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Figure 2: State Aftermarket Crash Parts Legislative Provisions as of November 2000
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Fax: 907-465-2069
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Rules Senate Tel: 907-269-0222
Legislative Council Fax: 907-269-0223
Judiciary Senator_John_Cowdery@ leeis.state.ak.us

Sponsor Statement
Senate Bill 348

"An Act relating to insurance for and work on certain motor vehicle repairs; and
providing for an effective date."

In the case of motor vehicle repairs, there are many cases where consumers are not currently
provided with full information on the many types of repiacement crash parts, which are
available to be used in the repair of their collision-damaged vehicles. Some types of
replacement crash parts may be of inferior quality or may void the warranty for adjacent parts
or other original vehicle equipment. Alternative pans also can create unnecessary safety risks
due to improper fitting. Despite this, some insurers direct the use or installation of pans other
than “original equipment manufactures” (OEM) replacement crash parts without advising
consumers of these considerations. While some replacement crash pans are comparable to
those manufactured or distributed by the carmaker, the professionals have found others to be

inferior to OEM parts in terms of fit, finish, and quality.

What SB 348 does is protect consumers from their new vehicle warranty loss. It merely states
that the insurance company must be responsible for maintaining the warranty on a vehicle for
aftermarket crash parts when applicable and if used. It also reinforces the consumers’ right to
have a choice through the consent language to the use of non-OEM parts, during the year of
the vehicle’s manufacture or during 3 years following that year. The vehicle repair shop must
also disclose on the invoice when aftermarket parts are used in making a repair.

My message is that consumers are being shortchanged every time an inferior fender, bumper,
hood, radiator, wheel spindle or steering component is used to repair body damage to a new
vehicle. 1 believe when you buy insurance you have a reasonable expectation you car will be
repaired and restored to the condition it was before and accident, and with out your original
warranty being injeopardy. Consumers are entitled to this.

Ajury in the State of Illinois held State Farm in breach of contract with their policy holders,
The policy holders contract was for State Farm to return the damaged cars to pre-accident
condition. The lawsuit was a result of State Farm _usinlq non-OEM aftermarket parts. State
Farm was liable for 1.18 billion in damages to their policy holders.

This bill will allow consumers to consider their options with regard to an insurer’s policy on
the use of replacement crash parts, especially in newer vehicle’s where a manufactures
warranty is still in effect.
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Are you entitled to brand-name repair
parts? Know your OEM rights

By insure.com

Your insurance company promises to return your vehicle to its
pre-accident condition after you're involved in a crash. Unfortunately,
the definition of "pre-accident condition” is hazy at best, and the use of
original equipment manufacturer (OEM) parts at repair time could
develop into a tug of war involving many players.

You are certainly entitled to demand OEM
Insurance company might not pay 100 percent

of the repair bill if you do. What do you do if Theus ()f
you're leasing a vehicle? And what do you do OI'IgI

as when you got it? Companies say non-OEM egul F'Ie |
parts are}/ust as safe and effective as original aClurer
manufacturer parts. However, several class g

companies call the safety of non-OEM parts ou

Into questlon. 8ﬁve 0 Into
OEM parts are manufactured by the maker of d (U Wal
aftermarket parts, are made by third-party

vendors. Man%/ insurance companies

recommend cheaper non-OEM parts for the

insurance costs down. The industry sees

non-OEM parts as quality replacements that are guaranteed and a
perfectly reasonable alternative to OEM parts.

parts after you crash your car, but your

If you have to return it in the same condition

action lawsuits against major insurance rf I IITE

your vehicle. Non-OEM pans, often called | l%
Many Prayers.

repair of damaged vehicles because it keeps

"We believe the existence and use of [non-OEM] parts save consumers

hiipr/Avww.insure.com/auto/collision/ocmrights.html
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money ana ultimately serve tnem wen, says inaron i-razier, a
spokesperson for State Farm Insurance Co. "All non-OEM parts [we
recqmmend/l\must be Certified Automotive Parts Association [CAPA]
certified. CAPA ensures that quality standards are followed in makln?_
competitive crash parts and making sure parts bearing the CAPA quality
seal are in compliance with these standards."

State Farm encouragies its policyholders to ?o with the non-OEM parts
at repair time, and although the company allows you to choose between
OEM and non-OEM parts, it discourages OEM usage through its
practice of making you pay for the difference in costs.

Progressive Auto Insurance spokesperson Donna Marquard says her
company will ?enerally recommend that nonstructural parts, such as
fenders, be replaced with non-OEM parts because that allows the

company to save money.

However, Progressive's reimbursement practices depend on your policy.
"If our policyholder specifically requests that OEM parts be specified on
the estimate for all replacement parts, they may do so," says Marquard.
"But they may have to pay the cost difference between the OEM part
they desire and the non-OEM part we may have specified on the

estimate."

How much can this cost you? Insure.com sought quotes for both an
OEM rear bumper for a 90 Honda Accord and a non-OEM bumper. The
Honda bumper was priced at $275 and the non-OEM bumﬂer was $210.
If you are a State Farm or Prolglresswe policyholder, you'd have to come
up with the extra $65 for the Honda bumper. An estimate for a 1996
Ford Contour OEM hood was $585. The aftermarket hood was $299.
You'd have to come up with at least $286 (not including the tax) to get
your Contour fixed with an OEM hood as a Progressive or State Farm

customer.

As another example, the Insurance Information Institute's March 1999
report, “Where the Auto Insurance Premium Dollar Goes," says that it
would cost $72,000 to totally repair a 1997 Ford Taurus GL with OEM
parts. The Taurus retails for around $19,000.

Pennies from heaven?

Aftermarket parts are_certainI?_/ cheaper, but why? In a
friend-of-the-court brief, Public Citizen, a consumer-watchdog group
founded by Ralph Nader, says, “Non-OEM parts can be sold at reduced
rates hecause their manufacturers do not bear the cost of research,
development, advertising, or special packa mg/l. .. [and thus] the
cost-savings made through the use of non-OEM parts runs into the
hundreds of millions of dollars" for large insurance companies.

2/26/2002 5:39 PM
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Interestingly, non-OEM parts are not

encouraged across the board, and whether

you'll be pressured to accept them depends on

your insurer. At Chubb Insurance Group, for — \\hether voull
example, the use of OEM parts is encouraged e pressure
whenever possible. According to Cristoph 0

Ritterson, marketing manager for personal

lines at Chubb, the company has found that o't

its customers want protection from potential epends
car depreciation, and that means installing N Vour

OEM parts at the time of repair. "The |

customer doesn't even need to ask [for the use

of OEM parts]. That's what we expect to do,"

says Ritterson.

And unlike State Farm, Chubb doesn't require its policyholders to scrape

together the difference between anon-OEM and an OEM repair. “We'll

reimburse our customer for 100 percent of the repair bill, regardless,"

Brom|ses Ritterson. "If they want to go with non-OEM garts, they can,
ut we've found that our customers feel OEM parts are better than

non-OEM parts."

Ritterson does note an important trade-off for his company's 100 percent
reimbursement for OEM parts: Chubb's auto policies are more
expensive than others on the market.

Look before you lease

Your lease company requires the vehicle to
be in the same condition when you turn it in
as when you began the lease. Both GE

ChOOSi&hr‘AO'[ Capital Auto Leasinﬂ and Provident Auto

Leasing Co. forbid their lesses to add any

0 mi parts that would reduce the vehicle's value. In
the case of a Provident lease, you can't
g?'t d ( replace any parts without Provident's

permission. This means that if you're

geCUI'I A Involved in ﬁnlalgclid%nt antd have OtlcE) l\r/lnaket

repairs, you'll likely have to use parts.
re]HOg ﬁgt g Thpe quegtion IS, WI)|/| your insurance company
fease pay the full OEM amount?

The answer is not clear. "If we feel that the
vehicle cannot be restored to pre-accident
~condition using non-OEM parts," says
Marquard of Pro?resswe, "we write the estimate based on OEM parts."
That means you'll be fully covered for repairs to your leased vehicle if
you're a Progressive policyholder.

However, if you're a State Farm policyholder and the company feels it

nup://W\ww. insure..coi ivauio/colusion/oemngnis.nun
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can repair your leased vehicle to its pre-accident condition with
non-OEM parts, you're probably going to be inabind. Your lease might
say explicitly that you have to use OEM parts at repair time, or it might
imply that OEM parts must be used. If you choose OEM parts, you'll
need to come up with the difference between State Farm's aftermarket
part estimate and the OEM estimate.

Choosing not to use OEM parts might cost you a part of your security
deposit at the end of the lease or you might be charged a disposition fee
(typically between $200 and $500) when your lease runs out. The reason
is that you're obligated to return the vehicle to your dealership in its
pre-accident condition.

Safety of aftermarket parts a litigious issue

There are at least five lawsuits pending
against insurance comﬁames over the use of
et non-OEM parts for venicle repair. State
Imtation Farm, Allstate, GEICO, Nationwide, and
may be  USAA (five of the top 10auto insurers
?Erl(lﬁ nﬁtlon&/vme) are being suedd_for, ?]mong o1tther
n alleged no-nos, recommending the use o
safety treat."  noOEM pars ;

"Imitationpartsmak/ﬂbe a serious safety
threat," says Steve Mitchell, an attorney with
Hagens-Berman, a Seattle-based law firm that brought the lawsuits
against Allstate, GEICO, Nationwide, and USAA. "Repair shops call
these parts Taiwan trash* for a qood reason — they have substandard fit,
crash resistance, and mechanical operation. In a word, they are
dangerous."

Mitchell bases his conclusions on a Consumer Reports study from
February 1999 that shows non-OEM bumpers and fenders might cause
more damage to vehicles in crashes than OEM parts.

However, the Insurance Institute for H'i\ﬂhway Safety (LLHS), which
conducts crash tests, says that non-OEM parts do not degrade the safety
of a vehicle involved in a crash. In two separate advisories the 1IHS
published in 1987, it concluded that "the cosmetic parts used to repair
cars are irrelevant to safety” and that “cars without any of these Barts at
all easily comply with the [frontal-]crash test requirements set" by the
government. I1HS stands by its advisories today, saying the information
I still “accurate” and "relevant."

The concern about non-OEM hoods is that they won't buckle properly in
a crash due to inferior manufacture. Despite the aftermarket hoods'
apparent shortcomings, the HHS predicted that, based on its
examinations, non-OEM hoods would buckle correctly during a crash.

2126/2002 5:39PM
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GEICO spokesperson Greg Marsh says that his companr uses non-OEM
Farts unless there is a safety issue involved. Marsh would not comment
urther on the issue because of the ongoing lawsuit.

Choose your parts wisely

Consider whether you'e goin?(_to trade-in
States thatdo not  or sell your vehiclé before making a
require non-OEM  decision on using OEM parts. "If you're

part disclosure buying a Mercedes, youTe buying it, in
Alabama part, for the craftsmanship,” says Ritterson
Alaska of Chubb. "Who's going to want to buy a
_ Mercedes with non-Mercedes parts?"
Arizona Dealers routinely check the crash history
California of a vehicle to see what kinds of parts were
Delaware used in its repair, according to Ritterson.
) Your resale or trade-in value might be hurt
Washington D.C. if non-OEM parts are used.
roual By the same token, you dont want to b
y the same token, you don't want to buy a
lowa patch-work vehicle from a dealer, so the
Maine onus is on you to check the vehicle's crash
Montana history if you're suspicious of its condition.
New Mexico Web sites like Carfax.comand =~
Vhronline.com will run the vehicle history
North Dakota for $25. Although you won't be able to see
Pennsylvania w_hﬁttg)eé Ie/lr not the vehlc_:llle t\)/vasbgepalred y
- wit parts, you will be able to see |
South Carolina the vehicle has been damaged and repaired
Texas in the past.
Vermont

: Know, t00, that you have the right to ask
X)\ﬁhmgﬂm%iaﬂon o  for OEM parts whenever you've been
Insurance Commissioners involved in a crash. Most auto policies say

the insurance company will return your

_ o crashed vehicle to its pre-accident state
with parts of "like kind and quality." Policies generally don't exclude the
use of OEM parts '\ﬁalthough your Insurance company might not repair
vehicles with OEM parts as standard practice), so don't be shy about
insisting. In addition, some states do not require insurers to disclose to
policyholders their use of non-OEM parts. It's important to know that in
these states, you have to ask.

Aftermarket parts do help to keep auto insurance costs down. So if
you're not concerned ahout keeping your vehicle free of imitation parts,
you're likely doing yourself and your neighbors a favor in the long run.
‘Increased use of aftermarketﬂ parts would trim billions off the cost of
the nation's auto insurance bill," according to the Insurance Information
Institute's 1999 report on v/here your auto insurance premium dollars R/(IJ
The group says that around 72 percent of all repairs are done with OE

hup:/www.iisurc.corn/amo/collision/oemnehis.htn

2/26/2002 5:39 PM


http://www.iisurc.corn/amo/collision/oemnehis.htn

H.indi/stryfe aiiire __

m rouﬁgmwsléﬁ ed out atﬁ(em% Froerﬂ%e!E

grers ctive or the msurance Inclust aftermar et
d|str|butors it's about chaice and reedom
both ezsly e n|z 8s consLImeY ISSUes.

E?rth 2 003t0n; I Lt choice — a consumer's
t0 choose oo%w IS I with vﬂgﬁ
abo notbe| tol(f vSﬁraIs |f?%?ﬂsl |rrterest Ut
r?akeanmformed oeqision that takes safety
val and urcu ances {nto copsideration.
But didn't the landmark verd|ct n Ave v State Farm n
which the Insurance |antvvas ound nsumer
and brealalch of conttract oIS useut t cras Tno h he
S conrovey it Smply, 1o,

eshavebeen raised i b|||| Ig}%l there are clear
vn\ansnecrguﬁtt S g%nt Asaie %a}%ecomnues its rageont e | |||
tioned the Ilinais Supreme Court for furt her rg\%alewof heve
theNlVIcram v@ 3 continu uet

How this real- [pro emurned- m rama Cgrs

Out clepencs on market forces set in mot|on [y consumers,

Y |

Two years after the land-
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thought the controversy
ended when the verdict

came down, think again.
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Despite the percentage of CAPA-cehtified A/M crash parts reported not to provide an acceptable
fit, respondents to the 2001 BodyShop Business Industry Prollle aren’t Inclined to nolily
CAPA regarding such parts problems. Only 10 percent say they notily CAPA all the time;
15.5 percent say they notify CAPA 50 percent of the lime; and 55.5 percent say they never
notily CAPA. Source: 2001 BodyShop Business Industry Profile.
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“Ifctmiulimitty, till tre liHfjamoni KaRLA)ttia public has dealt
wniln oonBUNM« Issues, [uims] we've king supported,” says
Coaution fot Collision Repair Bxcellence (CCRE) President Marx
Cobb. "Tho Stale Farm verdict was a landmark, and we hope
the ruling stands. But sven if it doesn't,.insurers realize busi-
ness isn't as usual tram now on/Someone is out there watch-
ing their practices, so they’re gbing to have to be more attuned
to proper claims handling.”

... She Said

"The politicization of the Issue, the allegations of safety’;!
problems and the Insistence [on] banning the products o>
having signed consent is simply antl-cohsumer," says Karen '
Ferst. president of KerenOr Consulting and Taiwan Auto Body
Parts Assodation (TABPA) liaison to the U.S. market, about the
activities in both the courthouses and state houses to address
the parts issues. “ This issue Is being used as a weapon for
some In the repair segment to hit back at the insurance

industry."
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Writer Charlie Barone has been work-
ing in and around the body shop busi-
ness for the last 27 years, having
owned and managed several collision
repair shops. He's an ASE Master
Certified technician, a licensed dam-
age appraiser and has been writing
technical, management and opinion
pieces since 1993. Barone can be
reached via e-mail at (charlie@auto-
claimshelp.net).
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State FarmAIrgLEsS Is
Case BeforeAxellate

Claims decision to use non-OEM
parts rests with individual shops

By Sheila Loftus, Hammer &
Dolly . .

In its appeal of a $1.2 hillion
class action decision against it,
State Farm argued last month
before the I1lfinois Ap[Je_IIat_e
Court in Mount Vernon, llinois
that State Farm doesnt fix
cars, it only pays for them to be
repaired. Any issue wifh the
repair - or the parts used in the
repair - would seem to be the
concern of the collision repair
facility, State Farm indicated.

If “State Farm loses its
appeal (and a decision is
expected sometime between
now and the end of the sum-
mer), it has two more recours-
es, the Illinois Supreme Court
and the United States Supreme
Court.

Robert (Barney) Shultz Jr.,
State Farm’s lead attorney,
argued that simply because “a
non-OEM crash part is speci-
fied on an estimate doesn't
mean the part is used in the
repair. That decision, Shultz
intimated, is in the hands of
the shop. In addition, Shultz
said State Farm’s obligation is
"not to pay for a part that is
equal to a brand new OEM
part. It is to pay for a part to
restore to preloss condition.”

State Farm lost a $1.2 billion
class action suit over its advo-
cacy of non-OEM parts in
October of 1999 in a trial in
Marion, UL The judgment
against it (and in favor of the
4.7 million' policyholders who
were part of the- class) was the

largest class-action verdict in
llinois history.

The plaintiffs  lawyer,
Elizabeth Cabraser, said State
Farm breached its contract
with policyholders by writing
estimates ~ for the cheapest
parts, not parts that would
restore their insureds' vehicles
to pre-loss condition. The insur-
er relied on a computer to
determine the cheapest part,
she said, a decision State Farm
based on cost-efficiency. But in
seekln% the cheapest #oart
State Farm committed fraud
against its policyholders, she
said. "State Farm," she said,
"chose to use the computer"
when it could have opted for a
better way to ensure that its
insureds’™ vehicles  were
returned to preloss condition.

Another plaintiffs’ lawyer,
Edward Kionka, argued that
non-OEM crash parts are inca-
pable of restoring a car to
preloss condition, "State Farm
promised [its policyholder]
ﬁarts of like kind and quality,
e said. "When State Farm
gave a cheaper part, [the insur-
tehr_saved] $130 million by doing

ISIIl

The threeéudges hearing the
appeal, Gordon Maag, Robert

elch, and Thomas Welch (no
relation), were outspoken in
their questioning = of the
lawyers. At one point, Maa(%
E)araphrased Supreme Cour
ustice Antonin Sealia to sug-
gest that Shultz was evading
giving an honest answer to a
question he asked. _

Shultz repeated his main
argument - that State Farm
doesnt fix cars, only pays to
have them fixed - a number of
times during the course of his

(continued on next paye)

www.collision-insight.com

argument hefore the court.

ifty-six people were in
attendance at the courthouse,
including four collision repair-
ers.

Since losing the class-action
verdict, State Farm has not
written for non-OEM parts.

Publisher's note: Our thanks
to Sheila Loftus, publisher of :
Hammer & Dolly, for this eye-

witness report.
dn *£ 5
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Alaska Auto Dealers Association
PQ Box 20135, Anchorage, Aeska 995201305
Apil 2,2002

The Honorable John Cowdery
Chair Senate Transportation Committee

Alaska State Legislature
Juneau, Alaska 99801-1182

Re: SB 348

Dear Senator Cowdery,

On Behalf of the Alaska Auto Dealers Association we wish to lend our support to
SB 348. This Is a pro-consumer issue that is extremely important to the
constituents of our state. _ _ _
Throu%out the country there has been a strong influx of potentially Inferior bod
arts. We feel that although these parts are touted as beln%n!ess expensive an
herefore have the potential of reducing insurance rates nothing could be fuither
from the truth. These parts may not have the quality and longevity of OEM
(original equipment) body parts. This could result in more expense for the

consumer.
SB 348 does not simply single out Insurance carriers and their relation to body
shops, Italso provides OProtectlon in the consumer/body shoP_ relationship b
requiring strong, dear disdosure of the quality, type, and options available fo the

consumer. _ _
We strongly support the Transportation Committees effort to advance SB 348.

teve Allwine _
hair AADA Legislative Committee
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