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Third line forcing notification N92536 lodged by Bakers Delight Holdings Ltd 

On 26 June 2006, the Australian Competition and Consumer Commission (the ACCC) 
received a third line forcing notification (N92536) from Bakers Delight Holdings Ltd 
(Bakers Delight). The notification concerns a requirement that Bakers Delight 
franchisees purchase specific flour and non-flour ingredients from suppliers 
nominated by Bakers Delight. 

You may recall that on 16 April 2007, the ACCC sent a letter to you seeking your 
views about notification N92536. The letter was sent to you after concerns were raised 
with the ACCC that: 

1. Compelling franchisees to purchase supplies from specific suppliers has a 
detrimental effect upon franchisees and does not provide counter-balancing 
public benefits. 

2. Prices of nominated products tend to increase once a supplier is established in 
the Bakers Delight supply system. 

3. The specified products can be obtained from alternative suppliers at a cheaper 
price. 

4. Some nominatedlapproved suppliers have been unreliable, which means that 
franchisees either go without supplies or have no option but to source supplies 
from alternative suppliers. 

5. Franchisees in regional areas can be disadvantaged by not having a choice of 
suppliers. 

In addition to seeking your views on the notified conduct, the ACCC sent letters to a 
number of other current and former franchisees in relation to the notification. The 



ACCC also sought and obtained information from Bakers Delight in relation to the 
notified conduct. 

The public submissions and information received by the ACCC during its review of 
notification N92536 are available on the ACCC's website (www.accc.gov.au). 

I am writing to you to inform you of the outcome of the ACCC's review of 
notification N92536. 

The notified conduct 

As mentioned above, notification N92536 concerns a requirement that franchisees 
purchase specific products (flour and other non-flour ingredients for products 
manufactured on premises) from suppliers nominated by Bakers Delight (Nominated 
Suppliers), in accordance with provisions to be incorporated into franchise agreements 
with franchisees. 

Bakers Delight has indicated that the Nominated Suppliers are its two national 
distributors, PFD Foodservices (PFD) and Manildra. 

Information provided by Bakers Delight in relation to notification N92536 

Bakers Delight 's distributors 

Bakers Delight considers that the appointment of its two national distributors (PFD 
and Manildra) enables the franchise network to be serviced by suppliers and 
manufacturers that would otherwise be unable to meet the delivery requirements of 
Bakers Delight's bakeries. 

Bakers Delight has indicated that, before it chose PFD and Manildra to provide 
distribution services to the Bakers Delight network, it considered a range of potential 
distributors and compared the services which each of the distributors could provide. In 
addition, Bakers Delight has advised that, prior to selecting PFD and Manildra, these 
distributors took part in an 18-month trial with approximately 70 bakeries, in order to 
determine whether the services provided by the distributors was satisfactory. 

Bakers Delight has advised that the performance of its distributors is assessed on a 
weekly basis, via a delivery analysis report. 

Bakers Delight 's suppliers 

Bakers Delight has indicated that it has arrangements in place with approximately 35 
ingredient suppliers, including primary producers located in Australia and overseas, as 
well as local traders and manufacturers. 

Bakers Delight has advised that it does not conduct a tender process in order to 
identify and select its suppliers. Instead, it identifies potential suppliers through a 
range of different channels, including recommendations from the franchise group, 
trade references, and approaches made directly to Bakers Delight by suppliers. 



Bakers Delight has advised that it selects and reviews its suppliers on a performance 
basis, taking three criteria into account, namely, quality, surety of supply and price. 
Potential suppliers are required to complete a supplier questionnaire, are subject to a 
quality assurance audit process, and, once selected, are subject to a periodic business 
review. As part of the periodic business review, Bakers Delight obtains ingredient 
quality tracking reports to monitor the quality of ingredients supplied to franchisees. 

Price reviews 

Bakers Delight has indicated that it conducts price reviews with its incumbent 
suppliers as part of its supplier management process. Price reviews are conducted 
whenever a supplier seeks a price change, and at the expiry of each supply agreement. 

Bakers Delight has indicated that, if it does not consider a price increase to be 
justified, it investigates and considers alternative supply arrangements in order to find 
an appropriate product at a cheaper price. 

Bakers Delight has acknowledged that alternative suppliers may be able to supply 
particular ingredients at a cheaper price for a short period of time, but argues that this 
cannot be maintained in the long term. It also argues that its fixed-term arrangements 
provide price certainty for franchisees by removing short-term commodity and 
exchange rate risks. 

Re bates 

Bakers Delight has indicated that its suppliers contribute 2% of their sales to the 
Bakers Delight network to a Conference and ~ e v e l o ~ m e n t ~ u n d .  In addition, 
suppliers of yeast products contribute to an Ullage Account. 

Bakers Delight has indicated that it does not receive any other rebates from third party 
suppliers. 

Supporting documentation 

Bakers Delight has provided the ACCC with documentation which supports its claims 
regarding the selection and review of its distributors and suppliers, and the price 
reviews it conducts. 

Outcome of review of notification N92536 

The ACCC may revoke a third line forcing notification if it is satisfied that the likely 
benefit to the public from the conduct does not outweigh the likely detriment to the 
public from the conduct. 

The ACCC accepts that third line forcing notifications lodged in respect of franchise 
arrangements will restrict the franchisees' freedom to choose with whom, in what or 
where they deal. However, third line forcing in franchise situations may give rise to a 
number of benefits, including maintaining the quality and consistency of the end 
product, and delivering cost savings to franchisees. 



In this case, the ACCC notes the arguments put forward by Bakers Delight that its 
supply arrangements are designed to ensure that the quality of its products meet the 
standards expected by food standards authorities and customers. The ACCC also notes 
the activities undertaken by Bakers Delight to review the price and quality of products 
supplied to franchisees. 

On the basis of the information provided to the ACCC by interested parties and 
Bakers Delight in relation to notification N92536, the ACCC does not intend to take 
any further action in relation to the notification at this stage. 

However, please note that, as with any notification, the ACCC may act to remove the 
immunity afforded by the notification at a later stage if it is satisfied that the likely 
benefit to the public from the conduct will not outweigh the likely detriment to the 
public from the conduct. 

Your assistance in providing information to the ACCC during its review of 
notification N92536 has been appreciated. If you have any questions in relation to this 
matter, please contact Sarah Chubb on (02) 6243 1088. 

Yours sincerely 

Darrell Channing 
Director 
Adjudication Branch 


