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ToH 5 : Analysis of vertical agreements for supply of paint 

This document has been written following publication of the report  
ToH 5: Analysis of vertical agreements for the supply of paint  
(excluding foreclosure). 
 
Submitted by Nigel and Brian Hecks. 
 
06 September 2013. 
 
Definitions:  
 
Report Theory of harm 5:  Analysis of vertical agreements for the supply of paint 

(excluding foreclosure) 
 
Submission (9 Jan 13) Submission titled “Response to statement of issues” dated 09 January 

2013 from Nigel and Brian Hecks. 
 
 
1 1) The “cost” of approvals. 

Paragraph 23 of the Report acknowledges that a “recommended” paint brand is viewed by 
the repairer as a “mandate”. 

 
2 In order to secure the paint approvals and mandate the use of a particular brand the Paint 

Manufacturers pay money to the Industry Influencers. (Paragraph 47 of the Report makes 
reference to these arrangements). 

 
3 Paragraph 55 of the Report introduces the concept of “leakage”.   If “leakage” is high then 

it is likely that the PMI consumers have been disadvantaged. 
 

The value of “leakage” is represented by the following equation:- 
  

“Leakage” = (Value of increased retail price) –  
(Value of rebates  paid to insurers) 

 
4 For the paint manufacturer the benefit of increased retail price will be reflected in the 

higher “wholesale price” (as defined by paragraph 12 of the Report).  
 
5 Note:  It is also possible for the paint manufacturer to achieve a “de-facto” increase of the 

retail price by charging the paint distributors “referral fees” for certain paint contracts.  This 
approach is adopted by the “DuPont” brands.  Please see documents [] for details of the 
charging structure and copies of the invoices implementing the charges. 

 
6 There are a number of ways to assess the value of the increased retail price:- 
 

(i) Comparison of “sister” brands from the same paint manufacturer. 
PPG and Akzo adopt the strategy of gaining “approval” for a selection of the brands 
they offer to the market.  The recommended trade price for the brands that have the 
approvals are “surcharged” to reflect the extra cost.  
The “sister” brands are based on the same technologies and have the same 
performance characteristics but the “wholesale price” for the approved brands is 
greater due to the “surcharge” applied. 
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(ii) Comparison of wholesale prices for the approved brands in different markets. 
The vertical agreements between paint manufacturers and insurers / CMCs are 
managed by the UK subsidiaries of the automotive divisions. 
Other divisions (and automotive divisions in other countries) operate using a 
different price structure and as a result the wholesale prices for different markets 
vary considerably. 

 
7 Results for each of the assessments. 
 

(i) Comparison of “sister” brands. 
(a) Akzo : Sikkens and Lesonal. 
Please see APM-033 and APM-034 for the detailed calculations of how the prices of 
the “surcharged” (Sikkens) and “non-surcharged” (Lesonal) brands are compared. 

 
The calculations show that earnings for Akzo (UK) from the two brands can be 
summarised as follows:- 
 
 Akzo (UK) wholesale earnings per litre 
 Surcharged 

(Sikkens) 
Non-Surcharged 
(Lesonal) 

Difference 

Primer £19.01 £9.56 £9.45 
Basecoat £49.20 £33.45 £15.75 
Clearcoat £24.32 £12.63 £11.69 

 
  (b) PPG :  Nexa and Max Meyer 

Please see APM-035 and APM-036 for the detailed calculations of how the prices of 
the “surcharged” (Nexa) and “non-surcharged” (Max Meyer) brands are compared. 

 
The calculations show that earnings for PPG (UK) from the two brands can be 
summarised as follows:- 
 
 PPG (UK) wholesale earnings per litre 
 Surcharged (Nexa) Non-Surcharged 

(Max Meyer) 
Difference 

Primer £24.48 £12.56 £11.92 
Basecoat £63.29 £38.77 £24.52 
Clearcoat £23.62 £15.78 £7.84 
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(ii) Comparison of Wholesale prices in different markets. 

(a) DuPont Brand 
Please see [] for the detailed calculations of the comparison. 
 
The calculations show that earnings for Dupont from the two markets can be 
summarised as follows:- 

   
 DuPont wholesale earnings per litre 
 UK (Automotive 

Market) 
Alternative 

Market 
Difference 

Primer £17.70 £11.26 £6.44 
Basecoat £67.82 £43.41 £24.41 
Clearcoat £25.82 £16.53 £9.29 

 
 

(b) Spies Hecker Brand 
Please see [] for the detailed calculations of the comparison. 
 
The calculations show that earnings for Spies Hecker from the two markets can be 
summarised as follows:- 

   
 Spies Hecker wholesale earnings per litre 
 UK (Automotive 

Market) 
Alternative 

Market 
Difference 

Primer £21.64 £12.99 £8.65 
Basecoat £45.68 £27.41 £18.27 
Clearcoat £25.36 £15.34 £10.22 

 
 
(c) Sikkens Brand 
Please see [] for the detailed calculations of the comparison. 
 
The calculations show that earnings for Sikkens from the two markets can be 
summarised as follows:- 

   
 Sikkens wholesale earnings per litre 
 UK (Automotive 

Market) 
Alternative 

Market 
Difference 

Primer £19.01 £12.17 £6.84 
Basecoat £49.20 £31.49 £17.71 
Clearcoat £24.32 £15.57 £8.75 

 
Across all of the brands the size of the benefit to the paint manufacturers for the increased 
retail price is summarised as follows:- 
 
  Primer    £8 per litre 
  Basecoat £20 per litre 
  Clearcoat £10 per litre 
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8 All of the above calculations have been based on the earnings per litre.  In order to obtain a 
value for the “leakage” calculation the value needs to be presented as a cost per repair. 

 
9 Paragraph 17 of the Report states that insurers are billed between £200 and £350 and this 

equates to between 70 and 80 percent of the Audatex weighted price index. 
 
10 To remain in line with the findings of Paragraph 17 of the Report the average repair can be 

represented by using 0.6 litre of primer, 0.8 litre of basecoat and 0.8 litre of clearcoat. 
 

The value of increased retail price for the average repair is calculated as follows:- 
 
    Primer  0.6 litre at   £8 per litre =    £3.60 
    Basecoat 0.8 litre at £20 per litre =  £16.00 
    Clearcoat 0.8 litre at £10 per litre =    £8.00 
 
      Total per repair =  £27.60 
 
11 Paragraph 5 of the Report highlights the cost increases to be “not larger (and usually much 

smaller) than £18 per repair.  The source of this data is repairers however the repairers 
would not necessarily have knowledge of the wholesale price for brands or the pricing 
structure in other markets. 

 
12 The higher price of paint faced by repairers as a result of the contracts between insurers and 

paint manufacturers is £27.60 per repair. 
 
13 Paragraph 5 of the Report also highlights the rebates to the insurers to be £18 per repair 

(and usually much smaller).  Later in the report the figure adopted is £7 per repair. 
 
14 From the calculations above it can be calculated that the value of “leakage” is in the region 

of £20 per repair. 
 
15 If it were to be accepted that the value of leakage is higher than originally estimated then 

this would also impact on the conclusion in paragraph 60 of the Report. 
 
16 2) Business Rationale for Paint Supply Contracts. 

Paragraphs 44 to 49 of the Report consider the incentives for the insurance companies and 
paint companies for entering into vertical paint supply contracts. 

 
17 Assessing the insurer benefits listed:-  
 

(a) to ensure that the paint is of an appropriate quality (paragraph 44 of Report) 
 

The warranty of the repair (including the paint match and durability) are under-
written by the repairer as per the service requirement in the repair contracts.  It is 
common for the repairers to offer a 5 year warranty.  In the event of a “paint quality” 
problem the insurance company will refer to the bodyshop and not the paint 
manufacturer.  APM-025 and APM-027 (Submission 09 Jan) are copies of repairer 
service contracts.  Warranty clauses in each contact confirm bodyshop responsibility. 
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The terms and conditions of sale offered by the paint manufacturers do not offer any 
warranty that is comparable to the “5 year requirement” of the industry.  This point is 
demonstrated in paragraphs 35-49 of the Submission (9 Jan 13).  The terms and 
conditions offered by paint manufacturers are shown on documents APM014 to 
APM017. 
 
The Submission (9 Jan 13) also demonstrates the point that Akzo and PPG offer the 
same warranty for both approved and non-approved brands. 
 
The facts do not support the claim that entering into vertical agreements is 
some form of quality control. 
 

(b) to achieve cost savings (paragraph 44 of Report). 
 

The most transparent and effective way for an insurer to achieve cost savings on the 
paint price would be to directly negotiate an increased terms as part of the service 
contract with the repairer. 
 
The use of a vertical agreement to reduce the cost of paint used by the repairer 
is difficult to measure and any savings are invisible from the cost of repair.  It 
appears that the introduction of vertical agreements has resulted in “leakage” 
of cost benefit from the PMI consumer to paint manufacturers / motor 
manufacturers. 

 
 (c) administrative efficiencies (paragraph 45 of Report) 

 
Insurance companies do not have any involvement in purchasing, receiving, mixing 
or applying the paint.  As a result there cannot be any administrative savings for the 
insurance company. 
 
Paragraph 45 of the Report acknowledges that savings cannot be quantified. 
 
Once the vertical agreement comes into place it appears that there is a series of 
monitoring procedures set up to assess the “performance” of the agreement. 
(Paragraph 40 of the Report gives an example).  This actually increases the 
administrative burden. 
 
Vertical agreements reduce the administrative efficiency.  This fact has a 
impact on the conclusion of paragraph 62 of the Report. 

 
(d) financial benefit when neither the “at fault” or “non-fault” insurer (not mentioned in 

the Report). 
 

The vehicle repairer relies on a volume of repairs in order to make the use of a 
mixing scheme viable.  The reason for this is that the repairer needs to purchase paint 
tinters in the “manufacturer unit” size.  This fact is touched upon in paragraphs 41 & 
57 of the Report.  APM-040 shows the individual paint mixes and the constituent 
tinters required for these mixes.  This illustrates the point. 
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When a repairer purchases a tin of paint, it is not known which repairs are going to 
be carried out using this paint.  Typically a litre of tinter purchased by a repairer is 
used to repair 5-6 vehicles over a two month period.  It is very common for a single 
tin of paint to be used on repairs for a multiple number of insurance companies. 
 
Many of the vertical agreements in place calculate the rebate for the insurer based on 
the total bodyshop purchases of a particular brand.  Therefore in this case the insurer 
has the potential to gain a rebate from the purchase of paint when the majority of the 
paint purchased has been used on repairs for other insurance companies. 
 
This is a double edged benefit for the insurer – a rebate from a repair for which they 
are neither “at-fault” or “non-fault” and also preventing the insurance competitor 
from obtaining a rebate for paint which has been used on a repair for which they are 
liable. 
 
This is a real benefit of the vertical agreements for the insurers and it is 
surprising that none of the insurers mentioned this fact. 
 

18 Assessing the paint manufacturer benefits listed:-  
(a) Access to markets. 
 

Akzo and PPG adopt a strategy of entering into vertical agreements for a 
selection of their brands.   
 
Why is not beneficial to secure market access for all of their brands?  

 
 
19 3) Purchasing power of Insurance Companies. 

Paragraph 45 of the Report makes reference to the “purchasing power” of the insurer. 
 
20 The insurance companies do not buy the individual paint items that are required to repair the 

vehicle.  In this respect paint is different from parts.  The parts required to repair a vehicle 
are identified in the estimate and each individual part is traceable to the repair.   

 
21 During the estimate process the individual paint items required and the quantity of each item 

are never identified. 
 
22 When purchasing parts there are occasions when a repairer is obliged to purchase a “set” of 

items even though the repair only requires a part of this “set”.  (Door locks are a common 
example).  On these occasions the insurer has to accept an estimate that purchases the “set”. 

 
23 This is not the same when estimating the price of paint.  The estimate does not take into 

consideration the manufacturer unit size (the “set”), it bases the price on being able to use 
part units and the repairer has to rely on using the remaining part unit for other repairs. 

 
24 This point can be illustrated using paragraph 12 of the Report.  Prices (a), (b) and (c) are for 

products as per the paint manufacturer units and the transactions are governed by the sale of 
goods act.  Price (d) is included as part of the service agreement that exists between the 
repairer and the insurer.  
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25 Once again it appears that the vertical agreements give the insurers the opportunity to 
extract benefit on occasions when there is no direct involvement in the repair of the 
vehicle.  Securing the benefit for themselves restricts the capacity for competing 
insurers to obtain the rebate. 

 
 
26 4) Costs passed on to fault insurers. 

Paragraph 43 of the Report concludes that the benefit of rebates / fees are not passed on to 
the “at-fault” insurer.  This is correct. 

 
27 Insurers are quite sophisticated in separating “non-fault” accidents at the start of the claim 

(FNOL).  Non-fault accidents are often referred to claims handlers and the vehicles are 
repaired according to the service contract between the claims handler and the repairer.  
These contracts have a different structure when it comes to paint prices and “bottom-line” 
discounts.  Often the invoice price of the paint is at the higher end of the spectrum and the 
bottom line discount is increased to compensate for this.  The bottom line discount is not 
always shown on the repair invoices. 

 
28 The costs passed on to fault insurers can be assessed by comparing the “at-fault” repairer 

contracts with “non-fault” repairer contracts. 
 
29 The Submission (9 Jan 13) gave examples of service contracts (APM-025 and APM-027).   
 
30 Attached is an analysis of various other work providers and the way that bottom line 

discounts are calculated ([]). 
 
31 In general it appears that “at-fault” insurers will negotiate a discount of 20-25% off the 

Audatex weighted price and “non-fault” contracts will negotiate a discount of 10% off the 
Audatex weighted price.   

 
32 For the average repair the “non-fault” insurer is paying 10-15% (£30) more for paint. 
 
33 5) Evidence of insurers outside of the top 10 that have agreements. 

Paragraph 20 of the Report states that there is no evidence of vertical agreements outside of 
the ten largest. 

 
34 If the smaller insurer uses a claims management company it may be the claims management 

company paint agreement over-shadows smaller insurer.  WNS and the Innovation Group 
would be good examples of this.  (eg Innovation Group manage claims for NFU).  

 
35 6) Absence of “Double-Dipping”. 

Paragraph 40 of the Report seems to dismiss the existence of double-dipping.  This is not 
correct. 

 
36 [] contains copy invoices that show payments made by Hex to satisfy multiple vertical 

agreements.    
 
37 The process outlined in paragraph 40 of the Report helps to illustrate the controls that a 

paint manufacturer requires in order to protect the increased price of approved paint and to 
protect sales from competitive forces. 
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38 The system requires the distributor to declare all sales of the relevant brand.  By monitoring 
the sales made it is possible for the paint manufacturer to see if paint is being purchased 
from alternative markets.   Once the paint manufacturer is aware of the supply of product 
from alternative markets action can be taken against the relevant distributor. 

 
39 APM-007 and APM-008 (Submission 9 Jan 13) illustrate the problems and the actions 

threatened by the paint manufacturer when the information is not supplied. 
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