. We
have assessors who are qualified assessors who provide athird perspective, and a
decision must be made. We don't see those as issues which would be well suited to a
disputes resolution process as it would indeed stall repair of customers' cars, and
provided the liability obligations that subsequently flow from any decisions made by
an insurance company or an assessor are clear, we don't believe that those issues
should be subject to disputes resolution prior to the car being repaired. They are
post-repair issues, if | can put it that way.

MR FITZGERALD: We've heard thismorning from the VACC and we've had
submissions, both confidential and otherwise, that has indicated that thereis, in the
view of some, a systemic issue or a Systemic approach by some insurance companies
to in fact accepting a quote but then going back and renegotiating the quote down or
alternatively renegotiating the quote up, but as away of manipulating where the
actual job goes to, and your company has been named, as others have been as well.
Do you have aview?

MR ARNOLD: That'snotanew claim. That's certainly not our standard approach
for running our business. Theissue, | think from AAMI's perspective, asit relatesto
that, isthat quoting on carsis complex. As| think you noted this morning, there are
many, many different views on how a car could be repaired. Thereisno oneview. |
mean, there are no doubt repairers in the audience here and they will give many
different views on how to repair that car. They will also give many different costs or
guotes on how to repair that car. It'snot in AAMI'sinterest to allow arepairer to get
ajob for under what it's ultimately going to cost because we ultimately pay for it.
We do allow repairersto put in supplementaries to identify additional work that
needs to be done, and we still pay for that. It'snot in our interest to allow that
process to happen. One of the consequences, as we do monitor those things -
supplementaries and so on from repairers. So if repairers are abusing the system in
that way we do talk to them, but you understand that's afluid situation. It's just
simply not in our interest to allow that as a standard operating practice.

MR FITZGERALD: You'veindicated manipulation by repairers. The accusation
may be that it was the manipulation by assessors or what have you. The issue there
that people have raised with usisthat one of the weaknessesin the present
arrangement is the lack of certification or accreditation of assessors, aswell asthe
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way in which insurance companies require them to operate, and you've heard those.

MR ARNOLD: Yes, heard those. We appreciate those comments. We only
employ qualified assessors who are ex-tradespersons. We can't comment on what the
other insurers do. In the way our process works, our assessors are interacting with
repairers on the ground daily in our centres, talking to repairers about repairing cars,
talking to repairers about the new cars that are coming out, the issues associated with
those cars. Whilst it'sfair to say they are not involved in repairing cars on a
day-to-day basis, they are involved and engaged with repairers on a day-to-day basis
about the issues associated with repairing cars. We also do do some training and
provide information to assessors around devel opments with cars and technology and
so on and so forth.

So we do go to great lengths to try to ensure that our assessors do have a
contemporary view of what needs to be done on repairing cars. But as| think the
commission itself hasidentified there are |ots of different views on any one car asto
what should or should not be done as it relates to an issue which | think was raised
this morning that cars are getting more and more sophisticated. That is clearly an
issue and is clearly something | believe most insurance companies as repairers are
concerned about that, and ensuring they can access the information to understand
what needs to be done is an ongoing concern.

MR FITZGERALD: Just related to the same area, one of the points that has been
raised to usisthat some repairers feel that they have been excluded from obtaining
work from insurance companies over a sustained period of time. If arepairer
believed that was the case in the case of AAMI and its related companies, how would
arepairer be able to have that issue addressed in your own organisation?

MR ARNOLD: [I'll giveyou ahigh level answer and | might defer to Maureen who
might give you some more details. It's no secret that AAMI has a two-quote system
and we have, if you like, repairers on a panel. Those numbers have been fairly stable
over the last few years, a bit over 500, 550-odd repairers. We do accept on register,
interest from repairers who want to do work with us. But at the end of the day,
whether those repairers are or are not appointed is contingent on our business need,
and there are a series of other factors. We advise repairers of that accordingly and -
Maureen, you might want to add to that.

MSJOSEPH: Isit regarding coming on to that panel or more specifically
regarding having their quotes - - -

MR FITZGERALD: Weéll, you've raised the second issue of getting onto the

panel, but the other issue was simply where people engaged in the competitive
tendering process - - -

03/2/05 Vehicle 176 R. ARNOLD and OTHERS



MSJOSEPH: Who feel they haven't had afair shot at getting their quote?

MR FITZGERALD: Yes, and believe that there's a problem in the process or, as
I'veindicated before, that there's some sort of manipulation taking place. How
would they have that addressed in your case?

MSJOSEPH: Repairers have the ability, and do, to either raise that directly with
our people at our centre. We've now opened our IDR processto all repairersin the
industry, so | would imagine arepairer with a concern about that would have no fear
or anything to lose by taking something like that to Bob Davis and then we would go
back and we would check out that issue. So we haven't ruled out that we - we know
that we don't always get this sort of thing right. We do ahell of alot of quotes out
there and sometimes it doesn't work but it's just, as Ron said, not in our interest to
throw a better, more competitive quote in the bin and end up at the end of the day
paying more for the work just to have it done within our network.

If acustomer really wantsto go to arepairer, that repairer is submitted the best
guote on the day for the job, the customer is going to be happier with the outcome,
we've got a more competitive price. Thereisjust no compelling reason why we
would set out as acompany to operate that way. In the occasions where something
does go wrong though the IDR processisthere. | understand the pressures repairers
may be under in terms of - those within preferred repair schemes in terms of, "Oh,
gee, we don't want to rock the boat" - that's areality that we're trying to address
constantly - but for those predominantly in this case outside those schemes with
nothing to lose, that's what we opened the IDR process up for.

MR ARNOLD: Which followed the ACCC recommendations, | might add.

MR FITZGERALD: Just on that, you mentioned the second part which was about
the panel being able to be appointed to a preferred smash repairer scheme. Again,
the issue that has been raised has been - and | note your point that you draw a
distinction between being able to have the actual decision as to who gets appointed
being subject to a dispute resolution as distinct from whether the processes or the
compliance was dealt with. But currently if a person wanted to be a PSR with AAMI
or one of your other companies and felt aggrieved at that decision how would that be
dealt with?

MSJOSEPH: Effectively the application process now is, "Send us an application.
Make contact with us" - we have repairer managers in each state - "Put in your
application." We consider those applications when we have a need in that area but as
| think we probably have mentioned in our submission, the panel is not changing
greatly in terms of numbers so there's not an ongoing process of putting new
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repairers on on aregular basis. But we go to the applications we've received in terms
of determining who we will put on. We respond to every application, we'll do that
within 28 days. We'll note the fact that it's on the file for reference and we then have
aneed in that areathat's where we go looking at this stage.

Now, we may well with the recommendations that are being put forward go to
the point of advertising each year for expressions of interest and maintain a record
that way in the future.

MR ARNOLD: But I think to go towhat | think is your point we do not currently
within our framework have an explicit recognition that if arepairer is not successful
it can elevate that to our IDR process and have it reviewed. That's not explicitly in
our framework currently. Subject to the commission's recommendations that's
certainly something we would consider.

MR FITZGERALD: All of the comments that you've made sit within thisissue
about rationalisation. If | can just deal with that broadly and then come back to some
of the points you've made. Y ou have heard this morning and in many of the
submissions that repairers are not opposed to a rationalisation which is based purely
on market forces but there is aview by many repairers and their groups that in fact
what is occurring is a rationalisation not because of market forces but because of the
way in which insurance companies now currently operate and in some way that's
mani pul ating the rationalisation process. | wonder whether you have a view about
that given that AAMI hasin fact moved and changed the way it operates over a
period of time as have a number of the other companies.

MR ARNOLD: | thinkit'sfair to say that the actions of insurers, whatever they
may be in any market, are going to impact on the markets they deal with in exactly
the same way the actions of insurers asit relates to repairers will impact on repairers
asthe actions of repairersimpact on insurers. | don't think there's any secret in that.
| guess we're abit perplexed by the notion of the fact that we are working with our
PSRs trying to push more volume into those PSRs to give them greater certainty
about work volume, to give them greater certainty about the relationship they have
with usis a negative thing.

Clearly, if you're not in that PSR that's an issue and | think that is a serious
issue for the industry, given particularly AAMI has a view there has been as aresult
of historical circumstances an over-supply of repairers and indeed, as we aluded to
and put in our submission, we think that's something that the repair sector and the
VACC aso acknowledges that there is an over-supply of repairers and that the reality
is some of those repairers may not be around in afew years. But the notion that what
we're doing is somehow immoral or inappropriate | think AAMI just can't accept.
We're pursuing our business.
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We're trying to - as Maureen said, we don't get it perfect. We are trying to do
the right thing by repairers. The commission, | think, will give us some insights how
we can do better. The code will improve that and we will push on down that front.
But that notion that we're doing something immoral or irresponsible or
inappropriately shaping the market, whatever "inappropriate” means, we just don't
accept that as a position.

MR FITZGERALD: Justintermsof - we've heard alot about the way in which
repairers have maintained that their profitability has been reduced. There's some
contention about just how far that's the case. The commission has cometo aview
that overall the repairers have suffered a cost squeeze for a number of factors. To
what extent do you think that the insurers themsel ves have contributed to that
squeeze as distinct from general increases in business costs?

MR ARNOLD: | think once again as we noted in our submission there has been
important changes in the dynamics of the market so - the commission itself identified
there are in essence a smaller number of large players dealing with repairers. Those
insurers variously are paying more attention perhaps once than they did to their
relationship with smash repairers for a variety of reasons. One of those things are the
cost of repairs but other factors are the quality of repairs and the service their
providing their customers. When three or four players make that decision - because
AAMI hasn't fundamentally changed its model for 15, 20 years, but when the other
playersin the market change they way they do business that will impact on repairers.
So to the extent that they are paying more attention to those things and putting in
place different frameworks we would acknowledge they are impacting on that.

We would go on to say, however, that - which | think as the commission noted
- there's no obvious detriment here to consumers and we would go further to say
there are some repairers for whom that is a good thing, having more certainty about
the relationship.

MR FITZGERALD: Just on that, repairers continue to maintain that one of the
critical elementsthat is necessary for aredly effective marketplaceisin fact
consumer choice, and we have dealt with that at some length and you have as well.

Y our company, as we understand, takes the view that it exercises the choice, not the
consumer. Y ou have heard this morning there has been some query about the way in
which that's disclosed in your documentation and in other insurance companies
documentation. What would be your view about the level of knowledge or
information that your consumers receive in relation to the issue of consumer choice
of repairer?

MR ARNOLD: I'll answer that in afew ways. Firstly, to go to the very high level
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issue in terms of our documentation, our sales approach, they are required and do
meet the relevant legal requirements around disclosure, so we're comfortable with
that level. That isarequirement within other frameworks - FSR and so on - so we're
comfortable there. It'sinteresting to note that our renewal or retention rates are
stronger for those people who have been through our claims process and have
experienced the fact that we take charge of the repair. We have more success, albeit
it marginally because we're well into the 90s, but more success in retaining
customers for those customers who have been through the claims process. So almost
in abizarre sort of way we'd like all our customers to go through that process. I'm
not sure we could afford that but - - -

MR RENDALL: Theranshavecomenow SO - - -

MR ARNOLD: Correct. So clearly customers appreciate that, and the last three or
four years have been well over amillion customers who have gone through that
repair process. Word of mouth - if it'sinappropriate, you would expect this strong -
well, we would argue they're our customers and their friends are voting with their
feet and choosing to insure with us. So we think one as a consequence of how we do
disclose but perhaps more importantly as a consequence of the fact that we do do a
lot of repairs and people speak highly of that. To the extent that people want to
know, they know and they make a choice. They make a choice when they purchase
the poalicy.

MR RENDALL: Isthat amarked increasein retention?

MR ARNOLD: It'safew percent, within the 90s, soit's still high in any case. But
without going into details, it is statistically a significant difference.

MR FITZGERALD: Yes. Theissuetherel supposeasois- we've heard this
morning from the Insurance Council that it's a price-sensitive market to some degree,
although it varies. Some would say that as a consequence of that, consumers at the
time of taking out the policy are less concerned about quality than they are about
price and that that creates a perverse incentive for insurance companies to reduce or
to put pressure on quality in order to simply achieve a better price outcome. The
commission has talked about that at length. Do you have a particular view asto
whether or not, given the price sensitivity of the market, that quality can become a
victim in that or is currently in some way avictim of that?

MR ARNOLD: No, wedon't havethat view. Wetry very hard with our repairers
and everything else we do to get the quality right. | think as the commission alluded
to, it'sjust not in our interests to go about doing silly things and having silly
processes that adversely impact quality because as a big insurer, there are many
people there looking for us to fall and to catch us out and to expose us. The anxieties
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and pressures associated with large problems about repair quality are just far too
great to worry about doing silly things to save a couple of dollars. In that respect, the
PSR themselves and certainly our PSR, afair bit of the framework and the
performance criteria are focused very much on the quality dimensions of the repair
output, not the cost dimensions. It isvery much about quality, and in our casein
recent years, we have seen an improvement in the quality of repair outcomes as a
consequence of working closer with repairers.

MR FITZGERALD: If I canjust ask, how are you able to measure or identify that
increase in quality?

MR ARNOLD: Wecan seeit inour performance statistics, because quality is not
just about reworks, of course, it's about timeliness of the repair which isabig issue
for customers, so we seeit in the sort of critical dimensions. Critically, we look at a
high level of the notions of cost quality and timeliness, where quality is the quality of
therepair. Timelinessis another factor. Asageneralisation, we've seen
improvementsin that. Having said that, we'd have to say we're not of the view that
the repair sector does poor quality repairs. We think, in the main, the vast majority
of repairers do very good quality repairs. From time to time, there are repairs that
don't go well, but it's certainly not the norm, which is something we think the
commission has identified.

MR FITZGERALD: Why do you think there's aview by repairers that quality is
under threat or has been reduced, and insurers maintain that it's as good asit was or,
asyou've indicated, getting better? Where is this disparity, becauseit's so strong in
this- - -

MR ARNOLD: I'mnot sure.

MR FITZGERALD: You mentioned cost, and can we just deal with that. Asl
understand it, AAMI doesn't use funny time, funny money directly because of your
competitive quoting arrangements, but how do you know that your competitive
guotes are actually within the right ballpark? | mean, do you apply standards or are
you simply using amost an exceptional reporting basis of saying, "Well, given dll
the statistics we gather, we know that these sorts of quotes areright"? | mean, the
two quoting has adisciplinein itself, but over and above that, or have you actually
developed internally standard times and benchmarks which have the same effect as
faras- - -

MR ARNOLD: No, wedon't have a series of internal standard times and
benchmarks which are used in reviewing quotes. We do put great faith - perhaps too
much, some people might argue - in the ability of the two-quote system to giveusa
relatively solid perspective on agood repair cost. To that end, clearly it will not give
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you the same sort of outcome asif we got 15 quotes. We certainly would be able to
get lower cost, | suspect, repairs with 15 quotes but we believe that would be
inappropriate for awhole range of reasons, one of which is purely the transaction
costs of managing repairs that way. Experience suggests that repairers, whilst not
overly comfortable with the two-quote system, would certainly be very
uncomfortable with a 15-quote system.

That said, we know from our pricing and given that repair costs are the
dominant component of prices or the costs of running motor insurance, 70 or
80-o0dd per cent, we are comfortable from our pricing and the expense numbers we
can see from our insurers and our returns that our costs, as a general rule, are well
placed relative to the competitors, so we have no internal frameworks for trying to
break things down into the minutiae of repair and replace and so on and so forth. We
rely very heavily and have great faith in the power of getting two quotes.

MR RENDALL: I'msorry, but the other part of that - and | think I'm correct - is
that to retain PSR status, one of your repairers has to win a certain number of quotes
per month or - - -

MR FITZGERALD: Weve set abenchmark to win 50 per cent and we regularly
talk to repairers about it, so that in itself, to be fair - and it's a good point - does
impose some pressure within the context of the two quotes, so arepairer, who
consistently was unable to win quotes because their quotes were not sharp enough,
we would talk to in terms of our performance management process.

MR RENDALL: Isitnormally 50 per cent? | thought it was abit higher than that.

MSJOSEPH: For therecord, we've never performance managed arepairer off
based on not reaching that success rate target; we have in terms of quality of work,
but we have never managed anyone off in terms of not getting half the quotes they
write. It'sjust not worth the repairer'stimeif they're coming in and writing quotes all
the time and not at least getting - - -

MR FITZGERALD: Canljust clarify, in the two competitive quoting system that
you have, do you do awhole-of-cost price or do you require that each of the
component parts, painting, R and R and repair be separately quoted?

MSJOSEPH: We separate out, but we don't do it line by line, so we'll separate the
general areas, so we will have apaintwork price, but we'll have awhole dollar figure.
We can have some more detail there but in terms of assessing, we look in terms of
that.

MR FITZGERALD: Oneof theissuesthat we've raised isthat where labour rates
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are used, be they funny time, funny money or real time, real money, that materials
should be separately quoted, including paint and consumables. Do you have a
particular view about that or isit not relevant in your method of operation? | just
make the comment: we've heard significantly in relation to paint, the current costing
arrangement where labour actually includes the cost of paint, that there has been a
significant trend to using poorer quality or cheaper paints by repairers and there
seems to be some justification for separating the actual cost of paint as distinct from
the labour associated with applying it, but it may not be relevant in your system.

MSJOSEPH: In bottom-line assessing, it kind of all arrives at the same point, but
it's not something we as a company have really considered, so | don't suppose we
have aview one way or the other.

MR FITZGERALD: Okay. Just taking a couple of specifics, the issue of parts and
what have you, we've indicated there needs to be greater disclosure of the parts
policy at the commencement and at the time of making the claim and | understand
the VACC hasindicated that you have a good disclosure in relation to the parts issue.
But one of theissuesthat's arisen in relation to partsis the warranties that are
required of the repairers and we've made it very clear that we believe that repairers
should only warrant parts for the length of the suppliers warranties and that
workmanship should only be required to be warrantied for a reasonable period of
time. Can | just ask you your current position in relation to warranties vis-a-vis the
repairers and any views you have about warranties and lifetime guarantees?

MR ARNOLD: There'sanumber of thingsthere. We, as you've correctly pointed
out, do have positions on each of those things. We only authorise the use of OEM
parts, whether the car is new, whether it's within warranty period or not. If it'swithin
warranty period, they're only new OEM parts, so we will use recycled parts outside
of that. Interms of the repairer's obligations as it relates to parts, we do not require
them to hold a warranty in excess of the warranty that may come with parts, and in
terms of the lifetime component, we ask them to provide that warranty which they
would normally provide in terms of running the business, and anything thereafter is
AAMI'swarranty, including if the car issold, so it istransferable.

MR RENDALL: Solifetimemeans- - -

MR ARNOLD: Lifetime means lifetime.

MR RENDALL: ---thelifetime of thevehicle- - -
MR ARNOLD: Correct.

MR RENDALL: - - - rather than lifetime of ownership?
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MR ARNOLD: Correct.

MR FITZGERALD: Which seemsto have been asignificant point of contention
during thisinquiry. Can | just go back abit. You indicated that the repairer is
required to give anormal warranty in relation to his workmanship. Does that mean
that in relation to each repairer, he or she nominates the period of time that they
would normally warrant, or do you actually specify that it's three, five, 10 years? So
when you say whatever the normal business, how is that identified in the quote or is
that an agreement only with PSRs?

MSJOSEPH: Predominantly we're talking within the PSR context here whichis

where afair bit of our work gets done. We've put a minimum of three years on that
workmanship guarantee but if arepairer is advertising, as many in the marketplace

do lifetime guarantees on their workmanship as part of their advertising, then so be
it, but the vast majority, we'd be looking at around three years.

MR FITZGERALD: Whereisthat recorded? If you use anon-PSR - because
some of your work is done by non-PSRs?

MSJOSEPH: Sure.

MR FITZGERALD: A significant percentage; at what point do you identify what
the warranty that the repairer is giving to you?

MSJOSEPH: In practice, it would be at the time of arectification occurring and
we haven't - and maybe it's something we should, but we haven't recorded, as part of
the current records we have, what their warranty period is.

MR FITZGERALD: Becauseit seemsto us, particularly in relation to rectification
work, we've heard instances - and I'm sure thisis not common, where a car has been
returned for apaint job 11 years after it was originally done - and stuff like that.
Now, they're at the extreme ends but what is very clear isthereis adifference of
opinion between the insurer and the repairer asto what is a reasonable warranty in
relation to that sort of work.

MR ARNOLD: Ineffect oursisthree, and if arepairer choosesto offer 12 and that
paint problem happened to be associated with workmanship, then notionally they're
infor that.

MR FITZGERALD: Okay.

MR RENDALL: Seeing that choice seemsto be such abigissue, are you likely to
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follow the trend of IAG and charge another 50 bucksto - - -

MR ARNOLD: It'sfair to say we're always looking at opportunities to come up
with product enhancements that will sell us more policies. At thispoint, I'd have to
say that's not on the agendafor AAMI. We've had no problems growing with the
way we do business. As | indicated, many people have been through the claims
process. The overwhelming majority of that are very happy. Our research saysin
terms of people's perceptions of the claims process and claims experience that AAMI
rates higher than our competitors going through that process which is another
positive for us. However, if the market were to turn to a situation where choice was
an option that, you know, allowed usto sell more policies, we would absolutely
consider it, but at this stage, from our experience, from our research, from our
observations, it's not a factor that has precluded us growing and clearly that must
reflect that we're able to delivery a good quality product at afair price because you
can't keep doing it for 15 to 20 yearsif you're not.

MR RENDALL: | wasinterested in what the Insurance Council was saying about
their consumer research and that 30 per cent of consumers are actively shopping their
insurance policies annually. | don't even know how to frame the question but do you
have similar experience? | don't even know how you'd measure that. Y ou've already
said your retention rates are pretty high anyway.

MR ARNOLD: That isconsistent, broadly consistent with our datain terms of the
volume of people who shop around. If | could go a bit further - whichisin our
submission - the evidence isthat that is the order of magnitude in terms of shopping
and in terms of what then prompts them to purchase or stay where they are, the
predominant factor is price which varies, depending on what you look at. Some of
the MTAs have done some work and that's sort of 60 or 70 per cent of the purchase
decision if you define it that way, but the other factors are reputation of the company,
word of mouth from friends' previous claims experience.

MR RENDALL: Isthereany differentiation between, say, the business client that
you would have and just mum and dad in the street?

MR ARNOLD: We have small business customers but we're not into commercial -
that's not aline we sell, so by and large, most of our customersreflect, if you like, the
households.

MR RENDALL: The consumer.

MR ARNOLD: Thesmall consumer, yes.

MR FITZGERALD: Just acouple of issues. the code of conduct, you've made
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reference to the fact that it's the content that matters and so on. What do you believe
has been the significant reasons for the failure of the mystery of industries, | suppose,
to be able to come to an agreement? Today we've heard from the industry council
and they had a number of views, but from your specific point of view, where do you
believe the greatest stumbling block has been to achieving this code to date or a code
to date?

MR ARNOLD: There's probably acouple of areas. Oneison the issue which has
clearly been up and down the flagpole and discussed at length which is on the issue
of choice. Some of the suggestions around codes have put in place awhole variety
of measures which seek to enshrine the choice of a customer asit relates to a smash
repair and put a series of other processes in place that make it exceedingly difficult
for an insurer to exercise any ability over where the car is repaired, so that has been a
fundamental stumbling block. Relatedly, | believe the other major stumbling block
isaround issues pre-repair, in terms of cost and scope of work, putting in place
processes that would bring the repair of acar in some instances, if not many
instances, to a halt, because their argument is over, for argument'’s sake, scope or the
amount that an insurer is prepared to pay for particular tasks. From what we've seen
of the various frameworks that have been put forward, they contain a variety of
mechanisms that include those things or which would give rise to those outcomes.

MR FITZGERALD: Right.

MR ARNOLD: | might add, which isalso in our submission, following the
commission's previous inquiry, AAMI did approach a government in one state and

an MTA in one state with aview to talk about developing a code. There was no
interest at thetime. Also, asit relatesto an earlier draft that was circulated by one of
the motor trades associations the industry did respond, did highlight the issues that |
mentioned, and there was no response to those. So whilst, you know, the emotive
argument is that insurers have refused to engage, I'm not absolutely sure that's correct
and there's evidence around that suggests that's not the case. We certainly refused to
engage on a code negotiation process that has immutables around things like choice.
It appearsthat's just one area we're prepared to go to.

MR FITZGERALD: Inrelation to the codes generally and the preference for
voluntary code, again just to raise the issue, mandatory codes have some benefits as
well in terms of they lock in participants and parties. What would be your primary
objection to a mandatory code?

MR ARNOLD: Twolevels. AAMI believesthat there's actually scope to make
more progress in bringing transparency and certainty within the confines of a
voluntary code. That is, insurers may - certainly AAMI may be prepared to make
stronger commitments around certain things, for instance, payment times. We may
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well be prepared to commit to 30-day payment timesin avoluntary code. We can't
speak for the other insurers, recognising the commission said that we shouldn't
necessarily have them, but we may well be prepared to do that. That is not
something we would do in amandatory code. We would only be prepared to commit
to stating what our payment times would be, payment times and terms. | guess at
that level concerns about flexibility and coverage in terms of a code which may not
be to the benefit of repairers.

The other one which the ICA alluded to is that once you're into a mandatory
code framework you are into a framework which is far more clunky and clumsy and
not as flexible in terms of going forward and moving to meet the circumstances that
are, you know, revolving in the market. From what we've seen of the other codes,
perhaps with the Franchising Code aside, some of them are very, very high level and
certainly in our view would not cover the types of things that the insurance industry
may be prepared to cover in avoluntary code. So we're not sure they necessarily, on
the presumption we can get to avoluntary code, will give the repairers the same
clarity, transparency advantages, for want of a better word, than a voluntary code
might.

MR RENDALL: What would be areasonable time frame, do you think, to put a
voluntary code in place?

MR ARNOLD: | think, without going to dates - as we understand it the
commission will submit its final return to work on 31 March. Thenitisatime
during which the government can table aresponse in parliament. So that could be
June, July, something.

MR RENDALL: Butfrom that date?

MR ARNOLD: But from that we would like to think - and once again, we can't
speak on behalf of the other insurers but we can certainly take the essence of what's
in the commission's report and perhaps start thinking about how that might be
managed. But of course there's still the detail, the final conclusions. But, you know,
| would think, in the context of all that, ayear is areasonable period from start to
finish. There may be some companies who have transition issues. We would argue
we are well down the path of doing many of the things that the commission has
suggested anyway. So perhapsfor usit'sabit easier than some others who don't
have some of those frameworksin place. But having said that we would think a year
for most people is satisfactory save and except some people may have some
transition issues.

MR FITZGERALD: Canl just go back to the broad - | will bring it to a
conclusion shortly, but the concern in the repair industry is that there appearsto be a
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spiraling down in terms of a number of areas. profitability, the difficulty of
attracting apprentices and so on, removal of goodwill from businesses and so on. If
you take that view of the world - and many would claim whilst their external factors
theinsurer pressureis part of that and we talked a little bit about that. One of the
thingsthat is clear isthat there are significant difficultiesin terms of skilled labour,
and we're starting to see that emerge, and the loss of goodwill in some businesses and
so on. How do you see the industry over the next four or five years, the shape of
that? | mean do you have a particular view about where the rationalisation will
eventually lead to? | suppose a more positive way is, is there a platform that emerges
or will emerge under the repair industry? I'm not trying to get you to be crystal
balling here but we don't want areport that's only about today. We do want one that
actually looks forward alittle bit.

MR ARNOLD: ---- lotof different concepts and areas.
MR FITZGERALD: | know. Soyou can take whichever ones you like.

MR ARNOLD: Look, on the tradesperson issue certainly that is aconcern for
AAMI. We seethat also. Inour own little way we have an apprentice subsidy
scheme which we believe does something. It doesn't solve the problem. Having said
that, the tradesperson issue is not unique to the repair sector. It's something that
seems to be being confronted by all trades: electricians, plumbers, carpenters

et cetera. But that clearly isanissue. To befair to our competitors, some of our
competitors have apprentice subsidy schemes and so on with aview to try to deal
with that.

MR FITZGERALD: Some of those other industries you mentioned though they
don't seem to have - like the plumbers, the carpenters don't seem to have the pressure
down on the gross or the top line.

MR ARNOLD: That'safair comment which raises an interesting juxtaposition as
to why can't they get tradespersons? 1I'm not sure why those industries they can't. In
terms of profitability, as we indicated earlier, there are repairers - in our view and
certainly on the basis of comments both by the trade associations, repairers
themselves, some of the surveyed data - who are profitable and are optimistic about
their profit and indeed are becoming more profitable. Clearly that's afactor for
recruiting tradespeople, the ability to support them while they're becoming
productive. The evidence that we have certainly says some people are investing in
their businesses. We anticipate that we will see bigger rather than smaller shops.
The level of investment skill, expertise, business nonce required isincreasing. That
demands a reasonable revenue and reasonabl e profits to support that. So we
anticipate still fewer repairers, which | think people are saying, but bigger ones.
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Now, in terms of the platform going forward, not sure how you solve that or
how you suggest that. The commission, this morning, | think, alluded to the fact that
it'snot in our interest not to have repairers. We need repairers. So certainly the
notion that we're going to drive them all out of business and be left with oneis not
really in our interest. Y ou know, we need to be able to have carsrepaired at a
competitive price. So I'm not sure. Somewhere in all of that there is some balance
that will come through. We would suggest there is already some evidence that the
investment is starting to return for some repairers. They are looking to put on
apprentices and so on and so forth. So thereis- if you like, theinvisible hand is
working to a degree as we speak.

MR RENDALL: Isitjustinvestment that really, you know, is going to pull these
businesses out of a- - -

MR ARNOLD: | think they need supplies, certainly; iscritical.
MR RENDALL: Sure, | appreciate that.

MR ARNOLD: Whichiswhat we think PSRs do do for repairers. Save and except
all the other issues people have raised we think they do do that. We think an
environment where they don't have supply certainty would make it very difficult to
justify their investment in the items that they need to run their businesses. So we
would say supply certainty is another critical factor if you're going to make those
investments, which | think raises some of your issuesin relation to goodwill and so
on. We have provisionsin our code that we do have goodwill and provided that the
repairer meets the performance requirements post taking on a business from someone
else they stay on. We have no ability to kick them off, so to speak. So we already
have those provisions which we think are appropriate provisions.

MR FITZGERALD: If | canjust ask you two final questions, and by nature we
tend to move around and | just come back to the PSRs. We heard at the hearings on
Monday, again this morning and in a number of submissions that one of the reasons
why PSRs were developed was in relation to the concern by insurance companies
about probity, criminality in the industry. Repairers have taken exception to the
insurers' view in relation to this. We've had submissions both from insurers and
repairers on a confidential basis around that issue. But | just wanted to seeif you
have any commentsin relation to the general probity arrangements that are required
for insurersto deal with repairers and the level of concernsthat you have in relation
to that.

MR ARNOLD: Look, certainly - and people can be prone to exaggeration and

perhaps we do that also. In our view thereis - no doubt there are those unsavoury
elementsin thisindustry, | think asthe VACC said, but that's like all industries. |
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don't think that's particularly unusual. They are issues that have to be dealt with. |
don't know that we favour, as some people have suggested, a national licensing
regime. We think that has alot of attendant issues, risks and costs in terms of how
that might happen, how that might be executed. Those things tend to go very much
to an input view of the world where we are very much interested in an output view of
the world, what the customer gets, not how you get there. Specifically on the issue
of probity it's not an explicit factor in our selection of repairers. However, we do,
you know, understand and take into account our history with a particular group or a
particular repairer in considering whether we put them on.

MR FITZGERALD: You'veraisedthe second question that | was going to ask,
which isjust your views about a national certification or registration or licensing
scheme of repairers and the quid pro quo for that was also national certification for
assessors.

MR ARNOLD: Yes.

MR FITZGERALD: You'vetouched onthem but if you just - more explicitly on
those two issues.

MR ARNOLD: Asl indicated, we don't favour a national licensing regime for
repairers. We'd have the same view with assessors. Interestingly in an environment
where there are alack of tradespersons a requirement that all assessors were qualified
will act as afurther drain on repair shops, given that our understanding isit's
necessarily the case that insurers employ only qualified assessors. We believe AAMI
isthe only company that does that now. So were such aregime to come in those - if
that was arequirement of such alicensing regime - which you expect it would, which
is, that you have to have atrade certificate - then they can only come from one place
and that's out of the repair trade, which would set off another train of events, which
would be interesting. So, you know, on - we don't see that there is any great
argument that the issues around problems with repair outcomes as a consequence of
actions of repairers, we just don't see any great evidence of those issues. So to create
regimes to deal with things which the evidence suggests are not significant issuesis
just not the way to go.

MR FITZGERALD: All right, we have - ontime. Thank you very much for that.
Good, thanks. We will now resume at 1.30. If you want to put some comments on
the public record after our next two participants you can see our staff. You just have
to fill out aregistration form. I just make the comment those would be brief
comments for the purposes of the public record. Okay, so we'll resume at 1.30,
thanks.

(Luncheon adjournment)

03/2/05 Vehicle 190 R. ARNOLD and OTHERS



MR FITZGERALD: Thanks, very much, for coming back. Okay, Gerry, over to
you. If you can give your full name and your organisation.

MR RALEIGH: Gerry Raeigh from Kerry Panelsin Vermont. | presented a
submission earlier on and there's just afew things I'd like to cover that weren't in
therein detail. The first of which are assessors, incentive programs and
qualifications for assessors including hourly rates. As| seeit, an assessor's main
objectiveisor should be to first of al identify the vehicle; see that that vehicle
complies with the policy; establish the damage is consistent with the claim and
foremost to allow afair and reasonabl e figure to restore the damaged vehicle to its
pre-accident condition.

Part of my original submission was aleaked document regarding the IAG staff
incentive program and according to the document supplied the program pays more to
call centre staff for steering of work to a selected repairer network than assessors for
stripping body shop quotes, than they reward quality service, et cetera. Steering and
stripping quotes received areward of 0.5 per cent while the reward for quality was
0.4 per cent.

Often assessors who attempt to strip an honest quote state that the amount they
arrive at isfair and reasonable and they can do no better. If the repairer stands firm
and puts forward afair argument and it appears that he will not be deterred, generally
he will receive abetter deal. If the repairer cowers and accepts what the assessor
deemsisfair in thefirst instance, then heisvirtually being deprived of what heis
fully entitled to. Inthe IAG instance the assessor has just helped IAG control the
projected annual cost of repairs and thisis also mentioned in the document that | had
in my previous submission. If the assessing department achieved the 12-month
projected average cost of repairs, the assessor is rewarded his bonus.

The question needs to be asked, how can you achieve a projected claims figure
without making a conscious decision to go out and cut back estimates? Some
independent assessors use the same tactics for reward; instead of a cash bonus they
attempt to persuade the insurer to use their services more frequently. The mutual
reward is obvious, greater savings for the insurer and more work for the assessor.
Many shops will begrudgingly accept whatever is meted out by assessors because
they are worried about reprisals by insurance companies such as late payments, late
assessments, towing out of vehicles or diversion of work and any other penalties the
insurer may wish to impose.

| have documents | will present or have presented to prove that both the
insurers and independent assessors attempt to strip repairers of their rightful
entitlements. But when the repairer stands firm or threatens to use the courts to
obtain afair outcome, the assessor relents and finds the extra that supposedly did not
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exist. Using incentive programs and other such rewards is simply encouraging an
assessor to perpetrate an unconscionable act with the backing of an insurer's size,
power and position in the industry. I've presented documents and statutory
declarations from clients and witnesses in relation to statements made by an
independent assessor who stated that if he was to alow arealistic figure for labour
and paint while ng, his company would not be given any work by the insurers.

All, if not ailmost all, body shop proprietors would have had both staff and
independent assessors make the statement that, "Y es, the hourly rate is inadequate,
but my hands aretied,” or "l am audited by the office,”" or "If | allow what is
reasonable, | would be out of ajob,” and this brings me to assessors and
gualifications. Unfortunately thereisagreat deal of mistrust by the auto body
industry regarding insurers and their front-line assessors at the moment. Much of
thisis brought about by assessors not being allowed to assess a vehicle at proper
hourly rates, being audited by head office and by using paint sheets, designed to be a
guide only, as abible and waved in the face of the repairer with such statements as,
"Thereit isin black and white, | can't give you any more."

It's hard enough for a panel shop proprietor to endure this type of tactic from
someone who has an industry background and admits to knowing what the real
hourly rate should be. | wonder how many shop ownersin the industry realise that
many of these people they have assessing vehicles in their shops, do not have any
industry background other than a short course and are handed a red pen and told to,
"Go out and assess as we have instructed you." A list of assessors from various
insurance companies has been presented to the inquiry which will show that many
so-called assessors have never worked on avehicle abody repairer and would not
know how long atask or afull repair would take, what materialsit involves and how
to solve a problem when it arises whilst carrying out that repair.

With the lack of knowledge and expertise required to assess a vehicle and then
if required to discuss or negotiate an alternative repair method and or afigure, many
of these so-called assessors are from mechanical backgrounds. There's one in there
that's an auto electrician and there's another that had two years marketing experience.
The body repair shop must be staffed by qualified personnel, have an extensive and
expensive equipment level, be audited and pass an occupational health and safety
audit regularly and upgrade equipment and staff knowledge as technol ogy
determines. After doing what is required and investing large sums of money and
time to comply with insurer's and government demands, the repairer is then expected
to accept an assessment and reduction in his assessment carried out by an individual
who isless than qualified to do so.

For many years there has been a call for assessors and repairers alike to be
licensed. Part of that licensing agreement should be a minimum criteria for
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assessors. Insurers are boasting record profits. |AG, for instance, 665 million after
tax for 2003/4. Insurance premiums have risen by up to 130 per cent over the past
years. Excessesin the period that the hourly rate in the past 13 years have gone up
from 200 to 450 and some beyond that, yet when the auto body industry has
approached the insurers or the ACCC regarding arise to the stagnant hourly rate - it's
1991 since we had arise - we aretold, "It's not possible to lift the hourly rate as this
would impact on the consumer."

All of usin business are aware of how important the consumer isto our
livelihood, but it's time the ACCC and other government bodies realised that insurers
are using the policy hold as nothing more than a shield to be waved in front of them
when questions such as the hourly rates are discussed. In my original submission |
included the VACC hourly rate document which explains fully the risesin labour,
materials and general overheads required to run a body shop. The document
presented is up to date, self explanatory and it's filled with irrefutable facts.

There are afew facts | would like to present to the inquiry regarding insurance
company motor premiums and comprehensive coverage, the documents are also
supplied. Motor insurance premiums rise annually, most cases by up to 15 per cent,
some even higher, and due to depreciation or whatever terminology the insurer
wishesto use, their liability drops by 5 per cent or more. Thisin fact is another
annual win for the insurer by some 20 per cent per year. If you were to question the
insurer regarding this occurrence, the reply would be, "A risein incidentsin your
suburb,” or "A risein theft in that sector.” In other words, next year we would
forecast alossif wedid not lift your premium.

The panel industry in Victoria has had to endure 13 years of risesin all aspects
of body shop operations. We have had meetings with government officials, the
ACCC, theinsurers and anybody that will listen. Y ou don't need to be Einstein or an
academic to realise that the situation between the insurer and the repairer is way of
balance. If thissituation continues the panel industry will all but collapse and
because of the loss of expertise, et cetera, it will have an adverse effect on the
consumer. Thelast inquiry into the repair-insurer relationship had atotal of 30
recommendations made and not one of those was acted upon. Not asingle change to
the industry was made which insured it was a total waste of public money and a
waste time and effort by all concerned.

| and repairers nationally hope the imbalance, or some it that isin place at the
moment will be removed with the current inquiry. | think the VACC code of
practice is the perfect vehicle, in my opinion anyway, to achieve a balanced and
even-handed approach to thisindustry. Can | make mention of funny money, funny
times? It's something that was brought up by the insurance industry. | don't know
why it was done, but it's nothing more than a memory now because most insurers
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will use R and R sheets from the MTA Times Manual, they use paint sheets. Now,
al of these have strict guidelines, they are adhered to and the hourly rate that these
are used in conjunction with is still between $23 and $25 in Victoria, that hasn't
changed in 13 years. So on one hand you've got the R and R times at that rate,
you've got the paint sheets which are 50 per cent made up by materials - al those
have gone through the roof, and you're still talking around about the same labour
content for both these itemsin the make-up of arepair.

So given that, there's only the actual repair times to panels, et cetera, and you
cannot possibly make up those sorts of times, and with the advent of the technology
regarding imaging and what have you, the insurer keeps atab on what the repairer is
doing with therepairs. They are audited, so funny money, funny timesis athing of
the past. It isdead; it died a slow death like our hourly rate, and the insurance
industry seemsto throw that up as a smokescreen. It's nothing more than a furphy;
they throw it up whenever anything regarding the hourly rate in thisindustry comes
up, and it's nothing more than a smokescreen. There is no such thing as funny
money, funny times, especially with PSRs. It isgone.

One other issue that really gets under my skin is the supposed oversupply of
repairers. No-one has ever done a proper estimate on the number of repairers
required to look after the number of vehicles on the road herein Victoria or
nationally, and | think the only way to work out which repairers are qualified, which
are bona fide repair shops, isto do a physical check. I'm surethat if the sausage
factory element didn't exist in our industry, they weren't force-fed, if the industry was
left to more or less fend for itself, | think you would find that there would be enough
work. If people went back to doing quality repairs rather than, as | say, being
force-fed and having to work on quantity rather than quality, | think you'd find there
would be more than enough work around for the whole industry.

Until that is done this oversupply argument is nothing more than that: itis
something dreamed up again that is aso thrown up by the insurers. Every time
there's an argument regarding the hourly rates or what have you, or the amount of
work, that comes up, that's usually on the front line. It's ridicul ous because no-one
has ever done a proper survey, and until that is doneit's just nothing more than
another smokescreen, and it's used to muddy the waters. I've got another issue I'll
discuss. You've obvioudly got a question.

MR RENDALL: Gerry, look, it's probably a dumb question, forgive me.
MR RALEIGH: That'sal right.

MR RENDALL: Butthetimes-isit still taking - | know there'sal different
materials now, but a panel - let's say a mud guard on any sort of Holden Commodore
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- isit still taking the same amount of time today to fix adint in that asit did five
years ago, 10 years ago?

MR RALEIGH: Most definitely. A lot of them are harder to repair because the
actual metal is thinner and you have to be more careful. Y ou can stretch it when you
repair it, which requires then shrinking, or you throw a heap of filler init, whichis-
the quality shopswon't do it. Mention should be made of the MTAA times. They're
all based on brand new vehicles. They will bring avehicle in and pull it down.
When you're repairing it you don't have that luxury; these things are all crumpled and
bent, things aren't easy to get it. So we're behind the eight ball time-wise from the
very get-go.

MR RENDALL: The MTAA, with that times manual of theirs, do they do that
every time anew vehicleisreleased?

MR RALEIGH: | believe so, yes, and there's alot of vehicles that are being
assessed at the moment - there are alot more clips and intricate parts to removein
order to pull off acertain panel, and alot of the vehicles on the road now, the more
upmarket and the later models, the assessors usually base their argument for times,

et cetera, on - in my instance | had a Mazda Eunos with atowbar and everything
attached, and it takes at |east two and a half hours to pull that bumper bar off. | got
the manufacturer and the dealer involved to back my argument, and the assessor said,
"It'sonly abumper bar." Hesaid, "What, are you making a career out of thisjob, are
you?' | said, "Do you have any idea?' Hesaid, "A bumper bar is abumper bar," so
| got straight onto the dealer and | proved him wrong.

A lot of them don't have time sheets for some of the vehicles they're assessing;
they just don't, and they're changing all the time, but we're still on $23 an hour, and
we're still on these times that are based on brand new cars. A lot of people just wear
it, and that then promotes peopl e to take short cuts, which was mentioned in my
original submission. People have got to try and make aliving, and alot of these
sausage factories, they have people breathing down their necks. They can comein
and do an audit, they have performance margins that they have to adhere to, and
there's nothing to stop the assessor coming in and saying - or in the IAG instance,
they've got to open their books, they can come in and look at how they've been
performing: "You've been doing rather well," or, "We want you to drop your bottom
line 1 or 2 per cent." That's absurd.

MR RENDALL: Canl ask, because you're areal live repairer, when you need
information on vehicles - we were sort of talking about it this morning, with newer
vehicles and the like. Are the manufacturers forthcoming?

MR RALEIGH: No. Some are, but most of them like to keep that - for whatever
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reason, we're trying to work out why. We think we know why.

MR RENDALL: Sowhen you've got to repair something back to their - and they
want it repaired, and their badge product - - -

MR RALEIGH: Usualy you can call around the industry, and somebody will
know somebody with the knowledge, rather than just guess and go ahead and do it as
per - you know, you might be doing a Mercedes or something, and do that as per a
Commaodore; you can't.

MR RENDALL: Butif you rang the manufacturers- - -

MR RALEIGH: Somewill giveittoyou. Most don't. | had an instance with a
BMW; | rang aBMW repairer not far from us and got alittle bit of information. |
probably shouldn't have said that, but they know the position you're in, and most of
them are pretty good, they will help you out.

MR FITZGERALD: Do you just want to finish the point, then we'll raise some
more questions.

MR RALEIGH: Yes. | probably shouldn't do this, but Mr Mason from the
Insurance Council of Australiamentioned earlier the fact that they had - was it

3 per cent? .03, thank you. In relation to complaints they had .3 per cent or
something. Inmy original submission | had a statement that was made by Mr Mason
on Today Tonight, where he said they had atotal of nine complaints over a 12 month
period, which related to almost 1.5 million claims. Now, that'sin the submission. In
that submission | have their own internal documents and their own audit, and it was
over 800, | think it was something like 845 went through the full process, got to the
end of theline asfar as disputation. That was 845 that got that far between the three
different bodies. There was another 1200, | think, that didn't quite go that far. Now,
that's alot more than nine, and that was in their own documents, which you have. |
dispute those facts that he put up. That's about it from me.

MR FITZGERALD: No, that'sfine. Just acouple of queries, if | can. Basically
what we're saying isin relation to the R and R, you're saying that the hours have
become standardised, using the MTAA.

MR RALEIGH: Yes.

MR FITZGERALD: Butthe money remainsfictitious, it remains at the lower rate.

MR RALEIGH: 13years.
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MR FITZGERALD: Inthe paint areawe've got amore complex position, because
we've got appearing to be a standardised rate, but that includes materials.

MR RALEIGH: Yes.

MR FITZGERALD: Thenyou've got the repair part, which is subject to funny
time, funny money, but what you're effectively saying is that the time part has
become tighter and the money side remains the funny part of it.

MR RALEIGH: Funny money, funny times does not exist.

MR FITZGERALD: Wevebasicaly said goto area time, real money, but just
put that aside. Let's assume for amoment you took the current arrangements and you
increased the hourly rate from whatever it is - just under $30 - through to a more
realistic rate; you know, 50 or 60 dollars, whatever the right figureis. What do you
actually think would happen in practice? Do you think the insurance companies
would say, "Fine," or do you think the hours allocated would drop, or what do you
think would occur?

MR RALEIGH: In my opinion the insurance company would manipulate it as far
asthey can to make sure they pay aslittle as possible. That's business, but that's the
idea of the inquiry, and unfortunately every aspect of our industry is determined by
the insurance company. What | have a problem with is we have three parties
involved in the insurance industry: you have the insurer, you have the consumer, and
you havetherepairer. Every aspect of this, which istotally absurd, in my opinion, is
determined by the insurer, with a vested interest - and they've got shareholdersto
answer to and what have you. Every aspect of our industry is determined by one
party. That's the same as us saying, "Well, we're going to determine every aspect of
it for our own benefit,” and it's so far out of kilter it's not funny.

MR FITZGERALD: Butif yousay - | mean, taking IAG which has - the NRMA
has its own times which are less than the MTAA times, as | understand it, but thereis
apoint at which even an insurance company can't reduce the times considerably
lower than real time, or do you think that that can continue to happen? There must
be apoint at which, if you were to use a standardised time basis - I'm not saying we
recommend that - and you increased the hourly rate, you can't continue to screw
down on the hours to the point that it's unrealistic, or do you think that would
happen?

MR RALEIGH: On past record, if the insurance companies are allowed to run
unfettered and do as they wish, nothing would surprise me. They will go asfar as
they can get away with; they've proved it. 13 yearswe're still on the same hourly
rate. Asl said, the chamber went to the trouble of doing afully survey of everything
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involved in arepair process, in a paint process, they've come up with their own
figures, and these are bona fide figures. They were put to the insurance companies,
and they didn't want to know, and they said, "Well, we're not interested.” We need
somebody to oversee this with a clear view to finding the middle road. The whole
thing cannot be bent to suit one of the playersin the game. It'saridiculous situation,
and that's what's happening: they've got avested interest to keep us as low as they
can on the hourly rate. It'smoney in their pocket.

MR FITZGERALD: | just should say that we've had a meeting with Gerry
previously, and he's provided very fulsome submissions - in fact very large
submissions. But | just want to ask this: would you agree that thereis a point at
which it's not in the best interest of insurersto put at risk the quality of repair, so that
if you continue to squeeze there is a point at which it's counter-productive to
insurance companies to do that. Whether we're there or not is another issue, but do
you agree that that's the case?

MR RALEIGH: Yes, but | don't think they believe they've found that yet. When
the proverbial hitsthe fan, | suppose, that's when they will probably say, "Okay, we'd
better back off," but that hasn't happened yet, and as | said in my original submission,
until somebody is killed or maimed because of short cuts because of the pressure
applied to repairers because of the high volume, low bottom line - until that has
happened, and | wouldn't be surprised if it's happened already - until that happens
and is glaringly obvious, | believe they will just keep pushing the envelope.

MR FITZGERALD: You'vemade acomment in relation to assessors and your
concern about their qualifications and what have you.

MR RALEIGH: Extremely so.

MR FITZGERALD: Thismorning we heard that if you were to go to an
accreditation or certification system of assessors, and one of the requirements of that
was that people that were actually trained in repair, that that in fact would simply
bleed staff from the repairers’ workshops and so on. Given that there is a skill
shortage across the repair sector at the moment, what's your view about that, Gerry?

MR RALEIGH: Thereare already alot of assessors who have left because they
don't like the pressure that's put on them to perform. There are plenty of those out
there that would probably come back if things had changed, and they're bona fide
assessors that have a trade background. 1'm sure that there are plenty of people out
there that have left the trade that would make very good assessors and would
probably come back if qualifications were required that you have to have at least a
ticket of some sort and on the floor experience. |I'm quite sure alot of those people
are doing other things and they only left the industry because these sausage factories,
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they are flat out.

I know of afew people that are in them. They are always complaining and
moaning that they don't know where it's all going because the goal posts keep
changing and | know for afact alot of them are losing staff. Now, these people go
into another area because they cannot handle the pressure and they get pushed so
hard. I'm quite sure - | would go asfar as to say that there's probably only
60 per cent of assessorsin the industry that should be assessors. There would
probably be more than enough out there to fill that 40 per cent void if the position
arises. | honestly don't believe that's an issue.

MR FITZGERALD: You'vemadethe point that in your mind that assessors are
being rewarded through bonuses or performance payments, to use your term, you
know, for stripping down the costs or the quotes. | think some of the insurance
companies have responded to that in their submission indicating that's not so. But it's
also true that even in your own figures, if it isright that there is a performance bonus,
it's based on a combination of factors, one of which is cost-effectiveness or cost
saving, the other oneis of course quality and other issues.

Again, we haven't found any evidence that smply reducing the cost isthe main
reason for an assessor's performance; it's a combination of factors. Why do you feel
so strongly that assessors arein fact being - - -

MR RALEIGH: | have areal problem with that document that you have regarding
their performance. They get rewarded. For an insurance company to project

12 months down the line, "Thisis what we want to achieve our profit margin,”" and to
hand an assessor a document that says, "If you average out the repair costs per
vehicle over a 12-month period, you will pick up that bonus." Now, maybe I'm
looking at it in the wrong light, but | don't think | am. If he's got this preconceived
ideain the back of his mind that, "Okay, to achieve thisfigure" - and I'm quite sure
they get monitored and they're asked why their figure is so high, for instance, they've
got to go out there with the ideathat, "(a) | can get abonus and, (b) | won't be
dragged over the coalsif | achieve thisfigure.”

MR RENDALL: It'snot unreasonable though just from a good business practice
point of view for any business to budget and have some sort of guidelines that
operate. | know where you're coming from but - - -

MR RALEIGH: | agree.

MR RENDALL: ---asagenera principle- - -

MR RALEIGH: Salesstaff, for instance, if they sell X amount, that's fine, but this
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isatotally different concept, the fact that you have to achieve a certain figure on
your assessments. The only way that can be achieved is by keeping the average
assessment to acertain figure. The only way that can be done is by cutting back the
figures, the assessments.

MR RENDALL: Do you find that at the end of the year, in the last month of the
fiscal year when the wrecks roll into your yard, that they want them all done for
nothing so that they can meet their - do you know what | mean?

MR RALEIGH: Waéll, again you've got - - -

MR RENDALL: When we tak to the insurance companies they give us an
average. They say, "Our average cost of" - you know - "We did 300,000 repairs this
year at 2 and a half grand a shot on average."

MR RALEIGH: Weéll, the PSRs, for instance, have got a performance criteriato
meet. They'reall measured. Again, AAMI admitted that they have a system where
if they have 50 per cent - if they lose over 50 per cent of their jobs or don't retain

50 per cent of their quotes, they're asked questions. Again, that's trying to drive the
price down and it'sasimilar scenario. | just don't believe that sort of behaviour is
conducive to quality of work, and | think that's being unfair to the consumer as well.

MR RENDALL: Takentoo far inthe generic senseit can be.

MR RALEIGH: Waéll, the possibilities are there.

MR RENDALL: From amanagement point of view - - -

MR RALEIGH: Yes, it'sal about - like | said, sales staff, they've got to sell X
amount of product but thisis- and | think incentives are good, we have them at
work, but thisis adifferent kettle of fish, | believe.

MR FITZGERALD: We heard earlier today and on Monday and others about the
prospect of licensing or certifying on a national basis repairers. Y ou've indicated you
believe something like that should happen for assessors.

MR RALEIGH: Déefinitely - and repairers.

MR FITZGERALD: What would be the benefits, do you think, that would flow
from anational licensing or certification scheme for repairers?

MR RALEIGH: Rotten apples have been discussed. | believe there'salot of
insurance companiesthat - | know for afact. I've done rectifications against most of
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the major insurers and some of the shops that have gone in and quoted very low
figures on these particular vehicles, | don't believe should be in the industry, and |
don't believe that the insurers - one group in particular that does alot of work for one
of the major insurers, has a consistent record of failure as far as quality of work goes.

MR RENDALL: That'snotintheinterests of the insurer to allow that to continue.

MR RALEIGH: But they keep using these repairers because they're bottom line.
The whole thing is out of kilter and | just think licensing - there could be, 1 guess,
insertsin the licensing agreement that say, "Three strikes and you're out, three
serious misdemeanours.” | believe there's certainly a few shops that probably
shouldn't be operating and | think the licensing would pull alot of these shopsinto
line. It would also be good for the consumer, it would definitely be good for the
consumer. We had the Occ Health and Safety Board go through our industry awhile
ago and | know that there was quite a few shops that got shut down. Now, they
wouldn't have been found out if it hadn't been for that purge by the Occ Health and
Safety Board. That was good but there are other aspects as well that they don't go
into.

| think if licensing camein, it would certainly help our industry tidy itself up
which has got to be good for the consumer. 1'm mentioning the consumer because
that seems to be paramount in the mind of the ACCC and it seemsto be the only
thing they listen to, according to the insurance companies. It would weed out the bad
repairers and likewise | think the assessors have to be - clean their act up and have
people that are qualified and have the qualifications to be an assessor come out to
your business - half of them, and I've got to be careful how | put this. But we've had
discussions with afew of them and they admit that they're out of their depth.

MR RENDALL: The assessors.

MR RALEIGH: That'safact. I'll fax you a stat dec tomorrow. Itisaserious
situation. It'sabit of aslap in the face for our people to have to comply with
everything we have to do, and somebody can do - pardon the pun - a crash course
and become an assessor. That's the state of play with alot of them. All the insurance
companiesin that list, you've got something like 11, that's independents and the
major insurers as well, and you can check and they are all from backgrounds other
than the panel industry. They have no real workshop experience.

MR FITZGERALD: You just mentioned occupational health and safety. An issue
that you haven't touched on but it came up in Sydney on Monday, was just the use of
- I'm not sure what the right term is but contractors who fix windscreens and others
that come into the work centre and that. There were some strong feelings by some of
the repairers that, one, that was a problem from an occupational health and safety
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issue but, secondly, there was no payment for the space and the costs of that. | just
wanted to get a perspective down herein Melbourne on that.

MR RALEIGH: That'sanother, | guess, sticking point. We're becoming more and
more like a sublet agency. We bring the car in, we do all the work, the insurance
company sends out whoever tenders the lowest for them to come out and work on
our premises. A lot of them - windscreens, for instance, they fit non-genuine
screens. Duty of care rests with the repairer because it'sdone in his premises. |
know somebody that bans them. "If you want to fit that windscreen, you take it
outside and do it off my premises.” I'm now doing that, because duty of care comes
back to the repairer. It's done on his premises, he'sin charge of the job, he signs off
on it and the buck stopswith him. A lot of the PSRs and other people don't get the
say in who they have come into their premises and perform work. | use alot of the
small places because, being arelatively small shop, if | don't perform | don't get my
customers back, and you find that if you're just a number with alot of these large
companies that are contracted out by the insurer, you're just a number, in, out, gone.

If you've got a problem, the customer brings the car back to you. You've got to
rectify it or at least make your apologies, either put him in acar or pacify him
enough, get them out and redo it. We're losing control of the radiators, wheels, for
instance. | had an insurance company that wanted to repair a wheel on virtually a
brand new vehicle and | said to the so-called assessor that, "Duty of care stops with
me. Unlessthiswheel isx-rayed" - and, mind you, it was a brand new vehicle. | just
said to them, "Well, you'd better talk to the owner." | think the vehicle was about six
weeksold. It got hit in the side, the other side hit a gutter and took a reasonable size
chunk out of the wheel. | said, "Unless you're going to x-ray that wheel | don't want
it done at my place. Y ou can take the vehicle away when I'm finished with it and do
what you want. I'll be instructing the owner what's going on," and they supplied a
new wheel. We're just losing control of our businesses for the sake of cost-cutting
and saving money to help the insurers and the assessors achieve their individual
goals.

MR FITZGERALD: All right, Gerry, | think we're out of time. Thanks for that
and thanks very much for your very detailed submissions.

MR RALEIGH: Thanksfor the opportunity.

MR FITZGERALD: Thank you.
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MR FITZGERALD: Frank, if you give your name and position, and company.

MR COTTONARO: My nameis Frank Cottonaro. I'm the managing director of a
company called Claims Made Easy that's situated in South Melbourne. We mainly
do alot of work through New South Wales, Victoria, and some occasiona work in
Queensland.

MR FITZGERALD: Okay, over to you.

MR COTTONARO: Pretty much what our company does is represents consumers
that would appear to have taken aline throughout the insurance companies and pretty
much have come to no resolution and finally the buck stops with usto try to get a
resolution for them in their repairs. Normally our customers, our clients, come to us
after they've had dissatisfaction with the insurance company, prior experience to
insurance companies. So what would then happen is that instead of going through
their own or going through another person's insurance company they would then
come to us and we would act as a claims manager for them.

MR RENDALL: Isitaways after the repair?

MR COTTONARO: No, it's generally when an accident happens. Through their
prior experiences they feel that they don't get their full benefit through their
insurance company, so they then make contact through us. It's generally through
word of mouth. They express their concern with the way their car is going to be
repaired or the premium is going to go up, whether at fault or not, that they're going
to get charged their excess and they believe they're not at fault. They're not going to
receive their full benefits such as hire cars and the loss of wages, which seemsto be
quite an ongoing concern, that through the insurance companies there's this unwritten
law that they won't advise their own clients of their full benefits.

MR RENDALL: Full rights.

MR COTTONARO: Yes, their full rights, and that isthat if you're not at fault that
you are entitled to a hire car. If you have lost wages they don't advise them that
they're going to reclaim them for you. A lot of times, you know, you can have a
self-employed plumber or a contractor that has equipment in their van that gets
damaged. That normally doesn't get taken care of. They normally cometo uson a
separate occasion. So they will make their claim for their van or their truck through
their insurance; that gets repaired - and have no satisfaction in recovering loss of
wages or loss of stock. So they then follow it through with us and we then proceed
to recover the rest of the amount for them.
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MR RENDALL: You'repad, what, afee by the person who owns the vehicle?

MR COTTONARO: Yes, pretty much. What happensis that we run what we call
a"nowin, no fee". Soif we can't recover any money for them we don't charge them
and in Victoriawe pretty much run a set fee of $200. Now, we don't want to exclude
anyone from our services, so generaly if someone comesto uswith a3 or 4 hundred
dollar claim we would do that complimentary for them, just for the sheer, | suppose,
goodwill of them coming back to us in the future.

There'sjust afew things that | picked up in today's comments. We probably
stand in the middle of the insurance company, the consumer and the repairer, and we
stand and, without actually being involved, get to see what the disputes are between
each one of them, and generally from there the consumer comes to us after
dissatisfaction from one of them and we generally find that it all stems from the
insurance companies. There has been a huge increasein denial of clams. So where
someone hasn't disclosed that they had a speeding fine six years ago they just straight
out tell them that they're not going to indemnify them, didn't tell them that they had a
different set of wheels on their car so they just refuse to indemnify them. So we get a
lot of these referrals on to us.

So there's quite alot of dissatisfaction from the general public and just one
point | suppose that was brought up, that a third of people shop around for insurance
after 12 months. Well, you'll probably find that most consumers only would rely on
their insurance probably once or twicein alifetime. | think the average estimate is
once every eight years that they actually rely onit. So to actualy state that it'sonly a
third, it's probably not a true reflection of what's really happening.

A true reflection would be how many people have made a claim during the
year and then how many of them have gone to look for different insurance at the end
of their policy would probably be atrue indication of satisfaction of the insurance.
So there'salot of sort of figures that are put forward through alot of these
submissions that when you take in the true variables of how these figures actually
came up, it's probably more important than the actual figure itself.

MR RENDALL: What about breaching confidentiality? Are you handling
thousands of claims a year or what?

MR COTTONARO: Per year, yes, absolutely, and if we had the potential to do a
full-on marketing campaign as do the insurance companies, | would, without a doubt,
estimate that there would be tens of thousands. People just do not know that we're
there. We don't have obviously, you know, the million dollar or two million dollar
marketing budget that the big companies do and we're constantly being advised that,
"I wish we knew you were there before because we would have used you before.
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We've got into so many complications,” and it's this kind of feedback that we get
from our own clients.

In response to - | think it was the ICA, about how many complaints - | think
there was .03 complaints through the ombudsman. Probably the best example of that
isapersona experience | had myself yesterday. | was actualy trying to get the
direct number for the ombudsman. | called AAMI. | called AAMI on six different
occasions. On six different occasions | got the same phone number of the internal
disputes resolution of AAMI. Now, I'm a professional within theindustry and | can't
get the ombudsman's phone number. So | couldn't imagine how anyone else, any
consumer, could even go to the point of getting in touch with the ombudsman.
Probably the true reflection of how many complaints there areisto ask how many
people have inquired through the internal disputes resolution. That's probably a
more precise indication of how many disputes there really are.

On theissue of choice we find that people come to us purely because of choice.
They feel that after their experiences with the insurance company they don't get a
say. They don't get asay on how their car isrepaired. They don't get asay on who's
going to repair their car and through the service that we provide, we actualy involve
the consumer pretty much every step of the way: they get to choose.

MR FITZGERALD: Canl justask aquestion. From the consumer's point of view
do the consumers that want choice - do they understand what their policies are saying
in relation to choice? In other words, they have purchased policies which do provide
or don't provide various levels of choice.

MR COTTONARO: Yes.

MR FITZGERALD: Isyour experience that they understand that at the time of
taking out the policy or not?

MR COTTONARO: No, generdly they don't understand it at the time. They
come to understand it through experience. So what happensis, let's say they
purchase a policy in 2001 and don't have an accident for three or four years and
continue the same policy because they think it covers everything that they need.

Four years later or five years later they come to depend on that policy if they have an
accident, it'stheir fault, and then realise that in the fine print that they're not covered
for quite afew things and then the dissatisfaction comes about.

Normally it'slike | said, adenial or arefusal. We have alot of people that
come to us that have had cash payouts from the insurance company because they
refused to deal with the repairer, saying that they don't agree with the repairer,
"Here's your cash settlement. Y ou do whatever you want with your car."
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MR FITZGERALD: Canyou justtalk about that. In the submissions, the written
submissions, we received a number of comments about cash payouts and in the
discussionswe had. That hasn't come up in the public hearings yet. What's your
insight in relation to the way cash payouts are being handled?

MR COTTONARO: We believe that the consumer feels that this method of
settling the claim is like a punishment to them for going against what they havetried
to dictate upon them. So as an example, the insurance company would say, "Well,
we're not going to give you a choice of repairer,” and what they then do is get their
own repairers to quoteit. The owner would bring someone outside, with an unbiased
opinion, to overlook the method. There would be a discrepancy in the way it was
fixed. Therewould be an argument between the insurance company and the
consumer, and | suppose effectively the insurance company would punish the
consumer by just cash settling them and wiping their hands of the whole situation.

MR FITZGERALD: Inthat arrangement where isthe weaknessin that? The
company might be entitled to offer a cash settlement or a cash payout to aclient.
Whereisit going wrong? Isit the undervaluation of the work or isit - - -

MR COTTONARO: 1 think it's more - it generally comes to the repair method,
where arepairer will quote in a certain manner and the assessors will impose a
different method, and from the reaction of the people involved it would be a
cost-cutting exercise. Just generally, things that shouldn't be repaired that are
repaired; plastics shouldn't be repaired. We know that you can never repair plastics
in acertain way, or the way they go about repairing them doesn't bring it back to its
original state.

MR RENDALL: Sotheamount that's paid out under that method is what, the
insurance company's assessment figure?

MR COTTONARO: Determined - yes.

MR RENDALL: Not what the cost of - - -

MR COTTONARO: That'sright. Soif then they - let's say the consumer has been
paid this cash settlement and then they go ahead to have their car fixed, and the
repairer then, upon stripping, finds extra damage you can't go back to the insurer and
say, "Hang on, it wasn't atrue reflection of what was damaged in the vehicle," and
they've wiped their hands of it. So they've got no recourse. The customer nor the

repairer has any recourse back to it.

MR RENDALL: Theresanissue, isn't there, if that person then triesto get new
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insurance? Isn't there - - -
MR COTTONARO: That'sright.

MR RENDALL: ---abox they'vegot to tick which says, "Have you been paid
outon---"

MR COTTONARO: Yes, absolutely, because the question is, "Have you been
denied insurance lately?" - and yes, you've just had a comps.

MR RENDALL: Isthat classified asadenial?

MR COTTONARO: It'snot adenial. It just makesit extremely hard for that
consumer to then get new insurance and normally the premium will go up. So what
happensin our situation is, that client will actually come to us and ask them to
represent them in these matters to sort out the differences between the insurance
company or the assessors and the repairer, and we're pretty much alegal-backed firm
that uses the law to determine differences or opinions.

MR FITZGERALD: Butwhat would you be saying to the insurer or, sorry, what
would be the right of the consumer in that case, that they've accepted the cash
payment and they've, no doubt, signed off alegal disclaimer on that? So what would
you be going back saying, that the actual quotation or the methodology for working
out that figure was fraud?

MR COTTONARO: Yes. Wédll, there'salot of differences of rights, depending on
whether you're at fault or whether you're not at fault. So if that particular customer
made a claim through their insurance company and wasn't at fault and agreed upon
this payout, then he had recourse to recover the remainder through the other person
that causes the accident. If he was at fault then he would have no recourse. It would
be a huge loss the consumer would have suffered.

MR FITZGERALD: Any other comments, Frank?

MR COTTONARO: 1 actually worked for Dunalley and Myers as an assessor
myself and pretty much can substantiate a lot of comments that Gerry Raleigh made.
At the time when | was employed by them the rectification rate was approximately
20 per cent through the - | also had my own panel shop. | employed about 12 people
there and it was an AAMI recommended repairer and 90 per cent of my work was
AAMI work. At that time, unwritten, | was considered probably one of the to

10 repairersin Victoriafor AAMI.

What would happen isthat - and | think you brought up the fact that wouldn't it
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be detrimental for the insurance companies to have this rectification rate. But what
would effectively happen is that the consequence of this happening would not
directly fal back on the insurance company. The insurance companies would hold
the repairer responsible for poor workmanship. So what would happen is that the car
would be under quoted, the repairs would be taken out. Obviously short-cuts would
be taken to try to at least break even on the job. Obviously the job wouldn't be done
right. The consumer would complain. The insurance company would then go back
to the repairer and tell them, "Y ou haven't done a good job. Y ou've got an
opportunity to rectify it. Thisisyour problem,” and the insurance company or the
assessor - and that was the position | played while | was there - would then blame the
repairer for doing bad workmanship.

MR RENDALL: 20 per cent seems - that's a huge number.
MR COTTONARO: Absolutely.
MR RENDALL: Youdhavealot of ticked-off customers, | would have thought.

MR COTTONARO: Absolutely, but the insurance companies or the assessors
were taught to pull this off over the repairers and put the blame on the repairers,
where in fact they were directed to repair acar in a certain manner. Now, that's
coming from personal experience on both sides of the party. These figures aren't
disclosed. When they talk about - - -

MR FITZGERALD: Obviously you're awareit'son the public record and |
presume AAMI will clarify if it believes the figures are not correct.

MR COTTONARO: Absolutely.

MR FITZGERALD: Canl justask, inrelation to rectification work generally
which his a source of major contention by repairers, again what you're saying is that
an industry won't practice isto unfairly or inappropriately find fault with the repairer
that did the job. But what is the incentive for insurance companies to act in that
way? What isthat incentive?

MR COTTONARO: Bottom line, we had monthly meetings as an assessor, and
our performance was based not on customer satisfaction, but on bottom line dollars.
How many dollars we allowed for new parts, how many dollars we allowed for
repair, how many dollars we allowed for second-hand parts, non-genuine parts
therefore, and your monthly | suppose objective was to get under each other month.
So it was to continually bring each amount down, and we were never ever judged on
customer satisfaction or quality of repairs.
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MR FITZGERALD: Justin relation to the rectification work, what do you think
the appropriate way of handling rectification work isthen? We've talked a bit about
lifetime warranties, guarantees and so on and so forth, but how would you deal with
thisissue or the concerns you've raised in relation to rectification? Does it come
down to simply insurance companies acting in an appropriate and ethical manner,
one assumes, or do you have some sort of proposal that goes beyond that?

MR COTTONARO: | think the basis behind it would be to get someone involved
that has no financial benefit from it, but rather a consumer's point of view of priority
quality of repairs, and | think the insurance company having their own assessor is
biased because there's an economical benefit to what they're doing. | really don't
know. It'sacomplicated issue, but asagenerd - - -

MR RENDALL: Butif you go the other way, like what Gerry was saying, you
know, in his submission that you get independence, the independence won't get to
work for insurance companies unless they're - you know.

MR COTTONARO: Through our business we use only independent assessors, and
we find that our rectification rate is pretty much zero because the assessor and the
repairers are given the opportunity to talk to each other and discuss proper methods
before the economic cost of it. What generally happensisthat if the economic cost
of repairing that vehicle to its proper standard exceeds its market value, then it would
be deemed atotal loss. So first and foremost would be the quality of the repair put
forward, and then whether it isviable to repair it at that cost.

MR FITZGERALD: Just on thisrectification, isthe problem that when the car
comes back, a motor vehicle comes back for rectification work, is there a
disagreement as to what was originally - the quality of work that was originally, you
know, agreed between the insurer and the repairer or isit simply, in your mind, a
waiver which insurance companies just deal with the problem? In other words,
irrespective of what the quality of work was meant to be, thisis ssimply away of
appeasing a consumer or an insured party.

MR COTTONARO: Normally the rectification comes from two things | suppose:
oneisfrom adisagreeance in how the repair should be carried out, and second to that
is the amount of time and economic value alowed for someone to carry it out
properly. Obvioudly if enough is not paid to - put it thisway: you pay in peanuts
and you get moneys. It's pretty much what you're getting. Y ou're getting unskilled
tradesmen because there's not enough money in the job to pay a proper wage, and
what I'm saying is a proper wage, it's not just the old tradesman digging up aholein
the backyard. Y ou need skilled tradesmen, and the majority of tradesmen outside
thisindustry - cal it electricians, plumbers - would be on considerably alot more,
probably taking a stab in the dark, between 25 and 50 per cent more than what a
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tradesman panel beater would be on, and obviously you're not going to attract people
into our industry.

Just getting back to the process, what would happen is that generdly in the
case of AAMI, they would call for two competitive quotes, and once they determined
who the cheapest quote was, they on top of that would then assess the costing down.
Our theory on assessing is that if you have one quote, then you send out an assessor
to assess that quote. If you have two quotes, then you don't need to assess the
costing on it. Whoever winswins, and it should be granted without any cost
adjustmentsto it, because that is the competition in itself. To actually get two people
or three people to compete and then physically adjust the costs after that | think is
extremely unfair.

MR RENDALL: Doesthat occur?

MR COTTONARO: Absolutely. Onevery singlejob - every single job.
MR RENDALL: After they've won?

MR COTTONARO: After they'vewon, it isthen assessed on cost.

MR .......... Absolutely. Every singlejob.

MR FITZGERALD: Inyour experience, does that apply across the board or is that
peculiar to that company?

MR COTTONARO: Pretty much across the board. | don't know why, but alot of
insurers portray to their consumers that if they've had an accident, you must ask that
other person for at least three quotes. The law quite plainly states you only need one
guote. So why they would be portraying thisis beyond reason | suppose. Y ou only
need one quote. If you're not happy with that quote, you've got the opportunity to
send your own independent assessor to overlook it to make sure that the procedure to
carry out the repairsisfair and responsible and carried out all right, and obviously
the cost involved init.

But to get people to actually compete and then to go - it'slike - | don't know,
the best example is getting a safety switch put in your house. | mean, these are
grudge buys, asisinsurance and smash repairs. They're a grudge purchase. No-one
likesto doit. But they're things that have to be done for safety issues. If | call upon
an electrician and | ask one electrician to give me a quote for a safety switch and then
ask another electrician to give me a quote for a safety switch, one charges me $400,
the other one charges me $380, | pick the one that charges me $380 and then
confront him and say, "Well, now do it for 300." It's not comprehendible. You go
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for the one that's giving you the cheapest and you accept it, and you say, "Thank you.
Do thejob for me." It's not happening within our industry.

MR FITZGERALD: Asan assessor, how isthat recorded? How did you - or was
it not recorded at that process? In other words, if you were in fact discounting the
agreed competitive price, was that recorded anywhere? Isthat part of your
performance?

MR COTTONARO: Yes. What would happen is that you would submit your
daily sheetsto your supervisor, and then the numbers would get entered into a
computer obviously, and a printout every month would tell you exactly how much
you allowed on labour, how much you allowed on paint, and actually the labour
would be broken up between repairs, remove and refit, new parts, second-hard parts,
subleasing, mechanicals. It would take a good four to five hours per month to go
through the figures, and you were pretty much told that if you weren't to come up to
scratch, you'd be - - -

MR FITZGERALD: My questionisprecise. If you have two quotes - you know,
oneisathousand dollars, one is $800, you accept the $800. Y ou're saying that as an
assessor you would then, as part of almost company policy you're indicating, seek to
reduce the 800 to 700.

MR COTTONARO: Yes.

MR FITZGERALD: How doesthat hundred dollar differential get picked up or it
doesn't?

MR COTTONARO: It does. It showshow much you've reduced your
assessments by each month, all them figures picked up. Just in relation to that, |
think there was a point mentioned where if your 50 per cent rate wasn't met, that -
well, you were expected to win 50 per cent of your jobs. | think the lady there from
AAMI said that no-one had ever been dismissed for producing less. | can put my
hand up that | actually was for not winning more than 50 per cent. So that was a
straight-out lie.

MR RENDALL: Areyou aclassic under-achiever?

MR COTTONARO: No. | insisted on quality and | charged what | thought | had
to charge to get the right job, and towards the end of it, | couldn't win anything
because | kept getting underquoted, and they brought me in two or three times to
discuss the situation. | told them | couldn’t do it if they expected quality. If they
expected a substandard job, then | would reduce it, but they insisted that | do the
top-quality job and underquote myself, which once I had my accountant in the books,
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he pretty much said if | kept doing it, | was going to go broke. So | actually refused
to do any further work.

Just another reference to the assessing, another common practice: if there was
a PSR that had quoted against a non-preferred, and the non-preferred - let's say the
PSR quoted at $900 and the non-preferred quoted at $800, what would then happen
isthat you would go back to the preferred and then ask him if he would like to do it
at the same price it was assessed.

MR COTTONARO: Soyouwould give an unfair advantage to the preferred just
to throw abit of work his way.

MR .......... Happensevery day.

MR FITZGERALD: Arethereany other comments you want to make before we
conclude?

MR COTTONARO: Yes. Justinthevoluntary code of ethics. I've got an opinion
onit. | think that everyone involved should be given the opportunity to produce a
voluntary code of ethics, and probably that should operate for 12 months under a
voluntary system, and then once that had settled and appeared to be working in a
proper manner, then that would then become a mandatory code of ethics. The only
problem | find with the voluntary is that it's too easy to claim that you're going to do
things and then just pull out. So claim that you're going to build afun park for
everyone and then when it comes crunch time to actually build it, they say, "No,
we've changed our mind." Let them make their own voluntary code, let them abide
by it, let it happen, make sure it works effectively and then enforceit is my view on
it.

MR RENDALL: Sowhy did you set up Claims Made Easy?

MR COTTONARO: ClaimsMade Easy was set up through consumer demand,
obviously through my experience in the industry, | was probably one of the
outspoken ones and pretty much stood up for what | believed in, and just got a
reputation for helping people out, and it wasn't always just a businessthing. It was
generdly just to help people. | knew what the - | had a personal experience with
AAMI myself through illness that | don’t want to get into, but something that sort of
said well, money is not always the underlying factor, and from that I've pretty much
got areputation for helping, and through just word of mouth. | actually tried to get
out of the industry. | went and did a university course for approximately three years
and tried to get out, but just through - - -
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MR RENDALL: It'snotjust AAMI policyholdersthat you're helping. | mean, it's
acrossthe- - -

MR COTTONARO: Absolutely not. We'd probably find - and | would agree with
the representative from AAMI that their methods haven't changed that much and they
have been relatively stable in their approach. 1'm not agreeing that their approach is
foolproof. They've got alot of mistakesin there, but probably the biggest shaker at
the moment is NRMA, being the IAG group. RACV was quite stablein Victoriafor
guite awhile, but since it's been taken over there's been quite a big shake-up in the
whole industry.

MR RENDALL: Weroughly know the percentages of the market that the different
insurers have. Y our work broken down would reflect those - - -

MR COTTONARO: Yes, our work reflects - absolutely, yes. What we find is that
the bigger the insurance company, the more problems they have as far astheir own
consumers go. The personal liaising with their consumersis not there any more. So
we find that the smaller insurance companies are much easier to deal with and much
more balanced, | would say, in the way they conduct themselves - more ethical - and
it would appear that the bigger the insurance companies, the more they don't care
about their own consumer, because it's not a matter of holding onto anyone any more
and it's not a matter of customer satisfaction; it's a matter of - and thisisonly my
opinion, obviously - the bottom dollar is the driving force behind them.

MR RENDALL: You must get casesthough, Frank, | assume, where the consumer
really istrying to pull the wool over somebody's eyes.

MR COTTONARO: Absolutely not. We're talking about peopl€e's cars here,
which istheir second-biggest asset, and they are genuinely concerned about
devaluation. When they go to sell their car, if the car is not repaired properly and
someone can think that it's been repaired, it's going to be a huge devaluation upon
sale. From our end, the harder the economy is, the more work we get from it,
because there seems to be a higher denial of claimsin adifficult economic time. So
the tougher the times, the more claims we actually get fromit.

MR FITZGERALD: All right, thanks very much, Frank.
MR COTTONARO: Thank you.
MR FITZGERALD: I'dnow invite any other participant here or those present, if

you want to make aformal statement or a public representation - we had a couple in
Sydney who came forward. Anybody?
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MR KREYMBORG: Brad Kreymborg, Lustre Panels.
MR RENDALL: Youjust need tofill out aregistration form.

MR FITZGERALD: You'relooking very spivvy, Brad. Last time we saw you,
you had paint al over you and - - -

MR RENDALL: | waslooking at you in the audience and | thought, "He's dressed
to speak.” I'm sorry, you can fill that out in amoment. If you can give usjust your
name and organisation for the record.

MR KREYMBORG: Brad Kreymborg, Lustre Panel Works, body repairer.
MR RENDALL: Okay, Brad. Over to you for afew minutes.

MR KREYMBORG: | think alot of the issues have been touched on today. As
you're aware, | sit on the committee with the VACC. 1 think at the end of the day
what needs to come out of thisinquiry isthere definitely needs to be a code of
conduct. Theissues over quoting, whether it be a one-quote process or a two-quote
process - clearly there are flaws with both systems. They are being used, abused and
manipulated by insurers and repairers.

I think what we need to get out of this and come to a common agreement on is
there needs to be a code of conduct. Theissues that are being discussed need to be
wound up into a code of conduct and then the recommendations need to be put
forward and monitored. Clearly the industry can't keep going theway it is at the
moment, and | think the positive thing that we need to do is at |east identify the
issues, which | think we've done, and I've got confidence in the commission that the
guestions they're asking, they're aware of them, and | think the recommendations
need to be put forward. Let's get on with the code of conduct and let's see if we can
get some positive resolutions out of it.

What Frank has said, | personally have experienced the same and still am.
Clearly, if these issues aren't addressed, quality repairers will go. We'retraining
apprentices. Hopefully in the future, with the outcomes of thisinquiry, we might be
able to train tradesmen for the long-term future of the industry. If we don't get
resolutions out of thisinquiry, | do fear for the industry. The insurers will pay, they
will pay big time, because they will not have quality repairers to use.

In relation to a couple of quick things off the top of my head, the insurers are
not paying for the poor quality work. It is getting thrown back at the repairers, who
are rectifying the work at their own cost. | have personally done rectification against
other repairers, who have taken my customer base away. Itistheonly timel will
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ever doit. | don't like doing it, but at the end of the day I've got a customer base that
| work on, thrive on, and we need them, and if | have to compromise my quality and
service standards to survive, we've gone backwards 100 miles an hour.

Don't out of thisinquiry lower standards for the sake of cost. Certainly do not
jeopardise quality repairers or methods of repairs on vehicles for the sake of the
almighty dollar. The competitive element needs to be there, but |et the competitive
element be on quality first, then let the cost determine what that outcomeis. Don't
let the bottom line be determined by the inferior, substandard methods of repair and
quality. Set the standard, then let the repairers compete on that.

There are issues on the hourly rate. In my second submission to you | try to
addressthose. | feel that the hourly rate should be varied from shop to shop. Some
of the bigger shops will have higher overheads, but they're probably better equipped
to do them and quicker, and their hourly rate might be higher but their hours taken to
do the job might be less. But at the end of the day it is still determined by the price
of the parts. For example, if abonnet is $350 and my hourly rate is $90 per hour, |
guote three times 90, | think it's 270 bucks - | haven't got a calculator - but at the
same time, with the funny money, funny time, I'm still quoting 12 times 23 to get
around that similar figure. But if | quote 12 times 65, you've got 6, 7 hundred bucks.
Theinsurer is going to put on anew bonnet. Whether it be abonnet, aheadlight or a
bumper bar, if you want to repair and you're capable of doing it, the dollar figure will
determine how that's happening.

It'sjust in my opinion fraudulent and misleading that I've got to put down
12 fictitious hours for something that | know | might be able to repair in three or
four. That needsto stop. Soif we're going to talk about funny money, funny time,
my recommendation would be to just quote them all in dollars and let the dollars
determine whether it be repaired or replaced, or second-hand. If there'sa
second-hand bonnet available for $250, you've got to repair on it for $300, you put a
second-hand bonnet on it. | can't see where the costs are going to go up. Some of
the R and R items may, but the repairs that were inflating with the hours, not in
dollars - we're doing that - instead of quoting 12 hours, I'll quote three hours. But
you know it's a genuine three hours work that I'm doing.

I've been asked by the chamber to go and teach kids how to quote. | refuse to,
because | am not going to train and educate the next generation of body repairersto
guote fictitious times and money. It's misleading and it'swrong. It's got to stop. At
the end of the day, the dispute resolution process needs to be the number one priority
of this code of conduct. The issues of dispute resolution will fix quotation disputes,
it will fix the manipulation of the work, it will fix, in my opinion, PSR issues. If we
can't have a dispute-resolution process in an industry that revolves around
billion-dollar repairs, we've failed miserably.
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I've had a number of disputes with probably most of theinsurers. |I've resolved
them with most of them. One of the major insurers I'm having continual complaints
with, | can't even get a phone call returned. | can submit further files as of yesterday
where we were $300 cheaper on a 2 and a half thousand dollar quote, cheaper than
one of their preferred repairers, a better method of repair, and guess what: the job
has been directed elsewhere. Where do | go with that? | don't know. | can giveitto
asolicitor, | can go to the IEC and wait six months for aresolution, or | can just walk
away fromit. | won't walk away fromit - - -

MR RENDALL: The car owner wants you to do it?

MR KREYMBORG: She'sbeen having her car repaired with us for 30 years, Curt.
The problem is three or four years ago she had aclam - AAMI. | advised her, "If
you want usto do it in future, please consider your insurance when it comes due.”
Shedid. She went and insured with Australian Pensioners. Guess where the dispute
was yesterday? At the AAMI assessment centre. So don't tell me that the consumers
are aware of what they're getting when they get insurance. They're not. This can be
easily fixed if there's adispute processin place that | can access and the consumer
can access quickly to haveit heard. She wastold last night, "If you don't get another
quote, we're not accessing the claim.”

MR RENDALL: Inthat case with Australian Pensioners, and she changed to them,
was she aware of the choiceissue, or the denial of choice? Doestheir stuff say you
get achoiceor - - -

MR KREYMBORG: It only happened last night. | was very busy picking my suit
for today, and | haven't had the opportunity to discuss those details with her. But
very clearly - and | don't want to go on here - | think most of the issues have been
discussed. I'veread the report. | think most of the issues have been discussed. Very
simply, there needs to be a code of conduct. | don't believeit will be voluntary
because | believe - and | may be a bit sceptical after nearly 30 years of repairing
motor cars - that the insurers, if they wanted to do something, would have done it by
now. In my opinion the VACC and the industry in Victoria have been very activein
trying to get a better position for the industry as awhole, and if we don't get
recommendations from the commission on the methodology of how thisisto be
implemented, | think we'll have another inquiry in 10 or 15 years' time with the same
problems, just bigger issues.

All I'm encouraging out of this room today is the endorsement for the
implementation of a code that addresses all these issues with dispute resolution that
can be accessed by repairers and consumers without fear of retribution. That's not
unusual .
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MR FITZGERALD: Brad, theareawhere we have adightly different view - we
agree that dispute resolution as part of acode iscritical: agreed. The questioniis-
and where we differ from your earlier submission - in relation to dispute resolution
around individual jobs and quotations on individual jobs, not the quality of work in
relation to rectification and some of theissues. The difficulty hereisanumber of the
insurance companies and others have indicated - and | suppose our own assessment -
that the costs of a dispute resolution scheme around individual job quotations would
fair outweigh the benefits of that. We're talking about a $300 difference on a quote
or what have you.

So the question thereis - your view, | gather, is still very strongly that dispute
resolution should go down asfar asthe individual job quotation. My question about
that is. isthat a cost-effective way or are the real savings or the real gainsto be made
in trying to get some of the structural and other issues right.

MR KREYMBORG: TheVACC were encouraged, | forget how long ago it was -
probably three or four years ago - to come up with a code of conduct. One of the
major priorities that the committee put together was a dispute facility where an
at-fault party was not going to be financially penaised. | hope everyone, and | hope
the commission, has read the VACC code of conduct, because the dispute resolution
processin that code is based around a no fault, no pay and, similar to what Frank is
saying there, no win, no fee. Very simply, this case that I'll just touch on today - |
reckon I'mright. I'll back it in, and I'll put my money on the table, that I've been
unfairly treated, as has my customer here yesterday. I'm happy to put it up on the
tablein front of an independent panel, but if I'm right | want my money back and the
at-fault party should pay.

Very simply, if | am at fault, | know and I'm not going to jeopardise losing the
job and another 500 bucks. So very simply, the dispute resolution process put
forward should be an at-fault party pays. It's not dissimilar to what footballers go
through; jockeys go through. They go up there and if they get an unfair hearing at a
tribunal, they put their money on the table and they can get a second hearing.
Sometimes they get off; sometimesif it's frivolous, they lose their fee. The clubs
won't put the money up, and that's what similar should happen here. So ssimply if I'm
at fault, I cost my business money and lose the job and if | keep continuing doing
that, I'm not going to be around long.

MR FITZGERALD: Okay. | don't want to go into the details of the actual quote
itself, but there are two elementsto it. Oneisthe price, and you've comein at a
lower price. The second thing is you've mentioned, as | understand it and correct me
if I'mwrong, that the method of repair between the two quotes, yours and the other
party, might be different.
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MR KREYMBORG: They were.

MR FITZGERALD: Sointhat environment, where you've got not only aprice
difference but a methodology difference, some might say that the insurer hasto look
at all of those factorsand it can't just be on price; it can be on methodology. Even if
they came to adispute, it still might be the insurer saying, "We prefer that particular
method, even though it's abit dearer." That's a possible outcome, so again | suppose
pushing you alittle bit on this, would a dispute resolution procedure actually help
resolve that particular matter, where in fact the insurance company might say, "We
look at a number of factors, not ssmply the bottom line." Y ou might dispute that but
I'm just putting it.

MR KREYMBORG: The code of conduct once again, | think, addresses that issue,
or the proposal endorsed by all state bodies. | believeif that dispute processisthere
with afeeto be paid, it will encourage negotiation between arepairer and an insurer.
What | feel would happen - for example thisjob here, I'd ring the assessor and say,
"Look, I've got a customer; she's rung me; she's not happy. | reckon I'm right; |
reckon you'rewrong. Can we come to a compromise?’ and | reckon you will. If we
don't, "I'll put my fee up; will you put your fee up and then we'll let someone else,”
but | reckon just to have something there that can be quickly, easily accessed, that
can't be abused, where the at-fault party is the only one who pays, will encourage the
repairers and the insurers to get together to talk about ajob, to negotiate the right
method.

I'd say more often than not Allianz Insurance don't have these issues. We come
in; we start the job. | might think I'm going to repair this; he might say, "Do we need
it," but it's a negotiated process and we get to the final result. Here we are losing
work without any recall, without any negotiation process, because someone doesn't
like the colour of my eyes, and there is no resolution to it at this moment. All we
need is dispute resolution incorporated in a code - provided someone who is doing
something right, and I'm talking insurance companies here - and we talk about a bad
element in theindustry. Yes, we've got repairers who have done the wrong thing and
the chamber have written to all insurance companies asking them to put them
forward. | can't recall probably more than one or two in the last 10 years coming
forward. Where are they? Bring them to the chamber; the chamber will talk to them.

It's the same with this dispute process. If there are inflated quotes or if there's
fraud, that al goes through your code of conduct. Weed out the bad but don't let the
good go, and don't drag the good down to that level because | have had repairers tell
me - PSRs, no insurance company names mentioned - "We will deliberately
misquote to win the job, then we get it in, then we book it in for supplementaries.”
I'm standing there trying to write the quote properly, accurately; it goes off to the
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insurance company and do you know what they say? "Y ou're not competitive." All
right, I'll write an uncompetitive one. Do you know what they say? "It's
incomplete.” What do | do and who do | talk to about it? No-one, because | can't get
aphone cal returned.

MR FITZGERALD: Thank you very much for that.

MR KREYMBORG: Thanks.

MR FITZGERALD: Good. Any others? You do need to fill out that form, by the
way. Yes, if you can just come down. Can we just have atwo-minute pit stop, and

in that time you can fill out aform if we've got enough. John is going to get you one.
Just take a sest.
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MR FITZGERALD: Okay, Malcolm, if you could give your name and
organisation, for the record.

MR MONAGHAN: Malcolm Monaghan. I'm acting on my own behalf. | had my
own shop for 21 years. | camein as an observer with no intention of talking, but
with a number of things that have been said | felt | had to speak up on a couple of
iSsues.

MR FITZGERALD: That'sfine. Just areminder, it's on the public record and if
you want to make afew brief comments, please proceed.

MR MONAGHAN: | don't have problemswith that. Firstly, anumber of the panel
beaters that have been up here today | consider as close friends and very honourable
men. | sold my business because of pressures by some insurers and was approached
at theright time, so | baled out at that stage. | used to be on the VACC,; | was past
chairman of the body repair division of the VACC. At that particular time it was
designated at the previous industry commission inquiry that approximately

15 per cent of business came from the insurance industry; approximately

15 per cent of their clients wished to select their own repairers. At that particular
timewe said, "Just give usour 15 per cent; that's al wewant." If aclient ishappy to
ring the insurance company and say, "Mr Insurance Company, I've just had an
accident. What do | do?", he's asking the insurance company for advice, and he
wishes to accept that. We have no problems with that.

| was a selector repairer for one of the insurers and we used to have quarterly
meetings, and at those quarterly meetings you'd go in and it was always the same
thing - party pies and drinks; shaking your hand; making you feel good - and the
meeting always started on the basis of, "Our claims costs are always higher than
everybody else's. Thisisa partnership between you and us to reduce those costings.
Y ou will start quoting more second-hands; you will start repairing more than what
you arerepairing.” They were telling us how to repair the motor vehicles. | used to
oppose that and the breaking point was when they rang me up and wanted me to drop
10 per cent commission on the parts. | said | wouldn't do that, the reason being |
believed it would jeopardise the quality of the repairs we put into place. | wastold,
"This does not necessarily jeopardise your position with our company.” Two weeks
later | was no longer arepairer for them, but that was my option. | knew the moment
| opened my mouth what was going to happen from it.

| think the code of conduct - | was involved in the original setting up of the
code of conduct - the disputes resolution situation is avery important part of it. Itis
self-funding if it's put together in the correct way and that is, as Brad said, the guilty
party paysthe bill. In other words, if | misquote and am ridiculous - with the
chamber at that particular time we could implement a panel of independent assessors

03/2/05 Vehicle 220 M. MONAGHAN



that had been accepted by both the insurance industry and our industry. They would
be on arotationary basis. We wouldn't know, the insurance industry wouldn't know,
who you were going to get. If you had a dispute, within 24 hours you could have an
independent assessor out to the car; therefore, the owner, the consumer, wouldn't be
mucked around. If the independent assessor came out and said, "Mal, you're being
stupid with your figures, you're not competitive. Bang, heresmy hill." 1 lost thejob
and | paid the hill.

Thiswas the discussion originally with the VACC, so asfar as that side of the
code, it would work. It would be self-funding. It would be like the New South
Wales system where they ended up with money in the coffers, so asfor that side of it,
| reiterate it would work. Consumer choice - | had avehicle there, six months old,
not with the company | was arecommended repairer for. | quoted the car up, all
brand new parts - six month old car - in came the assessor and changed it all. So
that'sfine. | rang theinsured and said, "Come down and look at what we're doing."
He came down and he cracked the wobblies; went through the stages with the
insurance company; got nowhere. That's fine.

He rang me back and he said, "I've been up to senior management and they just
referred me back to the assessor.” | said, "Leave it with me and I'll ring the assessor
inthe morning.” | rang the assessor and we discussed it all. He said, "What's the
problem?" | told him the story, "The owner doesn't want the parts that you've
allowed on the vehicle. He's ordered me to stop work on the car.” Hesaid, "What's
the difference in price on them?' At that particular stage it was about $40 a panel;
by three panels; just put them on new. That'sfine. An hour later | got a phone call
from him, "Stop work. 1I'm coming out to look at the vehicle." He came out with
threefiles. He said, "I've got four jobsto inspect.” | said, "I don't think I've got four
of your jobsinthe place." Hesad, "Thisone, this one, this one and thisone." Fine.

We went through them and he said, "Don't you get the hint? If you're going to
tell the owners what's going on, then you're going to be quality controlled till you're
not making money on the jobs." That was straight to me. | know I'm - on oath and
all the rest of the rubbish, so I'm not scared of that.

MR RENDALL: Sorry, Malcolm, how did you get the owner into the yard?

MR MONAGHAN: | rang the owner to tell him to come down and look at the
assessment that was done on his vehicle.

MR RENDALL: Becauseyou - - -

MR MONAGHAN: | wasnot apreferred smash repairer for this company,
therefore they couldn't take 20 per cent or 50 per cent of my work away from me
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because | wasn't one of their preferred anyway.

MR RENDALL: Andyou didn't feel what they were doing was right in that
particular case.

MR MONAGHAN: Dé¢finitely. It wasn't justified. In the end the owner got what
he wanted but it had to be via me and the back door. So what the gentlemen are
saying, it'sal fact. If you'retalking truth, they said before that every quote is altered.
Thetruth is not every quote is altered. You will get aminute per cent that will come
back untouched. I've had them that way too. But it is an absolute minute per cent.

MR FITZGERALD: Theseare quotesthat you've won on acompetitive basis.
MR MONAGHAN: Yes.

MR FITZGERALD: Just explainto me how that occurred. In fact, when they
came back was the discussion simply that your methodol ogy needed to change or
wasitsmply - - -

MR MONAGHAN: No, it wasjust aphone call to say, "Y our quote has been
accepted.” Thefirst question you ask is, "What's the alterations?" "Done.” "Gee,
okay." Your instant opinionis, "I must have been too cheap, | think." Y ou want the
truth and that's why | got up. | think it's about time you got truth. The insurers have
got their good points, they've got their bad points. If they've got recommended
repairs and it's an agreement between both parties and they're happy to do their work,
that'sfine. | personally made a stand against AAMI and refused to quote their work
and | didn't quote it for probably 12 years. | didn't do used car work either and |
didn't do taxis.

MR FITZGERALD: You'revery determined and that's fine. Okay, thanks very
much, Malcolm.
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MR FITZGERALD: The gentleman here. Have we got a sheet? I'mtold | haveto
get you to fill it out before we start for the purpose of the transcriber. Trevor, if you
can give your full name and organisation for the purpose of record and just a
reminder that it's on public record.

MR PARKES:. Okay, thank you. Trevor Parkesis my name. I'm from Parkes
Body Works. | realise the lateness of the day and I'll be as brief as| can.

MR FITZGERALD: That'sokay.

MR PARKES: Please noticethat | have no notesin front of me, | speak entirely
from the heart. If | fluff my words and get it wrong, forgive me. I'm agreat crash
repairer but alousy public speaker.

MR FITZGERALD: Very good introduction. Please- - -

MR PARKES: Gentlemen, | need you to give fair and firm consideration and far
beit for meto tell you your job. But there is nothing to stop you guys, if you enjoy
Melbourne's weather and our fine restaurant scene, to put your shingle up anywhere
you like and called yourself Fitzgerald and Rendall Panels. Thereisofficially no
debarment to entry apart from the fact of getting council permission and in the
correct zoning. When and if you put that shingle up, the insurance companies will
deal with you without hesitation and without reluctance. The public will probably
come to your door aswell. Why should they? Because your name is there, because
they have ablind faith, that they believe that you're proper, you're efficient and
you're able to perform your duties and whether you're equipped or not, whether you
are equipped or whether you're poorly equipped, that's the assumption that they
presume.

Gentlemen, as | said, my apologies, but it would be less than prudent if there
was not a recommendation in your report to say that there must be some
requirements, qualifications proving acceptance to join thisfine industry. Thereis
for nearly every other trade. Y ou see you're alicensed plumber, you're alicensed
this, you're amedical provider, whatever. Those of the accounting profession will
know that, those of the legal profession, let alone the humble tradesindustry. Thisis
one of the few industries where the butcher, the baker, the candlestick maker can be a
panel beater. You ask what's the benefit to the consumer? There's none if anybody
can do it, there is none whatsoever. But if thereisalicence, anumber, aregistration,
thereis a point that the consumer might be ableto rely on it. He might be able to
have some blind faith that you are able to perform your duties in a reasonable sort of
away, that you have afinancia stability, you have a public liability or a public risk
insurance in the event that you get sued or a job goes wrong or that you're able to
indemnify when and if thereisajob, for example, that goes wrong. That's that issue.
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My next issue, and to try alittle bit of mirth into it, when | was eight years of
age | was very disappointed because | found there was no Easter bunny. At 10 years
of age- - -

MR RENDALL: You still believed in Santa Claus at that time?
MR PARKES:. That's my next line.
MR RENDALL: Sorry.

MR PARKES:. At 10 yearsof age | wanted to commit suicide because there was no
Santa Claus. 10 years later when | was 20 | was extremely disappointed because |
found out that there was no such thing as a qualified assessor. | hear previous
speakersthat have sat in this seat and said, "I have aqualified loss assessor.” | want
the determination of what "qualified" means. I've got tertiary qualifications. | went
to university. I've got diplomas and I'm still studying. | travel around the world to
further my education about this fine industry. | looked you two gentlemen up on the
Net and | see that you're entitled to put letters after your name.

But what does the word "qualified" mean in the truest adjectival sense of the
word? Do we look to the dictionary to say what it is? Who qualifiesit? Who makes
it right? Who says you're qualified? Who unqualifies you? Are you atradesman
that went broke in your own business and wanted to send other repairers broke? Are
you atradesman that saw the natural progression down the track and joined an
insurance company and did a three-weeks training course and you got your red pen,
your Commodore and your camera and you became a qualified assessor? | ask you
to think about this, gentlemen. | would ask you to think and those that laugh, please
takeit in the spirit in which | mean. We've got childrento feed. We havea
mortgage to pay. We have rent to pay. We have alifestyle to support and it comes
from what we produce. We produce it from our efforts, from our endeavours and our
heart and initially because our heart and soul isinit.

That's why we're away from our businesses today, to get into it. We have a
right to live, we have aright to trade and we have aright to trade without unusual
encumbrances. We don't need to be prostituted in the truest sense of the word as our
paymasters sometimes do to us. Now, | know the old story, "When you do the
paying, you can do the saying." However, there are people out there that are on the
breadline that can't meet their commitments, that can't meet their mortgage
payments, the account is aways in the overdraft and they live and can't support a
lifestyle. Necessity being the mother of invention and this sort of thing makes piracy
out of honest men. | would suggest that none of usin this room pleaded guilty to this
sort of thing, but it drives people to that sort of behaviour when people cannot make
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an honest, proper and legitimate living.

If welook at afull floating market economy where market forces truly apply,
let them fully float. Let them market. Let's not manipulate them. Let's not again
make us the whores of the industry because we've gone to the market for a
competitive bid two or three times or whatever and sure enough, if there's a dispute
over repair methodology or over technique, by all means everything is open to
negotiation. However, when the lowest bidder is continually reduced and reduced
and reduced and then forced into that opportunity under work withdrawal, we have to
ask ourselves questions of what industry are we in and why are we hating it? And
it's simply often because we have no choice. That is how we'veal grown up with it.
I've been at thisindustry for 40 years aimost, and it has never changed. It has never
changed.

The competitive bidding process has occurred, and if insurance companies
have really got the you-know-whats to stand up and get counted, and really want to
think about the competitive process, well, sack all your assessors, because you don't
need them, or have them monitor the repair process. Have them see how they're
doing it. Have them see whether it's done correctly. Have them see whether you're
in fact getting what you paid for. See whether there's any costs savings at the end of
it, because it is atwo-way street. There hasto be benefits to us and a benefit to them;
it's got to be that proverbial "win-win".

How do we manage that in afull floating economy where that happens? Sure,
| speak to you about addressing the concerns that we as repairers need to have
encumbrances put on us and restrictions and registrations and levels of compliance.
What would it do? It would make it better for the consumer. It would be a
debarment of entry to stop some of the cowboys getting up and getting in there. It
would make people more responsible, more accountable. It would give usthe
professionalism and the accreditation that we perhaps need. If we had some form of
recognition as far as the assessors are concerned, it may do with them too.

Now, I've had some wonderful qualified assessors come into my place. I've
had a chef who made a great assessor. I've ahad a pastry cook, I've had a carpenter
and I've had an auto electrician, and they are my pay masters, and | can do nothing
about them, because perhaps there is no debarment to entry at their end. They might
have been thisin alater life and moved into insurance through a claims or experience
or again, to better their lifestyle, who knows? But these are the people that have the
insurance company's cheque book in their hand and do control our destiny. Please
give that due consideration in your report, gentlemen. Thank you.

MR FITZGERALD: Could | just ask aquestion. Trevor, just on the assessors, is
it the lack of qualification that you're aleging of assessors that's at the heart of the
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problem or, as some people have indicated in their submissions - particularly
confidential submissions - that it's the way in which assessors are required to
operate?

MR PARKES: It'sacombination of both. There have got to be guidelines and
targets, as | guess any company that employs anybody - "Thisis where you work,
thisiswhat you've got to do, these are your parameters.” But however, we as the
true professionals that are in the industry of getting someone to tell us how to do a
job and how much it will cost and how long it will take and how much it will pay is
not right. When you say it'sall up to negotiation, gentlemen, I'm here to tell you
thereislittle or no negotiation. We have the labour price fixed; we have the times
fixed; we have the spare parts fixed by the manufacturer; we have the paint fixed by
the type of car and by the person. I've got $6 million worth of data that tells me that
15 per cent of $6 million worth of trading is a subjective view. Now, in any
marketplace where the priceis fixed by the buyer at 85 per cent - | ask you to think
about that. That isavery controlled environment.

To answer your question about how the assessor - he's got those parameters
and his guidelines. He would give us a hundred bucks an hour if hisboss said it's
okay, but we all know that that's not feasible nor practical. But however, sometimes
when we're dealing with guys that come from alesser background or an
inexperienced background, it doesn't make our task any easier, it doesn't make it any
difficult to deliver aquality product at the end of it. Now, unlike doctors, we can't
bury our mistakes; they come back to haunt us. We've got to keep fixing it or
somebody buysit back from the insurance company. But let metell you, alid has
been put on it. It's been hush-hushed. It doesn't get the papers, it doesn't get the
environment. Somebody buys or pays their way out of it for their own safety.

MR RENDALL: If you are having particular problems with an assessor - - -
MR PARKES:. Dol?

MR RENDALL: No, I'msayingif you are having particular problems with an
assessor, are there mechanisms within the current corporate codes that the insurance
companies have where you can go to hisor her bossor - - -

MR PARKES: Weéll, you can, Mr Rendall, but however, they get the stock book
out, and the stock book reads the stock answer to whatever the stock questionis. So
the short way to your answer is you may get a sympathetic supervisor that will come
out and have alook; you may not. If it getsto an impasse where you ask him to
disappear or you relinquish thejob. If the job is dependent on economics, if it's
dependent on safety, method of repair, quality of repair or his sheer ignorance, and
you think it is not beneficial, it would be less than a prudent repairer to take that job
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on. It would be best to declineit. Y ou can sometimes go to the supervisor, but
frequently when you go to the supervisor, you don't really get a clear and unbiased
opinion; you get an opinion that is prejudiced because it's very difficult for the boss
to go against that guy because there's the you and | thing and whatever. So no, |
don't really think you get an absolute, unbiased, totalitarian opinion on mutual
behaviour. No, | do not. I've never experienced it in 40 years.

MR FITZGERALD: Just onefina question. Y ou mentioned the fact that, in your
view, there are fixed time for lots of things, and this strange hourly rate. But yetina
competitive tendering environment, you would think that the bottom line would in
fact mean that that's not the case. In a case where there's only one quote, then
obviously there's a different dynamic takes place.

MR PARKES:. Sure. Look, competition keeps everybody free and honest. Butin
therepair trade - like, thisis crystal ball stuff or magic wand stuff. | wish | had it to
solve everybody's problem, and none of us would be sitting here. There hasto be
methods of adjudication, there has to be methods of inspection, but it's getting to
guantum, and that's the whole guts of this matter. That'swherewe'reat. Let metell
you, this business of driven by customer satisfaction and our CSI rating or whatever,
that is absolute all nonsense, total nonsense. It is second to the bottom line, and
that'swhy we are all here. We're al getting paid from it, and we're receiving the
payment and we're making the payment. Most insurance companies, from what little
I know, have cost-based incentives based into their program or their wage packet,
which isfine asin to gauge a sales incentive to boost you along. No problems with
that, but there are ethics on how you get to that bottom line, and it is purely driven by
what ends up in your pay packet every fortnight without any of those checks and
balances or any means of redress, that is unkind and disgusting, in fact.

MR FITZGERALD: Okay. Thanks Trevor, that's fine.
MR PARKES: Thank you.

MR FITZGERALD: Isthereany other participant? Okay. Well, thank you very
much. It just remains for me to conclude the say. Thefirst thing | do isto remind
you that if you wish to make further submissions, they're to be at the commission by
11 February. Our staff will go back to participants on points of clarification that
have come up during the day, so it's not the end of the process. If you do have points
that you want to raise as a consequence of these hearings, then by all means you can
do so directly to our office, but | just make the comment again that if you can get
your written submissionsin, if you have any, by 11 February. The final report will
go to the government on or before 31 March. | just want to say thanksto all of you
for being here. Thanks very much to those that have participated in the hearings, to
the staff that have facilitated today, to the transcriber, and to those that have shown a
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general interest and supported the inquiry today. These hearings are now concluded.
Thank you very much.

AT 3.31 PM THE INQUIRY WAS ADJOURNED ACCORDINGLY
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