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On 7 December 2004, the Australian Competition and Consumer Commission (the 
Commission) announced that: 
 
 while it considered that the proposed acquisition by ABC Learning Centres Limited 

(ABC) of Peppercorn Management Group Limited (Peppercorn) and Child Care Centres 
Australia Limited (CCCA), would have the effect, or be likely to have the effect, of 
substantially lessening competition in the market for long day childcare services in certain 
regional areas in contravention of section 50 of the Trade Practices Act 1974 (the Act); 

 
 it would not oppose the proposed acquisition as it had accepted a section 87B undertaking 

from ABC which addressed its competition concerns. 
 
 
Timing of the Commission’s consideration 
 
On 9 September ABC publicly announced its intention to acquire Peppercorn and CCCA. 
 
On 21 September 2004 ABC sought Commission approval to acquire Peppercorn and CCCA. 
 
On 3 November 2004, the Commission informed ABC that, on the basis on information then 
available, there were substantial competition concerns in certain regional areas. 
 
On 10 November 2004 the Commission received further information from ABC. 
 
On 23 November, the Commission received new information from the Queensland 
Department of Communities and the Victorian Department of Human Services. 
 
On 30 November 2004, the Commission received new information from the NSW 
Department of Community Services and subsequently informed ABC of a substantial increase 
in the number of potential areas of concern. 
 
On 1 and 6 December 2004 the Commission met with the merger parties to discuss the 
potential areas of concern. 
 
On 7 December 2004 the Commission accepted an undertaking provided to it by ABC 
addressing the areas of concern. 
 
On 8 December 2004, the scheme of arrangement implementing the proposed merger was 
approved by the Queensland Supreme Court. 
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The parties 
 
As of 30 August 2004 ABC owned 320 childcare centres in Australia across all states and 
territories. 
 
As at June 2004 Peppercorn managed 451 childcare centres, comprising: 
 
 228 centres it managed for child care operators other itself and CCCA; 

 
 115 centres it managed for Peppercorn Investment Fund; and  

 
 108 centres it managed for CCCA. 

 
Peppercorn also held 21 percent of the issued capital of CCCA and had an option over another 
6 percent. The exercise of that option was a condition of the implementation of the agreement 
between ABC and Peppercorn. 
 
The transaction 
 
ABC proposed to acquire all of the shares in Peppercorn and CCCA. 
 
Market inquiries 
 
The Commission conducted market inquiries with a range of interested parties, including 
competitors, relevant industry associations and government agencies. 
 
Childcare market definition 
 
Product dimension 
 
ABC submitted that family day care (FDC), pre-schools and kindergartens, after school hours 
care and occasional care were substitutes for centre-based long day care facilities (LDCs). 
 
The Commission did not accept this submission because, in particular: 
 
 after school care does not cater for children below school age; 

 
 pre-schools and kindergartens do not cater for children between the ages of 0 and 2 and 

only provide services for a limited number of hours per week spread over a number of 
sessions and only during school terms; 

 
 parents seem highly likely to prefer the certainty and routine provided by a permanent 

place in a long day care centre to using occasional care. The Commission also understands 
that many occasional care centres impose daily and weekly limits on the time that children 
may attend; 

 
 while there is likely to be some substitutability between FDC and LDC services, the issue 

is whether FDC would be likely to constrain a small but significant and non-transitory 
increase in price rise by a hypothetical LDC monopolist. Market inquiries suggested that 
this is unlikely as: 
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 parents perceive a clear difference in quality between FDC and LDC; and 
 

 because the number of FDC places is capped by the Commonwealth Government, and 
currently only 80 per cent of FDC places are utilised, as there is of a shortage of 
people willing to act as carers in the FDC program. 

 
Geographic dimension 
 
Market inquiries suggested that, on the demand side, parents prefer childcare services located 
either close to home, close to work or somewhere convenient in-between. This also limits 
supply-side substitution, as childcare operators outside the area that parents prefer would need 
to invest in a childcare centre in this area to compete for business. 
 
The Commission therefore considered the proposed acquisition on the basis of local 
geographic markets based around the drawing area of each relevant centre. This was generally 
considered to be the area within 5 to10 kilometres of each centre, although it recognised that 
in particular cases the area might be slightly narrower or wider (for example, for geographical 
reasons). 
 
Merger factors 
 
On the information available to the Commission, the merged entity would have had market 
shares in excess (often substantially) of forty per cent in several regional areas. The potential 
therefore existed for the merged entity to unilaterally exercise market power – that is, raise 
prices. Consequently, the Commission further considered the impact of the proposed merger 
in these areas. 
 
Market inquiries suggested that barriers to entry were significant in many of the areas of 
concern. A key concern was the ability of childcare centres to engage qualified staff, given the 
national shortage in this field. 
 
The Commission considers that Peppercorn and CCCA were vigorous and effective 
competitors in the market place. At the time of investigation they owned or operated 451 
centres across Australia, making them the largest child care provider in Australia. 
 
Conclusion 
 
Ultimately, the Commission was concerned that the proposed merger would be likely to 
substantially lessen competition in several regional areas. 
 
The section 87B undertaking 
 
The undertaking accepted by the Commission has two main elements: 
 

 the divestiture of a number of childcare centres in regional NSW, Victoria, 
Queensland and Western Australia, and 

 ABC not acquiring any further childcare centre licences in certain regional areas in 
NSW, Victoria and Queensland for a specified period. 

 
Details of the divestiture program and the restriction on acquiring new centres are 
confidential. 
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