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Dear Members of the Tribunal,

1. Introduction and Standing

The Australian Foundation Investment Company Limited (AFIC) is one of Australia’s oldest
and largest Listed Investment Company, managing a diversified portfolio of Australian equities
on behalf of more than 140,000 shareholders. AFIC holds a long-term investment in PEXA
Group Limited (PEXA), acquired atthe IPO in 2021, and submits this response in that capacity.

AFIC welcomes the opportunity to provide feedback on IPART's Methodology Paper — Initial
Asset Base for an Electronic Lodgment Network Operator (ELNO) (Methodology Paper, 31
March 2026). We do so with a particular focus on the long-term implications for capital
allocation, infrastructure security, and the precedent this review sets for future privatisations
of critical national digital infrastructure.

Our submission advocates for a discounted cash flow methodology as the most appropriate
basis for establishing the initial asset base (IAB), for the reasons set out below.

2. Executive Summary

AFIC's central submission is that IPART's proposed historical cost rolled-forward methodology
is fundamentally ill-suited to the valuation of a digital infrastructure platform such as PEXA
Exchange. We submit that:

« The historical cost rolled-forward approach was designed for tangible, capital-
intensive infrastructure such as water networks and pipelines. It is inappropriate for
an intangible, software-defined platform operating in a rapidly evolving technological
and threat environment, and risks under-incentivising the security and reliability
investment required to maintain a systemically critical national asset at the cutting
edge.

= The price savings that would flow to the ultimate paying customers — homeowners
transacting property — are minimal relative to the risks of suppressing returns below
levels required to attract ongoing capital investment.

«  The equity market has already rendered a judgment. On 31 March 2026, the day the
Methodology Paper was released, PEXA'’s share price fell sharply, with the decline
continuing into 1 April 2026 — a move of approximately 15% over two sessions,
wiping approximately A$394 million from PEXA’s market capitalisation. Multiple
brokers downgraded their ratings and materially reduced price targets. This signals
that equity capital providers regard the proposed regulatory approach as value-
destructive.
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« This recent share price correction further compounds an already poor post-IPO
investor outcome — a total return of approximately negative 28.5%, significantly
underperforming the ASX200 Index return of positive 43.5% over the same period.
This performance backdrop, exacerbated by a market view that allowable returns
following this review are unattractive, threatens to erode the ongoing confidence of
institutional equity capital in a nationally critical digital infrastructure asset like PEXA.

* Aregulatory return profile that the equity market regards as inadequate poses a
direct risk to the availability and cost of capital for PEXA and, by precedent, for other
privatised critical infrastructure assets. As a long-term institutional investor, AFIC
forms rational capital allocation expectations based on the returns a regulatory
framework permits. Where domestic regulated returns are suppressed below the
level required to justify ongoing investment risk, institutional capital — including from
long-term investors such as AFIC — will rationally be directed toward higher-
returning alternatives, and management will be incentivised to direct incremental
capital offshore rather than into the Australian platform. This is not a theoretical
concern: the 15% share price decline following publication of the Methodology Paper,
the series of broker downgrades, and the deeply negative post-IPO total return have
already materially impaired PEXA'’s standing as an investable regulated infrastructure
asset. IPART should weigh the systemic consequences of a regulatory design that
progressively weakens the access to equity capital of critical national digital
infrastructure.

«  We strongly recommend IPART adopt a discounted cash flow methodology for
establishing the IAB, consistent with PEXA's own submission, as the approach most
likely to ensure this infrastructure continues to attract the capital it requires to remain
secure and functional for all Australian property owners.

3. Historical Cost Roll-Forward is the Wrong Tool for a Digital
Infrastructure Platform

3.1 Designed for Tangible Assets with Predictable Capital Requirements

The historical cost rolled-forward methodology has a well-established track record in IPART's
regulation of physical infrastructure, including water utilities and pipeline networks. lts logic is
intuitive: the regulated entity incurs identifiable capital expenditure to build physical assets with
long useful lives and relatively predictable maintenance requirements. Depreciation schedules
can be set with reasonable confidence, and the replacement cost of assets declines slowly, if
at all.

PEXA Exchange is a fundamentally different kind of asset. It is a digital platform whose
productive capacity resides almost entirely in intangible assets — software codebases, system
architecture, secure API integrations, data pipelines, and operational protocols. These assets
do not depreciate in the manner of physical infrastructure; they must be continuously
reinvested in and renewed, not merely maintained. A defining feature of software-defined
systems is that their "efficient cost" cannot be determined by examining historical expenditure:
it is determined by the current threat environment, the pace of technological change, and the
regulatory obligations imposed on the operator at a given point in time.

In this environment, anchoring the IAB to historical audited capital expenditure and then
requiring IPART to assess which elements reflect "efficient” service provision is an exercise
that is, in our view, fundamentally flawed. The methodology introduces regulatory uncertainty



at exactly the moment when PEXA and its investors need regulatory clarity to justify ongoing
capital allocation.

3.2 Artificial Intelligence and the Obsolescence Risk of Digital Assets

IPART's Methodology Paper does not sufficiently address the transformative impact of artificial
intelligence on the cost structure and competitive position of digital platforms. This is a
significant omission — both in terms of the merit of applying a historical cost building block
approach to an |AB of this kind, and in terms of not appropriately reflecting the increased cost
of capital implied by recent share price weakness and significant volatility in digital assets
globally.

The rapid development of Al-assisted software development, automation of compliance
processes, and Al-driven threat detection is reshaping what constitutes an "efficient"
technology platform.

Under a historical cost framework, an ELNO that invested heavily in legacy systems before Al
tooling became available may find that its historical capital expenditure is deemed inefficient
relative to a hypothetical modern equivalent built today at lower cost. The result would be an
IAB that fails to compensate PEXA for its actual investment while simultaneously providing
insufficient incentive for it to invest in Al-enabled improvements. This is perverse.

A discounted cash flow methodology, by contrast, naturally reflects current market
expectations about the efficient cost of providing services, including the productivity gains and
capital efficiency improvements that Al may deliver over time. It neither over-compensates for
legacy inefficiency nor punishes an operator for having built the market before modern tools
existed.

3.3 Cybersecurity Risk is Not Static — and the Cost of Getting This Wrong is
Catastrophic

PEXA Exchange is one of the most systemically important digital infrastructure assets in
Australia. It processes the settlement of property transactions — for most Australians, the
single largest financial transaction of their lives — and connects the banking system, the
Torrens Title Registries, the Australian Taxation Office, and hundreds of legal practices across
every state and territory.

It is, for exactly this reason, an exceptionally high-value target for cybercriminals. The financial
incentive to compromise a system that moves billions of dollars in settlement funds daily is
obvious. The Australian Cyber Security Centre has consistently identified financial services
infrastructure as a primary target of sophisticated nation-state and criminal actors.

The critical question IPART must ask is: what level of ongoing security investment is required
to protect this asset? The answer cannot be derived from historical capital expenditure.
Cybersecurity investment is not a depreciating asset that can be rolled forward; it is an ongoing
operational and capital commitment that must respond dynamically to an evolving threat
landscape. Suppressing allowed returns by anchoring the IAB to historical cost creates a
structural risk of underinvestment in security: where domestic exchange returns are less
attractive than opportunities elsewhere within the PEXA group, marginal capital will rationally
be directed offshore rather than into the Australian platform.

Emerging threats make this concern concrete rather than theoretical. Mythos, a sophisticated
Al-driven cyberattack framework that has come to the attention of financial infrastructure
operators in 2025-26, illustrates precisely the kind of threat that a constrained regulatory
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return cannot adequately address. Mythos-class attacks have the potential to target the
integrations between financial platforms, registries, and legal practitioners — precisely the
attack surface that PEXA Exchange presents. Defending against such threats requires
continuous investment in Al-assisted detection and integration security that is expensive and
rapidly evolving. A regulatory framework that determines allowed returns through a historical
cost IAB effectively caps the financial capacity of the regulated entity to respond to threats that
did not exist when that historical capital was deployed. This is not a theoretical risk; it is a
structural vulnerability created by regulatory design.

AFIC submits that even a modest increased probability of allowing a cyberattack to succeed
against PEXA — the cost of which would be borne by Australian homeowners, lenders, and
the public sector — vastly exceeds the regulatory benefit of a marginal reduction in per-
transaction fees. IPART should consider this in its regulatory framework accordingly.

4. The Consumer Interest Case is Weak

The consumer case for price reduction through a restrictive IAB is weaker than the IPART
Methodology Paper implies.

The paying customers of PEXA Exchange are, in the overwhelming majority of cases, people
refinancing or exchanging property. These transactions are infrequent — most Australians buy
or sell property a small number of times in their lifetime — and the ELNO fee represents a tiny
fraction of total transaction costs, which include stamp duty, legal fees, lender charges, and
agent commissions.

The illustrative example in Figure 3.1 of the Methodology Paper demonstrates this directly. A
50% reduction in the |AB produces a 26% reduction in per-transaction price, from $103 to $77.
This is a saving of $26 per transaction — less than the cost of a single hour of legal advice,
and less than 0.01% of the median Australian property price. We are not aware of any
evidence that paying eConveyancing customers have expressed material price sensitivity at
current fee levels or have sought a reduction in ELNO fees as a policy priority.

Independent equity research supports this analysis. Brokers estimate that PEXA's fees
represent approximately 0.6% of total revenue generated across the property transaction
value chain, which includes stamp duty, conveyancing fees, real estate agent commissions,
and property advertising costs. In absolute terms, total industry revenues from a typical
Australian property transaction run to tens of thousands of dollars; the ELNO fee represents
a marginal component. Macquarie Equity Research has noted that “affordability arguments
lack credibility” as a justification for price cuts, observing that eConveyancing pricing could be
more meaningfully addressed through stamp duty reform or changes to other components of
the value chain where consumer costs are orders of magnitude larger.

Against this modest potential saving — spread infrequently across a large number of
transactions — IPART must weigh the very real risk of under-investment in the security and
resilience of infrastructure that underpins the Australian property market. The asymmetry is
stark.
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5. Market Signals Are Warning of Capital Withdrawal

5.1 Shareholder Returns Since IPO

PEXA was listed on the ASX at $17.13 per share in June 2021. As at 24 April 2026, PEXA
closed at $12.37, and no dividends have been paid in the intervening period. This represents
a total return of approximately -27.8% over approximately 4.9 years — a deeply disappointing
outcome for investors who subscribed at IPO.

We note this not to invite sympathy for institutional shareholders, but because it is directly
relevant to the policy question IPART is considering. An asset that has destroyed shareholder
value at this rate — while operating in a mandated, near-monopoly market — signals that the
existing regulatory and competitive framework has not been generating excess returns. The
notion that further downward regulatory pressure on allowed revenues is required to protect
consumers is, in this context, difficult to sustain.

5.2 Market Reaction to the Methodology Paper

On 31 March 2026 — the date IPART released the Methodology Paper — PEXA's share price
closed at approximately A$15.21, and by 1 April 2026 had fallen to approximately A$12.97, a
decline of approximately 15% over two trading sessions, representing a loss in market
capitalisation of approximately A$394 million. Multiple broking houses revised their price
targets downward and altered their ratings following the publication. UBS downgraded PEXA
from Buy to Neutral. Jarden downgraded from Buy to Neutral, reducing its 12-month target
from A$17.60 to A$12.40. These are not marginal adjustments; they reflect a fundamental re-
assessment by sophisticated equity capital providers of the risk profile of the asset. Equity
capital providers — who provide the risk capital that funds the security and resilience
investment that IPART implicitly depends upon — have assessed the proposed methodology
as materially value-destructive.

IPART should treat this market signal seriously. A regulatory framework that systematically
deters equity capital from investing in critical digital infrastructure is not in the long-term public
interest, regardless of any modest benefit to transaction costs.

5.3 Capital Allocation Consequences

AFIC, as a long-term shareholder, forms rational expectations about how PEXA's
management will respond to a regulatory environment that caps domestic returns through a
restrictive IAB methodology. The rational management response — and the response that
management owes to its shareholders — is to direct incremental capital investment toward
activities and geographies where attractive returns remain achievable.

PEXA has established and is actively growing an international business, including operations
in the United Kingdom. In a world where domestic ELNO returns are suppressed through
regulatory design, the marginal dollar of investment will go offshore, not into improving the
security and functionality of the Australian Exchange platform. This is not a criticism of
management — it is the predictable consequence of regulatory design that does not allow an
adequate return on domestic investment.



6. The Privatisation Precedent

AFIC is concerned by a specific aspect of the Methodology Paper’s treatment of early-stage
investment. The paper indicates that IPART is considering whether to exclude from the |IAB
an uplift that may otherwise recognise the asymmetric risk borne during PEXA’s formative
years under government ownership, on the basis that this risk was borne by governments
rather than private investors. We submit that this reasoning, however framed, would effectively
reverse goodwill that was crystallised at the point of privatisation — and that this has real and
present consequences for current investors in a listed entity.

When PEXA was fully privatised in 2019, COAG sold their interest in the platform to private
investors — including Morgan Stanley Infrastructure Partners, CBA and Link Group — for
approximately $1.6 billion. That sale price reflected the market's assessment of the full
economic value of the business, inclusive of the goodwill generated by PEXA’s first-mover
position, its established relationships with financial institutions and legal practitioners, its role
in creating the eConveyancing market, and the risk premium associated with early-stage
government investment. State governments realised the benefit of that goodwill in sale
proceeds. Private investors who acquired the business paid for it.

Those same investors subsequently offered shares to the public in PEXA's 2021 ASX listing,
at a price that similarly reflected the full value of the business including its intangible and
goodwill components. The beneficiaries of that listing included retail shareholders and,
through institutional ownership of PEXA by entities such as AFIC, the members of Australian
superannuation funds and individual investors who hold AFIC shares. These are not abstract
categories of capital; they are ordinary Australians who invested in good faith on the basis of
the value of the business as a regulated infrastructure asset.

7. Our Preferred Methodology: Discounted Cash Flow

For the reasons set out above, AFIC supports PEXA's submission that the IAB should be
established using a discounted cash flow methodology. A DCF approach captures the full
economic value of the platform — including intangible investments not reflected in historical
capex records — incorporates the current cost of capital and risk profile of the business, and
provides a stable, market-consistent foundation that does not require parties to relitigate the
historical cost base in future periods. We further accept the need for cngoing price regulation
calibrated to prevailing inflation, consistent with a regulator’s duty to protect consumers from
paying undue monopoly rent.

We acknowledge IPART's concern that a DCF valuation may embed incumbency advantages
not directly linked to efficient service provision. This can be addressed through careful
modelling and stress-testing projections against a competitive scenario. The solution is careful
modelling, not rejection of the methodology. We also note the concern cuts both ways: the
historical cost approach risks the opposite problem, potentially undervaluing the investment
required to establish a robust functioning national eConveyancing system and under-
compensating the owners of the entity that took that risk.
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8. Conclusion

AFIC urges IPART to adopt a discounted cash flow methodology for establishing the initial
asset base for PEXA Exchange. The potential consumer saving from a more restrictive |1AB is
modest relative to the risk of under-investing in an asset of genuine national importance. The
balance clearly favours a methodology that preserves the economic value of the asset and
the confidence of the institutional capital that sustains it.

AFIC notes that this submission does not respond to the specific consultation questions posed
in the Methodology Paper regarding the criteria and categories appropriate to the historical
cost rolled-forward and related methodologies. This is a deliberate choice. Those questions
are framed around the internal mechanics of a methodology we do not consider appropriate
for an asset of PEXA'’s nature. A DCF methodology does not require the same line-by-line
adjudication of historical capitalised expenditure, prudency assessments, or uplift criteria that
the Methodology Paper's consultation questions address. It provides a cleaner, more
commercially grounded, and more appropriate foundation for establishing the IAB, and IPART
should adopt it as its primary methodology.

AFIC is available to discuss any aspect of this submission with IPART at the Tribunal's
convenience.

Yours sincerely,

Kieran Kennedy

Portfolio Manager

Australian Foundation Investment Company Limited
29 April 2026








