Blackwattle

To the Independent Pricing and Regulatory Tribunal

| am writing on behalf of investors in the Blackwattle Equity Income Fund, who are shareholders of
PEXA through their fund holdings. The Blackwattle Equity Income Fund largely caters to retirees and
near-retirement investors, and as such, a portion of their retirement savings is exposed to PEXA.

PEXA represents a unique investment for retirees. It has been a transformative piece of infrastructure
that has significantly simplified settlement processes for all participants in property transactions. We
consider it a highly successful example of a government—industry partnership delivering critical and
advanced technology. The PEXA exchange is a world-leading platform, which has enabled the export
of this technology internationally, and has allowed participating state governments to successfully
monetise their involvement.

Our key concerns are:
1. IPART’s proposed changes to the pricing methodology introduces significant uncertainty,

which has the potential to limit the ability of state governments to replicate similarly successful
innovation in the future. Further, our retiree investors depend on the growing income
generated from their investments.

2. We are advocating for greater clarity and stability in relation to the regulatory framework
governing PEXA.

3. We advocate that the current pricing model used by IPART is appropriate in its current form.

Current pricing model

ARNECC currently regulates ELNOs (following IPART’s previous recommendation) under a CPI minus
X regime, which ensures that price increases are capped at CPI. We consider this approach
appropriate, as it reflects that both operating costs and required investments are subject to inflation.
At the same time, the “minus X” component provides ARNECC with the ability to constrain price
increases further, unless PEXA can demonstrate additional value being delivered through the platform.

Importantly, the prices set in 2019 were assessed by IPART as reasonable when compared to the
estimated costs of a benchmark efficient ELNO across all modelled scenarios, including a “No
Interoperability” scenario.

There is also precedent in other successful public—private partnerships that have delivered core
infrastructure, such as Transurban’s Sydney toll roads. A key distinction, however, is that Transurban’s
pricing framework incorporates price floors, alongside relatively limited maintenance capital
investment requirements. This contrasts with the ELNO pricing framework, where CPI acts as a
ceiling, and where there is a substantially higher requirement for ongoing sustaining and growth
investment to maintain and enhance the platform. In our view, the CPI minus X framework already
provides ARNECC with sufficient flexibility to manage pricing outcomes in line with PEXA's continued
investment in the platform.

Notwithstanding this, if IPART determines that a change in methodology is appropriate, we note that
the worked examples included in the methodology paper raise significant concerns regarding their
potential implications. While IPART has indicated that these examples are illustrative, they nonetheless
highlight the wide range of possible outcomes—and therefore consequences, intended or

otherwise —arising from different methodological choices.

info@blackwattlepartners.com
www.blackwattlepartners.com
ABN 24 663 839 094

AFSL Licence No: 547617

Blackwattle Investment Partners Pty Ltd
Ground Floor, 117 Clarence St,

Sydney NSW 2000

+61 2 7208 9922


http://www.blackwattlepartners.com/

Comments on WACC calculation

We note that the questions posed in the methodology paper focus primarily on the calculation of the
initial asset base. However, other elements of the pricing framework are equally important. In
particular, the worked example assumes a WACC of 6% to demonstrate the impact of varying initial
asset base assumptions on pricing outcomes.

As part of our submission, we wish to comment on the WACC methodology. We draw a comparison
to the Australian Securities Exchange (ASX), which in July 2025 issued its pricing policy for Cash
Equities Clearing, Settlement and Issuer Services under the ASIC CS Services Rules 2025, similarly
adopting a building block approach. These ASX services share comparable monopolistic
characteristics with PEXA.

Under the ASX methodology, key WACC assumptions included:

e Anasset beta of 1.2
e A capital structure of 100% equity and 0% debt

We submit that, if a Building Block Method is to be adopted by IPART, a consistent WACC framework
should be applied to PEXA, reflecting the comparable characteristics of the two assets. This would
result in a WACC materially different (higher) from the 6% used in the illustrative example.

This distinction is important in framing our responses to the questions that follow, as both the Initial
Asset Base and the WACC are critical inputs into pricing outcomes, alongside the incentives provided
for future capital investment required to support ongoing platform improvement. Importantly, the
WACC assumptions combined with the permitted asset base resulted in revenue neutrality for ASX.
We believe this ‘revenue neutrality’ is an important principal to preserve in undertaking this review.

Responses to IPART questions
With that context our submissions are as below:

1. Which categories of non-capitalised expenditure, if any, do you consider should
be eligible for consideration as unrecovered market-establishing costs to be
included in the initial asset base, and why?

2. Arethere proxies or evidence, other than historical operating expenditure, that
reflect the current value of unrecovered costs used in establishing the market?

Q1 - The additional categories of costs outlined by IPART as provided by PEXA appear reasonable
expenditures incurred to establish PEXA, given that PEXA effectively was responsible for the formation
of a new eConveyancing market.

Q2 - It is difficult to find appropriate proxies given the unique nature of PEXA's formation in
establishing a new market. PEXA itself is undertaking substantial costs in establishing a platform in the
UK that while not like for like can be examined for similar unrecovered market establishing costs
benchmarks.

3. What criteria should we apply to ensure that any uplift to the initial asset base for
unrecovered costs incurred in establishing the market is limited to efficient
expenditure and does not embed over-recovery of costs?

Q3 - The Methodology paper highlights the returns required for asymmetric risks undertaken in the
development of the platform and highlighted how much of this risk was borne by governments. We
would respond that this return for asymmetric risks were crystallised by the government in their sale to
the private sector in the lead up to the 2021 IPO process; this sale effectively transfers the required



return for undertaking the asymmetric risks ultimately to the current shareholders of PEXA including
our retiree investors who acquire the cumulative investment of PEXA.

4. Do you consider a backward-looking measure of cost recovery, such as the
recovered capital method, is useful as a cross-check on the initial asset base and
any uplift for unrecovered historical expenditure?

Q4 - Yes, we believe that backward looking measures of cost recovery can provide a cross check on
the initial asset base, in tandem with other approaches of estimation of cost recovery.

5. Do you consider a DORC assessment would provide a more appropriate basis for
establishing the initial asset base than our proposed historical cost rolled-forward
approach, and if so, why?

Q5 - Yes, we believe the DORC assessment provides another basis for establishing an initial asset
base as it has been the previous approach undertaken by AECOM on behalf of IPART, so long as the
estimation methodology remains consistent and transparent.

Conclusion

In conclusion we hope that IPART takes a considered approach in setting the new pricing framework
for ELNOs and proceeds with caution, given the potential to introduce regulatory uncertainty,
undermine investor confidence, and ultimately discourage future public—private partnerships of a
similar nature. We encourage IPART to prioritise clarity, stability, and consistency in its final
methodology, ensuring that pricing outcomes continue to support both ongoing innovation in the
platform and the long-term interests of investors, including retirees who rely on sustainable income
streams.

Regards,
Marlon Chan

Portfolio Manager — Blackwattle Equity Income Fund
Blackwattle Investment Partners



