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1. Executive Summary

InfoTrack thanks IPART for the opportunity to provide feedback on the methodology paper.
The methodology IPART adopts for the initial asset base will determine regulated prices for
years and set a precedent for how PEXA’s market position is treated under regulation.

PEXA is effectively asking IPART to turn monopoly value into regulated capital value.
IPART should refuse.

InfoTrack’s core submission is straightforward:

* The initial asset base should be set as low as the evidence supports. PEXA was
established with substantial government funding and has operated as a near-monopoly.

« PEXA’s own proposal of approximately $1.5 billion should be firmly rejected. It is not a
cost-based methodology; it is a market valuation dressed up as an asset base, and it
would allow PEXA to recover monopoly rents and incumbency advantages through
regulated prices indefinitely leading to higher costs for consumers in the long run.

* Ancillary services provided by PEXA, including PEXA Clear, data analytics, and
document-adjacent products, must either be brought within the regulatory framework or
excluded from the regulated asset base. The current gap allows PEXA to exploit its
dominant position in the Exchange to extract additional, unregulated revenue from
practitioners. IPART should consider whether these ancillary services should be price
regulated.

2. The initial asset base should be set as low as the evidence supports
2.1. PEXA’s government origins undermine the case for a high asset base

PEXA was established in 2010 as National eConveyancing Development Limited, funded
and governed by state governments during its formative years. The early development risk
that would ordinarily justify a higher asset base was substantially borne by the public, not by
private investors. From 2021, all NSW land dealings were mandated to be lodged
electronically, delivering PEXA a captive market with no competitive alternative at the time.

The government-funded nature of PEXA'’s early development means that some of the costs
PEXA may seek to include in the asset base were effectively costs borne by taxpayers, not
commercial investments funded by private investors, that practitioners should now be
required to fund.

PEXA did not independently bare early-stage development risk in an uncertain market and
should not now be rewarded for that risk born by the tax payer through a higher initial asset
base. Any uplift for establishment risk should therefore be strictly limited, and any
government-funded or taxpayer-funded expenditure should be identified and deducted
before the asset base is determined. The mandating of electronic conveyancing across the
industry was itself government-directed, removing the commercial uncertainty that might
otherwise have justified a risk premium.
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2.2. The recovered capital method likely shows PEXA has already recovered its
costs

Since mandatory electronic conveyancing commenced, PEXA has held over 90 per cent
market share with no meaningful competition and a captive, legislatively-directed customer
base. In those conditions, it is likely that PEXA has already recovered a substantial portion of
its legitimate Exchange investment. If that is the case, there is no basis for an uplift. The
initial asset base should reflect only what genuinely remains unrecovered, and the burden
should lie with PEXA to demonstrate that any shortfall exists before IPART considers
granting one.

InfoTrack submits that the recovered capital method should operate as both a cross-check
and a hard ceiling on the initial asset base. If the recovered capital method demonstrates
that PEXA has already recovered all of its legitimate Exchange costs, then no initial asset
base and no uplift is warranted. The method should not be treated as merely diagnostic. An
asset base that exceeds the unrecovered balance under the recovered capital method must
be rejected. PEXA’s Exchange EBITDA margin of 55% in FY25 and gross margin of 88%,
sustained throughout a period of mandated monopoly, are directly relevant to this
assessment.

IPART has acknowledged there may be data gaps for the period prior to 2015. Where PEXA
cannot provide audited, independently verifiable data for any period, the corresponding costs
should not be included in the initial asset base. The evidential burden lies with PEXA. Gaps
or estimates in PEXA'’s cost records should not result in a default inclusion; they should be
treated as an absence of evidence sufficient to justify recovery.

3. DORC would produce more appropriate asset base than historical cost or
DCF

IPART’s proposed historical cost rolled-forward approach starts from PEXA'’s actual
spending, which was incurred by a monopoly operator, with government support, over a 15
year period, and includes investment in activities that go well beyond providing a regulated
Exchange service. A Depreciated Optimised Replacement Cost (DORC) assessment
instead asks what it would cost a new, efficient entrant to build the same core functionality
today.

Technology costs have fallen dramatically since PEXA began operating. Software
development, cloud infrastructure, and integration capability that cost tens or hundreds of
millions in 2011-2015 can now be delivered at a fraction of that cost. A DORC assessment
would reflect the current efficient cost of delivering the service, which is almost certainly
substantially lower than PEXA’s accumulated historical expenditure.

IPART used a similar benchmarking approach in its two previous eConveyancing reviews.
Returning to that approach now would be consistent with IPART’s own precedent and would
produce a result more reflective of efficient service delivery costs.

DORC should be adopted as the primary methodology because it asks the right regulatory
question: what would it cost an efficient operator to provide the required Exchange
functionality today? A recovered capital analysis should then serve as a mandatory cross-
check and ceiling, to ensure PEXA is not allowed to recover the same investment twice.

InfoTrack submits that a DORC assessment is preferable to the proposed historical cost
rolled-forward approach. IPART’s own Methodology Paper confirms it used a similar
benchmarking approach in its two previous eConveyancing reviews and acknowledges that
DORC “remains a valid option”. Returning to that approach is consistent with IPART’s
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precedent and with the statutory objective of ensuring users pay no more than the efficient
cost of providing the service.

A correctly calibrated initial asset base is essential for competitive neutrality as between
ELNOs. IPART has stated that one of its objectives is to provide regulatory certainty for all
ELNOs. InfoTrack submits that the methodology must not embed PEXA-specific costs,
network effects or incumbency advantages that could never be replicated by a new entrant.
A historical cost approach that uses PEXA'’s actual expenditure as its starting point risks
doing exactly that. DORC, by benchmarking against what an efficient entrant would spend
today, avoids embedding irreplicable incumbency costs and supports the competitive
neutrality objective.

3.1. PEXA’s DCF proposal must be rejected

PEXA has proposed using a discounted cash flow methodology to set an initial asset base of
approximately $1.5 billion. InfoTrack submits this proposal should be firmly rejected by
IPART.

A DCEF valuation reflects what investors expect to earn from a business in the future. For
PEXA, that includes expectations about continued market concentration; the ability to charge
above-cost prices for unregulated ancillary services; network effects and lock-in that prevent
practitioners from switching; and future growth in transaction volumes as property markets
recover.

IPART’s own Methodology Paper expressly identifies these risks. It notes that a market-
value DCF “may reflect investor expectations about future profitability, market structure,
growth and margins, including factors not directly linked to efficient service provision” and
that “embedding such values in the initial asset base could allow recovery of amounts not
linked to prudent and efficient costs of providing services.” IPART also notes that DCF
outcomes are “highly sensitive to assumptions about revenue growth, margins, discount
rates and terminal value” and that small changes produce large differences in valuation
outcome. PEXA’s 25-year forecast period compounds this sensitivity. InfoTrack relies on
IPART’s own analysis as further support for rejecting the DCF approach.

None of these factors are relevant to the efficient cost of delivering a regulated
lodgment service. Embedding them in the initial asset base would mean practitioners
permanently subsidise PEXA’s market position.

The initial asset base should not include any value attributable to PEXA’s market power,
network effects, mandatory adoption, first-mover advantage, brand value, customer lock-in,
future growth expectations or adjacent-market opportunities. Only prudent, efficient and
genuinely unrecovered costs directly required to provide the regulated Exchange service
should be included.

PEXA should be required to demonstrate that any expenditure included in the initial asset
base is: directly attributable to the regulated Exchange service; prudent and efficiently
incurred; not funded by government, taxpayers or industry participants; not already
recovered through PEXA'’s historical Exchange revenues; not attributable to ancillary
products, overseas operations, digital services, goodwill, brand value or market power; and
still required to provide the regulated service today.

Responding directly to IPART’s Consultation Questions 1, 2 and 3 on the uplift for
unrecovered market-establishing costs:

On Question 1, InfoTrack Submits that the categories of non-capitalised expenditure eligible
as market-establishing costs should be narrow. They must be Exchange-specific (not
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attributable to PEXA’s Digital Solutions business, overseas operations or ancillary services);
demonstrably unrecovered from Exchange revenues since 2010; and prudently incurred by
an efficient operator, not simply by PEXA. Costs incurred to develop proprietary competitive
advantages such as brand, customer relationships, first-mover data, that benefit PEXA but
cannot be replicated by new entrants should not qualify.

On Question 2, InfoTrack submits that PEXA’s own sustained high margins are relevant
evidence. A business operating at an 88% gross margin and 55% EBITDA margin
throughout a mandated monopoly period is not a business that has carried significant
unrecovered costs. IPART should require PEXA to explain how such margins are consistent
with any claim of material under-recovery.

On Question 3, InfoTrack submits that any uplift must satisfy the criteria set out above. In
addition, IPART should consider what an efficient entrant would have spent to achieve the
same market outcome as the basis for quantifying any eligible uplift. PEXA’s actual
expenditure is the ceiling, not the floor, for this assessment.

The PEXA DCF figure is also approximately 50 per cent higher than the illustrative asset
base in IPART’s own worked example ($1 billion). Accepting it would result in prices of well
over $100 per transaction, costs that would ultimately be passed on to property buyers and
sellers.

4. Ancillary services must be regulated or demonstrably excluded from the
asset base

4.1. PEXA’s ancillary services have become de facto mandatory for practitioners and
must be regulated

PEXA provides a range of unregulated services beyond the core lodgment transaction,
including PEXA Key, PEXA Clear, property data and analytics products, and document-
adjacent services, many of which are integrated into the PEXA workflow in ways that make
them effectively unavoidable for practitioners using the platform.

When a dominant operator bundles services into its workflow such that opting out is
impractical, those services cease to be genuinely optional. The absence of regulation does
not mean the absence of market power; it means that market power is being exercised in an
unregulated space. This is exactly the kind of outcome that regulation of the core Exchange
service is supposed to prevent extending into adjacent markets.

IPART should identify which ancillary services have become de facto mandatory in the
PEXA workflow and bring their pricing within the regulatory framework.

InfoTrack asks that IPART consider recommending that price regulation of ancillary services
are considered for a future review.

4.2. Ancillary service costs must be stripped from the asset base

Whether or not IPART decides to regulate ancillary services directly, those costs must be
demonstrably excluded from the regulated Exchange asset base. If ancillary service costs
are embedded in the asset base, practitioners pay for PEXA’s competitive activities through
regulated fees, effectively subsidising the very business lines that compete against
independent providers like InfoTrack.

PEXA must be required to provide a service-by-service cost breakdown, independently
verified, that demonstrates with specificity which costs relate to the Exchange, and which do
not. Without this, there is no reliable way to ensure ancillary service costs are excluded.
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It is not enough simply to exclude ancillary service costs in principle. Regulated fees must
not cross-subsidise PEXA’s competitive or unregulated activities in practice. IPART should
require audited regulatory accounts and service-by-service cost separation between, on one
hand, the core Exchange lodgment and settlement services and general corporate
overheads and the unregulated services and on the other (PEXA Key; PEXA Clear; data and
analytics products; document-adjacent services; overseas operations; digital solutions). This
separation must be independently verified and published annually.

4.3. Conclusion

The initial asset base should reflect only the prudent, efficient and genuinely unrecovered
cost of delivering the regulated Exchange service. PEXA’s proposed DCF-based asset base
of approximately $1.5 billion should be rejected. A DCF methodology measures expected
future earnings rather than efficient service delivery costs, and in PEXA’s case those
earnings expectations are shaped by market concentration, switching costs and unregulated
revenue streams. Regulation should constrain these advantages, not allow them to be
embedded in the regulated asset base.

IPART should adopt DORC as the primary methodology, with recovered capital as a cross-
check and ceiling against double recovery. The burden should be on PEXA to demonstrate
that any amount in the asset base is Exchange-specific, prudent, efficient and genuinely
unrecovered. IPART should also require audited, annual cost separation between the
regulated Exchange and PEXA’s other activities, including PEXA Key, PEXA Clear and data
products. Where ancillary services have become effectively unavoidable for practitioners,
IPART should consider whether they too should be brought within the regulatory framework.

Getting this right will determine whether regulation delivers meaningful, long-term benefits
for practitioners and consumers, and ensures that regulated pricing reflects efficient costs
rather than historical market dynamics.

InfoTrack welcomes the opportunity to discuss these submissions further.



