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NATI ONAL CONFERENCE OF | NSURANCE LEG SLATORS

COW TTEE HEARI NG

NATI ONAL CONFERENCE OF | NSURANCE
LEG SLATORS PROPERTY- CASUALTY

| NSURANCE COW TTEE HEARI NG ON A
PROPOSED CERTI FI ED AFTERMARKET
CRASH PARTS MCDEL ACT

— N N N N N

G ven before Debbie Rayl, Notary Public for
the State of South Carolina, in the conference
roomof the MIIls House Hotel, Charleston, South
Carolina, on Thursday, the 28th day of February,

2002, commencing at 1:15 p.m
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MR, CHAIRVAN: Let us begin by calling

the roll. There is a sign-up sheet being passed
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around, but the Cerk will call the roll.

THE CLERK: Representative Eiland?
THE CHAI RMAN:  Here.

THE CLERK: Representative Evans.
REPRESENTATI VE EVANS: Here.

THE CLERK: Representative Bradford.

Representati ve Waters.

REPRESENTATI VE WATERS: Here.
THE CLERK: Representative CGolick.
REPRESENTATI VE GOLI CK:  Here.
THE CLERK: Representative Gsnond.
REPRESENTATI VE OSMOND:  Here.
THE CLERK: Representative Bow er.
REPRESENTATI VE BONLER:  Here.

THE CLERK: Representative Richner.

Representative Surface.

REPRESENTATI VE SURFACE: Here.
THE CLERK: Representative Wl d.
REPRESENTATI VE WALD: Here.

THE CLERK: Senator Redfield.
SENATOR REDFI ELD:  Here.

THE CLERK: Senat or Burns.
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SENATOR BURNS: Here.

THE CLERK: Senator Breslin.

SENATOR BRESLIN:  Here.

THE CLERK: Assenbl ywonan Cal houn.

ASSEMBLYWOVAN CALHOUN:  Present.

THE CLERK: Assenbl yman Laf ayette.

ASSEMBLYMAN LAFAYETTE: Here.

THE CLERK: Assenbl ywonan Keenan.

ASSEMBLYWOVAN KEENAN:  Here.

THE CLERK: Representative Keiser.

REPRESENTATI VE KEI SER:  Here.

THE CLERK: Senator Bates.
Represent ati ve Kennedy. Senator Col vin.

SENATOR COLVIN:  Here.

THE CLERK: Representative Mntgonery.

MR CHAIRVAN: W tal ked about this
this nmorning in the Chairman's neeting and the
presi dent decided since a | ot of people that
wanted to be nenbers of various conmittees and/or
had previ ously been nenbers of various conmttees
and because they didn't sign up in Arizona for
what ever reason, were not included on certain
committees. |If you want to go on a particul ar
conmittee, including this committee, you sinply

need to sign up and let the clerk know, Iike
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Representati ve Wal d. However, the policy that we
adopted is that you will not be able to vote
until the next neeting, so for exanple
Representative Wald will become a menber of the
conmittee, like he has been in the past, but
won't be able to vote at this particul ar neeting.
Is there anybody el se that's here that wants to
join or sign up? W're trying to make that
announcenent at every comittee neeting so that
everybody knows they can be involved in the
conmittee if they want to. Wat we're going to
do today, for those of you, under Section 8 of
your notebook is where the proposed nodel is if
you want to turn to that or reference it

t hroughout this testinmony. But basically we're
goi ng to have three panels today wth
presentations and after each one we'll have a
brief question and answer period and then after
it's all over, we'll have another answer period
or response. So with that we'll call up the
first panel, which is Jack Gllis, executive
director of the Certified Auto Parts Association
Eileen Sottile with Keystone; O arence Ditlow,
the executive director for the Center for Auto

Safety. Kind of how we started our hearings in
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our comrttee in Texas is we ask everybody --
nmost of us up here can read, at least to an
ei ghth grade level, so we hope that you will not
have to read to us. Certainly if you want to
provide anything to us in witing, some of us
will read it, sone of us won't, but please tel
us everything you know. The first panel

MR A LLIS: Thank you, M. Chairman.
| would like the opportunity to submt for the
record a conplete version of mny testinony.
passed in sone information earlier to the
comm ttee, but since we have received additiona
information fromsone of the other folks
testifying, | haven't had a chance to respond to
that and 1'd like permission to do that.

MR CHAI RVAN.  Yes.

MR, G LLIS: As you indicated, | am
the Executive Director of the Certified
Aut onpotive Parts Association. |'malso Director
of Public Affairs for the Consuner Federation of
Amrerica. CFA is the nation's |argest consumner
advocacy organi zation. | also amthe author of
The Car Book, which is a consumer guide to buying
a car, which is published for the last 22

years in cooperation for the Center for Auto
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Safety. Thanks to the courageous, thoughtful
consumer-oriented deci sion made by this comittee
at its last neeting, we are very, very close to
putting the controversy of aftermarket parts
behind us. And I, on behalf of consuners
everywhere, appreciate your foresight and your

wi |l Iingness to make a decision to nove forward to
protect consuners from both car conpany part
nmonopol i es and protect consuners from poor
quality parts. The conmttee did ask ne sone
guestions since the last neeting. [1'd like the
opportunity to respond to those questions. One
of the questions was: How does the Section 6
provi sion that prevents penalizing a person who
has | eased or financed a vehicle and repaired it
with a certified crash part, how can that be
enforced? Conpliance can be enforced by the State
t hrough the | ease agreenent. This form of
conpliance is both cormon and effective. The
committee al so questioned why Section 5 does not
requi re auto body shops and insurers to specify
in their docunentation whether a certified
aftermarket or a car conpany crash part has been
used. Certified parts are deened to be of |ike

kind and quality, functionally equival ent or
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equal or better than car conpany parts. That
bei ng the case, there should be no need to
identify one over the other, for to do so
suggests that they' re not equivalent. That's why
the draft that you had before you had no such
provision. In Novenber Representative Eiland
asked nme this question and at that tinme |
expl ai ned that | have no objections to including
such a provision, but | feel it is not necessary.
VWhat is inmportant is that if the origin of the
parts needs to be identified, then the origin of
all of the parts on the estimte should be
identified, not just the subsection of crash
parts. If it is inportant to tell consumers which
of the cosnetic replacenent fenders, or who makes
one of the cosnetic replacenent fenders, then it
is far, far nore inportant to tell consunmers who
made t he brake pads, who nmade the steering
mechani sm who nade the air bag detonation
system and yet when we proposed such a broad-
based form of disclosure, repairers, car
conpani es and all object vociferously. Wen you
narrow down di sclosure to a certain subsection of
parts, by their nature you are discrimnating

agai nst those parts. Put yourself in the shoes
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of the consuner. You see a repair estimate. You
see maybe 20 or 30 parts listed on that

estimate, but three or four of those parts you're
put on notice saying, in some cases alnost |like a
war ni ng, watch out. These parts may not be nade
by the conpany that originally nmade your car.
Well, that's a discrimnatory warning. That is
not an effort at full disclosure. As a consumner
advocate, | can assure you that I'mall for ful
disclosure. So if we're going to disclose,

di sclose themall. As | indicated, the goal of
the nodel act is very sinple and straightforward.
I wanted to address another issue that was of
concern to this commttee. It's no secret that
CAPA devel oped this original nodel bill for this
conm ttee to consider, but the intent is not and
never has been to create a nonopoly for CAPA. W
are an independent, non-profit, third party
standard-setting organization. |If we certify one
part, that's fine. If we certify 10 mllion
parts, that's fine. W do not benefit or are not
present in the marketing or sale of parts. W
sinmply establish the standards for the quality
and insure those standards are conplied with.

VWile it is true that we are the only such

10
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organi zation, the nodel act is structured so that
other entities can participate, once they've
proven their legitimacy to the State. Section
3(d) of the Act outlines the requirenents for

i ndependent third-party certifiers. Another

i ssue that the comttee brought up is what is
the difference between a repair that the insurer
is paying for versus the consumer? As a consuner
advocate | think all of us have the right to
access to high quality parts, whether or not a
bi g i nsurance conpany is paying for that repair.
And, in fact, it may even be nore inportant for a
healthy, fluid certified parts market to exist,
whi ch this nodel act would facilitate, for
consunmers who don't have the benefits of

i nsur ance- backed guarantees and repair-backed
guarantees that are associated with insurance
conpany repairs. So we think that all parts
shoul d either cone fromthe car conpany or be
certified as functionally equivalent, Iike kind
and quality, equal or better than the car comnpany
parts. 1'd like to comment very briefly on sone
of the recent challenges to what | cal
aftermarket parts or formand we tal ked about

aftermarket parts or format the |ast neeting.

11
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You are the focal point in the country today to
reforman industry that has for too | ong been
mred in accusations, poor quality, and a
nmonopoly. You are in position to reformthis
entire industry by taking the first step to

i nprove or to endorse this nodel bill. The

Ameri can | nsurance Association (Al A) has proposed an

amendnent to this nodel act, and | know that

Clarence is going to speak about this in alittle

bit nore detail. Essentially the anmendnent woul d

substitute insurance or guarantees fromthe
i nsurance conpani es for the unanbi guous quality
certification of a third-party independent

certifier. Unfortunately this anmendnment

conpletely reverses what you're trying to do. In

ef fect this amendnent woul d give insurers the

opportunity to sinply use any part they wanted to

and all they need to do is offer sone sort of

guarantee. W think it's a step backward.

We do not think it's good for consunmers. W

say champion reform oppose this amendnent and
support the nodel act as proposed that you
supported the last tinme. A few days ago, like
you, we received a set of docunents from Cenera

Motors claimng that CAPA parts are inferior to

12
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theirs. Unfortunately we have not been able to
fully review the report. W do, however, plan a
conpl ete response, which we will share with you.
In the nmeantine it is very inportant not to | ose
sight of GMs intentions. Essentially they are
claimng that they are the sole arbitrators of
quality. That because a product is nmade by GV
if, infact, it is made by GM then it nust be of
high quality. Despite the mllions of GV cars
recal l ed and the hundreds of thousands of
conplaints filed by consuners agai nst GM about
their cars, the fact that for years they have

| ost market share due to poor quality. The fact
that of all the products that we are likely to
buy, cars generate the nost conplaints; the fact
that poor quality after incessant deal er prom ses
of top quality is a key factor in the poor
reputation of car dealers, CGeneral Mtors is
expecting to convince this body that they al one
can produce parts. |, for one, do not think that
you are that naive and | am enbarrassed to think
that GV does. As a side note, when we asked
Ceneral Modtors for background information on the
docunents that they gave you |l ast neeting, we

received a note fromthem sayi ng that

13



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

14

i nformation, for exanple, on the CAPA seal was
mysteriously not available. That they didn't
make records of the information that appears on
the part that they were testing. Suddenly
they've cone up with sone new tests, after we
asked them for the docunentation on their old
tests. So we'll have to see when we take -- when
we have the opportunity to take a | ook at those
new tests, what it's all about.

MR, CHAIRVAN: Are you tal ki ng about
this blue binder that ---

MR G LLIS That's the new test that
t hey' ve conme up with, yes.

MR, CHAI RVAN:  February 20t h?

MR G LLIS: Yes.

MR CHAIRVAN. And this is what you
haven't had a chance to revi ew?

MR G LLIS Correct.

MR, CHAI RVAN:  But you will.

MR GLLIS W wll and we will
submt to you detailed findings. However, we are
in the process of conpleting a study oursel ves of
hundreds of car conpany parts, not just the 10
that GV did, but we're going to be releasing to

the public shortly our results and our initial
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findi ngs show that over 50 percent of the car
conpany parts that we have tested, and we will be
provi di ng conpl ete docunentation to this, didn't
fit on the cars or neet CAPA standards. W

wi tnessed this very same level of failure for GMV
parts in particular. On the other hand five of
the I ast eight CAPA parts tested in blind test
studi es conducted by the Collision Industry
Conference were judged as better or equal to
their car company counterparts. |In fact, one of
t he maj or changes that CAPA made in 1999 was to
require a vehicle test kit. Wy do we go to this
expense? Because it was the only way to overcone
the major inconsistencies in quality, fit and
finish of car conpany parts. Quite frankly it
appears that just being equal to car company
parts may, in fact, be a disservice to consuners
and repairers. The bottomline is that car
conpany service parts cannot be used as the fina
word in quality. Another exanple of the absurd
level that GMis trying to take on this issue is
exenplified by a letter GV has sent out from

t heir program nanager of collision parts to us.
This letter was in response to our report on car

conpany hood failures and it stated, and | quote,

15
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"We have researched our internal information
along with the NHTSA and Center PRADA safety Wb
sites to find the detail for this statement."

The statenent was referring to our docunentation
of OEM hood failure. "For that tine frame we
found 17 NHTSA canpai gn notices in which the hood
is referenced. 1In all but one of those notices
the hood itself was not the subject of the
recall. In no case had a General Mdtors hood been
recalled,” they say. “Instead it was a mechanica
conponent, such as a hood |l atch or a hinge that
was actually being recalled.” Does this inply
that GV doesn't have serious quality problens
when they go to this |evel of picayune detail ?
The fact of the matter is NHTSA has issued these
hood recalls and, yes, they may not have applied
exactly to the GV hood, but | think a hinge or

| at chi ng mechanismis probably a |lot nore

i nportant than the hood. | request that you
listen carefully to GMs testinony. Furthernore,
if the car conpani es experience on the recall of
tens of thousands of vehicle parts each year is
true, which it is and that is docunented by the
Department of Transportation, how can their parts

be held up as the standard by which all others

16
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must be nmeasured? |f car conpany vehicles are
manuf actured with serious and even dangerously
flawed parts, how can this comittee be expected
to consider car conpany crash parts as the fina
work in quality? Gven the well-docunented

hi story of poor quality, this commttee may want
to suggest that car conpanies be required to
certify the quality of their aftermarket
certified parts as being the same or better than
the parts that they originally put on the cars.
We urge this committee to see past this attenpt
by General Mdtors to change the focus of these
di scussions. W will provide the public with a
conpl ete response and as always we will continue
to insure that any parts that do not neet the
CAPA standards are renoved fromthe program but
that is and should not be the focus of these

di scussions today. The focus should be to
support this nodel act in order to protect
consuners froma car conpany parts nonopoly. GM
shoul d be ashaned of itself with its record of
poor quality to cone here with a test of 10
parts and sonmehow think this conmttee wll
essentially continue to grant it a nonopoly

position in the crash parts nmarket. CAPA has and
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continues to inprove the quality of independently
produced parts.

In addition, the presence of high quality,
fairly priced CAPA parts is a major positive
influence in the quality of car conpany parts.
This Act will open up the market and increase the
demand for quality, actually forcing the car
manuf acturers to nmeet the sane high quality
standards that CAPA parts nmust nmeet. 1In closure,
I would just like to say on a personal note that
|'ve been a consuner advocate for over 20
years and |'ve been in a lot of battles and I've
hopeful | y been responsible in some small part for
a lot of change, especially in the autonobile
industry. | don't think, in my experience,
have ever seen the opportunity that is being
presented to you today to truly step up and
protect consuners. You're going to hear froma
| ot of corporations today. You're going to hear
frominsurance conpanies. You're going to hear
fromthe car conpanies, and yes, these are your
constituents, but 1'mgoing to ask you today to
t hi nk about your other constituents. Think about
the fol ks that aren't here. Think about the

fol ks that are being forced to pay $400 for a GM

18



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

19

hood. That are being forced to pay $1400 for a
Ford quarter panel and that those costs are just
sinmply being rolled into their insurance

prem uns. Those are the people that we need to

t hi nk about today and you have the opportunity to
continue the effort that you made at the | ast
meeting and support this nodel bill and open --
truly open -- the market to conpetition. Thank
you very much.

MR, CHAIRVAN: State your nane for the
record.

M5. SOITILE: Eileen Sottile with
Keyst one Autonotive Industries and the ABPA, the
Aut onoti ve Body Parts Association

MR, CHAI RVAN:  You' ve given us your
st at ement ?

M5. SOITILE: Yes, correct. Cood
afternoon, | want to thank you for this
opportunity to address you on this inportant
i ssue. | represent Keystone Autonotive
I ndustries, the largest distributor of
aftermarket crash parts in the country. W' ve
been in business since 1927. W have over 3,000
enpl oyees and 142 | ocations around the country in

various states. | also sit before you
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representing the ABPA, the Autonotive Body Parts
Association. That's our National Association for
crash parts distributors and manufacturers and
some other industry related groups. In all about
210 separate menbers in our organization. W
probably have the nost at stake in terns of in
the inplenentation of this nodel and as you know
we' ve struggled a little bit in figuring out what
to do or what our position should be on this. W
utilize clients, Keystone buys and sells as nmany
types of parts as are available. W are big
bel i evers in conponents and participators in the
CAPA program and we believe it's the right thing.
That the right thing to do is to support this
legislation. 1It's been a bit of a journey for
us, but it may cause us at some point to revanp
the way that we buy parts, distribute parts,

i nventory parts and naybe at sone point require
that some parts on the shelves in our warehouses
m ght not be sold, and I would hope that if this
were inplenented in the states there would be a

phase-in period, where the parts that aren't

certified could be sold, and actually want to nention

that point for a second. There are good parts

that are available that there aren't standards

20
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for.

They aren't affected by this bill. Parts
like Iights, glass do not have CAPA standards, or
decertification standards, they are DOT
standards, but they would not fall under this
bill. But we believe that CAPA has hel ped to
i nprove the quality of parts across the board and
that their programis a good thing. There are
sonme new nenbers of this conmmittee and for the
benefit of sonme of you I will just take a second
to give you an overview of what our industry is.
The crash parts industry is $12 mllion dollars.
The car conpanies control 79 percent of that.

The aftermarket crash parts conpani es have

15 percent and sal vage would be five. W're
tal ki ng about quarter panels, fenders, bunper
covers, anything that's the exterior of the
vehicle, crash parts. Those parts are not
considered to be safety related. The part that
we woul d consider to be safety related would be
the hood. And repeatedly in crash tests by the
I nsurance Industry for H ghway Safety and the
Thatcham I nstitute the hood performed exactly the
same as the car conpany hood. So what we are is

actually a generic version, in many cases, of

21
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what the car conpani es are produci ng and
distributing. And then in nany cases our
parts -- we are buying our parts fromsone of the
same manufacturers, who are actually producing
parts for the car conpanies. W believe that
part of what has brought us here today and sone
of the battles that we've seen in the states, we
bel i eve part of the problemis actually
percepti on of who we are and what we are, because
we don't actually face the public.

W' re wholesalers. W're distributors. W
have war ehouse peopl e, we have sal espeopl e on
t el ephones, we have drivers for body shops and
collision repair centers. And the collision
repair centers are, in fact, our custoners, so we
don't necessarily see the end receiver. W're
very proud of what we do. W believe our parts
are very good quality and at Keystone, in fact,
we' ve printed our brand nane, based in part
of the CAPA program called PlatinumPlus. In
nost cases anything that the car conpani es have
offered on their crash parts. W offer limted
l[ifetime warranties and with our Platinum Plus
plan actually if we sell a part that's a Platinum

Plus part and that part happens to be defective,
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and our return percentage would be right about
2.5 percent, but if that part happens to be
defective, we would take it back; we would work
with the shop and they woul d honor any prom se on
trying to work with that part, and then we woul d
al so reinburse the custonmer for rental car costs
if we delayed the repair process. So we are a

hi ghly responsi bl e industry and are very proud of
t he consuner benefit we have. The parts that we
sel|l are anywhere from 20 to 60 percent

| ess than the correspondi ng car comnpany part.

And we believe that you need to use sonme m x of
aftermarket parts in repairing the vehicle in
order to prevent a total. The Alliance of
American Insurers did a study recently and

think it was a 1999 Toyota Canry is $23, 000 and
it was $101,000 to rebuild part by part with
original parts. |If you can only use the

desi gnated car conpany parts, you're going to hit
that threshold for a total nmuch faster. At the

| ast neeting in Arizona, as you may recall
General Modtors distributed sonme information,
somet hing they reconmended is that you consider
consent. A consent provision that consuners sign

off on our parts at the tinme of the transaction
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with the body shop. W are conpletely opposed to
that. Not only would it create an unl evel playing
field, it would give our conpanies a black eye.
Witten consent at the time of repair in the shop
woul d scare custoners away from using our parts
and we suggest that that, in and of itself, would
suggest our parts are inferior. You have to
consent to a surgical procedure. You shouldn't
have to consent for a bunper cover fromthe
aftermarketer from Keystone. So we woul d

whol eheartedly oppose that and we don't believe
that would -- we don't believe that woul d benefit
consuners either, because consuners would then

gi ven no incentive to choose the | ess expensive
aftermarket part because a third party is paying
for it, they would automatically choose a car
conpany part. We wouldn't stand a chance in that
scenario, in the scenario that General Mdtors
suggested at our last neeting, so we would oppose
t hat .

We don't feel that that is necessary. In
terns of quality, as another statenment was nade
by General Mdtors in their packets regarding the
fact that their service parts always equal the

production parts, and our position is that we
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bel i eve the car conpani es have an aftermarket

al so, and that's the service parts division. W
al so believe that they should be subject to the
sane standards for certification that we are,
because we're buying froma lot of the sane
people. One of their statenments to you in their
packet was that their parts -- their service
parts equal the assenbly parts and in the
collision industry conference, one group, which
is a group of repairers, collision specialists,
who actually will place, in conparative parts, a
hood from each of us, fromthe car comnpani es and
a hood fromthe aftermarket and give it a score
internms of acceptability. At tines they found
that the aftermarket part, the generic part,
actually fits better than the car conpany part.
So in considering the car conpanies to be a bench-
mark for quality, and that may not actually be
the case. General Mdtors also nentioned that 22
percent of the time the repairs cone back to

the shop for -- or parts are being returned to us
and | told you that our return percentage is, in
fact, 2.5 percent. Let ne just check ny notes to
make sure | got their quote correct. "Collision

shops reordering non-CEM parts with a 22

25
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percent frequency due to poor fit." Twenty-two
percent. That would be inpossible for us to
survive. |If we had to pick up 22 percent

of the parts that we actually brought out to a
shop. We work on |low margin and we work on
volume and if we got it wong 22 percent

of the tine, | don't think Keystone woul d have
been in business since 1947. They further

cont ended that new non- OEM parts, aftermarket
parts were replaced with new OEM parts 59

percent of the time, despite the insurer’s

direction to the contrary, due to fit, quality and

customer request. And again we're not seeing
that in the nunbers that we | ook at internally
and industry-wide. | nentioned that our
warranties are better, the quality is not an

i ssue, safety is not an issue. The Insurance
Institute, ThatchamInstitute tested the hoods
and we feel that this is a good proposal, but we
do believe that consuners benefit fromthe

aft ermar ket bei ng heal thy and functioning and for
us being able to bring parts to the narket and if
somet hing restrictive would pass in the states,
that would be difficult for us. So the fact that

we're actually in the marketplace hel ps to keep
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the prices of car company parts down, because
there's conpetition and consuners benefit. |
brought a little exanple. Wen | first started
this speech | told you part of the problem was
perception of what the aftermarket is. And the
car conpani es have consistently throwmn a | ot of
propaganda out there and advertisenents in some of
t he body shops or in Collision Repair News and
other -- in other venues, the Collision Repair
Center and was trying to scare our custoners away
fromusing our parts. And this, in fact, is
somet hing that was said to ne when | | eased ny

Ni ssan and what it says is, “Did you know after a
collision your Nissan nay be repaired with
inferior parts?” And it goes on to tell you to
make sure when you have an accident that you
request genui ne N ssan parts and you're supposed
to keep this in your glove conpartnment and on the
back it has all the information you fill in
regardi ng the accident and all the information
you mght report to the police. Then N ssan has
anot her ad that says how to install a genuine

Ni ssan in your consuner's hone. And this is
published in a nagazine that was going to the

collision industry and it actually coaches the
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custonmers on how to steer the custoner -- coaches
t he body shops on how to steer the custoner to
the point that they're conplaining to their
i nsurance conpany denmandi ng genui ne parts. And
it says, “By this tine your custoner will be
surprised to learn that this product is inferior
Uge themto call their insurance conpany and
demand genui ne Ni ssan parts. Point themto our
Web site and just sit back, relax and | et soneone
el se do the dirty work for a change.” And the
other ad that |I have is from CGeneral Mtors and
it says, "Warning, vehicles repaired with
imtation parts can make custoners di sappear.™
So we believe a big part of what's brought us
here today is some of the perceptions created by
our conpetition, the car conpanies, and this is
just a small exanmple of it. | have subnmitted ny
formal testinmony to you and | appreciate the
opportunity to speak to you and | ook forward to
your questions. Thank you.

MR, CHAI RVAN:  Thank you. Pl ease
state your nanme for the record.

MR DI TLON |'mCarence Ditlow,
executive director of the Center for Auto Safety

i n Washi ngton. Thank you, M. Chairnman, and
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menbers of the commttee for the opportunity to
talk here today. | always say that the job of a
consuner advocate, which is what the Center for
Auto Safety is, is a job for a marathon runner
not for a dash runner. 1In 1970 we began work on
getting air bags in cars and we finished getting
air bags in all cars by 1994. 1In 1974, we began
work on getting lenon laws in every state and we
didn't acconplish that until 1992. W were a
little faster there. But one of our very first
projects was worki ng on breaking up the nonopoly
t hat aut onobi | e conpani es have on crash parts and
we began work on that in 1970 al so, and yet here
| amtoday in 2002, so I'"'mgoing to tell you this

has been a long trek and | see the nodel

Certified Aftermarket Crash Parts bill as being perhaps

the Iight at the end of the tunnel

The race may be coming to an end, because if
we get this nodel bill passed and it begins to be
adopt ed throughout the states, then we will, in
fact, have conpetition for crash parts in the
autonobil e industry. Now, taking a |ook at the
history of this, inthe '"60's and '70's the
Federal Trade Comm ssion exam ned the nonopoly

that the autonobil e conpanies had on crash parts

29



and found that it was costing consuners literally
billions of dollars in today's dollars, and the
Federal Trade Commi ssion canme up with a nunber of
recomendati ons and actually signed a consent
agreement with General Mdtors, where Ceneral
Motors agreed to distribute crash parts through
their deal ers at whol esal e prices, but they

exanm ned the economics of that solution in the
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m d-1970's and then testified before Congress

that it just didn't work, in fact it did nore

harm t han good, because CGeneral Mbdtors sinpl

rai sed the prices of the crash parts at the

retail |evel

they were giving through their dealers to

i ndependent shops. But

m d- 1970 s,

crack that

nmonopol y that aut onobil e conpani es had.

about 1975 every fender on every nodel

begi nning in the

y

to cover the whol esale prices that

what we began to see was finally a

led to where we are today in the

car was changed every year

They cal

it the annual style change.

began to have conpetition from sone of the

forei gn conpani es,

beetle, that funny little car that didn't change

its fender

every year.

i ke Vol kswagen with the

So the autonobil e

Up until

on every

e
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i ndustry began to drop the annual style change.
In fact, the Cctober introduction of the new
nodel s every year, in which they used to bring
cars on truckl oads covered with canvas into every
small town in America, the hoopla of the new
nodel and what it |ooked like, it's gone. Now we
have new nodel s being introduced in January.
mean a friend of mne just bought a 2003 car in
January of this year and it's only 2002. But
what di d happen was fenders no | onger changed, so
it becane effective for conpetitors to invest in
tool s and dye because they could count on the
fender on the Taurus not only being the sanme for
several years, but al so being substitutable for
the fender on a Mercury Sable, so we had the

i ntroduction. And we are where we are today, as
Eil een indicated, we're about 15 percent of

the crash parts sold in this country are
aftermarket parts. Now, as a consuner

organi zati on, what the Center for Auto Safety
said and did was it's great to have conpetition
because that's going to | ower prices, but how do
we get quality? And the answer to getting
quality is certification. So in the md-1980's,

the Center for Auto Safety joined hands with the
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i nsurance industry, who, by the way, we’'re not
al ways on the sane side of the insurance
conpanies, in fact, we often oppose them and

with the autonotive repair industry and sone of

t he shops and we hel ped set up the Certified Autonotive

Parts Association and it's the only organization
of its kind today and we would like to see
conpetition for CAPA just like there is
conpetition for the auto conpanies. And what
this bill would do is it would set up a narket,
so that you can have different certifiers of auto
parts in the marketpl ace conpeting with CAPA

If CAPA wins, fine. |If sonmeone else wins, fine.
But the bottomline is the way to get quality of
the parts is to do certification of those parts.
And if you take a | ook at the nodel bill we do,
in fact, think it's a wonderful nodel act. W,
however, are very concerned about the proposal of
the ALA to provide a guarantee or certification
Because what will happen is if the proposed
anendment of Al A to have the guarantee offered by
t he i nsurance conpany, that they guarantee

repl acenent parts, well then you' ve gotten away
fromwhat we are proposing -- have adopted with

CAPA, which is a chrontifiable objective test
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met hod. We woul d have a substantive guarantee,

whi ch doesn't set any standard for the part.

Doesn't set any recall nechanism any conpl ai nt

mechanism it would sinply be hit or mss and we

go back to the good old days or, as |

say,

t he

bad ol d days of crash parts in the marketpl ace

that may very well be cheaper, but the quality

will not be there. What we need in this country

is conpetition and the way to get conpetition is

to have the manufacturers and the distributors,

i ke Keystone, supply conpetitive crash parts.

But to hold those crash parts subject to a

standard, which is set by a certifying

organi zation, which has no interest in the profit

or sales of the parts. |If this bill were to be

adopted as it was proposed, it would be a mjor

step forward for consuners in this country.

It would insure that the hard work of the

Center for Auto Safety over the last 3

0

years, that we could draw a close to that forum

because | feel sure that the ultimte outcome

woul d be quality parts at conpetitive prices,

we have a 12 mllion dollar nmonopoly in this

country. We're seeing today about 800

mllion dollars per year through just

15

and
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percent of the crash parts that are out there.
And of those 15 percent, only a smal

fraction of those, as Jack Dawes could tell you,
are actually certificated parts. So we stil
don't know the quality of many of the crash parts
that are being sold, but as a consuner

organi zation we'd like to see a certified | abe
on every non-CEM part that's sold, and, frankly
we'd like to see the OEM the original equipnent
manuf acturer parts that are sold by Genera
Motors to go through a certification process,
too. Toyota, Honda, Ford, all of them should be
held to the sane standard. Now, we recognize the
bill doesn't provide for that, but as a first
step let's certify the non-OEM parts to certify
that the part that goes to your car and ny car
is aquality part and speaki ng as an i ndivi dual
who has a little Chevrolet Prism which CGenera
Motors often tal ks about and has been descri bed
by Chevrolet as well. M father was a service
manager for a Chevrol et dealership in the 1950's
and '60's and I kind of held the loyalty. But
for sone reason ny little car is -- gets bunped
every now and then by trucks and the fascia on

t he bunper, which is not certified by CAPA, when
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| look at ny repair bill, it's a genuine
Chevrol et part, $300 for a part that weighs no
nore than five pounds. | nean it's just a piece
of plastic. There's no reason why a part |ike
that should cost $300 and we'd |ike to see
certified aftermarket parts cone into place for
it, because the thing that will happen is as soon
as you have conpetition the price goes down and
the consuner is saved. And what we're talking
about here, finally, is just savings in terns of
savings in your insurance prem um savings on
your deductible and not every claimis covered by
t he i nsurance conpany, so if you have to go out
and pay for it yourself, you can get a savings on
this aftermarket part, but without this bill you
won't have the guarantee that that part is, in
fact, a quality part, and we need this bill to
i nsure standards for parts. Thank you.

MR, CHAI RVAN:  Thank you. Now we'll
open it up for questions for either one
i ndi vidual or for themas a group. Does anybody
have sone questions?

REPRESENTATI VE MELIO | just have one
guesti on.

MR CHAI RVAN: Yes, sir.
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REPRESENTATI VE MELI G You nenti oned
about a response and you say it will come |ater
How nmuch | ater?

MR G LLIS: W hope to have our
response to the General Mdtors -- we have two
docunents that we want to share with you
Specific response to the clainms in the Genera
Mot ors document that you all have been presented
and then the rel ease of a study of over 1,200 car
conpany parts, not just the 10, like Cenera
Motors sel ected, but 1,200 car conpany parts as
to the quality of those parts. [1'd like to say
two to four weeks.

REPRESENTATI VE MELIO  How do we know
t hese parts are equal ?

MR A LLIS Well, the CAPA
certification programis an incredibly detailed
and exhaustive program which evaluates the
quality of the factory and each and every single
part. Not only does the part have to go through
a vehicle test bit to insure that it fits on a
car properly, but all of the materials in that
part are tested. All the welds are tested.

The tensile strength of the material is

tested. If it's a plastic part, it goes through
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a whol e series of plastic tests to insure that
the properties of the plastic used in the generic
part are the sane performance characteristics as
the plastics used by the car conpanies. You and
I can't look at a part and make an i nforned
j udgnment as to whether or not, 1) there's enough
welds; it's the right material; it's going to be
corrosion free, so that's why we have to put them
through all these tests before they get our sea
of approval .

REPRESENTATI VE MELI O Who does the
certification?

MR A LLIS: CAPA is set up as an
i ndependent, third-party standard setting
organi zation. That neans we develop a set of
st andards, subject those standards to public
scrutiny. W know the car conpani es have gone
over the standards with a fine tooth conb. They
are publicly available to anyone and then we have
an i ndependent validator at an independent
testing |l ab, which validates that the
manuf acturer is conplying with those
requirenents, so it's a pretty detailed step
And that's one of the reasons why only three

percent of the parts in the marketpl ace today
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meet our standards, because it's pretty rigorous.
Now, with a nodel bill like this, there would be
no choice. It's like the outlets in this room
Nobody is running around trying to sell outlets
that are uncertified, that don't neant the
bui | di ng codes of Charleston. And that's because
there is a mnimumrequirenment in the
mar ket pl ace. Now, there may be sone really good
outlets and there may be sone that aren't so
good, but they all nmeet a m ni num standard.
That's the beauty of the CAPA nodel bill.
Everyt hi ng woul d have to nmeet this m ni num
st andar d.

REPRESENTATI VE MELIO  Are these parts
put through a collision test?

MR G LLIS: Eileen nentioned that the
only part that has significant safety
ram fications and both C arence and | have spent
about 20 years as auto safety advocates, is
the hood. Now, the hood isn't the safety rel ated
part. The hood does have to conply with a
federal notor vehicle safety standard that says
ina frontal 30-m|e-an-hour collision, no
part of the front of the car can conme into a

three-inch zone in front of the windshield. So
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t herefore what the car conpanies do is they build
certain strength into the |atching nechani sm and
t hey put buckle points into the hood. The beauty
of the CAPA programis that we insure that that
same tensile strength, hardness, steel, weld
strength of the |atching nmechanismis there and
that the buckle points are there, and when these
parts are tested side by side, they performthe
sane.

REPRESENTATI VE MELI O  Can you
determ ne that wi thout a collision test?

MR dLLIS Wll, you should do --
that's why collision tests have been done, yeah
You should do a baseline collision test to
determ ne whether -- in other words, there is a
fundanmental scientific logic that if the part is
manuf actured exactly the sanme as anot her part,
they're going to performthe sane way. That's a
pretty standard, accepted technol ogi cal review of
conparative products. However, it's good to test
that, which is why the Insurance Institute for
H ghway Safety went ahead and tested it. Let ne
say one other point that's even nore significant.
As a consuner advocate, | always go to whose

pocket book is going to be affected. If these
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parts were sonehow unsafe, who woul d be payi ng
the price for then? The insurance conpany.

They woul d be paying the price in terns of
i ncreased personal injury, increased probl ens
with injury to people. So they have no financial
incentive to use an unsafe part.

MR, CHAI RVAN:  Jack, speak into the

MR dLLIS: Ckay. Sorry.

REPRESENTATI VE MELIO My concern is
not so nuch the price as it is the quality. |
woul d rather pay nore for sonmething quality than
the reverse.

MR G LLIS: Couldn't agree with you

mor e
REPRESENTATI VE MELIO M. Ditlow, you
menti oned about the bunper. Isn't that inportant
al so?
MR DITLON |'msorry, is this the
sane ---

REPRESENTATI VE MELI QO The bunper you
said was only |Iike so many pounds and ---

MR DI TLON Right. 1It's the plastic
bunper cover that weighs |ess than 10 pounds.

You can pick one up with one hand and it's
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just -- it's the thing that gives it the cosnetic
ook on the front of it and yet it costs $300 to
repl ace and there just sinply was no conpetition
when the bunper on ny Prismwas danaged by a
truck.

REPRESENTATI VE MELI O Thank you.

MR, CHAI RVAN.  Tony, would you say
your nanme for the record.

REPRESENTATI VE MELI O Tony Meli o,
Pennsyl vani a.

MR, CHAI RVAN: Representative Waters
has a questi on.

REPRESENTATI VE WATERS: Leslie Waters,
Florida. Thank you very nuch for all three of
your presentations. Very informative.
M. Gllis, a question

You nmentioned parts that GV make, if, in

fact, they nake them Wuld you be nore specific
on what you were inplying?

MR G LLIS Sure. | think one of the
things that I was concerned about anong ot her
t hi ngs, of General Mtors' testinony the |ast
time they came before this body was in response
to a question that was asked by one of you, they

i ndicated that they nake all of their own parts.
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Well, the fact of the matter is General Mtors,
like all car conpanies, does subcontract the
manuf acturing of a wide variety of parts to other
conpani es. In sone cases those conpanies are
probably the sane conpanies that are making the
aftermarket parts. This is a comobn experience
in Europe. It is a grow ng experience here as
the car conpanies start to divest thensel ves of
their parts operations. But it is not at al
uncomon for a manufacturer to nake parts for
both the car conpani es and non-car conmpany use.

REPRESENTATI VE KI SER:  George Kiser
from North Dakota. You have discussed the fact,
and it is well docunented that the price of the
part is generally less. For certified parts is
the installation cost simlar, because that's
ultimately involved in the cost.

MR G LLIS: One of the conplaints
that repairers have about the use of afternarket
parts is that while they may be cheaper, they
cause a lot nore tinme, effort and | abor because
they don't fit well. 1t is our intention and we
beli eve we are extraordinarily successful at this,
that if the part is of the sane di nensiona

characteristics as the car conpany part, than it
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shoul dn't cause any nore | abor. And at CAPA our
belief is if these parts don't work for collision
repairs, then we sinply haven't done our job

And that's the beauty of the nodel bill. It

hol ds a public, non-profit entity responsible for
the quality of the parts. And that's our
obligation to the public. |Is every single CAPA-
certified part perfect? Absolutely not, but at

| east we've built in a set of standards and a set
of checks and bal ances, so that we dramatically

i nprove the quality of the parts, so not only
does the consuner get the part with the right
material, but the repairer gets a part that they
don't have to fool around with. One of the
things that we've heard anecdotally and we'd |ike
to be able to try to docunent this, is that when
a repairer gets a bad aftermarket part and it
doesn't fit, they'll get all frustrated, throw it
in the corner and get angry. Then they'll put
the car conpany part on. They'll find that that
part doesn't fit either. And then they scratch
their head and they say, "Cee, | don't have any
ot her choices here. | guess | better nake the

car fit this part,"” because this is the part of

| ast resort. We have now di scovered, and it's no
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surprise, that in over 50 percent of the cases
of the over 1,200 car conpany parts that we have
exam ned very carefully, they don't fit. Now,
originally one of the biggest problens wth CAPA,
before we put our vehicle test fit into place,
was that we were certifying perfect copies of bad
parts. We would get a conplaint about a part.
We'd go through our whole system W' d check it
on the checking pictures, we'd go around and we'd
say, gee, this part matches the car conpany part
perfectly. Well, guess what? The car conpany
part was not good. So we had to revanmp our
entire systemto go back and now the final step
is that it nust fit on a car that is within the
manuf acturer's specifications in terns of design
and | ack of damage.

MR, CHAI RVAN:  Any questions?

REPRESENTATI VE OSMOND:  Ti m Gsnond
fromlllinois. The gentleman from CAPA just a
few seconds ago said sonething about only three
percent of the parts are certified today and do |
presune then that 97 percent of them
are not?

MR G LLIS Yes. Let ne just amplify

the remarks that both Eil een and C arence have
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made. O the total population of parts,
approximately 79 or 80 percent are only avail able
fromthe car conpanies. About 12 percent are
avai | abl e as generic parts, not certified,
anot her five percent are recycled or used parts
and then the remaining three, if that adds up to
a 100 or close to a 100, are the
certified parts. Now, what is particularly
significant about that is that collision
repairers four out of five tinmes are using a
non-certified over a certified part, which amazes
me, given, |I'msure, the conplaints that you've
all heard that the parts don't fit. But those
are pretty much the statistics. Now, let's go
back to that 80 percent car-conpany parts
monopoly. That is a huge nonopoly. It's one of
t he biggest secret nonopolies in Amrerica today.
Most of us don't even realize it's there,
because our insurance conpani es are picking up
the bill for these -- for nost of these repairs.
We don't buy parts. W may go out and buy a
wi ndshield wi per, an alternator, we m ght even
buy a radiator to have a radi ator repl aced or
we'll buy a battery or we'll buy a muffler

system but we don't go out and buy fenders. So
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we don't really have an understandi ng of just how
expensi ve these are.

REPRESENTATI VE OSMOND:  The ot her
thing, you were making a statenent that nany of
t he manufacturers of GM parts al so manuf acturer
the parts for another network. That would | ead
nme to believe that the manufacturer, then, is
produci ng the same product and only private
| abel ing some for GM Is that your statenent
t hen?

MR G LLIS: In sone cases that is the
case.

REPRESENTATI VE OSMOND: Do you have
any specific exanples of that?

MR A LLIS: Sure. For exanple we
tal ked about European. Both Bausch and Lucas
have specific contracts with European car
manuf acturers, nost of which sell cars here in
the US, in which they will contract with that car
manuf acturer and this is an exanple. These
nunbers are probably not exactly right. W will
make “ X' hundred thousand headlights for this
Vol kswagen, BMAN Mercedes or whatever, and then
we reserve the right to build anot her sum anmount

for sal e under the Bausch or Lucas nane. Now, of
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course, it can't have Mercedes, Vol kswagen, or any
of that type of identification. It can't be in
the sane box. It can't be inplied that these are
the sane parts, but when you take a | ook at them
you will see that they are the sane parts. And
that's part of the |icense agreenent that the
subcontractor nakes. W do know of a couple of
parts where they are exactly the same part. One
wi || have car conpany brand on it and the other
won't. Mire likely is the case where the
manuf acturer may be naking certain parts for
Ceneral Mdtors, as Ceneral Mtors branded parts,
and then other parts for, say Honda, as aftermarket
parts.

REPRESENTATI VE OSMOND:  Bel i eve ne, |
don't know rmuch about manufacturing, but aren't
t hese parts made off of sonme kind of tools and
aren't there patents on that? Wo nornmally owns
that? 1t would be ny understanding that it would
be GVC or one of those people would own those and
I'"mkind of surprised that they would all ow t hem
to use that to nmake parts for others.

MR G LLIS: That's an excell ent
qguestion. \When the car conpanies tried to

| egi sl ate out of business on a state-by-state
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basis this industry, they failed. So what they
did was, | believe in the early '80's, they went
to Congress and they tried to get design patent
protection on these parts. Congress
unquestionably said that's ridiculous. These are
functional parts. There needs to be conpetition
in the marketplace. Wwere wuld it stop? Wuld
that mean you woul d have a design patent on a
color of paint, on a windshield, on a w ndshield
Wi per, on a battery? No, these are functional
parts of the car. They are not protected by
design patents. And one of the benefits of the
CAPA programis, yes, you do have to have a dye in
some cases, an injection nmold in other cases.

One of the benefits of the CAPA programis that

t hose devices have to conply with our inspections
and our tests to insure that they are capabl e of
producing a part that's the same as the car
conpany part.

REPRESENTATI VE CSMOND: Wl |, you' ve
done your other tests on the aftermarket part.
You tested the original manufacturers as well?

MR G LLIS: Yes.

REPRESENTATI VE OSMOND: Do you have

studi es on that?
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MR, G LLIS: Absolutely and that's the
information that ---

REPRESENTATI VE OSMOND: How nmany of
those parts that you studied nmeet your standards?

MR GLLIS Well, that was what | was
referring to. W estimate that over 50
percent of the car conpany parts that we now have
exam ned through this process don't neet our
standards. We've actually had a situation where
we' ve found the General Mtors fender where the
i ndependent manufacturer wanted to manufacturer
this fender and wanted it certified. W could
not, after buying nine General Mdtors fenders for
this, we could not find one that we found fit
wi thin reasonabl e tol erances on the vehicle, so
we just had to say to the manufacturer, |ook, you
know, you can do what you want with this part,
but we can't certify it because we can't find a
Ceneral Mdtors part that's good enough, that
nmeets our standards, that would be equal. And
that's a limting factor. This is sonething that
nost people in the industry don't understand, and
when we release this study it will be very
controversial, there will be no question about

it, but it's going to be a real eye opener
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We're finding nore and nore repair shops standing
up and sayi ng now, you know, you're right. |
have a | ot of problens with car company parts,
t 0o.
REPRESENTATI VE OSMOND: One of these,
as | think the gentleman across the way was
al luding to, was how are we going to know as
| egi slators who a good certifier is and isn't?
MR dLLIS: Excellent question.
REPRESENTATI VE OSMOND:  What st andar ds
are out there? | mean the only outfit that |
know of, as a layman, mght be Underwiter's Lab
in Genview, Illinois, | mght add
MR GLLIS Yes. And Underwiter's
Lab had a nonopoly on that industry for quite
some time. Now there is conpetition to
Underwiter's Lab, but that's an excellent
guestion and we believe we built in to the nodel
bill requirenents that a state entity would | ook
at to insure that the certifier wasn't sinply
rubber - st anpi ng poor quality parts. And that's,
quite frankly, one of the criticisnms that we get.
This is a $5.5 mllion a year program W hope
to be financially independent of the insurance

i ndustry at sone tinme in the future. You al
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know what our financial status is. W are not.
And so am | just a rubber stanp of the insurance
i ndustry? Am| just rubber-stanping poor quality
parts? Well, to help assure the public that we
are not, all of what we do is available to the
public. W are in the final stages oursel ves of
bei ng approved by the Anerican National Standards
Institute as an independent certifier. W have
had consumer advocates activity involved in the
process and just |last nmonth we announced that the
chairman of the largest collision repair
association in the world is going to be come the
chairman -- the forearmchairman is going to be
cone the new chairman of CAPA's board. Again, to
do everything we can to assure the public that
this is alegitimte entity. But that's a good
guestion and that's why we built those criteria
into the nodel bill, so that you wouldn't just
have anyone coming in and saying the parts are
okay.

REPRESENTATI VE OSMOND: A little bit
ago, | think it was M. Ditlow that nmade sone
comment that because the insurance industry --
I"mjust going to paraphrase this, is supporting

this and after all they have the nost to lose if
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the parts aren't good. |Isn't that about what you
said? | don't know who said it.
MR GLLIS: Ddl say that?

REPRESENTATI VE OSMOND:  Sonebody said

MS. SOITILE: You said it.

REPRESENTATI VE OSMOND:  The probl em |
have with ---

MR AdLLIS Right, right. That was
on the safety issue. |If these parts were unsafe,
t hey woul d have the nost to | ose.

REPRESENTATI VE OSMOND: | don't quite
understand that. Then who has the nost to gain.
Now t he consuners have the nost to gain, but --
I"'mnew at this, so I'mnot seeing a ground swell
fromother people in support of this and if the
i nsurance conpani es had the nost to lose, then to
me it would seemthey have the nost to gain and
that doesn't necessarily equate to consuners
gaining. And this could be perceived as being
sinmply a nethod for the insurance conpanies to
cut their costs w thout any appreci able prem um
savi ngs back. And I'mnot saying that true, but
when the statement was nmade that they have the

nost to lose, then | would think that the
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reverse, they have the nost to gain, would al so be
appl i cabl e.

MR G LLIS: Let me nake two quick
points. One is ny statenment had to do with the
i ssue of safety. Let's face it, the insurance
conpani es have a way out.

They could use all the car conpany parts.
Some of themactually do. They don't really have
anything to gain or |ose, because if they use al
car conpany parts and they start putting these
four, five, six hundred dollar parts on, they
just pass that onto the consuner in increased
pol i cy.

So they don't have anything to | ose. The
only loser, if we don't have conpetition, wll
be the consuner. The only winner will be the car
conpani es.

And listen to this, if you don't take the
steps to pass this nodel bill and junp start this
conpetition, the only winner will be the car
conpani es. One, they can charge whatever they
want for the parts, and two, they' |l charge so
much for the parts that they will force the
i nsurance conpanies to start totaling these cars

out and guess what, | have to go buy anot her one
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of their vehicles. 1t's a double whamy. That's
what's so vital about junp starting conpetition
REPRESENTATI VE OSMOND: | don't
di sagree with you. M question there was just --
| don't think that was a good anal ogy that the
i nsurance conpani es have the nost to | ose,
therefore they don't have any interest init.
And | think to plead this case, | would not be
using that as | ogic.
MR G LLIS Wll, | appreciate that.
REPRESENTATI VE OSMOND:  Thank you very
much for your answers.
MR, CHAI RVAN:  Any ot her questions? |
have one. | want short, specific answers.
Nunber 1, Jack, you said that on the nodel bil
that there would -- the prohibition of |eased
vehi cl es from prohi biting using non- CEM parts
woul d be enforceable. How would that be
enforceable since this is not specifically an
i nsurance issue and contract, how cone it
woul dn't be pre-enpted by Interstate Conmerce
Laws?
MR GLLIS | would -- | understand
that it would not be and it could be enforced by

state statute, but | would like to reserve the
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right to clarify that, because |I'm not an expert
in-- I'"mnot a lawer and |I'mnot an expert in
that, so | would appreciate the opportunity to
get back and answer the committee |ater

MR, CHAI RVAN:  Nunmber 2, why are we
only tal king about -- this is for anybody.
mean we're not tal king about spark plugs, brake
pads, mrrors, lights. Do all of those have to
undergo any type of certification process?

MR G LLIS In sone cases, if the
parts are safety related, they will have to
conformwith certain notor vehicle safety
standards, such as lights. However, the nost
significant thing is in the 1920's, 1930's, when

t he car conpani es had nonopolies on those parts

as well, conpetition was encouraged. Conpetition

flourished and that conpetition nowis protecting

consuners fromthe huge disparities in price and
quality that we see in the cosnetic parts. And
it was primarily because consuners were often
maki ng the purchase deci sion or probably always
maki ng the purchase decision, unless it was a
warranty-related repair. And when a consuner is
faced with a decision to buy $189 Mdas nuffler

or a $300 or $400 Chrysler nuffler, have that
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M das muffler guaranteed for the life of the car,
they're going to choose that. W don't nake the
decision so often in the crash repair because

the repair shop is doing -- is collecting all the
parts and putting themtogether.

MR, CHAIRVAN. M question goes to the
reason we're dealing with this, at least fromny
understandi ng, is that because insurance policies
i nclude a provision of like kind and quality,
fit, etc. we don't have this issue with -- of
certification with mufflers, with lights and so
why is it that we are tal king about certification
with only these particul ar body parts and have
never had an issue with the other replacenent
parts?

MR G LLIS 1'mnot sure | can answer
t hat question, except that there are poor quality
body parts out there and you can't | ook at a body
part and make an informed deci sion.

MR, CHAI RVAN: That goes to ny next
guestion, nmostly to Eileen. If | know -- if a
body shop puts on a part bought from Keystone,
does it say have Keystone's nane on there? Does
it have CAPA's name or Yokinoto or Johnson?

MB. SOTTI LE: It will be delivered in
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a Keystone box and the manufacturer's nane or the
CAPA certification --- and/or the certification
sticker would be on the part. W do sel
non-certified parts, too, so that's why | say it
m ght be the manufacturer. |In either case it's

t he manufacturer and in sonme cases it's actually,
in addition to that, the certification sticker
from CAPA.

MR CHAIRVAN. It seens |like in any
speci fic exanpl es you use, you use GMin specific
exanpl es and then you tal k about car conpani es.
And it seenmed -- what about Ford, what about
Chrysl er, what about Kia, Mercedes, BMA?

M5. SOITILE: In terns of?

MR CHAIRMAN: In ternms of this whole
di scussi on? Because all the exanples y'all have
given, that | recall, all involve GM but is the
same thing applicable to Ford and Mercedes?

MR G LLIS: Yes.

MS. SOITILE: Oh, absolutely. You
know, we conmpete with all of them W provide a
quality cost alternative to each of those
conpany’s collision parts. And the difference
can be significant. Like Toyota, for instance,

an avail able head |anp from Toyota is $245; from
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Keystone it's $95. An Avalon grill is $155, from
Keystone, $79, so we consider ourselves to be
conpeting with all of them

In one way or the other nobst of them have
been engaged in sone legislative issues in the
st at es.

MR, CHAI RVAN:  Thank you. Any ot her
guestions? Thank you very much.

Qur next panel. Kris Kiser, Vice President
of State Affairs, the Alliance of Autonobile
Manuf acturers; Sheila Loftus, Executive Director,
Publ i sher and Editor of the Auto Body Associ ation
Magazi ne; Gene Fondren, president of the Texas
Aut onobi | e Deal ers Association. W have sone
ot her people that were on the list as well. W
have Pat Maguire from C.J. Maguire Law Firm Mark
Pierson, CC Mark Hoyle fromthe United
Aut owor kers. Be sure to speak in a m crophone
and state your nane whenever you start and watch
your time, please. |If we could get order, so we
could make sure everybody is in here, | would
appreciate it.

M5. LOFTUS: My nane is Sheila Loftus
and thank you for letting me speak today. |

publish a nagazine called Hanmer and Dol ly. |
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al so represent the Washi ngton Metropolitan Auto
Body Association. M/ very first assignnent was
in 1976 and it was a crash parts hearing up on
Capitol Hill. This is an issue that 1've |ived
with for a very long tine and |I've been to the
factories in Taiwan and |'ve been to the
factories in the United States and | think I'm
over-informed about this issue. The inportant
thing I would like to say is that the issue of
legitimatizing non-CEM crash parts, certified or
not should not be legislated. Gving a

| egi sl ative stanp of approval on sone of the
non- CEM parts will no nore help the quality than
suggesting and voting to make the | ocal college
football team a national powerhouse and then
poof, it's in the ball gane. So as they say in
sports, you have to prove it on the field and in
this case the field is the open narket and the
open mar ket has not been allowed to prevail. Let
me explain this. These crash parts, these
non- CEM crash parts or generic parts, were first
di scovered when one of the CEMs fenders used to
rust out, so an Anmerican went over to Taiwan and
said, "Could you nmake this?" because they

couldn't get enough used parts to do the
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repl acenent. So this man, | think he was really
maki ng refrigerators and he stopped and he said,
okay, so he copied the part. Well, that was
about in '82 or '79, '82 and then al ong cones
State Farm an aftermarket parts distributor
and a conputerized estimati ng system cal |l ed ADP.

In 1985 they got together and they figured
out, ah-hah, we could force these generic parts
on peopl e because they were cheaper

And they tried that and tried that and it
still didn"t work and so in 1987 State Farm with
the hel p of Pete Ingram as general counsel, they
conceived the idea of CAPA. And it was a good
idea, but it did not work and it does not work.
CAPA has been insurance-backed. It was insurance
started and it continues to be that way and it
still only has three percent of the market and
it's been there since '87 and now it wants you to
legislate so it can have nore of the market.
Really, if the market could work, then the market
woul d sort out itself, because insurers have been
pushi ng these parts and the way they push themis
by havi ng insurance adjusters do the marketing
for these parts. Body shops don't have a say as

to which of the aftermarket parts is sourced. It
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just sort of shows up. They don't know the

manuf acturer and they have no comunication wth
t he manufacturer, which by and large are in

Tai wan and the Tai wanese, don't blane them they
are only produci ng cheap parts because that's
what was asked of them by the estimating systens.
| have to say Jack does do a good job and | agree
with himon some things and | agree the anmendnent
isn't good, but I do not agree with himon this.
I think certifying these parts will only confuse
the consuners even nore. | have been to the
factories and | would like to address that issue.
The parts, OEM and non- CEM nade in the same
factory. They are nade in the same factory, but
t he Tai wanese do not nmake CEM parts that are sold
in North Anerica. A couple of factories in the
United States do make parts, but they're
completely different processes, conpletely

di fferent buildings and a different nethod of
produci ng them and the dyes they use are
conpletely different. You can |ook at them and
see the differences in them | could go on and
on, but also this thing about certifying. |It's
very confusing here, because now we have a

conparative study, and | think | gave you a copy
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of this. CAPA cane out with a report that
conpared its programto sonething called

Manuf acturer's Qualification Validation Program
And this was MNP, was started by Nationw de,

whi ch got fed up with CAPA and abandoned CAPA,
even after helping to fund it. And it says that
M;P parts don't meet CAPA standards and then the
MNP spoke back and said, "But CAPA is not a
standard, it's just a custom zed standard,” and
back and forth. That adds to the confusion.

REPRESENTATI VE CSMOND:  Who i s MQVP?

M5. LOFTUS: It's called
Manuf acturer's Qualification Validation Program
and it's G obal Validators. |It's sort of a --
somebody that uses is standards to | ook at a
process in which sonething was manuf actured and
they're based in Detroit and you have a copy of
t hat .

REPRESENTATI VE OSMOND: | just didn't
know who t hey were.

M5. LOFTUS: Nationw de backs them and
three insurers, two of which are Nationw de
supported. But USAA, on the other hand, will not
use MQVP products, it only wants CAPA, and

Nati onwi de, if the part isn't avail able MNP or
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on their list -- some of the parts overlap, don't
m sunder stand. Then they go to CEM And
incidentally the used parts -- two of the biggest
yards that sell used parts destroy aftermarket
parts in their inventory if they find them so
they don't even want to sell them How aml
doing for tine? GCkay. | would like to talk
about sone of the problens these parts and that
hasn't been addressed is called dimnution in

val ue and any car that's been in an accident is
perceived to be worth less. And so the issue of
how an alternative part, certified or not, would
affect that is not addressed and | don't feel, as
a consuner, that the |leased part is addressed
properly either. The other thing is that | do
think things like the Keystone Pl ati num Pl us
programin the marketplace, the collision
repairs, |I've heard fromtwo that said they had

success wWith those parts and they know who to

address directly. ©OCh, yes, | want to tell you
about this CICtest fit thing. Well, it's not a
test. It's a denonstration and it's nothing nore

t han peopl e, anybody com ng and | ooki ng at those
parts. So to say it is atest is really a

m snoner. Also in the marketpl ace Keystone
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settled a lawsuit with Ford in 1992 in which it
said it could not say the parts were |ike OEM and
at that point another distributor scored. Hs
nane was Eagle and all of a sudden it was selling
a whol e bunch of parts, because State Farm
said -- would not source any Keystone parts on
its estimtes, none, from May 1992. Well, guess
what. There was a lawsuit in 1999 in which State
Farmlost and was told it had to pay $1.2
billion, which has sort of been shaved down a
little bit, but anyway, then | o and behol d, Eagle
| ost -- kept losing market share and it is now
out of business because it was not supported by
the insurance industry. | think CAPA is just an
excuse to try to sell these parts and tel
| egi slators that the insurance industry is doing
everything it can do to keep prices down, but the
prices haven't gone down. Ch, | see the red
light. One nore point. Nationw de charges nore
onits policy in Maryland if you want OEM parts
It should be the other way around. Thank you.

MR, CHAI RVAN: Thank you. Next. Be
sure to state your name and who you represent.

MR, FONDREN: Thank you M. Chairman

and nenbers of the Committee. M/ nane is Cene
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Fondren. I'mthe President of the Texas

Aut onobi | e Deal ers Associ ati on based in Austin,
Texas. |'mhere today on behalf of the

Aut onobi | e Trade Associ ati on Executives, which is
an organi zation, of which I'ma nmenber, conprised
of 112 autonobile and truck deal er associ ati ons
across the United States, 49 out of the

50 states are nenbers. The others are
metropol i tan and nati onal |eader associations

i nvolved in this organization

W al so have six associations from Canada
who are nenbers of ATAE. |'m here on behal f of
ATAE because on January the 25th we adopted a
resolution in opposition to the nodel act.

That resolution is attached to nmy witten
testinmony. M. Chairman, | would request that
that testinony and resolution be entered into the
record, if you will agree to that.

MR, CHAIRVAN:  Yes, we'll do that.

MR, FONDREN: And I'll speak to you
very briefly today with respect to the reasons
for our opposition to the nodel act. Most of us
i n autonobil e and truck, association have been
involved in this debate over the last 20

years or so with respect to aftermarket crash

65



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

66

parts. Qur experience has been, during this
debate, that when it conmes up in the legislature
inevitably all of us -- the |egislature w nds up
passi ng sone type of consumer protection act,
recogni zing the difficulties that we really have
in the crash parts market, both CEM and
aftermar ket situations that exist, 40 of the

50 states now have consuner protection acts

that make an effort, at |east, to protect
consunmers with respect to the kind and quality of
the crash parts that are used to repair their
vehicles. It seens to nme that at the core of the
di scussion here today the question has to be
asked about the nodel act, and that is if
certification will performthe wonderful results
t hat have been suggested by its proponents here
today, then why would it be necessary and why
does the nodel act restrict and limt and | think
el i mi nate consuner choi ce and consuner right to
know? The proposed disclainmer with respect to
crash parts is msleading on its face, in ny
opinion. It says if your vehicle has either been
repaired with CEM parts or with aftermarket crash
parts. It doesn't say which or whether or when

That is the reverse of and going in the opposite
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direction of legislation that 40 of the 50
states have already passed in an attenpt to keep
consuners infornmed about the kind and quality of
the crash parts that they're going to receive.
Anot her question, the nodel act would prohibit a
car conpany or a conpany that manufacturers crash
parts from owni ng and operating and mai ntai ning a
certifying facility and that's certainly as it
shoul d be. Wy doesn't the nodel act al so
prohi bit an insurance conpany from owni ng,
operating or maintaining a certifying facility or
entity? Insurance conpanies certainly have an
econom ¢ stake, certainly have an interest in
this issue that's equivalent to the kind of
interest that we have as repair facilities and as
manuf acturers and that the consuners have.

So it seens to nme that it's rather strange
that the proposal would not have a prohibition
wi th respect to insurance conpanies. Another
issue | take is let's assune that we do -- that
certification wiuld be a good thing. Al the
nodel act purports to do is to ask the states to
aut hori ze third-party independent certification
It gives the states no responsibilities with

respect to the kind and quality of those
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certifying entities. | think M. GIlis said
that it does give the states authority to

regul ate those entities, but I find that rather

sparse. If there's any authority in the states
to regulate -- to do anythi ng except an annua
report, | don't see it in the nodel act and it
seens to ne that that's vital. As a matter of

fact, an organization such as the Consuners

Uni on, which as you know publ i shes Consurmer
Reports, finds a lot wong with the crash parts
market. It certainly finds plenty of fault with
both certified and non-certified crash parts. It
suggests that it's a federal issue that ought to
be addressed by the Congress and that NHTSA
shoul d be required to evaluate crash parts as to
their safety, as an exanple. It seens to ne that
if the states are going to engage in authorizing
certification as a nmethod of curing sone

probl ens, that the state should al so assune the
responsibility for determ ning whether or not the
st andards established by those certifiers are
adequate to protect the consumng public. CAPA
has been in existence for about 15 years and

| recall that at the time CAPA was created

commitments and prom ses were nade that it was
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going to elimnate the ongoing problemwth
respect to crash parts and | think from what

you' ve al ready heard today, you'll recognize that
that has to been acconplished and it would seem
to ne that the nodel act in its present form
woul d replicate CAPA, | don't know how many
times, but multiply the CAPA's in a fashion that
probably would not result in any significant

i nprovenent. It mght require everybody to hire
sonmebody to do the certifying, but beyond that it
seens to ne that we're not going very far. In
tal king to the body shops that we represent and
now only about 30 to 40 of our dealers

have body shops. The bul k of our deal ers today
utilize the services of independent body shops
rather than in their own, but body shops beat and
stretch and hanmer and bang these parts around to
make themfit and | think that probably accounts
for the fact that not many conplaints are fil ed.
VWhen soneone is trying to get a vehicle repaired
and you and | both know that we're nost anxi ous
when our vehicles are not avail able, they don't
tend to stop and wite letters and send in
conplaints. They tend to try to nake what ever

they're working with fit and if they do have to
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send it back, it's a great loss to themand a
great loss to the consuner. It seens to ne,
| adi es and gentl enmen, that any benefits that m ght
be derived fromthe nodel act are far outweighed
by the loss, the potential |oss to consunmers of
no | onger having a choice.

| frankly think that we do need sone new
laws with respect to collision repair. | think
we need better consunmer protection | aws, not nove
in a direction that denies consunmers’ rights. The
notion that certification is of such val ue that
we're going to deny consuners the right to
recover econonic |oss, the nodel act provides
that -- actually creates a presunption that the
certified part used was suitable. It seens to ne
that that's clearly going in the wong direction
It limts the rights of the individual states to
i nvoke penalties.

| think certainly we would not want to -- if
we're going to regulate this industry state-by-
state, to deny the state to establish penalties
for the use of inadequate or poor parts or to
create poor results is the wong thing to do. |
woul d respectfully urge the Committee to reject

t he nodel act and not adopt it and send it to the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

71

st at es.

MR, CHAI RVAN:  Thank you very much.
Next, please state your nane, whoever.

MR McGU RE: Thank you. M nane is
Patrick McGQuire. 1'man attorney in Chicago,
I[Ilinois. | represent the consuners and al so
body shops in their disputes with insurance
conpani es. Mst of ny background is in insurance
coverage | aw.

I've had the opportunity to go through this
bill and I just would like to offer sone of ny
opinions on it that | see as detrinental to
consunmers. Right off the bat in the purpose
section, it says, "The purpose of this act is to
protect the consumers." Mbst states, | think
it's probably 40-plus, recognize a fundanenta
di fference between first-party insurance clains
and third-party insurance clains, so you have a
whol |y different set of rights and obligations if
you are the person causing the accident or if you
are sonmeone who was hit by sonebody else. |If
you're hit by sonebody el se, you're considered a
third-party claimant. You don't have a contract
wi th that other insurance conpany. Therefore,

they have no right to tell you what parts to use
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on your car. Certainly if someone goes out and
buys a brand nane autonobile, just |like an other
type of brand nane product, and that is damaged
t hrough sonebody el se's negligence, they would
have the right to get their vehicle or other
property fixed with the original manufacturer's
parts. This bill attenpts to lunp all consuners
into one big category of consumers, so in essence
it severely weakens state law that is already on
t he books. This would fundanental |y deviate
from as | said, probably 40-plus state | aws
that recogni ze this fundanental difference

bet ween two types of insurance clainms, and | see
that as very problematic. |If the conpany, for
exanpl e, has what is called a direct dealer and
it issimlar to the HMJO s where you have a
preferred provider, what that insurance conpany
has said that in order to be on its programthe
shop has to agree to use these parts, be they
inferior or whatever, on vehicles for people they
hit. Gkay. Contract |aw would say the exact
opposite, that if they had any right to specify
themit would be on their own insured s vehicle,
because then the consunmer woul d have that

i nherent protection of the contract saying that
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you, as ny insurance conpany, specified these
parts, you have to stand behind them So if you
read between the lines, what's happening is
they're saying we don't have the confidence in
these parts to put themon the vehicles we insure
and we're afraid of the liability, so we will put
them -- force shops to put themon the vehicles
that they fix for other people they hit, that way
t he consuner and the shop are stuck with the
liability conpletely and they can never conme back
agai nst the insurance conpany. The State Farm

| awsuit was brought up. |If you look at that,
$1.2 billion verdict. It was policyholders only.
Ckay. Al of those consuners whose vehicles were
fixed for that entire 10-year period who were

hit by State Farm are without a renmedy. So they
had no right to put those parts on in the first

pl ace, they've had the parts put on, those people
are left out in the cold. That is what this
nodel act woul d promul gate by | unping al
consumers into the same general category. And
think that is very dangerous for consumers.
Secondly, with respect to the identification
process that's nentioned in the purpose, it says

identified by mechani zed processes or systens.
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Many of the states, Illinois, for exanple, says
that all of these parts, any replacenment crash
part, must have a permanent, non-renovable
mar ki ng. Ckay. This nodel doesn't incorporate
that. So there would be no way for the consumner
or the body shop, even, to follow up on who
actually nade that part in the sane way. So you
woul d actually be weakening existing state law in
a nunber of states. | don't think Illinois is
uni que in having that Departnent of Insurance
regul ati on, which regulates that. 1'd also just
like to go through on a point-by-point basis sone
of the things that junped out at nme. At the end
of Paragraph 1, under definitions, the very | ast
sentence says, "The aforenenti oned categories may
be expanded as new certification standards are
devel oped by entities qualified under Paragraph D
of this section.” So as of now we're tal king
about replacenment crash parts, but with this
open-ended | anguage, it could expand to anything.
And | think one of the things that has

consi stently been brought up here, is how does
this differ fromthe Mdas repair shops or the
Bausch fuel injector systens or Gabriel shock

absorbers, whatever it is? Those conpani es have
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all earned their mark in the marketpl ace through
a reputation of good quality service or good
quality product. What we're tal king about here
are nanmes of manufacturers nobody can identify.
Trying to track themdown if there is a problem
woul d be next to inpossible, and especially if
those parts aren't even marked in the way that,
again, state law currently requires, so | think
that's a drawback. Skipping to Section 4 of this,
| think it was pointed out in criteria Nunmber 1
there is no restriction on insurance conpanies
being part of the certification process. | think
a big viewfromthe industry is that there is a
fal se market out there for these crash parts,
okay. Again, they're not being bought because
they are perceived by the people, by the

pr of essi onal s who understand how nmany wel ds there
are. \Who understand what type of netals there
are, they are not choosing to purchase these
parts because they don't have any confidence in
them So again it differs, | think
significantly, fromthe name brand products that
we just tal ked about. Sub Paragraph 2, conform
to generally accepted guidelines for independent

third-party certification or standards. There
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are none. And it is just so overly vague and
broad, how woul d anyone ever begin to figure out
what those are, and they could vary. | don't
think there's anything in here that would give
any confidence that two conpeting third-party
certifiers or three or four could set up
operation in any individual state and what do you
do, especially froman industry perspective of a
shop, if two organi zations have decertified it
and two organi zations have certified it? You' ve
created a | egal inpasse and an absolutely
un-navigatable liability situation for a shop that
is supposed to install these parts. Wth respect
to subparagraph 3, have adopted witten

st andards, again subjective and it would be state-
by-state and | don't think there's any proper way
to regul ate what is going on or what you even
want to acconplish or what the drafters of this

| aw want to acconplish. Subparagraph 4 says they
must contract with, but it doesn't give any
standards presenting how many parts they mnust
test, how often they nmust test them again, it
could certainly be a sham  Ski ppi ng down to
Paragraph 5 where it says certified afternarket

parts.
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This is where there woul d be sone check on
the liability and one of the problens in the
i ndustry on a practical basis is who do you go
after if there is a problemand with the -- and
in the second to | ast sentence, actually the | ast
sentence says, "All aftermarket crash parts
certified shall be warranted by the manufacturer
distributor and/or the insurer."™ |f anything,
that's got to be changed to “and.” Gkay. If it
says and/or, it's just going to be finger
pointing. The insurer is going to say it's the
manuf acturer, the manufacturer is doing to say
it's the distributor and, again, the consuner is
going to be left without any remedy, practically
speaking. At the very bottomwhere it says, "The
use of certified,” and then where it creates the
presunption to be suitable replacenment parts.
From an i nsurance coverage perspective, this is
what is nost troubling to ne, because under your
contract of insurance right now where it does say
like kind and quality, it is the insurance
conpany's burden to prove like kind and quality
because that's a limtation under policy
benefits. The presunption would be that they are

entitled to OEM and they can limt to non- CEM or
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sonmething else if they can prove it's like kind
and quality. This conpletely reverses that. You
put the burden on the consumer to repudiate or
overcone the presunption that the parts aren't
good. How many consumers can take on an

i nsurance conpany in that regard? And ny fina
point is shop liability. 1 think that is the
thing that has been conpletely overl ooked here.
You' re asking professionals who know, through the
trade journals, through the reports that are out
there, that these parts are not of |ike kind and
quality, they're inferior. You're asking them as
professionals to install these with no protection
for them Ckay. It would be Iike asking doctors
to prescribe generic drugs that they know are
ineffective. You' re asking themto install them

wi t hout any protection for thenselves. Thank

you.
MR, CHAI RVAN:  Thank you very much.
Next .
MR, HOYLE: Ckay. M nane is Mark
Hoyle. I'mhere on behalf of the United Auto
Wrkers. [I'mhere in opposition of the

aftermarket crash part |egislation. Supporting

this initiative would be voting for |egislation
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that woul d be taking way American workers’ jobs.
This |l egislation would pronote the using of
foreign parts by inplying that these parts are
equal and as good as the parts nmade in Anerica.
The majority of the crash parts certified by
CAPA are not made in Anerica and we all know t hat
these parts are inferior to the parts nmade here
in Arerica by Anericans. The concern we have
with this nodel act is having the potential of
promoting and regul ating parts nmade in foreign
countries. Thank you.

MR, CHAI RVAN:  Thank you very much.
Next .

MR, PIERSON: Good afternoon, ny nane
is Mark Pierson. | amthe vice president of the
Alliance for Autonotive Service Providers,
approxi mately four or five thousand nati onw de
collision shops. | amalso first and forenost a
col lision shop owner. | have had experience with
these parts. 1've been in the collision business
24 years. |'ve experienced these parts
since their inception and up until -- 1've
experi enced these parts two weeks ago.

M. Gllis made a statenent that you cannot judge

the quality of these parts just by |ooking at
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themor at the parts thenselves. | have to
di spute that. W do have a nunber of photos of
parts | brought.

I"'msorry | don't have enough to go around,
but I would provide those to anyone who woul d
like to see them Three parts were purchased.
They all were purchased through a Keystone
distributor. They are all designated as Pl ati num
Plus. They all are certified. They all tout
| S9000 manufacturing processes. One part was
totally unusable. It was rejected by both the
shop and the collision shop owner. One part was
m s- manuf actured, where it had to be actually
di sassenbl ed, cut and renol ded just to instal
it. And the third part was a fender for a Ford
Bronco, which was installed after sone slight
nodi fications, but there are still some inherent
defects that are clearly visible in photographs.
So I'mhere to tell you that -- and I would
testify to this under oath, | cannot discern any
appreciable quality increase in these parts from
non-certified parts that I've seen over the past
five or six years. So these parts are not OEM
quality. The statenment was nmade that the CEM s

do not make the greatest parts. | have to tel
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you that a bad CEM part is the exception. A good
non- CEM part is the exception. And we do use CEM
parts as our standard in repair, and we are
concerned about liability for ourselves and our
shops and our livelihoods. Thank you.

MR, CHAI RVAN:  Thank you, too.

MR, KISER  Good afternoon. M/ nanme
is Kris Kiser. I"'mwith the Aliance of
Aut onobi | e Manufacturers. W do, in fact,
represent General Mdtors, but we also represent
12 ot her manufacturers, German, Japanese,
British, what have you. The industry is a
ferociously conpetitive one. They rarely agree.
My job is oftentimes difficult on this when we
do. There's absolute unanimty on this issue.
We are opposed to this |egislation

This is not a noney issue. It is a product

i ssue. W are consuner products conpanies. W
are furiously protective of the integrity of the
product we sell for the life of its product and
for the time that you have it in your possession
W believe the nodel act sets up a strong
i kel'i hood that consunmers will be misled that
certified parts are equal to CEM parts. W

bel i eve the nodel act is designed to protect
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i nsurance conpanies, not its expressed intent to
protect consuners. W believe the nodel act is
restrictive to conpetition. W believe the nodel
provides for a flawed certification nodel.

I nsurance conpani es, a category of direct
beneficiaries fromthis act, are not precluded
from managi ng the certifier, however OCEMs and
parts manufacturers are precluded. Does this
mean that it becomes a self-policing business?
W' ve seen sel f-policing businesses in the
corporate marketplace. It's not a good nodel.

St at e-mandated. Who is going to police the
certifiers? W're considered a party in
interest, nuch like the insurance conpani es, and
so you may take what it is we say with a certain
grain of salt, and so | was doing a little
research the other night through the Internet and
I wanted to look at third parties, independent

fol ks, who may have a nore legitimte voice, if
you will, in the State |egislatures. The Genera
Accounting Ofice (GAO, oftentinmes we don't agree,
i nsurance prem uns, the GAO says that in
virtually every state that has enacted sone form
of consuner protection |egislation, the insurance

and aftermarket crash parts interest have | obbied

on
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agai nst such bills. The primary point they have
tried to drive honme is that such |egislation
woul d cause an increase in auto insurance

prem unms, however, history has shown just the
opposite to be true. In alnost every state where
some form of consumer protection |egislation has
been enacted, there have been auto insurance
premumrate reductions over the last three to
five years. Probably the nost dramatic exanpl e
to debunk the warnings of the premumrate

i ncreases woul d be the experience of consunmers in
M nnesota. Auto insurance prem umrates have
actual ly gone down since Mnnesota virtually
banned the use of afternmarket crash parts.
Consumer Reports Online, in a direct rebutta

to M. Jack GIllis, blow by-blow your parts are
not equal. | invite you to | ook at the Consuner
Reports docunment. On pricing, | invite you to

| ook at the National Association of Independent

Insurers (NAII) on the pricing study, on the factua

percentages on the pricing differentials. W
antici pated sone questions about parts quality in
our materials and our review There are people

i n our conpani es whose careers are parts driven

metal lurgists, etc. W have themw th us today.
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They're here to answer your questions. |'mno
expert on this or on the parts, but we have the
fol ks here who are, and we certainly will offer
themto you to answer any questions you nay have
because as you nmay expect, they've been inundated
with the nmetallurgical studies, etc., on this
stuff. | can barely say the word. But we have
the fol ks who can explain it to you, the
differences in densities and, frankly, | had dinner
l[ast night with a netallurgist on this and what |
found was interesting were the consumer tests.
The six pack on the hood. The car wash that
| eaves the dent. The palmprint. These things
are not the sane. W' re not talking about
toaster ovens. W're not talking about DVD s.
These are autonobiles. They protect you and your
famly. It's very serious business to us. CE
collision parts are identical to those designed,
engi neered, crash-tested and installed as
original equipnent, all per motor vehicle safety
standards. Non-CE parts are reverse-engi neered
as stand al one parts, not as part of the crash
ener gy absorbi ng vehicle.

No federal standards govern their

devel opnent and no nethod exists, short of crash
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testing, to denonstrate conpatibility. | heard a
| ot about nonopolies. The first people to buy
new products off the line are insurance comnpani es
and aftermarket parts people. They ship them
overseas. They go to Taiwan. They pull them
apart and they start stanping parts. There's no
nmonopol i es. W have no patent protection. There
is no nonopoly here. Anybody can build these.
W unequi vocal |y support the right of the
consumer to buy CEM aftermarket, certified, not
certified, salvaged, what have you, but we
absol utely support the right of the consuner to
know. In sum the Alliance asks that you
consider certified aftermarket collision parts
| egislation, is that you keep in mnd that
collision parts that we make are nade on the
original equipnent to |ooking, to the origina
equi prent manufacturers specifications. W
bel i eve that collision repair customers should
have the right to choose the type of parts used
to repair the collision-danmaged vehicl es.

W& wel cone conpetition with non-OEM suppliers
to neet consumer requirenents for quality service
and val ue and are concerned that this |egislation

may m sl ead consunmers into believing that
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certified crash parts are equal to CEM parts. In
sum we believe this is sinply an insurance safe
haven and we woul d certainly be happy to answer
any questions you may have.

MR, CHAI RVAN:  Any questions, menbers?
Repr esent ati ve Parke.

REPRESENTATI VE PARKE: Am | to
presune, based on your testinony here, that al
of the parts in your catal ogue are -- not
produced by you are inferior?

MR KISER No, sir. W're not
suggesting that all parts are inferior

W' re suggesting that sone, these collision

parts, may, in fact, may be.

REPRESENTATI VE PARKE: May be. Then
t hey may be okay?

MR, KISER  Absol utely.

REPRESENTATI VE PARKE: How do we know?
W have to nmake a decision? How do we know?

MR KISER  Qur concern is the
nmet hodol ogy used here. These people are paid per
certificate. This is a paid business. They get
paid to certify. Each certificate costs noney.
It's insurance-operated. W' re concerned about

the potentiality for fraud or abuse.
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REPRESENTATI VE PARKE: Is there a
cl eari nghouse sonmewhere that takes in consuner
conpl aints that we can do a conpari son between
the two types of products?

M5. LOFTUS: Let nme just say this,
when you go out and you can choose a restaurant,
you woul dn't go back to a bad restaurant because
you know it. In the case of this the free market
hasn't been allowed to sort that out, because the
collision repairers don't have a choice, the
consuners certainly don't have a choice, and so
t he market pl ace hasn't sorted it out and just
putting the stanp of approval on parts isn't
going to sort it out either. The marketplace, if
it didn't have insurance pushing it through
woul d sort it out, so that collision repairers,
if they couldn't fit them if they couldn't nmake
nmoney putting themon, they would not use them
And then it would fix it. But the market isn't
al l owed to behave properly.

REPRESENTATI VE PARKE: |If we pass this
| egi slation, this nodel act out of here, what's
goi ng to happen?

MR, FONDREN: We're going to have a

war in every state |egislature about whether or
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not such | egislation should be passed, if you
want opposite, just as we've had over the | ast

20 years. | was tenpted at one point, in

t hi nki ng about this, to support the |egislation
because | think a good airing mght be healthy at
this time and place, but | don't have the liberty
of suggesting that to you. 1 do think that the
evidence is such that the proposal of this nodel
act does not justify based on the evidence that
we have today and that |egislatures, at |east |
think the legislature in Texas and the Chairman
per haps, or M. Counts, can correct ne, but |
think that the legislature would reject this type
of legislation or rewite it to a very, very
great extent.

REPRESENTATI VE OSMOND:  So every
state, if we were to pass this, every state then
would be a -- it would be reviewed? Ddn't we
fight this battle about 10 years ago in the
various states?

REPRESENTATI VE PARKE: We fought it
nore recently than that.

REPRESENTATI VE OSMOND: | think in
[Ilinois, didn't we fight this battle about

ei ght, 10 years ago
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MR, FONDREN: Longer than that in
Texas, but it has varied fromstate to state and
as | mentioned in nmy testinony, the result of
that has been that 40 of the states have
adopt ed sonme type of consumer protection in this
area, generally speaking requiring either notice
or consent or both by the consuner before
aftermarket crash parts can be used on that
consuner's vehicle. And as was pointed out by
the gentleman on ny left, you have these third-
party cl ai mants that have no contractua
relationship with the insurance conmpany and are
havi ng these parts inposed. The war stories that
we can relate to you frombody shop repairs, from
collision repairers about the position of
unwort hy parts through their body shop will curl
your hair.

REPRESENTATI VE PARKE: WIIl we be able
to find a way of conprom sing on the |egislation
on that proposed nodel bill between the two
groups, or is it just that there's so nuch noney
i nvol ved and there's so much battling that we're
really not going to be able to find a conproni se?

I mean there isn't nmuch we could do to nmake

it acceptable to you?
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VR, FONDREN. The first |ine of
conprom se would be not to | egislate
certification. |If certification were to be
| egislated, | personally believe that it ought to
be at the federal level, so that we have a common
standard t hroughout the United States and
al t hough I, generally speaking, amnot for nore
government and |I'msure you're not either, |
think that the qualifications and the standard
and the certification wiuld have to be by a
governnment entity, | really do, to have any
conpetence that it is going to be done in the
right way and that some part of interest would
not gain some advantage fromthe certification
process.

REPRESENTATI VE PARKE: Thank you.

MR, CHAI RVAN: Representative Wl d.

REPRESENTATI VE WALD: Thank you,

M. Chairman. Can you tell ne about how vehicl es
are recalled | ast year or the year before or the
year before that because of defective hood

| at ches or door |ocks or truck lids or saying
somet hing of that nature that woul d endanger the
passengers?

My wi fe used to have a van and it was a
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Chrysler product and it seens to ne in the course
of the tine that we owned that vehicle | probably
got three or four notices fromthe conpany saying
if you take this into your dealer, they'l
replace it.
But in the meantinme that product as

obvi ously m s-manufactured, faulty, whatever
words you want to use, so that would indicate to
me that in the factory process sonethi ng went
wrong and this factory piece of equi pmrent was not
what it was supposed to be.

MR KISER  You're absolutely right.
| can't speak nunerically to the nunber of
recalls. There are any nunber of them by any
nunber of manufacturers. Autonobile assenbly and
construction, there are thousands of components
per car. It's an inherently difficult business
and, yes, there are errors, there are problens,
thi ngs are di scovered. Post-nmanufacturer once
things are in use. They are recalled for the
benefit of our custoners and for your safety, but
nunerically, no. But certainly in any
manuf acturing process there are errors. As to
the lifetime quality issues that may surface,

again | direct us back to the independent third
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parties, like the certified class, that sued
State Farm whose own internal docunents said
you've been lying and it's a billion dollar
judgnment. They are not the sane.

REPRESENTATI VE WALD: |Is that under
appeal ?

MR, KISER  Absol utely.

REPRESENTATI VE WALD: Well, if there
was a goof in the manufacturing process of that
original piece of equipnment, then it follows, in
my mind at |east, that the equi pment
manuf acturers parts would have the sanme defects?

M5. LOFTUS: You nean the non?

REPRESENTATI VE WALD:  Am | right?

MR KISER If they copy a defective
product, yes, but certainly there's no attenpt by
our nenbers to put into consumer discourse a
defective product, so ---

REPRESENTATI VE WALD: |'m not sayi ng
it's deliberate. 1In the process of nanufacturing
if it wasn't designed properly or whatever.

MR KISER Yes, sir.

M5. LOFTUS: Can | -- there isn't a
recall within the non-CEM parts and you can't

di stinguish them The only thing | can say is
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li ke LKQ Used Parts destroys the afternmarket
parts in its inventory.

REPRESENTATI VE PARKE: How do t hey
know whi ch ones they are?

M5. LOFTUS: How do they know which
ones are that? According to the federa
standard, so that should identify that one is a
repl acenent part and they can tell the
difference, 1've been told by sonme people at LKQ
and al so at G eenwood.

MR CHAIRVAN: To follow up on
Representative Wald's question, has there ever
been, to anybody's know edge, a recall on a
non-OEM either certified or non-certified?

MR PIERSON. In the last 15
years there have been thousands and thousands of
parts decertified for various reasons. | have
never once experienced a recall or were asked to
identify to the consuner that that part is put on
a car and that does include itens such as hoods.

MR FONDREN. M. Chairman, the GAO
report that was referred to earlier contains a
concl usi on that NHTSA doesn't have the ability to
trace and recall non-CEM crash parts. It's a

failure on the part of the way NHTSA is
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structured, apparently. | didn't quite
understand why they can't, but the statenent in
the GAO report is that they cannot trace and
recall non-OEM crash parts
REPRESENTATI VE KEI SER: M. Chairnan

t hen anyone on the panel who would |ike to answer
this, both panels have advocated di scl osure, but
in very different ways. This panel wants
di scl osure of an aftermarket part if it's used.
The ot her panel said its worthwhile for us to
di scl ose, then the original manufacturers shoul d
di scl ose. Shoul d original manufacturers disclose
all out-sourcing, because that was one of the
i ssues this panel brought up? If a piece is nmade
i n Tai wan or whatever and put on as an origina
part, should it be disclosed? And second, should
manuf acturers be required to disclose to al
customers within a nodel year when you change the
out -source as a supplier and you change it in
such a way that it is a significant change.

If you talk to anybody who does their own
mechani cal work, they hate certain Anerican
manuf acturers, because when they go in to buy the
part, the first question they ask is what's the

serial nunber, because the part changes and
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that's on original parts. Now, should you be
required to disclose that to the public, that
you're changing parts within a year or that
you're bringing in parts from outside your
control, subcontracting for all parts? Should
that be -- just as you would like themto
di scl ose that their part did not conme directly
fromyou?

MR CHAIRVMAN: For the record, that is
Represent ati ve Keiser from North Dakot a

VMR FONDREN. Before -- I'mnot a
manufacturer, but I'd like to offer a comment, if
| mght, sir. Having been involved in consuner
| egislation issues for a long time, | recognize,
as nost legislators do, that you can over-
di scl ose to the point where the disclosure
beconmes neani ngl ess, and | don't know whet her
that would be the result of disclosing all out-
souring or not. But that's not the way the issue
arose. The reason we had the issue about
di scl osure and afternmarket crash parts is a
def ense mechani sm The inposition of afternmarket
crash parts in the collision repair industry has
caused legislatures to require the disclosure

and/ or the consent.
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So it has arisen as a defense nechani sm not
as an offensive nmechanism The insurance
conpani es have been told in Texas and in nmany
other jurisdictions, if you' re going to inpose
t hese parts on consumers, both first part and
third-party, then we're going to require you to
di scl ose, and in nmany cases, require you to get
the consuner's consent. So that's how the issue
has arisen, not the other way around.

MR KISER | would sinply say that
fromthe OEM standpoint, |'ve been handed a note
that says, "To the best of our know edge no CEM
part has ever been marketed or branded as
anything but CEM" General Mdtors nmakes a
repl acenent part, it's not sold under any
secondary name, |ike sone fol ks nake di shwashers.
It's going to be stanped CGeneral Mbdtors.
Conpani es, correct me if I'"'mwong, but that's ny
under st andi ng.

MR, CHAIRVAN: Crash parts, hoods and
f enders.

MR KISER  Hoods and fenders.

REPRESENTATI VE WALD: But it's nade in
Tai wan.

MR KISER No, sir, no.
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MS. LOFTUS: No.

MR KISER In fact in General Mtors,
I mean there's been a | ot said about General
Motors, as recently in China, they make Buicks in
Shanghai. There's a great frustration within
Ceneral Mdtors because they cannot identify a
steel supplier throughout Asia that neets their
specific standards on dent resistancy for that.
They ship steel fromthe United States to
Shanghai. They don't use Tai wanese steel,
because the way it is made -- | invite you to
talk to netallurgists, it can't neet the sanme
dent resistancy, and so great pains are taken to
nmeet and make their own standards.

MR, CHAI RVAN: Representative CGolick.

REPRESENTATI VE GOLICK: | thank you,
M. Chairman. | want to make sure | understand
that, just to follow up on M. Kiser's remarks.
Are you saying then that the manufacturers don't
out-source? |Is that your statement, that they
don't out-source for their production of their
repl acenent parts?

M5. LOFTUS: M understanding is this,
because | | ooked at a manufacturing plant that

was manufacturing for an CE and it was in Chio
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and it was, in fact, an out-sourcing, but it was
totally supervised by the car maker. | nean
every step of the way the car naker was there
hol di ng the hand. And the dyes were the CE dyes
fromthe manufacturing. In sone cases they were
nodi fi ed.

REPRESENTATI VE GOLICK:  So the out-
sourcing that the manufacturers do is al ways under
their control, the operating control of the
manuf acturer itself.

M5. LOFTUS: That's ny under st andi ng

REPRESENTATI VE GOLI CK: At the
| ocation of the production; is that correct?

M5. LOFTUS: That's how | sawit.

MR, KISER M understanding is that
if it's not done in the actual plant, it is also
done off the actual tool and dye.

M5. LOFTUS: Wth sone nodification

soneti nes.

REPRESENTATI VE GOLICK: Let ne foll ow
up on that. I'mstill not sure | understand
that. If we can just go ahead and go forward

fromthat. A lot of people have nmade sone
comments about a GAO report as | was furiously

trying to go through this testinmony, I found a
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part of a Keystone statement that said, "The
CGeneral Accounting Ofice was asked to study the
safety and availability of aftermarket crash
parts. They made no recomendati ons, nor did
t hey express any concerns regarding the safety of
these parts. In its conclusion the GAO report
al so mai ntai ned that although NHTSA has authority
to regul ate aftermarket crash parts, the agency
has not devel oped safety standards for them
because it has not determ ned that any
aftermarket crash parts contai ned any naj or
rel ated defects.” It goes on to quote GAO as
sayi ng, "NHTSA has not taken any action to
regul ate aftermarket crash parts because studies
conducted to date,” and | don't know the date,
"because studies conducted to date and other data
and anal yses do not denonstrate there are safety-
rel ated problens with the parts.” Now, did GAO
change its mind or is there a timng problemhere
in these potentially conflicting statenments?

MR, KISER Can you address this?
mean you're famliar with the NHTSA | anguage

M5. LOFTUS: | don't think that what
he quoted was exactly fromthe GAO report. It

was from anot her source, is that's what's
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confusing to you?

REPRESENTATI VE GOLICK:  |'mj ust
readi ng what | was given, quote GAO

M5. LOFTUS: That's what the GAO said?

ASSEMBLYWOVAN CALHOUN: It says on
pages 19, 20 and 21, all GAO report. Maybe the
| anguage is different?

REPRESENTATI VE GOLICK: It could be a
di fferent report.

MR KISER It could certainly be.
This is just fromthe GAO Wb site. This is a
summation. | just pulled it off the net. So
it's ---

REPRESENTATI VE GOLI CK:  Maybe we' |
fl esh through the discrepancy.

Let me just ask another question, and this
follows up on what Sheila said earlier. W
heard a I ot of coments fromthis panel about
everybody knows their area. And we heard a | ot
of anecdotal evidence. M understanding from
what you said before, M. Kiser, is that you have
some enpirical data with you that conclusively
proves that aftermarket crash parts are, in fact,
inferior; is that right?

MR KISER [|I'mnot speaking to al
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crash parts. There are specific instances. This
is an analysis of GM and CAPA-certified Grand Am
hoods and fenders, which speak to any nunber of
the fit, finish, quality, netallurgica
conponents, etc., and there are fol ks here that
can speak to that, but there are definitely
denonstrated i nstances where they are consi dered
inferior. | don't think there would be ---
REPRESENTATI VE GOLICK:  Are we
talking -- M. GIllis cane up and here's what |'m
trying to get clear in nmy mind. |'mjust trying

to understand this. M. Gllis was speaking in

terns of -- he was using sone percentages, parts
of this percentage and so forth. Is it the
Al liance's position that -- can you nake

affirmative statenents to say that “X' percentage
of aftermarket crash parts are inferior and here
are the tests proving it?

M5. LOFTUS: Well, | think Jack Gllis
even said that 12 percent were inferior
because he's saying only three percent are
certified.

REPRESENTATI VE GOLICK: 1'mgoing to
ask you ---

M5. LOFTUS: Those were his own
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statistics.

REPRESENTATI VE GOLI CK: 1" m aski ng
you ---

MS. LOFTUS: But Consuner Reports
al so said that aftermarket parts were inferior.

REPRESENTATI VE GOLICK:  I'minterested
in what the manufacturers have to say.

M5. LOFTUS: Oh, | see.

REPRESENTATI VE GOLICK: | want to know
do the manufacturers have data that they can
present us so we can see that proves
consistently, that's the gist |I got in your
comments before, that these parts, in fact,
enpirically have been proven to be inferior.

MR KISER | can't answer that
qguestion directly, but what | can do is ask the
conpanies to see if they have enpirical data that
they can provide to you. There are specific
i nstances where they basically said, "Show us.
Prove to us that our parts are inferior.”" And
there are a nunber of studies.

MR, G LBERT: Ceorge Glbert with Ford
Mot or Company. W conducted testing in 1994,

MR, CHAIRVAN. Come up to the mc.

MR G LBERT: I|I'msorry. M nane is
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CGeorge Gl bert with Ford Motor Conpany, crash
parts merchandi si ng nanager

In 1994 we conducted an extensive testing
program aftermarket parts, both certified and
non-certified. W publicized that data at NASE
with a press release. It was in Autonotive News.
We invited every insurance conpany in the United
States -- we sent our executive summary of those
results, invited themto cone and | ook over the
full test results, which are two volunes that are
about that thick, so the data is out there. Now,
we also tested in 1986; we tested again in '94;
Consumer Reports tested in 1999; and you see in
GMs report now. The bottomline, there's a
t hene runni ng through here, that in four mgjor
areas, we talk about fit, finish, structura
integrity and dent resistance, these parts
consistently, in the last 14 years, have
never been proved. And in our testing we could
find no substantial difference between
aftermarket certified and non-certified parts.
And that data has been avail abl e since 1994.

REPRESENTATI VE GOLI CK:  Let ne ask one

ot her question. This goes to what Representative

Parke was saying. Is this just a matter of
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di sclosure? 1Is this just a matter of being --
let's go ahead and say to ourselves, well,
there's no, you know -- |I'm assum ng you can cone
forward with enpirical data that nmakes that case.
["I'l look forward to taking a look at it. Let's
say that didn't exist. Just for the sake of
argunent. Wuld it then be just a matter of

di scl osure, so people could know this is not an
CEM part, however, it is 50 dollars Iess
according to testimony we heard before -- consunmer,
make the deci sion?

MR G LBERT: | really think the
answer is that it's been said several tinmes here.
It's a very rel evant question.

VWhy are you not considering |legislation for
radiators, for alternators, for starters, for oi
filters, for air filters?

W conpete, as CEM manufacturers, in that
mar ket every day. The difference is in a
col I'i sion nmarket the consuner doesn't have the
choice. In every one of those others, they do
have the choice. They can wal k down the aisle,

t hey can pick whatever they choose, based on the
quality and the price. 1In this particular

i nstance, through the insurance conpany's program



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

of direct repair programs, they get to choose
and that's exactly why the custonmers of State
Farm sued State Farm because they were not
informed and the judge's ruling in that case said,
even though is it under appeal for a second tine,
the judge's ruling at the | ast appeal said that
you decei ved your custoners by not telling them
So it is a disclosure issue. You, as a consuner
and |, as a consuner, should have the right to
choose the type of parts that we want to have our
vehicle repaired with. That certainly doesn't
exclude aftermarket parts or sal vage parts or
certified parts, but it allows nme, as a consuner,
to have the voice that | have in every other part
that I want to buy for nmy vehicle, where | choose
to buy my vehicle, what type of vehicle I choose
to buy, what type of gas | choose to put init.
Wy shouldn't | have that same right? What is so
wrong about giving that custoner the sane right
when it cones to collision repair?

REPRESENTATI VE GOLI CK:  Shoul d t he
prices, as well, be disclosed at the same tine?

MR. G LBERT: The prices -- there is
one argunent about the prices that always kind of

gets me. It's presunming that the aftermarket
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part is the correct price. If you go to buy a
Rol ex and a Tinmex and you | ose your Rol ex and you
want to replace it with a Timex because it's
cheaper, does that nean that that is the right
price for that particular part? You know, when
we tal k about three percent, it's only three
percent because that's only what the

manuf acturers choose to make. They don't choose

Z**[[dFk F7gh volunme of it. It's called

cherry picking and in our case they picked |eft

15

front fenders for Taurus and F-Series vehicles

and fenders, because those are the ones -- and

that's conpetition and that'gh volunme of it. It's called
14 cherry picking and in our case they picked |eft
15 front fenders for Taurus and F-Series vehicles
16 and fenders, because those are the ones -- and
17 that's conpetition and that's great and we face
18 conpetition every day for car sales and parts.
19 But in this particular instance, in the insurance
20 busi ness, we don't face conpetition in a free and
21 open mar ket because of the dictates of the
22 i nsurance industry, and that's why they want



23 these parts certified, because they can't stand
24 up on their own, as do radiators and

25 alternators and air filters and oil filters.
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Because if they did, you wouldn't be
considering the legislation. There wouldn't be
any need to consider the |egislation

MR CHAIRVAN. W're going to have to
cut it short, because we've already reached our
two- and-a-half-hour tinme limt, but we do need to
hear from Mark Skinner, fromAIA on their
proposal and -- unless everybody wants to
continue and stay over.

REPRESENTATI VE MELIO Can | just ask
one question?

VR CHAIRVAN:  Well, there
are four people who want to ask one question and
I"ve got three. Y all can stay there if you want
to. If Mark Skinner would cone up and maybe he
can stand up and give his presentation and that
way we can then deci de whether we want to -- He's
not going to stand up

MR SKINNER It's only up here. 1'm
a panel of one. Thank you very much. | know
time is short and the amendnent that we proposed
is relatively sinmple. M nane is Mark Skinner
I"mvice president for State Programs with the
Ameri can | nsurance Association. W represent

over 410 insurers across the United States and
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our nenbers wite about 16 percent of the

private passenger auto nmarket across the country.
Sonme of the nenbers that we represent do use only
CEM parts; others don't. Some use afternarket
crash parts and still others give insurers --
excuse ne, give their policyhol ders an option to
use CEM parts at a higher premum Qhers do
only allow CEM parts, sinply for the ol der
vehicles. Cearly, we believe that consuners
benefit from conpetition in crash parts and,
ultimately, the reduced cost of the replacenent
costs is passed onto consumers through savings in
their policy premiuns, as well as in those body
shop costs that they're obligated to pay

t hensel ves. The issue before us today is not
about cost, but the issue today is really about
quality and whether the quality is acceptable and
what sort of guarantee is needed to provide the
consumer that quality guarantee. | want to be
perfectly clear that we do believe that CAPA does
an excellent job in certifying parts. 1| do
bel i eve that we only have one nenber that is a
CAPA vendor at this point in time, so what |I'm
speaking fromis perhaps a different perspective

than other insurers. W do support certification
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being legislated as a way by which insurers may
use aftermarket parts, and accordi ngly we support
t he proposed nodel |egislation as far as it goes,
but we do believe that it could be inproved by an
anendment provi di ng other pro-conpetitive,
pro-consuner alternatives beyond certification
VWhat we would |like to do is to enhance
conpetition and all ow consuners nore options. W
support the nodel -- we would support the
amendnent to the nodel that would all ow consuners,
or, allowinsurers to certify and guarantee parts.
Insurers are in the business of assessing and
assuming liability and if an insurer woul d nmake
t he decision that they would prefer to provide
t he guarantee thensel ves than use a certified
aftermarket part, we believe that the insurer
shoul d have that option and be able to provide
that in the marketplace. Insurers are very
m ndful of the legal risk that they're
undertaki ng i n maki ng such an obligation

So in short we do believe that the nodel, as
proposed, consuners would be able to choose anong
insurers that pay for certified or CEM parts or
for insurers that agree to stand behind their

crash parts. Qur anmendnment is about consumer
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choice and we believe it would enhance the proposal

bef ore you today.

MR, CHAI RVAN:  Any questions of Mark?
Repr esent ati ve Parke.

REPRESENTATI VE PARKE: It's been said
that the OEM parts cannot stand up to the
scrutiny of three criteria, what were the three
criteria. The non-CEM yes, cannot stand up to
the quality of dents -- what were the other ones?

MR G LBERT: Fit, finish, structural
integrity.

REPRESENTATI VE PARKE: Ckay. Do you
agree with that?

MR SKINNER: | don't know whet her
it's ny place to agree or disagree with that.
VWhat we're tal king about here is the consuner
maki ng the choice in what type of product they
woul d I'ike to purchase and pay for and if the
consumer, when he's maki ng a deci si on on what
i nsurance policy he would like to acquire, makes
the decision that he is willing to purchase his
policy froma carrier that's willing to use only
CEM parts or to utilize certified aftermarket
parts, and that carrier is willing to stand

behind it, then the quality guarantee is there
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ultimately. | personally haven't reviewed the
data, so | can't answer your question directly,
but | believe -- but the answer is in the
consumner naking an informed deci sion

REPRESENTATI VE PARKE: Wbul d you have
this spelled out in the insurance policy that
each consumer purchases?

MR SKINNER: | don't knowif it would
be a part of the actual policy |anguage.
bel i eve when the consumer is purchasing the
policy some carriers do provide their policy-
hol der a choice of the type of coverage that
they're wanting to purchase in terns of
repl acenent parts and certainly the disclosure
provisions that are provided for as well, the
identification provisions, come at the tine of
the actual repair.

REPRESENTATI VE PARKE: Wbul d the agent
explain this to the consuner?

MR, SKINNER My expectation is that
if they're purchasing through an agent that it
woul d be a part of that transaction, yes.

REPRESENTATI VE PARKE: \What if you've
buying froma direct witer, |ike GEl CO?

MR, SKINNER:  What ever the point of
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purchase would be. | nean there would be an
opportunity -- if the carrier offered a variety
of choices in terns of the |evel of replacenent
part coverage that they were offering, sone may
not offer a choice, sone do offer a choice at

per haps a hi gher prem um so at the point that
there is an option for the consuner to make that
el ection, whoever is selling that policy to them
woul d provide themthose options, be it through
an agent, through a direct witer, directly from
t he conpany.

REPRESENTATI VE PARKE: Thank you.

MR, CHAI RVAN: Representative
Laf ayette.

REPRESENTATI VE LAFAYETTE: Yes. From
your perspective, are you tal king about policies,
coverage, what consuners are willing to pay for
are you di stingui shing between aftermarket crash
parts, are you distinguishing between cosnetic
parts and safety parts?

MR SKINNER Al we're tal king about
here today are cosnetic parts.

REPRESENTATI VE LAFAYETTE: We're
tal ki ng about cosnetic parts, so therefore safety

is not a primary issue in this |egislation?
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MR SKINNER: Correct, and | attach
with ny testinony ---

REPRESENTATI VE LAFAYETTE: Are you
al so saying that the insurers that you represent,
if they were to recomend non- CEM parts, they
woul d have no problemin standi ng behind those
cosnetic parts that are properly installed?

MR SKINNER:  Correct.

REPRESENTATI VE LAFAYETTE: In the
experi ence of your adjusters and the adjusters
representing the industry, do you think that the
profitability of the repair shops factor into
their desire to support the manufacturer as far
as only allowing OEM cosnetic parts to be used?

MR SKINNER: It would be hard for ne
to step in and specul ate as to what their notives
were. Certainly cost is an issue that we're
tal ki ng about here today.

REPRESENTATI VE LAFAYETTE: There is
that possibility.

MR SKINNER: Well, the cost of the
parts goes to the profit.

REPRESENTATI VE LAFAYETTE: Wsat woul d
be, would you say, the average markup of a

non- CEM part ?
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MR SKINNER: | don't have that
i nformati on.

REPRESENTATI VE LAFAYETTE: | think
that's inportant consideration. It's ny

under st andi ng that the di scount given to

whol esal e purchaser or authorized shop or deal er
who buys the part to discount the parts that wll
then be sold to the retail client. 1t's also ny
under st andi ng that CEM nmanufacturers give | arger
di scounts to a person on theirs to resale the
parts or use themthensel ves and | believe that
that also -- if we know that information, that

m ght be part of what the overall discussion is
over and above what the cosnetic part, how it
fits.

MR, SKINNER  That question m ght be
better directed to the nmanufacturers on what
their resale policies are. | can't answer that.

MR CHAIRVAN. M. Gsnond, you have a
guestion for Mark, because | think people have
qguestions for the others.

REPRESENTATI VE OSMOND:  Just one qui ck
guestion. |If the insurance conpany sells a
policy and a consuner buys it and says, |I'Il be

very happy to keep that aftermarket -- the
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aftermarket part in ny car, knowing that | have a
guarantee from XYZ Conpany and | put all those
parts in. How long is the conmpany going to
guarantee those parts? What if the conpany three
years fromnow, finds out nman, bad m stake. These
parts are terrible. 1It's costing us a |lot of
nmoney. W have to go back in and replace them
January 1st, we're no longer going to do that.
There's an exanple, | think, out there a little
bit in the Seattl e-based conpany that used to
have a strong guarantee for repairs and they
recently pulled that back out of their contract.
So how woul d you think practically this would go,
as long as the car still runs, it will always
have that guarantee, or what would you think?

MR, SKINNER | couldn't specul ate as
to what the individual guarantees that individua
conpanies would want. In fact, | would think
that m ght be part of the conpetition in the
system | think the ultimate guarantor here is
that insurers are regulated in each state and
under unfair clainms settlenent practices |aws and
there is an ultimte body for which a consuner
could go for redress should ---

REPRESENTATI VE OSMOND:  So this is an
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alternative, though, to certification, and then
each of the departments woul d have to anal yze
each of the insurance conpani es’ guarantees from
t he consuner standpoint?

MR SKINNER: If there were issues
raised in terns of their clains settlenent
practices, a consuner could go to the departnent.

REPRESENTATI VE OSMOND: | woul d t hi nk
there would be a problemalso if | sold ny car to
t he next person down the way and now t hese parts,
per haps sone of themare limted, however you
feel under the debate, but if they, in fact, turn
out to be inferior, I'mnot sure where the
consumer woul d go who bought that used car

Does he go back to the carrier that offered
the guarantee at the tinme of it? What if |
didn't even know that there was an acci dent where
the parts were used? Should there be sone
followup then? Wuld you think that once a car
is sold, the accident record should follow the
car showi ng which carrier was in force at the
time of the clain? | don't know how t hat
practically would work?

MR SKINNER | would expect there

woul d be sone provision for the transferability

116



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

of a warranty or guarantee, and it probably
matters the manner in which the car is resold,
whet her it's through a deal er, where they have to
di scl ose, or whether through a private sale.

REPRESENTATI VE OSMOND:  You t hi nk your
menber conpanies would go along with that? |Is
that an issue that's conme up yet?

MR SKINNER | think that's -- what |
think is that a conpany may decide that it's in
their conpetitive advantage to design a program
in which they provide a guarantee that gives
t hose consuners those kinds of options and
answers those questions. |If a programthat the
conpany designs, in ternms of providing the
guarantee to the consuner, is not satisfactory,
then the consuner would have an alternative to go
somewhere else to provide -- to ook for the kind
of guarantee they want. So all conpani es may not
of fer the sane | evel of the sane type of
guarantee if they choose to go this route.

REPRESENTATI VE OSMOND:  Thank you.

MR, CHAI RVAN:  Assenbl yworman Cal houn
you had a question?

ASSEMBLYWOVAN CALHOUN: M ne is just

generally a coment. | think I have |earned
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t oday probably nore than we need to know about
both of these topics, but 1'd like to nmake these
few observati ons and then wel come any conments
that are comng. During the discussion | wote
down what | felt and just touched upon this.
Nunber 1, Safety; Nunber 2, cost; Nunber 3,

di scl osure. But the safety issue which I was
going to bring up was the fact that the GAQ
which is the federal agency, had basically nmade a
decision that they stayed out of it because they
did not see the aftermarket or even the repair
item OEM work aftermarket as having a safety
conmponent al though in sonme of the hoods, you
could certainly have an argunent. Under cost, |
woul d be very interested if this discussion
continues past this semnar, that | could
actually see sone cost conparison. 1'd like to
see on paper what an CEM part woul d cost and what
a simlar part would cost in the aftermarket, so
I know whether we're tal king about $800 versus
$300 and then debate whether they're simlar or
not. The third is disclosure. | totally agree
with all of you that they disclose and I would
offer the fact that in nmy own health insurance

and as was tal ked about, we're tal king very
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simlar to what the generic industry was and the
generic drugs that you had your product that was
made by the manufacturer and you had “X’ nunber of
dol lars and then when generics cane al ong and
they were certified, they were less. MW

i nsurance conpany will, if there's nobody el se,
will pay for the product at full market. |If
there's a generic, it will pay for the generic.
If there's a generic and | want the other, | have
to pay the difference and | think -- and | don't
think this is a good answer, but it's probably
one that nakes sone sense is if you have your car
repaired that they would give you the anount of
what the value is and then you could go shopping
and | would think that the consunmer then has to
be very careful shopping. | use that as an
exanpl e of why spark plugs and the other itens
have gone to having alternative sources because
when you walk in the store and if you saw one
product at $15.00 and you saw anot her that had
cone to devel op a good reputation at $9.95 and
you were confortable, you would at |east by an

i nfornmed consuner, so that you felt you were
getting that Delco battery versus, I'mgoing to

say, Ford battery that you -- they may be one and
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the sane, but that you would have the opportunity
to make a decision. | do believe | eased vehicles
shoul d be excl uded, because | nyself purchased a
one-year old car fromone of the manufacturers,
happened to be General Mtors, and | felt
confortable that | was getting that Genera

Motors car, so during the |ease period | don't

t hi nk we should require anyone to put an
aftermarket on a car that will substantially

| ater be sold by a manufacturer. So that if |

had a Ford Taurus, | have the right to know that
after lease it's coming to ne with still all Ford
parts. | think that makes common sense. | also

woul d think that perhaps there's a way, maybe
sounds naive, that the certifying agency woul d be
mutual Iy funded by both the OEM and the after-
mar ket, because then you don't have anyone

with -- obviously we have two separate sets of
interests here. And that it very well may be, and
I'"ve heard that there are aftermarket parts that
in many cases are as good as the CEM So | think
di scl osure and know edge go a | ong way and

think that the certifying agency, should there be
one, if there's a way of getting both entities

toget her, so that you could have a certified OEM
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part and you can also have a certified after-
market. But that the same criteria would be used
in judging both. Thank you very much.

MR, CHAI RVAN: Representative Counts.

REPRESENTATI VE COUNTS: Yes, | was
nai ve enough in Scottsdal e, when we were in
Executive Conmittee, | nade a notion and it
carried that we have an extra period of time to
see if we couldn't conpronmise this issue, but
fromtoday's testinony and from everyone havi ng
so many ot her questions that didn't get asked,
this is an issue that | would suggest that we
probably need to have another hearing of this
kind and let the people have the opportunity to
of fer nmore know edge where we can make a better
i nfornmed deci sion, maybe in Boston. And
just -- there's much nore information been
di scl osed today than we had in our hearing in
Scottsdale, so | would at |least give it sone
thought and it's pretty ---

MR CHAIRVAN: | think that's
somet hing that we will discuss tomorrow. We're
not going to take any votes today, but | think
it's sonething that we should all consider

REPRESENTATI VE COUNTS: Well, in ny
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nmotion -- | made the notion that we would vote

this next --- tonorrow, but it doesn't appear to

me that we have enough information to make an

i nf ormed deci si on.

MR CHAI RVAN.  Tony.

REPRESENTATI VE MELIG.  Tony Melio from

Pennsylvania. M. GIllis said he would have sone

information in four to six weeks, so that wll

hel p. W can sit down and tal k.

MR CHAIRVAN. | think it's inportant

that we all try to renmenber, as Assenbl ywonman

Cal houn was tal king, that the whole issue here is

whet her or not we are going to pass the nodel

bill that will allow a certifying agency to

determ ne what is like kind and quality and that

is why it's in the insurance real m because

policies say that when you by your own policy

that it will be replaced or repaired with |ike

kind and quality, which kind of makes ne go

back

to what Assenbl yworman Cal houn says, even though

you | ook at what you send, |ooks |like you don't

believe like kind of quality is non-OEM because

you don't want it on a car that you bought
through a | ease. Because you want it to be

CEM which would seemto say that you don't

al l

have
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the confidence in non-CEMto be |ike kind and
quality.

ASSEMBLYWOVAN CALHOUN:  That's not
what |I'msaying. |'msaying that when I
purchased ny Cadillac, 2001 with 10,000 mles on
it, at that point of purchase | wanted to be
confortable that -- and I'mnot saying that it
would be -- that it's like kind and quality, but
I"'msaying | think it's unfair to a conpany to
have to take a car back that may not have its
parts upon it, so that when it re-markets it, it
could be required to sell a car that had a part
that it did not stand behind, and that is what
' m sayi ng.

MR CHAIRVAN. W will reconvene
tonorrow and continue this discussion. 9:30 a.m

(Wher eupon, the sem nar was

concl uded at 3:58 p.m)



