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Welcome to Piper Alderman’s bulletin looking at competition and
consumer law. In this bulletin we seek to inform on developments
in these areas of law and trade practices generally.
June 2013
Keepin’ it real. Domain dispute
gets ugly
A recent decision of REA Group Ltd
v Real Estate 1 Ltd examines issues
of misleading or deceptive conduct,
trade mark infringement and considers the implications
of a brand owner using a domain name as a trade mark.
Senior Associate, Bill Fragos and Lawyer, Megan Comerford
discuss.

Problem gambler rolls the
unconscionability dice in the High
Court
On 5 June 2013, the High Court dismissed
an appeal from a decision of the Supreme
Court of Victoria Court of Appeal, which held that Crown
Melbourne Limited did not engage in unconscionable
conduct. Partner, Anne Freeman and Lawyer, Louise
Cooper review the case.

ACCC scrutiny of food product
claims on the rise with Coles
bread claim
The ACCC’s recent activity in relation
to claims made by food producers
and supermarkets puts the spotlight on credence claims
which cannot be readily checked by consumers. This
activity serves as a warning to ensure credence claims
are accurate. Partner, Anne Freeman, takes a look at the
ACCC’s actions in this area.

Apple price fixing trial - a warning
for Australian distributors
Apple is currently being prosecuted by
the US Department of Justice for anticompetitive practices in relation to claims
of price fixing in the eBook market. Partner, George Raitt
and Law Graduate, Jennifer McGarvie examine recent
developments.
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Super -Supermarkets
It’s not often that the topic of competition
law grabs the attention of the public,
however, one aspect of competition law
that does command broader attention is
where it involves supermarkets, shopping and retail. Senior
Associate, Bill Fragos examines some of the current issues.
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Keepin’ it real. Domain dispute gets ugly
A recent decision of REA Group Ltd v Real Estate 1 Ltd examines issues of
misleading or deceptive conduct, trade mark infringement and considers the
implications of a brand owner using a domain name as a trade mark. The
decision highlights that trade mark owners should seek registration for brands that
comprise a domain name, and businesses trading online should actively monitor
domain names that include their trade mark. Senior Associate, Bill Fragos and
Lawyer, Megan Comerford discuss.
REA Group Ltd v Real Estate 1 Ltd

Trading places

The real deal

REA has three composite trade mark
registrations (that is, marks that include both
logo and words) relating to
realestate.com.au. Realcommercial.com.
au is subject of one composite trade mark
registration. RE1 also had composite trade
marks registered.

In 1998, people still bought and read
newspapers in hard copy. Newspapers
would include sections relating to real
estate, both residential and commercial.
At the same time, the internet was
getting bigger. REA Group (REA) had
the forethought to start up online, and
registered its domain name Realestate.
com.au.
It commenced listing residential properties
that are available to rent or buy. In
2002, this was followed by commercial
properties at the domain realcommercial.
com.au. Trade marks were registered.
Business increased and within 10 years the
two sites became the dominant domains
for real property listings in Australia.

A domain name consists of at least two
parts, known as labels or levels, which
are separated by full stops. The two
essential components are:
1.

the top-level domain (for example,
‘.com’ or ‘.org’, or a country code
top-level domain like ‘.com.au’);
and

2.

the second-level domain, which
is the specific component of the
domain name that is selected by
the website owner (eg realestate
or realestate1).

REA’s marks:

Real Estate 1’s marks:

Since 2009, Real Estate 1 (RE1) also
operates two property search portals.
The first, realestate1.com.au, focuses
on residential properties. The second,
realcommercial1.com.au, focuses on
commercial properties.

www.piperalderman.com.au

Nerd alert: Technical stuff
What is a domain name?

As the top-level (.com.au) is usually
generic, consumers generally pay little
attention to it compared to the secondlevel.
Concerns regarding misleading
similarity between domain names
generally focus on the second-level.
In this case, the top-level component
of the domain name (.com.au) was
considered a key part of the brand in
that it added distinctive elements to an
otherwise very descriptive term.
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Domain game
REA valued its trade marks. When RE1
started to operate and promote its
competing websites, REA wasn’t happy.
It commenced proceedings alleging
misleading or deceptive conduct and trade
mark infringement.
While REA accepted that “real estate”
was purely descriptive, it argued that the
combination of “real estate” with
“.com.au” created a term which was
distinctive of REA’s residential property
portal, particularly considering the
promotion of the brand as an online
portal, and the inclusion of the ‘.com.au’
in its registered trade marks.

Not receptive to misleading or
deceptive
REA argued that RE1’s promotion of its
domain names was likely to mislead or
deceive consumers, particularly those
using a search engine (such as Google) to
find realestate.com.au.
REA lost on this part of its claim.
The Court found that the use by RE1 of
realestate1.com.au did not constitute
misleading or deceptive conduct. Justice
Bromberg noted the following:
 Within the term “realestate.com.
au”, each of the elements remained
descriptive despite the combination of
them into a single term.
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 When taken as one term of itself,
“realestate.com.au” is, at least partly,
descriptive of an online real estate portal.
Therefore, only a small difference in
a competitor’s trade name will likely
be enough to avoid consumers being
deceived.
 It is only when “.com.au” is attached to
“realestate” and the term
“realestate.com.au” is viewed as a single
expression that the term begins to
suggest a connection with a particular
business or brand. However, the very
features (.com.au) which are essential for
giving the term recognition as a name are
features which other cases indicate will
commonly be ignored or be given little
substantive attention by consumers –
both parts of the term are descriptive in
and of themselves but together create a
suggestion of connection with a brand.
 The phrase “real estate”, in combination
with a suffix to indicate a real estate
portal, is used extensively in the online
marketplace, in both trading and domain
names. This “natural applicability” means
that consumers using a search engine to
find a real estate portal would be more
cautious and vigilant in the context of
that market where close variants of
“realestate.com.au” are common on the
results page of such a search.
 A consumer who is searching for a
portal recalled by the consumer as “real
estate something” and ends up at RE1’s
website has not been misled or deceived.
If those consumers have been diverted,
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the fault may lie not with RE1 but
with the adoption by REA of a name
insufficiently distinctive to have allowed
consumers to remember it more
specifically.
In other words, when one combines
two or more generic and descriptive
phrases, the combined outcome may be
that an identifiable and unique brand is
developed. However, in this instance
the online consumer is savvy enough to
distinguish between the two websites.
What is interesting about the Court’s
finding is that Justice Bromberg recognised
that RE1 officials and representatives
purposefully chose a rebranding strategy
which involved use of trade marks which
closely resembled those used by REA.
However, Justice Bromberg noted that
such behaviour, of businesses attempting to divert traffic from another website
to their own, was not uncommon in the
internet marketplace.
His Honour assessed “realcommercial.
com.au” and “realcommercial1.com.au”
separately from the realestate domain
names, but came to the same conclusion. It was held that any likely deception
in relation to “realcommercial1.com.au”
would only have been momentary, and
any consumer that was actually misled or
deceived would have resolved that confusion upon accessing the realcommercial1.
com.au site.
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Mark my words… it ain’t over!
As well as alleging misleading and
deceptive conduct, REA claimed that the
use of “realestate1.com.au”, including
as a domain name address, infringed
REA’s registered trade mark rights in
realestate.com.au as the two marks were
deceptively similar. REA only claimed
infringing use by RE1 in relation to
“realestate1” when used in conjunction
with “com.au” – not when “realestate1
was used in isolation.
REA was successful on this part of its
claim.
The Court found that:
 the “realestate1.com.au” mark was
deceptively similar to the
“realestate.com.au” registered mark

REA also took issue with RE1’s use of
both “realcommercial” alone and its use in
combination with “.com.au”. REA said that
both of these uses infringed its trade mark
rights, and the Court agreed.
While the Court made the above findings, it
also found that:
 RE1’s logo otherwise did not sufficiently
resemble REA’s logo to be deceptively
similar.
 The term “realestate” in isolation is highly
descriptive and would not be enough to
establish brand identity.
 In this case, the distinguishing feature
of the mark is the domain name in its
entirety. The inclusion of “.com.au” is
therefore essential to the question of
infringement.

 its use constituted trade mark
infringement.

Competition and Consumer News
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Sceptical or confused? You’re not
alone
Although a positive result for trade mark
owners, the Court appeared not entirely
comfortable with its outcome. From a
superficial perspective it is not easy to
reconcile how REA failed on a “misleading
or deceptive” trade practices claim yet
was successful on a “deceptively similar”
trade mark claim. But of course law is
anything but superficial.
There are also difficulties reconciling
the aspects concerning the use and
incorporation by REA of very generic
and descriptive words into their “brand”.
Justice Bromberg stated that “registration
of REA’s realestate.com.au marks has
effectively given REA a monopoly over
two highly descriptive terms when used in
combination...it is troubling that terms that
are highly descriptive of a particular area
of commerce and which provide significant
commercial advantage should not be
readily available for use by all who seek
to participate in that commerce”. In the
context of an online globalised economy,
there will no doubt be some very difficult
issues for courts to reconcile between
domain names, trade marks and brand
identity.
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Take home messages
This case is a very good illustration of how
particular conduct can amount to trade
mark infringement even though it does
not amount to misleading or deceptive
conduct.
The test for infringement of a registered
trade mark simply requires that two
trade marks be considered sufficiently
similar that a person seeing or hearing
the trade marks might be caused to
wonder whether they come from the
same source. All you have to show is that
the infringer’s trade mark is substantially
identical or deceptively similar to the
registered trade mark and that it’s being
used in respect of the same or similar
goods and services. It is enough that
consumers might be “caused to wonder”
whether there is connection between
the competitor’s goods or services
and yours. It is not necessary to prove
that a consumer would be misled or
deceived, as it is for a claim of misleading
or deceptive conduct. This is one of the
reasons that we encourage businesses to
register their trade marks.
We register trade marks for a number of
other reasons:
 A registered trade mark is infringed
when someone uses the same or a
similar trade mark in respect of the
same or similar goods or services. It’s
not necessary to show that you have
reputation in the registered trade
mark. In fact, it’s a good idea to get
your trade mark registered before you
go to the time and effort of establishing
reputation in the trade mark.
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 Having a trade mark on the trade marks
register is an important part of trade
mark protection because most people
will check the register before they choose
their own trade mark.
 If others see your trade mark on the
register, they are likely to choose a
different trade mark. Registered trade
marks are personal property and can be
sold or transferred without having to sell
the whole business. This is difficult to
do with unregistered trade marks. This
means that the registered trade mark has
some intrinsic value in its own right and a
company that has a portfolio of registered
trade marks can point to that fact as a
sign of its value.
 Trade marks are valuable and can be used
as security.
Actions for trade mark infringement should
be considered in addition to actions for
breach of copyright, misleading or deceptive
conduct or passing off when the dispute
relates to “brands” and/or domain names.
Businesses operating online should also
actively monitor websites and domain
names similar to their own, and consider
whether there are opportunities to confuse
brands, or the goods and services supplied.
It may be that as an alternative to legal
action, complaints could be made regarding
prospective trade marks.

5

While businesses should be aware of the
dangers of using generic or descriptive
names (the name may not even be
accepted for trade mark registration), this
decision highlights that when descriptive
names may achieve a unique identity
capable of protection when combined with
other names.More generally, the decision
serves as a timely reminder that trade
mark owners should seek registration for
unregistered marks or ensure and enforce
existing registrations for brands that
comprise a domain name.
A party might be able to get away with
registering a domain name similar to, say,
that of an established competitor and
likewise attempt to capitalise by directing
traffic to their site. However, should that
domain name be sufficiently specific and/
or also be the subject of a registered trade
mark, then that party risks a potentially
adverse and costly outcome.

For further information contact:
Bill Fragos, Senior Associate
t +61 8 8205 3446
bfragos@piperalderman.com.au

Megan Comerford, Lawyer
t +61 8 8205 3415
mcomerford@piperalderman.com.au
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ACCC scrutiny of food product claims on the rise
with Coles bread claim
The ACCC’s recent activity in relation to claims made by food producers and
supermarkets puts the spotlight on credence claims which cannot be readily checked
by consumers. This activity serves as a warning to ensure credence claims are
accurate. Partner, Anne Freeman, takes a look at the ACCC’s actions in this area.
In mid-June, the ACCC commenced
proceedings against Coles Supermarkets
Australia Pty Limited (Coles) alleging
Coles has engaged in false, misleading and
deceptive conduct in the supply of bread
which was partially baked and frozen off
site, then transported to Coles stores,
and finished in the store. These products
were promoted as ‘Baked Today, Sold
Today’ and/or ‘Freshly Baked In-Store’. In
some stores, these products were placed
nearby prominent signs stating ‘Freshly
Baked’ or ‘Baked Fresh’. The ACCC has
alleged that this conduct was likely to
mislead consumers into thinking the bread
had been baked from scratch in house
on the same day as it was placed on the
shelf. It has come to light that in fact some
of the products were partially baked
overseas.

At the time, the ACCC stated that the
penalty served as “a warning to businesses
to make sure they are not misleading
consumers into paying a premium for
products that don’t match the claims made
on the label”.
In addition to the penalty in that case, the
Court made orders by consent restraining
the company from using the phrases ‘open
range’ or ‘grown nature’s way’ for a period
of 3 years, and requiring the company to
provide corrective notices and to implement
a trade practices compliance program.

The ACCC has also expressed concern
that this conduct places competing
bakeries which do bake freshly from
scratch at a competitive disadvantage.

The South Australian egg producer traded as
“Rosie’s Free Range Eggs” and represented
the eggs as being free range when a
substantial proportion were cage eggs. The
Federal Court ordered the producer to pay
a civil pecuniary penalty of $50,000, and also
ordered corrective advertising, an injunction
to restrain the producer from engaging in
similar conduct in the future, and that she
pay the ACCC’s costs.

These proceedings follow successful
action by the ACCC last year against
Pepe’s Ducks Pty Limited, a South
Australian egg supplier and Hooker Meats
Pty Limited in relation to false claims
about their food products.

Such conduct has led the South Australian
Government to propose a voluntary code
for egg labelling which would define the
terms “free-range” or “barn-laid”, a move
welcomed by many consumers and industry
members.

Pepe’s Ducks agreed to pay $375,000 in
civil pecuniary penalties and $25,000 in
costs as a result of promoting ducks as
being ‘open range’ and ‘grown nature’s
way’, when the ducks were raised in barns
and spent no time outdoors.
Competition and Consumer News

The ACCC also brought proceedings
against Victorian butcher, Hooker Meats,
for misleading and deceptive conduct in
falsely claiming that the meat it offered for
sale was sourced from King Island. The
Federal Court ordered the butcher to pay
a $50,000 penalty.
The ACCC’s actions in protecting
consumers from such claims has had
the effect of greater awareness amongst
consumers and industry bodies. Just this
last week, it was reported in the press
that Coles, Woolworths and florists
are claiming that flowers are “freshly
cut” when they are grown overseas and
are placed on the shelves up to seven
days after being picked, and that flower
industry bodies are seeking an overhaul
of flower regulation, including country of
origin labelling and shelf-life expiry date.
Producers and retailers of consumer
products need to be aware of this
heightened scrutiny of credence claims, by
the regulator and industry bodies, and be
on notice that action will likely be taken
for any misleading claims. Make sure that
you can back up how you promote a
product.
For further information contact:
Anne Freeman, Partner
t +61 2 9253 9934
afreeman@piperalderman.com.au
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Super -Supermarkets
It’s not often that the topic of competition law grabs the attention of the public.
Competition law is mainly the domain of specialist lawyers, economists, some
politicians and the odd journalist. However, one aspect of competition law that
does command broader attention is where it involves supermarkets, shopping and
retail. Senior Associate, Bill Fragos examines some of the current issues.
Players
Woolworths

Metcash

Costco

Woolworths Ltd is Australia’s largest
grocery and liquor retailer. It operates
over 800 supermarkets across Australia.
Woolworths’ other operations include
liquor, general merchandise stores,
hardware and home improvement. Its
brands include Woolworths, Safeway,
Dan Murphy’s, BWS, Big W, Tandy
and Masters (a joint venture with US
company, Lowes).

Metcash promotes itself as the “third
force” in the Australian grocery
retailing market. Operating on a
different model to Wesfarmers
and Woolworths, it supplies to
independently owned stores
operating brands including IGA,
Franklins, Foodland (SA) and
Lucky 7. With an overall revenue
of $13.1bn, its food and grocery
division accounts for $9.1bn. It
wholesales through Australian Liquor
Marketers (wholesalers) and supplies
Cellarbrations stores. Metcash also
operates Mitre 10 hardware stores.

Costco commenced operations in Australia
in 2008. It now operates 3 stores across
NSW, Victoria and ACT. Costco supplies
goods including food and groceries, liquor
and general merchandise all under the
Costco brand. It intends to open further
stores across Australia.

Wesfarmers
Wesfarmers is Australia’s largest
employer, with over 200,000 employees.
It operates over 750 supermarkets
in Australia, in addition to other
operations including liquor, general
merchandise stores, hardware and home
improvement. Its brands include Coles,
Liquorland, Vintage Cellars, Officeworks,
Target, Kmart and Bunnings.
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Aldi
Aldi commenced operations in
Australia in 2001. It now operates
over 300 stores across NSW,
Victoria, Queensland and ACT. It
intends to expand into SA and WA.
Aldi supplies goods including food
and groceries, liquor and general
merchandise all under the Aldi brand.
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Background
The media often reports, and politicians
regularly comment, on the dominance of
two particular players, namely, Wesfarmers
and Woolworths. In the context of
supermarkets they are sometimes referred
to as MSCs (Major Supermarket Chains).
The discussion though can sometimes be
broader than the relationship between
supermarkets, suppliers and consumers and
can extend to liquor and hardware.
Primarily, commentary is given on the
relationship between MSCs and their
suppliers, and allegations that suppliers
are taken advantage of by MSCs. An
additional angle that is sometimes not
emphasised relates to the choices available
to consumers, both with respect to retailers
and product lines.
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What is the ACCC doing?
In February 2013, the ACCC released a
statement of its enforcement priorities
for 2013. Of particular significance, the
ACCC is currently investigating allegations
of cartel conduct, anti-competitive
agreements and misuse of market power in
the supermarket sector. In addition, the
ACCC is also looking into the related
areas of hardware and liquor.
The ACCC has stated that it is concerned
about allegations of misuse of powers by
MSCs and further whether MSCs have
engaged in unconscionable conduct with
respect to their dealings with suppliers.
Anecdotally, the difficulty with such
investigations is said to be the reluctance
by suppliers to come forward for fear of
being victimised and their contracts with
MSCs terminated.
In his appearance before Senate
Estimates on 13 February 2013, ACCC
chairman Rod Sims indicated that
there were investigations underway,
which flow largely from an imbalance of
bargaining power which have potentially
considerable economic and financial
impact on suppliers. This includes:
•

Failure to pay suppliers in accordance
with agreements.

•

Unreasonable demands including
additional payments from suppliers
not otherwise chargeable or agreed.

•

Seeking to impose penalties on
suppliers not otherwise chargeable or
agreed.

Competition and Consumer News

•

Unreasonable demands and conditions
being put on suppliers by threat of
product removal.

•

Favouring home-brand products to the
detriment of suppliers.

It is anticipated that the ACCC will conclude
its investigations in the next few months.
In terms of policy, the ACCC has announced
that it is developing a super market code,
which addresses supply chain issues and
which contains enforceable provisions. It
is due to release its proposal for the code
shortly.
It is also taking a proactive approach and has
announced that it aims to facilitate collective
bargaining with primary producers. To some
extent, this may assist counterbalance the
power wielded by MSCs.
The ACCC will also express its views
to MSCs in the context of mergers and
acquisitions. Over the last 10 to 15 years,
MSCs have been acquiring a number of
smaller independent supermarket chains
and individual stores and absorbing them
into their operations. Further, the MSCs
have also sought to acquire individual sites
or enter into agreements with respect to
future development sites in order to “stake”
their position. As the population of Australia
grows and likewise there is an urban sprawl
in the outer suburbs of most capitals, the
MSCs have sought to acquire and enter into
agreements in key expansion areas. The
ACCC reviews such proposals and recently
did not provide clearance with respect to a
particular proposal, as is discussed below.

M&A: ACCC tries to engage with
MSCs
The ACCC sought to develop and
agree, with Coles and Woolworths, an
assessment protocol for single supermarket
acquisitions. This protocol also related
to new supermarket developments, for a
limited trial period. Whilst Coles agreed,
Woolworths did not.
Whilst the ACCC sought to extend the
protocol to acquisitions to liquor and
hardware, none of the relevant players
would agree.
The proposed protocol was sold to the
MSCs on the basis that it would provide
benefits for both the ACCC and MSCs,
to expedite pre-assessments and truncate
timelines for the first stages of a merger
review.
Despite the proposed protocol not
being enforceable but merely a guide,
some of the players said that they would
voluntarily cooperate outside of the
protocol. For example, Bunnings agreed
to continue its practice of notifying the
ACCC of any proposed store acquisitions
on a voluntary basis. Related company,
Coles, indicated that it would only notify
liquor acquisitions at its discretion.
Woolworths indicated that it would
continue to notify the ACCC of specific
but limited types of acquisitions, as it has
done in the past. That said, it said it may
consider providing further information up
front at its discretion.
It should be noted that the ACCC is
currently reviewing its merger process
guidelines generally.
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Woolworths and Glenmore Ridge:
ACCC says no

predatory pricing, and regulation of the
industry.

Woolworths currently intends to develop
a supermarket at a site at Glenmore Ridge.
This suburb is located on the outskirts of
Sydney metro area. Adjacent to Glenmore
Ridge is the suburb of Glenmore Park.
Woolworths already has a store there.

The Nationals, for example, have been
pushing for a specialist regulator covering
supermarkets. The idea comes from the
UK, where a regime has been established
with a Groceries Code Adjudicator.
The Adjudicator has the power to fine
supermarkets if they do not comply with
a new code of conduct that has also been
established.

At present, there are no other
supermarkets in those two suburbs. Aldi
intends to open a supermarket there in
2014.
Woolworths sought clearance from the
ACCC regarding its proposal to establish
a supermarket at Glenmore Ridge. The
ACCC concluded that the proposed
acquisition would be likely to result in a
substantial lessening of local supermarket
competition.
The ACCC determined that one of the
issues relevant to its consideration was
that there were no other supermarkets in
the area. There are other supermarkets
located in nearby in South Penrith operated
by Coles and IGA. However, these were all
on the other side of the busy M4 motorway
and as such were considered by the
ACCC not to be in an area convenient to
residents.
By opposing the acquisition of the site by
Woolworths, the ACCC perceives that “by
having another MSC or player would stimulate
local competition and provide greater choice
to residents of the area. ACCC believes
that loss of choice would be significantly
detrimental to local consumers.”

More power!
Recently the topic of whether the ACCC
has sufficient powers has also entered into
the discussion; whether enough action is
being undertaken in relation to discounting,
Competition and Consumer News

To some extent this push has subsided
given the ACCC’s indication of developing
a Supermarket Code. Time will tell as to
what aspects of the proposed Code will be
enforceable. In any event, the ACCC does
have quite significance range of tools and
remedies available to it at present.
Bob Katter MP recently introduced the
Reducing Supermarket Dominance Bill 2013.
This Bill, as the title suggests, apparently aims
to address Australia’s highly concentrated
grocery market. Two key aspects of the Bill
are:
1.

2.

to reduce market share for
supermarkets to 20% over six years
through “enforced progressive
divestiture” where necessary, and
the introduction a Commissioner for
Food Retailing to enforce the 20%
market share limit and to promote the
competition and fairness principles as
outlined in the proposed laws.

Rob Oakeshott MP also recently introduced
the Competition and Consumer Amendment
(Strengthening Rules about Misuse of Market
Power) Bill 2013. This Bill attempts to protect
grocery food supply chains and suppliers.
However, in contrast to the Katter proposal,
the Oakeshott Bill involves extending the
ACCC’s powers to look at how competition
operates in the supermarket supply chain.
9

The Oakeshott Bill also creates a broader,
less onerous “reasonably likely” threshold for
misuse of market power. This would allow
the ACCC to pursue corporations that it
cannot under current laws, which apply a
“substantial lessening of competition” test.
The above Bills are similar to one
foreshadowed by Senator Nick Xenophon.
Mr Xenophon also has indicated an
intention to introduce divestiture laws.
However, Mr Xenophon’s plan was to allow
the ACCC to apply to the courts to break
up companies engaged in anti-competitive
conduct, including abuse of market power.

Summary
Whether it is the area of consumer
protection, the “protection” of suppliers or
competition law generally, the ACCC has
demonstrated a commitment and indicated
its intentions with respect to the multitude
of challenges regarding supermarkets.
The topic resonates with consumers –
consumers want to ensure they are paying
the right prices, have a genuine selection of
goods and that it is not to the detriment of
suppliers.
Competition in supermarkets is a complex
issue. Sometimes what may be a short
term benefit for consumers – say milk price
discounting – may really be a long term
loss which impacts on competitors from
entering the market and which also results
in alleged supplier problems. The ACCC is
actively working at addressing these issues,
and will report soon with respect to the
development of a Supermarket Code.

For further information contact:
Bill Fragos, Senior Associate
t +61 8 8205 3446
bfragos@piperalderman.com.au
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Problem gambler rolls the unconscionability dice
in the High Court
On 5 June 2013, the High Court dismissed an appeal from a decision of the
Supreme Court of Victoria Court of Appeal, which held that Crown Melbourne
Limited did not engage in unconscionable conduct. The decision provides some
guidance on whether a “special disadvantage” exists in a relationship. Partner,
Anne Freeman and Lawyer, Louise Cooper review the case.
Kakavas v Crown Melbourne Limited:
The appellant Mr Kakavas, a property
developer, argued that Crown Melbourne
Limited (Crown) acted unconscionably,
contrary to section 51AA of the Trade
Practices Act 1974 (Cth) (now section 20
of the Australian Consumer Law) and at
general law, by allowing Mr Kakavas to
gamble and lose $20.5m. Two of Crown’s
employees were alleged to be involved in
the contravention of section 51AA.
Mr Kakavas had previously been
diagnosed as a pathological gambler. In
the early 1990s, he defrauded a finance
company in order to support his addiction
to gambling. Around this time, he applied
for self-exclusion orders from Crown
and other casinos. In the late 1990s, this
order was revoked and replaced with a
withdrawal of licence (WOL) to enter or
remain on Crown premises. In 2004, after
Crown discovered that Mr Kakavas was
travelling well financially and was playing at
casinos in Las Vegas, it agreed to revoke
the WOL on the condition Mr Kakavas
obtained a report from a psychologist
or psychiatrist stating that he no longer
had gambling problems. A psychologist
prepared a report stating that although
she could not provide an assessment on
Mr Kakavas’ suitability for re-admission to
Crown, Mr Kakavas had told her that he
would not hesitate to self-exclude himself
again if he relapsed into problem gambling
behaviour.
Competition and Consumer News

Between 24 June 2005 and 17 August
2006, Mr Kakavas visited Crown’s casino
on numerous occasions. He entered into
premium player agreements and was
provided with lavish inducements to gamble
at the casino including the use of a private
jet, lucky money, special rebates and
commissions, cheque cashing facilities, and
free food, beverages and accommodation.
Section 51AA provides that “A corporation
must not, in trade or commerce, engage
in conduct that is unconscionable within
the meaning of the unwritten law, from
time to time, of the States and Territories.”
In defining unconscionable conduct, the
High Court referred to the seminal case
Commercial Bank of Australia v Amadio in
which it was said that such conduct arises
“whenever one party by reason of some
condition or circumstance is placed at a
special disadvantage vis-à-vis another and
unfair or unconscientious advantage is then
taken of the opportunity thereby created”.
In stating the principle, the High Court in
Amadio went on “to emphasize that the
disabling condition or circumstance is one
which seriously affects the ability of the
innocent party to make a judgment as to his
own best interests, when the other party
knows or ought to know of the existence
of that condition or circumstance and of its
effect on the innocent party.”
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Mr Kakavas argued that the primary judge
and the Court of Appeal erred by focusing
mainly on the equality of bargaining power
between Mr Kakavas and Crown, rather
than the trial judge’s finding that Mr
Kakavas was a problem gambler. At trial,
Mr Kakavas sought to establish that Crown
acted unconscionably by deliberately
preying upon his personality flaws to entice
him into Crown’s casino. However, on
appeal Mr Kakavas changed his strategy to
focus on the exploitation of his inability to
make proper decisions in his own interests
while actually engaged in gambling, such
as the amount and frequency of his
wagers. Mr Kakavas submitted that Crown
exploited his condition by allowing him to
gamble at its casino and by providing him
with inducements.

Observations as to unconscionable
conduct and gambling
The High Court made some general
observations as to the nature of gambling
and whether equity should intervene in
such circumstances. The Court noted that:
•

While it would not rule out that
multiple transactions could constitute
unconscionable conduct, it did note
the practical difficulty of such a claim
and the fact that such a claim has
never been successfully invoked by
a party seeking the net loss of such
transactions.
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•

There has never been a successful
claim by a party who has made a
voluntary decision to indulge his or
her special disadvantage during a time
when that party was not in the grip of
that disadvantage.

•

Gambling activities are unusual in
that they take place in a commercial
context in which the unmistakable
purpose of each party is to inflict
loss upon the other party to the
transaction.

•

Gambling is a risky business and in
order to succeed, Mr Kakavas must
be able to point to conduct on the
part of Crown which goes beyond
the ordinary conduct of business,
which makes it just to require Crown
to restore Mr Kakavas to his original
position.

•

n a m e ]

It was difficult to see the special
factual foundation required to
shift responsibility for Mr Kakavas’
conduct onto Crown, whose conduct
did not go beyond accommodating
the appellant’s wish to engage in risky
business. For example, there was no
evidence that Crown was aware that
the Mr Kakavas could not afford to
gamble in the manner he did, that he
gambled while intoxicated or that he
was an incompetent card player.

Competition and Consumer News

Problem gambling as a special disadvantage

The IEO as a special disadvantage

The Court held that Mr Kakavas’
pathological interest in gambling was not
a special disadvantage which made him
susceptible to exploitation by Crown. It
held that he could have made the rational
decision to refrain from gambling should he
have chosen to do so, and he was certainly
able to choose to refrain from gambling with
Crown. The Court considered the following
facts relevant:

Mr Kakavas argued that he was in a
position of special disadvantage not only
because he was a problem gambler,
but also because he was subject to an
interstate exclusion order (IEO) made in
New South Wales by the Commissioner
of Police. The effect of the IEO was that
any winnings payable to Mr Kakavas by
Crown as a result of Mr Kakavas’ gambling
activities were forfeited to the State of
Victoria. Mr Kakavas argued that if he had
known that this was the effect of the IEO,
he would not have gambled at Crown’s
casino at all. The Court held that the
imposition of an IEO was not a special
disability or disadvantage; rather it was a
legal constraint.

•

Mr Kakavas knew that he could selfexclude himself from casinos if he chose
to do so and he had done so in the past
in relation to Crown

•

While at Crown, Mr Kakavas took
breaks from the gambling table and
entertained friends at the casino and
enjoyed outside entertainment and meal
breaks

•

Mr Kakavas demonstrated an ability to
bargain with Crown in pursuit of his
own interests. For example, on one
occasion he refused to gamble during
his visit to Crown because Crown
would not agree to the hand limit he
was seeking, and

•

He was able to refrain from gambling at
Crown for periods of several months.
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Exploitation of Mr Kakavas’ special
disadvantage
The Court noted that absent additional
factors such as intoxication, adolescence,
senescence or incompetency, it would be
difficult to describe the accommodation
by an operator of a casino of a patron’s
desire to gamble as a case of victimisation.
The Court explained that this was
especially so in the case of high roller,
who has the means to financially hurt the
casino should he or she strike lucky.
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Thus the Court concluded that Mr
Kakavas did not present as a target
for victimisation by Crown any more
than the other high rollers feted by
Crown at its casino while they chose to
gamble there. Mr Kakavas promoted his
financial capacity to Crown consistently
throughout the period of his gambling.
The Court also noted that Crown was
entitled to take the psychologist’s report
at face value, namely that Mr Kakavas had
a relapse plan that he would not hesitate
to implement.
Further, there was no evidence that
Crown employees adverted to, or
exploited, the IEO. The Court accepted
the trial judge’s findings that Crown
employees were as ignorant to the effect
of the IEO as Mr Kakavas.

Implications
The interpretation and scope of
“unconscionable conduct” within section
51AA of the Trade Practices Act 1974
(Cth) (now section 20 of the Australian
Consumer Law) has been subject to
much debate, specifically as to whether
or not moral fault is required. In Kakavas,
the interpretation of the term was not
brought into issue. The Court applied
the general law principles from Amadio
and in that case conduct was held to be
unconscionable despite the absence of
dishonesty or moral obloquy.

Competition and Consumer News
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However, it is noteworthy that the Court
imported traditionally criminal law phrases
such as “perpetrator” and “victimisation”
into the notion of exploitation. The Court
said “Equitable intervention to deprive
a party of the benefit of its bargain on
the basis that it was procured by unfair
exploitation of the weakness of the other
party requires proof of a predatory state of
mind.” That suggests that constructive notice
of a “special disability” will be insufficient and
actual notice must be established in order to
demonstrate that a party took advantage of
a special disability.

For further information contact:
Anne Freeman, Partner
t +61 2 9253 9934
afreeman@piperalderman.com.au
Louise Cooper, Lawyer
t +61 8 8205 3319
lcooper@piperalderman.com.au

While the case does not rule out the
possibility of a problem gambler succeeding
in a claim of unconscionable conduct
against a gambling operator, the High Court
does note that it is difficult for equitable
intervention to arise in circumstances
where a plaintiff engages voluntarily in risky
behaviour.
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Apple price fixing trial - a warning for Australian
distributors
Apple is currently being prosecuted by the US Department of Justice for anticompetitive practices in relation to claims of price fixing in the eBook market.
The Department alleges that Apple convinced five major US publishers to use an
“agency” pricing model which had a prohibited anti-competitive effect. Partner,
George Raitt and Law Graduate, Jennifer McGarvie examine recent developments.
Notwithstanding that ostensibly an “agent”
has no control over prices, the case stands
as a warning to Australian distributors to
ensure that their distribution agreements
comply with Australian competition law.
Suppliers that make use of “agency” type
agreements which may be perceived to
avoid the operation of the resale price
maintenance provisions of the Competition
and Consumer Act 2010 may still be at risk
of engaging in anti-competitive conduct,
particularly if the parties to the agreement
are (or would be) competitors.
The case against Apple arises from an
antitrust action brought last year by the
US Department of Justice alleging that five
of the country’s largest book publishers
conspired with Apple to drive up the price
of electronic books. Prior to Apple entering
the eBook market in 2010, electronic books
were priced under the wholesale pricing
model, whereby retailers bought books at
wholesale prices and then sold them at retail
prices for a profit. In 2009, retailer Amazon.
com used this model to price best-selling
and newly released books at $US9.99 per
eBook, which was substantially lower than
the price for the hardcover version.
The Department alleges that when Apple
entered the eBook market, it did not want
to compete with Amazon’s low prices so
it convinced the major publishers to adopt
the “agency” model. The publishers agreed
that instead of selling books to retailers and
letting them set the price, they would convert
the retailers into “agents” who were restricted
from lowering the publisher-set retail price,
and provide them with a commission from
Competition and Consumer News

the sale of each book. This arrangement
with the publishers guaranteed Apple a
30% commission on each eBook it sold.
The publishers then used the agreements
they struck with Apple to renegotiate with
Amazon.com and they threatened to
withhold new releases to Amazon.com
unless it adopted the agency model.
It is alleged that under this arrangement,
consumers paid hundreds of millions of
dollars more for eBooks than they would
have under the wholesale pricing model.
The five publishing companies – HarperCollins,
Hachette, Simon & Schuster, Penguin Group
and Holtzbrinck Publishers have reached
settlements with the US government that
required them to lift the restrictions that they
had imposed on retailers and terminate their
2010 agreements with Apple. However,
Apple denies any culpability.
While the proceedings continue in the US,
they stand as a warning to Australian
distributors who use “agency” agreements
to supply their goods and services. These
arrangements are generally structured so that
the ownership of the goods or services does
not pass from the supplier to the re-supplier
and the supplier sets the price that the goods
or services are to be sold. It is a commonly
held view that these types of arrangements are
generally not prohibited by the resale price
maintenance provisions of the Competition
and Consumer Act 2010 (the Act). However,
these arrangements could be considered to
be absolutely prohibited anti-competitive
arrangements if the parties are or would be
competitors.
13

Price fixing occurs when competitors
reach an understanding that fixes,
controls or maintains prices. A prohibited
arrangement occurs when competitors
(or would be competitors) make written,
informal or verbal agreements or
understandings on prices for selling goods
or services. It is a criminal offence for
businesses (and individuals) to participate
in a price fixing agreement.
Australian distributors should be aware
that there are still competition law risks
associated with agency, or consignment
type distribution arrangements that
control prices. Distributors that make
use of these agreements should ensure
that their arrangements are enforceable
and that their conduct does not constitute
prohibited anti-competitive conduct. It
is also worth noting that recent PPSA
legislation may now treat consignment
arrangement a “security” that needs to
be registered in order to be enforceable.
It may be prudent to review these
arrangements for compliance with
current law.

For further information contact:
George Raitt, Partner
t +61 3 8665 5532
graitt@piperalderman.com.au
Jennifer McGarvie, Law Graduate
t +61 3 8665 5594
jmcgarvie@piperalderman.com.au
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