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1 Notifying party 

1.1 Details 

Name:   TSG Franchise Management Pty Ltd (ACN 052 370 733) (TSG) 

Registered Office: Unit 19, 25-39 Cook Road, Mitcham VIC 3132 

Telephone No.    

ABN:   11 746 942 142 

Contact:  Simon Ritte 

     

1.2 Business Activities 

TSG is in the business of granting to third parties (TSG Franchisees) the right to operate a 
TSG branded tobacco sales business (Franchised Business) on such terms set out in a 
franchise agreement between the parties.  The Franchised Business involves the sale of 
tobacco and tobacco related products, as well as gifts and accessories and general 
‘convenience store’ goods to customers using a system, name and logo designated by TSG. 
The TSG network of Franchised Businesses is comprised of approximately 470 outlets, most 
of which are owned and operated by small independent operators.  

As a specialty retail seller of tobacco products, TSG Franchised Businesses aim to stock 100% 
of products from all available suppliers, thereby giving their consumers the widest available 
range of products to choose from and at all available price points.  

2 Details of notified conduct 

2.1 Notification 

The notified conduct is for collective bargaining (without collective boycott).  

TSG wishes to negotiate a supply agreement on behalf of TSG Franchisees with British 
American Tobacco Australia Limited (Target). The notification is intended to apply for a term of 
three years.  

A list of all TSG Franchisees is attached as ‘Attachment 1’.  

2.2 Details of the notified conduct 

As a franchisor, TSG typically negotiates supply agreements with its key suppliers prior to 
approving the sale of their products within Franchised Businesses. Once a supply agreement 
has been agreed between TSG and a prospective supplier, that supplier will enter into individual 
supply agreements with each TSG Franchisee on terms and conditions that are consistent with 
the agreement that they have reached with TSG.  

Supply agreements are ordinarily negotiated for a three year term, and may be extended by 
agreement between the parties. Where a supply agreement is not in place between TSG and 
a particular supplier, TSG may (under the terms of its franchise agreement with TSG 
Franchisees) remove them and their products from its list of approved suppliers (and/or 
products) which may be sold within a Franchised Business.  

Supply agreements within the market for tobacco products cover the usual terms and conditions 
for the supply of goods, as well as: 

(a) Trading term rebates payable based on the volume of goods sold; 

(b) additional trading term rebates based on the promotion of a supplier’s products, usually 
determined based on the number (or percentage) of products displayed on a price 
board at a site; and 

(c) Promotional discounts of products that are passed on to consumers which are either 
paid directly on-invoice (at time of purchase from supplier) and / or deferred through 
TSG to the retailer at the end of the promotional period (between 1-4 weeks) 
(Promotions). 
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TSG Franchisees benefit directly from the Promotions offered by tobacco suppliers, and those 
discounts are passed on to consumers in the form of discounted prices.  

The Target is a major supplier of TSG, being one of the three global suppliers of tobacco 
products. The existing supply agreement between TSG and the Target expired on 1 October 
2019, and negotiations between TSG and the Target in respect of a new supply agreement 
have stalled. The Target has sought to enter separate supply agreements with each individual 
TSG Franchisee, whilst the TSG Franchisees require TSG (as the franchisor for the network) 
to complete negotiations with the Target. 

Notwithstanding the fact that there is no current supply agreement between TSG and the 
Target, TSG has not prevented TSG Franchisees from selling the Target’s goods in their 
businesses.  

2.3 Rationale for the notified conduct 

As matters stand, the primary issue interfering with the finalisation of a new supply agreement 
between TSG and the Target relates to the Promotions and the qualifying criteria before TSG 
Franchisees becomes eligible for the discounts for participating in those Promotions.  

The terms proposed by the Target are as follows: 

  
 

  
 

  
  

A copy of the Target’s proposed supply agreement is attached as “Attachment 2” showing the 
above terms. These terms are commercially sensitive to the Target and TSG Franchisees and 
disclosure of these terms would unreasonably and adversely affect the Target and TSG in 
respect of their lawful business, commercial and financial affairs. Therefore, confidentiality is 
claimed with respect to the above terms and Attachment 2. 

The terms that have been proposed by the Target cannot be accepted by the TSG Franchisees. 
As a specialist tobacconist, a TSG Franchised Business stocks and supplies all tobacco 
products from all suppliers. In stocking all products from all suppliers, TSG Franchisees have 
obligations under their respective supply agreements to promote each supplier’s products in 
order to qualify for that supplier’s discounts. The Target’s terms are problematic because: 

(a) even where all of the Target’s products are displayed on a price board, a TSG 
Franchisee would be required to remove another supplier’s products from the price 
board in order to qualify for a discount offered by the Target; and 

(b) in order to qualify for the Target’s discounts, a TSG Franchisee would (by necessity) 
be required to either breach another supplier’s supply terms or forego discounts offered 
by those other suppliers.  

TSG and TSG Franchisees consider that it is in the interest of all TSG Franchisees and 
consumers at large for a network wide supply agreement to be in place. By negotiating 
collectively, the TSG Franchisees will be able to maximise the discounts offered by all suppliers 
of tobacco products, including the Target. As set out in section 3.3, the Target holds 
considerable market share and is one of the three major tobacco suppliers in the global 
industry. The position it has adopted with respect to Promotions is in itself anti-competitive and 
will have the effect of: 

(a) reducing consumer choice of tobacco products available for sale, noting that tobacco 
products cannot be viewable in a store due to strict tobacco advertising laws. This 
means that if a product does not appear on a price board, it effectively does not exist 
from a consumer’s perspective; and 

(b) increasing the retail price of products manufactured by the Target’s competitors 
(because a TSG Franchisee cannot discount a competitors’ product if the TSG 
Franchisee does not qualify for that supplier’s discount).  
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3 Market information and concentration 

3.1 Products, services and geographic areas 

The TSG Franchisees supply tobacco and tobacco related products (Goods) at approximately 
470 locations throughout metropolitan and regional areas of Australia. The location of each 
Franchised Business is noted in the list of TSG Franchisees in Attachment 1.  

TSG Franchisees are independent operators, and where any two outlets are in close 
geographic proximity to each other they will compete, with price being the major differentiator. 

3.2 Competition 

TSG Franchisees operate in a highly competitive retail market and compete with supermarkets, 
independent grocers, petrol stations and other specialist tobacco networks in the sale of the 
Goods. As smaller independent stores, TSG Franchisees rely on:  

(a) the strength of the TSG network as a whole, and TSG as franchisor, in order to 
negotiate terms of supply that allows them to compete with supermarkets and service 
stations in the supply of the Goods; and 

(b) their status as a specialist tobacco retailer, allowing them to compete on the breadth of 
the range that they offer as a differentiating factor in the marketplace. 

The TSG network competes with other specialist tobacco franchises, including Cignall and 
Freechoice. The networks compete with each other aggressively both in the retail supply of the 
Goods, but also to attract and retain franchisees and franchised businesses to their network. A 
network’s ability to negotiate with the three major tobacco companies plays an integral role in 
attracting and retaining franchisees to the network. TSG estimates that it has approximately 
35% of the specialist tobacco retail market, and about 8-12% of the total market for the retail 
sale of tobacco products. 

As a highly competitive market, there are relatively low barriers to entry.  

3.3 Industry and supply chain 

Whilst the retail supply of the Goods is highly competitive, the wholesale supply of tobacco 
products is dominated by just three major tobacco companies. The Target is the local subsidiary 
of British American Tobacco Australasia, and competes in Australia with Philip Morris Australia 
and Imperial Tobacco Australia, who are themselves also local subsidiaries of global 
companies.  

Of the three major tobacco companies, the Target is largest. TSG estimates that in 2017 the 
Target had 38.2% of the retail cigarette sales by volume1.  

 
. The market share of the two other wholesale suppliers is evenly split, with 

Imperial Tobacco and Philip Morris each holding approximately 30% each.  

4 Public benefit 

As set out above, TSG Franchisees compete aggressively on: 

(a) their ability to stock and supply the broadest possible range of Goods available in the 
marketplace; and 

(b) price, by utilising the discounts available from Promotions and passing on those costs 
savings to consumers.  

In TSG’s view, the Target is seeking to leverage its strength in the wholesale supply of the 
Goods to reduce competition. The Target’s proposed supply terms will require TSG 
Franchisees to forego discounts available to them by other suppliers in order to qualify for the 
discounts offered by the Target. In doing so, there will be a reduction in the promotion of those 

                                                      
 
 
1 Source: Retail volume share: Euromonitor International. Tobacco in Australia—2016 and 2017. 
London: Euromonitor International, 2019. Available from: http://www.euromonitor.com/tobacco.  
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Attachment 2 – Proposed supply terms 

 

See attached.  




