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Dear Scott 

Bakers Delight Holdings Ltd - Third Line Forcing .Notification N92536 

I refer to your letter dated 3 April 2007 requesting further documentation frbm 
Bakers Delight Holdings Ltd (Bakers Delight) and clarification of the material in . . 

our letter dated 23   arch 2007 that Bakers Delight considers to be confidential. 
. . 

1. Further documentation 
. . 

YOU have requested a copy of the uManuals" referred to in the Franchise 
Agreement. The 'Manualsw comprise the: . 

(1 ) Recipe. Manual: 

(2) Occupational Health & Safety Manual; 

(3) What's In It Manual; and 

(4) Product Safety & Quality Manual: 

We have attached for your reference the soft copy documents that make 
up the.What's In It Manual. 
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The remaining 3 manuals are very large in size and consequently cannot 
be sent via email or facsimile. Can you please'conflrm which of these 
manuals you require and we will arrange for the requested manuals to be 
burnt to CD and sent to you. 

We also attach a list of current Bakers Delight franchisees in order to 
facilitate the ACCC's consultation process. 

2. Confidential information 

Bakers Delight acknowledges that the ACCC is generally required to 
place the letter on its public register, but requests that the highlighted 
portions of the attached copy of the letter be qblacked out" and remain 
confidential. 

. . 

In support of this request Bakers Delight submits that: 

(1) details of the DlFOTlS standard applied to suppliers is 
commercially sensitive to Bakers Delight (refer to paragraph 2.3 of 
the letter); 

(2) disclosing the names of Bakers Delight's suppliers and the 
reasons for its selection of specific suppliers could damage the 
brand and reputation of both Bakers Delight and the suppliers that 
it has overlooked (refer to paragraph 3.2 of the letter); and 

(3) the specific additives and preservathres that Bakers Delight 
excludes from its ingredients is commercially sensitive information 
(refer to paragraph 5 4 4 )  of the letter). 

We understand that you will be utilising the list of franchisees for consultation 
purposes, but request that you othewise keep the franchisee details confidential. 
We also request that as the What's In It Manual contains commercially sensitive 
information, that it too remain confidential. 

Please don't hesitate to contact me with any further queries. ' . 

Yours faithfully 

Direct line: +61 (0)3 8686 6682 
Email: 'greg. hipwell@deacons.com.au 
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23 March 2007 

Scott Gregson 
General Manager - Adjudication Branch 
Australian Competition and Consumer Commission 
PO BOX 1199 
DICKSON ACT 2602 

Attention: Scott Gregson 

RACV Tower 
485 Boutke Street 
Melbourne VIC 3000 
Australia 
GPO Box 4592 
Melbourne VIC 3001 
DX 445 Melbourne 
Tel + 61 (0)3 8686 6000 
Fax + 61 (0)3 8686 6505 
www.deacons.com.au 

Other Offices 
Brisbane 
Canberra 
Perth 
Sydney 

Independent 
Affiliated Firms 
Hong Kong 
Indonesia 
Malaysia 
People's Republic of 
China 
Singapore 
Taiwan 
Thailand 
Vietnam 

Your Ref: N92536 
Our Ref: 2550662 

Dear Scott 
. . 

Bakers Delight Holdings Ltd - Third Line Forcing Notification N92536 

I refer to your letter dated 23 February 2007 requesting further information from 
us in relation to Bakers Delight Holdings Ltd's (Bakers Delight) third line forcing 
notification. 

In answering your specified queries and requests for information, we have 
provided below: 

(1) a general background to Bakers Delight and its supply chain; 

(2) responses to theparticular information requests contained in your 
letter; and 

(3) replies to the specific concerns raised with the ACCC in relation to 
the notification. 

We trust that this information will answer your concerns fully. If you require 
further information please do not hesitate to contact us. 

Please note that the information and documentation that we are providing to you 
is highly sensitive to Bakers Delight, and in some cases to Bakers Delight's 
suppliers. Accordingly, Bakers Delight requests that all information, explanations 
and documentation provided to you remains confidential. 
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Section 1 : Background to Bakers Delight and its supply chain 

I. The Supply Chain 

1 .I Bakers Delight manages a multi-tier supply network on behalf of Bakers 
Delight franchisees. The key performance criteria applied to the supply 
network are primarily: 

(1) surety of supply; 

(2) consistency of quality (as per agreed specifications and 
ingredients); and 

(3) validated value for products. 

1.2 Bakers Delight has established relationships with suppliers at the growing, 
manufacturing and distributor levels in sourcing approximately 11 0 
different ingredients. 

I .3 The supply chain model implemented by Bakers Delight involves a 
hierarchy of sub-suppliers and distributors. In the case of non-flour 
ingredients, Bakers Delight negotiates with manufacturers or importers 
direct, who then supply to a distributor for the network at an agreed 
margin. In relation to flour, the manufacturer is the distributor. 

2. Distributors 

2.1 The Bakers Delight franchise network is serviced by 2 national ingredient 
distributors; 1 manages the distribution of flour and flour based pre-mixes 
and local grain products, and the other is responsible for the distribution of 
frozen, chilled and dry ingredients. Typically these latter ingredients 
include fruits, nuts, dairy and meat products and all fillings and toppings. 

2.2 Using 2 distributors enables effective cost and performance 
benchmarking, which in turn allows Bakers Delight to ensure that the 
supply requirements of the national franchise n&ork are met. 

2.3 The distributors are independent of each other, but are subject to the 
same measurement standards. Each supplier is measured aaainst an 
expectation of / n 
a national and reg~onal basis. This element is visited on a weekly bask to 
ensure bakery satisfaction and that there has been no impediment to any 
bakery's ability to producg. Please find attached an example Delivery 
Analysis Report (Annexure A). 

u 
2.4 The appointment of national distributors enables the franchise network to 

be serviced by suppliers and manufacturers that would otherwise be 
unable to meet the delivery demands of 600+ bakeries. This distribution 
arrangement also ensures that every Bakers Delight's franchisee has 
access to products that fit the quality requirements and specifications of 
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Bakers Delight's ingredient declarations. Many Bakers Delight specific 
ingredients are not available through other distribution channels. 

3. Growers 
. . 

3.1 In relation to some ingredients, Bakers Delight has established 
relationships with growers locally and in other parts of the world, because 
of their ability to grow andlor manufacture to Bakers Delight's specific 
quality, ingredient or functionality requirements. Many of the products are 
produced or developed exclusively to Bakers Delight's requirements. 

EXCLUDED FROM 
PUBLIC REGISTER 

3.3 There are many other examples where group purchasing has contributed 
to benefits for the franchisee. In turn, these benefits have translated into 
greater reliability and consistency of product for consumers. 

4. Traders and Manufacturers 

4.1 Where direct relationships cannot be forged with Australian or 
International primary producers, the sourcing and supply is managed in 
concert with local traders or manufacturers. In such instances, quality 
control, assured supply and cost management is managed directly with 
the local entity under a formal business review process. Please see the 
attached Sample Periodic Business Review document for an example of 
this process (Annexure B). 
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4.2 The type of product supplied, as well as its significance to the franchise 
network dictates the regularity at which the supplier is subjected to the 
business review process. For instance: 

(1) Bakers Delight meets with its national flour provider on a weekly 
basis to ensure that the quality of its flour, premixes and services 
are meeting network requirements. 

(2) Cheese, meat, dried fruit and nut suppliers are met with monthly 
and follow set business review agendas. These reviews are either 
conducted at the Bakers Delight corporate offices, or on site at the 
supplier's manufacturing location to coincide with a programmed 
site audit. 

(3) Less critical ingredient suppliers are reviewed less frequently, but 
are reviewed using the same business review template. 

4.3 As a part of each review, suppliers provide evidence of the use of quality 
control procedures and their performance in this regard. Please refer to 
the Example Ingredient Quality Report attached as Annexure C for an 
example of this monitoring. 

5. . Compliance Regime' 

5.1 With regard to product labelling, FSANZ (Food Standards Australia New 
Zealand) dictates that Bakers Delight products meet the requirements 
specified in Part 1.2 (Labelling and other information requirements) and 
Part 1.5 (Foods requiring pre-market clearance) of the Food Standards 
Code. This imposes an obligation on Bakers Delight to provide customers 
with either verbally or in writing, the following information: 

(1) nutrition information where claims regarding nutrition are made; 
and 

(2) ingredient information characterising ingredients and declaring if 
any part of a product has been genetically modified or irradiated. 

5.2 To enable Bakers Delight franchisees to comply with this legislation 
considerable information must be sourced from suppliers. To facilitate 
this process, the Bakers Delight Quality Assurance team has established 
a Specification Management Program that requires suppliers to submit a 
specification for each ingredient supplied according to the Bakers Delight 
template. This template details the minimum information required to meet 
the Food Standards Code, and is provided as Annexure D. 

5.3 The information supplied in specifications is used to satisfy the legislative 
requirements, and is made available to customers via the Bakers Delight 
website and the 'What's in it?' manual located at each bakery. 

5.4 In order to supply the Bakers Delight network, potential suppliers must 
meet requirements developed by Bakers Delight to ensure that only the 
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most suitable and safe products are supplied to Bakers Delight bakeries. 
The following are a selection of these requirements: 

(1) Food Standards Code 

All ingredients supplied must comply with FSANZ, the Food 
Standards Code and other relevant food legislation. 

(2) QualityIFood Safety Representative 

The supplier must have a designated, suitably qualified person 
who is responsible for food quality and safety. 

(3) Genetic Modification 

All ingredients supplied must be free from: 

.(a) genetically modified ingredients; 

(b) derivatives of genetic modification (e.g. oils); and 

where animal products are supplied, the animals must be fed 
genetically modified free feed. 

A signed statement on company letterhead is required as to the 
company's policy on genetic modification. The letter is required to 

I . refer to the categories listed above. 

Bakers Delight has a policy regarding the use of additives and 
preservatives in Bakers Delight's inqredients. -1. 
L J 
Product RecallMlithdrawal plan 

The supplier must have in place a documented product 
recalllwithdrawal procedure, which is tested via a mock recall at 
least annually. 

(6) Food Safety Program 

The supplier must have in place a certified auditable Food Safety 
Program based on the principles of HACCP, and supported by 
documented support programs relating to Pest Control, Document 
Control, Good Hygienic Practices, Allergen Management Program, 
Approved Supplier Program, Cleaning & Sanitation, Training & 
Induction, Traceability and Quality Control. 
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(7) Complaints Management Program 

The supplier must have in place a documented complaints 
management program that includes a trend analysis to identify 
major issues, and a plan to reduce complaint levels. 

(8) Liability lnsurance 

The company must have Public Liability lnsurance in excess of 
$20 million per claim. 

6. Cost Management 

6.1 Cost monitoring is conducted on a regular basis, granting Bakers Delight 
a comprehensive understanding of costs and margins within the supply 
network. This enables Bakers Delight to manage cost variations against 
seasonal influences, crop size and on costs of freight and distribution. 

6.2 Cost changes from suppliers are validated against industry benchmarks 
before any changes are passed onto the franchise network. Whilst each 
supplier has varying formats of disclosure, each provides the information 
necessary for Bakers Delight to identify the best value position. Please 
refer to the attached Cost Summary (Annexure E) as an example of the 
costing information Bakers Delight compiles in relation to most products. 

6.3 Many of the ingredients Bakers Delight purchases are traded commodities 
or produced from traded commodities (i.e. flour from wheat). Bakers 
Delight benchmarks the cost of its ingredients from the international 
traded commodities prices wherever possible. 

' 6.4 As Bakers Delight operates in 4 countries, it can use the knowledge and 
experience gained from dealing with different suppliers in different 
countries in its cost negotiations with Australian suppliers. For example, if 
Bakers Delight's Australian supplier of dried fruit wanted a price increase 
due to seasonal factors, then Bakers Delight would expect the same 
response from its suppliers in NZ, Canada and the USA. If the same 
response was received, Bakers Delight could be assured that the cost 
increase is justified to some degree. 

6.5 There are also a raft of international crop reporting services that provide 
Bakers Delight with guidance on what to expect from its suppliers at 
contract renewal time. 

6.6 Through these multiple means, Bakers Delight believes that it has a 
strong understanding of the underlying cost drivers influencing its supply 
network. It therefore believes that it is well placed to deal with suppliers 
from a knowledgeable and informed position. 
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Section 2: Response to the ACCC's specific requests 

For ease of reference, we have responded to each of your requests for further 
information utilising the numbering in your letter. 

7. A list of the key products and the Approved Suppliers from whom 
franchisees are required to purchase exclusively from with respect 
to specified products. Please advise whether these products are 
available from other suppliers 

7.1 An Australian Stocktake Sheet showing approved ingredients and the 
relevant suppliers is attached as Annexure F. 

7.2 In some instances, products that Bakers Delight has specified to be used 
in its system can be obtained from other suppliers. Clearly, if Bakers 
Delight is buying dried fruit from a tradertimporter, that traderAmporter will 
have channels other than the one tapped by Bakers Delight in which to 
distribute that product in Australia. 

7.3 In other instances, products have been designed specifically for use in the 
Bakers Delight supply chain, and Bakers Delight has placed a prohibition 
on the supplier dealing with other customers. This prohibition is 
necessary to protect Bakers Delight's competitive advantage. 

7.4 As Bakers Delight has approximately 110 ingredients, it has not expended 
the significant resources necessary to identify and differentiate those 
products that are available from alternate suppliers from those products 
that are not. Bakers Delight is happy to do so if this information is 
required after the ACCC has considered this letter. 

8. A description of the process in which Bakers Delight selects 
Approved Suppliers, including an outline of any requirements andlor 
product specifications suppliers must meet. Please also outline 
what processes are in place to ensure Approved Suppliers continue 
to meet these requirements andlor product specifications. 

8.1 Please find attached Bakers Delight's Supplier Approval Process, 
including the relevant templates (Annexure G). The Sample Periodic 
Business Review template (Annexure B) is also relevant. 

8.2 The information supplied above in section 1 in relation to Bakers Delight's 
supply chain is also relevant to this query. 
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9. An indication of whether franchisees are able to negotiate with non- 
Approved Suppliers to purchase key products if the franchisee can 
demonstrate that the products are the same or of the same 
specification. Please explain why or why not, and the consequences 
if a franchisee uses non-Approved Suppliers. 

9.1 Prior to Bakers Delight making the notification, franchisees were permitted 
to negotiate with non-Approved Suppliers to purchase key ingredients, 
provided that the ingredients met the approved specifications exactly. 

9.2 The reality is that because of the stringent nature of Food Standards and 
the convenience of the supply chain arrangements, very few franchises 
purchased outside of the supply channels. The most common reasons for 
franchisees purchasing outside the established network were 2 fold; either 
the franchisee had run up a debt with Bakers Delight's key distributors 
and purchased outside the network through necessity, or the franchisee 
had done so because of a fundamental relationship problem with Bakers 
Delight as franchisor. 

9.3 As discussed at paragraph 5 above, Bakers Delight publishes a What's In 
It Manual' the content of which is available on its website, in order to 
comply with food safety legislation. This product information contains a 
complete list of ingredients contained in each product, including any 
preservatives or additives, and nutrition and allergen information. This 
information is compiled based on the Approved Specifications provided by 
Approved Suppliers. Use of ingredients from a non-Approved Supplier 
may render this information void and endanger members of the public 
who have allergies. 

9.4 As noted at paragraph 5 above, Bakers Delight insists, (and considers it 
prudent that to do so), that each Approved Supplier: 

(1) complies with certain product recall and withdrawal requirements; 

(2) implements a thorough food safety programme; 

(3) run a complaints management programme; and 

(4) maintains the necessary insurance. 

9.5 Whilst a franchisee could source a required ingredient from a non- 
Approved Supplier, Bakers Delight would expect that the franchisee would 
individually ensure that the abovementioned systems were in place, and 
verify this through an audit process. Clearly Bakers Delight does not think 
it within the capability of a franchisee (nor that a franchisee should be 
putting their time into such activities at the expense of their business), to 
perform all the tasks necessary to ensure that a non-Approved Supplier - 
meets all the requirements of the Bakers Delight's system. 

9.6 Once again, Bakers Delight emphasises that the Bakers Delight's system 
is designed to ensure that public safety and the quality of Bakers Delight's 
products meet the exacting standards expected by Foods Standards 
authorities and Bakers Delight's customers. 
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9.7 Since the notification has been lodged with the ACCC,Bakers Delight has 
made it a requirement of its 'What's In It Manual' that all franchisees 
purchase from Bakers Delight's 2 approved distributors. Franchisees are 
required under their Franchise Agreements to comply with Bakers 
Delight's manuals. 

9.8 Since the lodgement of the notification, Bakers Delight has not issued any 
breach notices to franchisees for failing to patronise Bakers Delight's 
Approved Suppliers. For those very few franchisees that have purchased 
outside the supply chain, the primary means of deterrence is to deny them 
access to the benefits provided through the C&DF (explained in 
paragraph 4.1 below). As explained below, if franchisees are buying from 
non-Approved Suppliers they in effect are not contributing to the C&DF. 
Bakers Delight considers that it is therefore unfair to allow them to share 
in the benefits of the C&DF. 

9.9 Bakers Delight plans to be more stringent in requiring franchisees 
purchaser from Approved Suppliers in future, primarily as a means of 
ensuring compliance with Food Safety standards. 

lo. Specific details of any rebates which Bakers Delight receives from 
third party suppliers and how these rebates are disclosed to 
franchisees and how they are used. 

10.1 Virtually all system suppliers contribute 2% of their sales to the network to 
the Bakers Delight's Conference and Development Fund (C&DF). The 
C&DF accumulates these supplier contributions and provides financial 
support to the network primarily through: 

(1)  subsidising regional and national conferences; 

(2) subsidising key externally delivered training programmes; 

(3) sponsoring Bakers Delight's 2 key internal competitions; the Ron 
Gillespie Award (for excellence in production) and the Lesley 
Gillespie Award (for excellence in retail); 

(4) conducting bread competitions; and 

(5) topping-up the Marketing Fund. 

10.2 The C&DF is audited annually and operates in exactly the same way for 
franchised and company managed bakeries. Bakers Delight would be 
happy to provide a copy of the C&DF rules and/or financial statements to 
the ACCC if this is requested. 

1 I. A copy of the Franchise Agreement 

I 1  . I  A copy of Bakers Delight's current franchise agreement is attached as 
Annexure G. 
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12. Any other information you wish to provide in relation to the public 
benefits and detriments resulting from the notified conduct. 

12.1 Bakers Delight runs a diverse and complicated supply chain and does so 
in the best interests of Bakers Delight's franchisees. The future of Bakers 
Delight's business as the franchisor is inextricably linked the ongoing 
success of Bakers Delight's individual bakery units. Bakers Delight does 
all it can to ensure that it maximises the profitability of franchisees, whilst 
balancing the need for sourcing and producing best quality products. 

12.2 Bakers Delight's supply chain system is designed not only to provide low 
costs, but also to make it as easy as possible for franchisees to comply 
with food safety laws and to operate in a way that protects public health 
and safety. 

Specific concerns raised with the ACCC 

In response to the specific concerns raised with the ACCC as mentioned in your 
. letter, Bakers Delight responds as follows: 

13. That forcing franchisees to purchase from Approved Suppliers has a 
detrimental effect on franchisees 

1 3.1 Although a fairly general and non-specif ic contention, Bakers Delight 
refers to the volume of franchisees patronising the supply chain 
arrangements as evidence of the benefit of the system to individual 
franchisees. 

13.2 As discussed above, the supply chain is fully audited and compliant with 
food standards legislation, and provides franchisees with a good balance 
between product price and quality. The supply arrangements also allow 
Bakers Delight's franchisees to get on with their business of making and 
selling bread, without having to worry about whether the flour will turn up 
tomorrow and where to source alternative sultanas when their local 
supplier runs out. 

13.3 Bakers Delight is proud of the quality and efficiency of the Bakers 
Delight's supply chain, and believes that it operates on a level close to 
Australian best practice. Bakers Delight is also confident that its 
franchisees would inform Bakers Delight if the supply arrangements were 
not providing them with a competitive advantage, and this has not 
occurred. 

14. Prices tend to increase once a supplier is appointed 

14.1 Whether the price of an ingredient goes up or down bears no relationship 
to the length during which a supplier has been supplying the system. The 
primary determinants of the pricing of Bakers Delight ingredients are 
international commodity prices and distribution costs. In many instances, 
the price of an ingredient may go down when a supplier has been with 
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Bakers Delight for some time, but this will be due to external factors such 
as good crop growing conditions. 

14.2 Past experience has also shown that prices tend to rise over time. It is 
simplistic to suggest that the prices of Bakers Delight suppliers go up 
once they have been appointed, without reference to the prices that other 
suppliers are supplying at. 

15. Products can be obtained at a cheaper price outside the supply 
chain 

15.1 Many of Bakers Delight's products are proprietary and so Cannot be 
purchased outside the Approved Suppliers. 

15.2 For those products that are 'commoditised', there will always be 
franchisees that can buy a particular ingredient cheaper at some point in 
time. However, in doing so the following points need to be considered: 

(1) How long will the product be cheaper for? 

(2) Are the non-Approved Suppliers meeting the Food Standards 
requirements? 

(3) Can these suppliers guarantee supply? What will the franchisee 
do if the non-Approved Supplier is out of stock or their special 
-price finishes? 

15.3 Bakers Delight negotiates medium term fixed price deals with Approved 
Suppliers, generally of 6 or 12 months tenure. This gives Bakers Delight 
certainty of cost which allows it to maintain stable pricing to Bakers 
Delight's customers. This removes both short-term commodity and 
exchange rate risks from Bakers Delight's network. However, this does 
mean that when commodity prices move down quickly, the local price of 
an ingredient may be lower than Bakers Delight's price. Bakers Delight 
does not consider it reasonable for franchisees to cherry pick in these 
situations; to benefit from fixed price deals when prices go up and then 
move out of the system when prices go down. In the long term such 
practices would destroy suppliers' faith in the Bakers Delight's network, 
and make it harder for Bakers Delight to get the best deal from suppliers 
in the future. 

16. Suppliers are unreliable 

3 5 16.1 Bakers Delight has one of the most reliable supply networks in Australia, 
OI- as evidenced by the delivery statistics included as Annexure A. !xcn a 16.2 The delivery statistics are not perfect, however Bakers Delight considers eg  that achieving] is more than acceptable. 
n 
30 . I Indeed, many ingredient distributors may druggle to meet this target. 
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16.3 Additionally, Bakers Delight's measurement of DIFOT looks at what is. 
delivered in full on the scheduled delivery run, giving only a 2 hour window 
for each bakery. If deliveries made outside the 2-hour window, but on the 
same day were considered, Bakers Delight's statistics would be 
significantly higher. 

17. Regional franchisees are disadvantaged 

1.7.1 It is difficult to understand this observation as regional franchisees tend to 
benefit most from Bakers Delight's supply arrangements. 

17.2 Regional areas by their nature tend to have fewer quality local suppliers 
and tend to have higher prices than metropolitan areas. Through the 
operation of Bakers Delight's dual distributor network, regional 
franchisees may be given access to distributors and services that they 
otherwise wouldn't, and at a price and quality that would be inaccessible 
for 1 small bakery fending for itself. 

While not covering absolutely ever detail and argument as to why Bakers Delight 
believes that the supply network of Approved Suppliers adds value to Bakers 
Delight's franchisees, we hope that this letter and its annexures provide you with 
enough information to answer your questions. 

Bakers Delight are fully prepared and would welcome the opportunity to meet 
face to face with you to explain what Bakers Delight does from Supply Chain 
perspective. 

Yours faithfully 

Greg Hipwell 
Partner 
Deacons 
Direct line: +61 (0)3 8686 6682 
Email: greg. hipwell@deacons.com.au 


