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To Whom It May Concern:

Re: Methodology Paper - Initial Asset Base for an Electronic Lodgement Network Operator

About Yarra Capital Management

Yarra Capital Management (YCM) is a leading independent, privately owned active Australian fund
manager, with approximately $20bn of assets under management. YCM offers its clients access to style-
neutral Australian equities solutions and fixed income capabilities including core fixed income, hybrids,
credit, macro and RMBS. Through its partnership with the Amova Asset Management Group, Yarra also
provides access to a range of international equity products.

Yarra serves the Australian institutional and retail markets, and its Australian investment products are
accessed from various international markets, including Japan and New Zealand.

YCM’s investment in PEXA Group

PEXA Group (PEXA) is the operator of the PEXA Exchange, Australia’s largest electronic lodgement
network and the platform through which the substantial majority of Australian residential property
transactions are settled. The PEXA Exchange is essential infrastructure for the Australian residential
property market and supports the operation of the Torrens title system in every jurisdiction in which PEXA
operates. Through its exchange PEXA has created material efficiencies in property settlement, high utility
for consumers and industry participants and delivers its service at a cost that represents a very small
portion of overall property transaction costs.

YCM has been a shareholder in PEXA since 2021. The core of our investment thesis in PEXA is based on
the long-term predictability and sustainability of its cash flows, which is typically underpinned by
regulatory certainty. Our investment in PEXA is premised on:

» The essential, system-critical role PEXA plays in Australian property settlement infrastructure,
with continued growth expected as digital lodgement volumes expand and as PEXA invests in the
resilience and functionality of the Exchange; and

» Astable, predictable regulatory environment for ELNO service fees, established progressively
from 2014, under which fees have moved only by CPI — a framework that has been fundamental
to the pricing of capital invested in PEXA through its foundation, privatisation and listing.



Our response to the Methodology Paper

As genuine, long-term investors in PEXA — and in Australian listed infrastructure more broadly — we,
having particular regard to our obligations as a fiduciary, are deeply concerned that elements of IPART’s
proposed methodology for establishing an initial asset base for an ELNO would, if applied as currently
drafted, materially deviate from the regulatory framework that was in place at the time substantial private
capital was committed to the business. Tinkering with the foundations of regulatory settings, and a
willingness to revisit assumptions long after capital has been committed, undermines investor confidence
and ultimately raises the cost and availability of capital to PEXA.

PEXA was privatised in 2019 for approximately $1.62 billion, with sophisticated buyers paying a price that
explicitly reflected goodwill and the early-stage risk borne by the company in establishing the
eConveyancing market. It is noteworthy that the beneficiaries of this transaction were both state
governments and Australian major banks. In 2021, PEXA listed on the ASX at a valuation of
approximately $3.3 billion. At both points, institutional investors priced the business with full regard to the
regulatory framework that had been in place since 2014, under which ELNO service fees were increased
only by CPI. The expectation that this framework would evolve in a manner that remains substantially
similar to its core principles, together with reasonable assumptions about future market growth and
ongoing investment, formed the basis upon which capital was committed to PEXA — including by
Australian superannuation members and retail investors via investment funds such as those offered by
YCM.

IPART’s preferred methodology — a historical cost rolled-forward approach, supplemented by a
discretionary uplift for unrecovered market establishment costs — explicitly signals that the key markers of
value observed by investors, such as goodwill and early-stage risk, may not be recognised in the initial
asset base or in future regulatory price determinations. From an investor perspective, this raises a
fundamental concern: that the regulatory framework applying to a commercial buyer of a previously
government-owned asset can be retrospectively reinterpreted, after capital has been committed. This is
very likely to have material consequences for PEXA shareholder value. The recent reaction in PEXA's
share price reflects both the direct earnings impact and the broader regulatory uncertainty introduced by
this review.

We acknowledge IPART’s reservation that asset bases should not embed values not strictly required to
provide the regulated service. However, a methodology that disregards observable market valuations and
the capital that investors have demonstrably paid for represents the opposite extreme — one that
systematically transfers value away from investors who relied in good faith on the prevailing framework. In
this context, PEXA’s proposal to use a discounted cash flow methodology, which more closely aligns with
the basis upon which capital has been priced into the business, deserves serious consideration. At a
minimum, any historical cost approach should be meaningfully supplemented to recognise the value paid
by investors at privatisation and listing.

The implications of the approach contemplated in the Methodology Paper extend well beyond PEXA.
They raise broader, systemic questions for institutional investors in innovative Australian companies that
may establish a strong market position requiring regulatory oversight. In particular:

»  Can regulatory frameworks be relied upon over the long term, including at points of significant
change of ownership?



*  Will regulators revisit and re-characterise assumptions that were in place at the time capital was
committed?

+ What are the implications for the future willingness of private capital — including superannuation
capital — to participate in the privatisation of government-owned assets and in regulated industries
more broadly?

Capital is mobile and will gravitate towards the strongest available risk-adjusted returns; in the absence of
regulatory predictability, that capital will increasingly be deployed offshore or in unregulated sectors. In the
event of an outcome that fails to recognise the basis on which capital was committed to PEXA, Yarra
would similarly reconsider its investment in the company.

In our view, regulatory frameworks for an asset of this kind should:

* Maintain consistency with prior determinations and with the basis on which capital has been
committed;

* Provide clarity and predictability to support long-term investment decisions and a stable cost of
capital;

*  Appropriately recognise investor capital, goodwill and early-stage risk over time, including where
those risks were borne by parties that acquired the asset from government; and

* Provide incentives for the regulated company to continue to invest in areas such as innovation
and security.

We would urge IPART to give appropriate weight to these considerations as it develops its Draft Report,
and to ensure that the methodology ultimately adopted does not, in substance or in effect, retrospectively
reinterpret the regulatory framework that has applied to ELNO service fees since 2014.

We appreciate the opportunity to make this submission and would welcome the opportunity to discuss
these matters in more detail.

Yours sincerely,

Yarra Capital Management





