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I. INTRODUCTION

A. Credentials of the Witnesses
1. Professor Kilian Huber

1. Kilian Huber is a Professor of Economics and Finance at The University of Chicago
Booth School of Business and the Dawson Family Professor in the Wallman Society of Fellows.
He is also a Research Associate at the National Bureau of Economic Research and a Fellow at
the Centre for Economic Policy Research. Prior to joining the Booth faculty, he was the
Inaugural Saieh Family Fellow at the Becker Friedman Institute at The University of Chicago.

He has also served as an Academic Visitor in Monetary Analysis at the Bank of England.

2. In his academic work, Prof. Huber has focused on the financing of firms and the relation
between the financial sector and the real economy. His recent papers study the cost of capital and
discount rates used by firms (“Corporate Discount Rates”), the relation between financial

markets and firms’ cost of capital (“Firms’ Perceived Cost of Capital”), and the effective cost of
capital used by financial markets (““A Market-Based Cost of Capital”). His research has been
published in the American Economic Review, the Quarterly Journal of Economics, the Journal of

Political Economy, the Journal of Finance, and the Review of Financial Studies.

3. He has received several honours for his research, including an Alfred P. Sloan Research
Fellowship, the Lamfalussy Fellowship of the European Central Bank, the Ieke van den Burg
Prize of the European Systemic Risk Board, the Leo Melamed Prize for Outstanding Research in

Finance, the Sir John Hicks Prize for an Outstanding Dissertation, the AQR Top Finance



Graduate Award, and the First Prize Social Sciences of the Koerber Foundation. Together with

his co-authors, he has received the FESE de la Vega Prize and the Kellogg Moskowitz Prize.

4. Professor Huber earned his BSc in Economics in 2011, his MSc in Economics in 2012,
his Master of Research in Economics in 2013, and his PhD in Economics in 2018, all from the
London School of Economics. Professor Huber teaches courses in money and banking for the

Master of Business Administration and Master in Finance programs at Chicago Booth.

3. Professor Huber is a Senior Consultant at Econic Partners LLC, a consulting firm that
provides economic, financial, and management consulting services. His CV is attached to this

report.

2. Professor Mark E. Zmijewski

6. Professor Mark E. Zmijewski specialises in the areas of accounting, economics, and
finance as they relate to valuation, financial analysis, and security analysis, or more generally,
financial economics. Professor Zmijewski is Professor Emeritus at The University of Chicago
Booth School of Business (“Chicago Booth™) and previously held the Charles T. Horngren
Professorship and the Leon Carroll Marshall Professorship in his 30-year career at Chicago
Booth. In addition to his faculty duties, Professor Zmijewski also held the positions of Deputy
Dean, PhD Program faculty director, and the Center for Research in Security Prices faculty

director, all at Chicago Booth.

7. Professor Zmijewski earned his BS in 1976, MBA in 1981, and PhD (with major in
accounting and minors in economics and finance) in 1983, all from the State University of New

York at Buffalo. In addition to The University of Chicago, Professor Zmijewski has taught at the



State University of New York at Buffalo and at York University in Toronto, Canada. Professor
Zmijewski teaches various courses in accounting (financial accounting, managerial accounting,
and advanced accounting/mergers and acquisitions), finance (corporate finance, financial
strategy and corporate transactions, financial analysis, and valuation of companies and corporate

transactions), and entrepreneurship.

8. His research focuses on firm valuation, the pricing of publicly-traded securities, and the
ways in which various capital market participants use information to value securities. He has
published articles in academic journals in the areas of accounting and financial economics and
also co-authored a textbook (with Professor Robert Holthausen of The Wharton School of the
University of Pennsylvania) on how to value companies, parts of companies, and the securities
issued by companies, titled Corporate Valuation: Theory, Evidence and Practice. Professor
Zmijewski has been an Associate Editor of The Accounting Review and has served on the

Editorial Boards of both the Journal of Accounting Research and The Accounting Review.

9. Professor Zmijewski also is a Senior Consultant to Econic Partners LLC, a consulting
firm that provides economic, financial, and management consulting services. He also is a Senior
Advisor to, and a member of, the Investment Committee at Patron Capital Partners (Funds IV
and V), a private equity investment company with a focus on real estate-related investments.
Professor Zmijewski was a founding partner of Chicago Partners, LLC, which was acquired by
Navigant Consulting; a former managing director of Navigant Economics (a subsidiary of
Navigant Consulting); and a former member of the corporate executive committee of Navigant

Consulting.



10. Professor Zmijewski has worked as a consultant or expert in litigation matters in U.S.
state and federal courts, in the Supreme Court of Victoria in Australia, and in U.S. and
international arbitrations. He has consulted on business valuation and securities valuation
(valuation of corporate transactions, companies, and parts of companies, intangible assets and
intellectual property, and securities); securities litigation (Rule 10b-5, Section 11, Section 12,
ERISA, Martin Act, effect of disclosures, analysis of how markets work, and insider trading);
mergers and acquisitions (appraisals and price disputes, analysing merger synergies, material
adverse changes, corporate transactions, and the process of purchasing and selling companies);
and a variety of other valuation, financial analysis, and accounting related issues. Professor

Zmijewski’s CV is attached to this report.

B. Background and Questions

11. Electronic Lodgment Network Operators (“ELNOs”) provide electronic lodgment and
settlement of property transactions or eConveyancing. Because eConveyancing is mandatory for
most transactions in most jurisdictions, subscribers ordinarily have no practical alternative to
PEXA.! PEXA Group Limited (“PEXA”) operates the principal Electronic Lodgment Network
(“ELN”) in Australia, the PEXA Exchange, and undertakes approximately 99% of
eConveyancing transactions, a position that the Independent Pricing and Regulatory Tribunal
(“IPART”) treats as an effective monopoly following a March 2026 decision not to mandate

interoperability between networks.

'TPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13 and p. 14 (footnote
¢), recording that eConveyancing has been mandated for at least some transaction types in all Australian
jurisdictions other than Tasmania, the Australian Capital Territory and the Northern Territory, and that for most
transactions competition from paper conveyancing no longer imposes an effective constraint.



12. IPART is reviewing the service fees that PEXA charges its subscribers. In its Draft
Report of 3 July 2026, IPART recommended that PEXA’s ELNO service fees continue to be
regulated on a permanent basis, and that PEXA’s regulated revenue be reduced by approximately
20% through a one-off reduction to transfer fees, with fees determined using a building block

methodology over a four-year regulatory period from 2027-28 to 2030-31.2

13.  In setting the prices PEXA can charge, IPART uses a building block model to measure its
asset base, which is the value of the past investment in PEXA Exchange on which PEXA is
allowed to earn a return and which it is allowed to recover over time.®> IPART builds the initial
asset base from PEXA's actual historical spending on PEXA Exchange and then uses the
recovered-capital method as a cross-check on that figure:* “We apply a return to that opening
balance at the current year's rate of return (WACC). This reflects that the opening balance is
investment that has not yet been returned, and so has a time value.”” The recovered-capital
method keeps a running tally, year by year, of how much of the money invested in PEXA
Exchange is still owed back. Each year the outstanding balance grows by a return (because
money owed has a time value) and by any new spending; it shrinks by the revenue collected

from subscribers that year. Whatever is left at the end of the year is carried into the next year as

2 IPART, Electronic Lodgment Network Operator Service Fees — Draft Report (July 2026), Chapters 1 to 4.

SIPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, Chapter 8 (“Return on
and of capital”), section 8.1, p 78, and Chapter 7, section 7.3, p 72.

“IPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, section 7.5 and Box 7.1,
pp 73-74. IPART draws on the recovered-capital formula in AER, Pipeline information disclosure guidelines and
Price reporting guidelines for Part 18A facilities, 2023, p 14.

SIPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, Box 7.1 (“How the
recovered capital method works”), p 73.



the new starting balance.® IPART states that the rate of return “is the most influential
assumption in the recovered-capital method,”’ because early-year net shortfalls are carried
forward through compounding, so that “relatively small differences in the assumed early-year

rate of return can have a large effect on the residual balance as at 1 July 2027.”%

14.  PEXA has asked us to form opinions related to the rate of return that PEXA investors

expected to earn on their investments and to respond to the following questions.

e Should an individual venture capital investment have a lower ex ante expected return than

an average of the portfolio or the overall portfolio?

e What are typical venture capital returns according to recent studies?

e Does ownership type (e.g., government and banks) change the expected return of a

business venture?

e What is the time path of PEXA’s return and from when should an established WACC be

applied?

C. Expert Witness Code of Conduct and Other Information

15. While we understand we are not bound by the Federal Court’s Expert Evidence Practice

Note (GPN-EXPT) (Practice Note), we have read, understand and will adhere to the

SIPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, Box 7.1, pp 73-74.
"IPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, section 7.5.1, p 74.
SIPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, section 7.5.1, p 74.



Harmonised Expert Witness Code of Conduct (Annexure A to the Practice Note) (Code of

Conduct), and have prepared our report on that basis.

16.  We are independent experts and are free from any possible conflict of interest in the
provision of our opinions and report, and we have no connection with any other party which

would prevent us from providing our opinions in an objective and independent manner.

17.  We have prepared this report to state our expert opinions, to describe the bases for those
opinions and the reasons underlying them, to disclose the facts and data on which we relied in
reaching the opinions, and to make all other appropriate disclosures. We express no legal
opinions in this report. We have made all the inquiries that we believe are reasonable and
appropriate for our work. The work that we conducted in this matter has been informed by our
education, knowledge, and experience in accounting, economics, and finance. The information in

this report is based upon information that is currently available.

18. We have been assisted in the preparation of this report by Zawadi Lemayian, Partner, and
staff at Econic Partners LL.C, who work under our direction and supervision. The opinions stated
in this report are wholly our own. A listing of the materials used in our work for this matter as of

the date of this report is disclosed in the footnotes in the body of the report and exhibits.

D. Report Structure and Key Points

19. The remainder of the report is organised as follows.

. Section II provides background about PEXA’s development and risks over time.
A key insight is that PEXA faced substantial risks related to the adoption of the
platform and regulation throughout its early years. An investment in PEXA was a
risky endeavour.



Section III summarises a widely accepted theory on the expected return of a
business facing high exit risk. The key insight is that PEXA’s investors need to be
compensated because they faced a high probability of capital loss in the scenarios
where PEXA may have exited. As a result, in a scenario where PEXA did not
exit, the return that PEXA’s investors earn (henceforth “PEXA’s return™) is
higher than the WACC of publicly listed companies. PEXA’s return is also higher
than the overall expected return on a portfolio of risky investments.

Sections IV through VII answer the questions posed to us.

In Section VII, we summarise our calculations of PEXA’s return. We use three
methods (based on exit rates, a DCF, and the venture capital literature) and find
consistent results. We estimate that PEXA’s nominal return in a non-exit scenario,
as required by its investors, was roughly 45% in 2011 and then declined in the
subsequent years, ultimately reaching 16% in 2019 and 12% in 2020.

Sections VIII through X detail the three methods used to calculate PEXA’s return.



II. PEXA’S BACKGROUND

20. The PEXA Exchange was developed from 2010, when the New South Wales, Victorian
and Queensland governments, together with the major financial institutions, established National
E-Conveyancing Development Limited (later renamed PEXA) to build a national eConveyancing
platform.’ The period from FY2011 to FY2019 is the period to which the questions addressed in
this report relate.!® The development of the PEXA Exchange over the period is summarised
below.!!

e 2008 — electronic conveyancing is added to the Council of Australian Governments

reform agenda.

e 2010 — the New South Wales, Victorian and Queensland governments establish
National E-Conveyancing Development Limited (NECDL), later renamed PEXA.

e 2011 — the four major banks and the WA Land Information Authority become
shareholders, the governments contribute intellectual property to PEXA, and Accenture
is engaged to develop the platform.

e 2012 — Macquarie becomes a shareholder and the first contracts are signed with banks.

e 2013 — Link Group and Little Group become shareholders; the first release of the
platform is made and the four major banks begin transacting.

e 2014 — NECDL is renamed PEXA, the first practitioners begin transacting, transfers
are enabled in New South Wales, and the platform is integrated with the Reserve Bank
of Australia.

9 IPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, Chapter 2, section 2.2,
pp. 14-15; “National e-Conveyancing Development [.td (NECDL), set up in 2010 to kick-start the National
Electronic Conveyancing System...has now become Property Exchange Australia Ltd (PEXA).” Ginnane, Virginia
“Ready to Take the Electronic Plunge into e-Conveyancing?,” 20 July 2014, available at:
https://insight.thomsonreuters.com.au/legal/posts/ready-take-electronic-plunge-e-conveyancing (last accessed 11
August 2026).

10 PEXA, submission to IPART’s Methodology Paper — Initial Asset Base for an ELNO (8 May 2026), Table 3,
pp. 21-22.

" PEXA (Project Ivory) roadshow presentation (October 2018), slides 4 and 41.




e 2015 — transfers are enabled in Queensland and Western Australia and SettleMe is
launched; approximately 1,000 transfer lodgments are completed.

e 2016 — automated bank integration and simultaneous settlements are launched,
coverage extends to South Australia, Australia’s first fully digital settlement occurs,
and $20 billion of settlement value is transacted.

e 2017 — the Document Hub and PEXA Plus are launched.

e 2018 — the platform moves toward fully digital operation; by August 2018 $198
billion had been transacted and 1.5 million digital property transactions completed, and
the States had announced timetables for the transition to eConveyancing.

e January 2019 — PEXA is privatised as the governments sell their shares to a private
consortium; the non-listed share price had risen to approximately $12.00, from
approximately $1.00 in FY2011.

e FY2020 — the first financial year in which PEXA’s revenue exceeded its operating
expenditure plus new capital expenditure, by which time market penetration had
reached approximately 80%. 2

21.  In this section, we provide background information on PEXA over the 2010 through 2019
period. We begin with a chronology of PEXA’s stock issuances, implied market capitalisation,
and the realised annualised rates of return earned by the investors who subscribed in each round
through to the sale of the company on 16 January 2019. We then set out the development of the
regulation of PEXA, and of ELNOs more generally, which shows that the framework under
which ELNO service fees are now reviewed post-dates most of the period over which PEXA’s
investors committed capital. Then, based on PEXA’s contemporaneous business plans, board
papers, board of directors meeting minutes, and other documents, we identify the risks about

which management and the board of directors were concerned, organised into 14 categories of

12 PEXA (Project Ivory) roadshow presentation (October 2018), slides 4 and 41; PEXA, submission to IPART’s
Methodology Paper — Initial Asset Base for an ELNO (8 May 2026), Table 3, pp. 21-22; IPART, Draft Report —
Electronic Lodgment Network Operator service fees, 3 July 2026, Chapter 2, section 2.2, p. 14 and Chapter 7,
section 7.4.3, p. 72.

10



risk. We then show that the timing and funding risks so identified were realised rather than
avoided. Lastly, we measure an Established WACC, which is the expected rate of return for an
established publicly listed company with a low risk of exit. We follow the method proposed by
IPART to calculate this Established WACC. The Established WACC can be used as an input into
understanding PEXA’s expected return, but does not equal, and is less than, PEXA’s expected
return because the exit risk of an established listed company is lower than PEXA’s exit risk in its

early years.

A. PEXA'’s Stock Issuances, Sale, and Market Capitalisation, 2010 - 2019

22. In Exhibit II.1 we provide a summary of the stock issuances of PEXA’s stock during the
2010 — 2019 period, which includes the number of shares issued. The exhibit shows seventeen
equity subscriptions at a stated price per share and a revaluation at the price paid on the sale of
the company, dated 16 January 2019. Across the seventeen subscription rounds the company

issued approximately 133.7 million shares and raised total equity of $378.3 million.

11



Exhibit I1.1
PEXA'’s Stock Issuances, 2010 — 2019

Value of
Shares
Issuance Shares Issued

Issuance Round Date Price Issued (mm) (Smm)

Stage 1A-1 01-May-11 $0.962 6.67 $6.41
Stage 1A -2 01-Aug-11 $1.500 8.29 $12.43
Stage 1A-3 02-Aug-11 $1.500 2.67 $4.00
Stage 1A -4 01-Nov-11 $1.500 2.67 $4.00
NSW IP 01-Mar-12 $1.500 0.17 $0.25
Stage AA 01-Jun-12 $1.220 4.92 $6.00
StageB-1 01-Sep-12 $1.500 12.56 $18.84
StageB-2 01-Dec-12 $1.500 12.78 $19.16
Secondary Stage - Priority 06-Feb-13 $2.620 4.92 $12.88
Secondary - Third party 07-Feb-13 $2.800 7.09 $19.84
Supp. Secondary 27-Jun-13 $2.800 9.24 $25.87
Tertiary 01-Jul-14 $2.800 12.04 $33.70
Supp. Tertiary 21-Aug-14 $2.800 2.28 $6.37
Further Tertiary 23-Jul-15 $3.150 14.29 $45.00
Further Equity 23-Jun-16 $4.790 10.00 $47.90
Further Equity 01-Jun-17 $5.000 19.58 $97.90
Further Equity 21-Sep-17 $5.000 3.54 $17.70
Exit to BidCo 16-Jan-19 $11.729 0.00 $0.00

23. As shown in the exhibit, the issuance price rose from $0.962 on the first line to $11.73 at
the January 2019 sale. The first subscription dated 1 May 2011 records the conversion of the
founding state governments’ establishment loans into 6.67 million shares at an effective price of
$0.962; the first cash subscription at a round figure followed on 1 August 2011 at $1.50. Prices
then held at $1.50 through the Stage 1A and Stage B rounds of 2011 and 2012, with a single
exception — the Stage AA round of June 2012 was priced at $1.22, the only reduction in price
across the whole series. Prices stepped up thereafter: to between $2.62 and $2.80 in the

Secondary and Tertiary rounds of 2013 and 2014, to $3.15 in July 2015, to $4.79 in June 2016,

12



and to $5.00 in 2017.!% The final line applies the BidCo sale price of $11.7286 to the shares then
on issue.'* The rising price trajectory coincides with the company’s operational progress over
the same period, from a pre-revenue development entity to an operating national e-conveyancing

platform.

24.  Exhibit I1.2 presents a chart of PEXA’s cumulative investment from 2011 through
2017." Total investment over that period was approximately $379 million, comprising $13
million contributed in kind and $58 million in cash by State governments and $308 million by
private investors. Private investors thus provided roughly four-fifths of the capital, the majority
of it committed between FY2013 and FY2017 while the platform was still under development
and before critical mass had been achieved — underscoring that private capital bore a substantial

part of the development risk.

13 See Shareholder Summary 2011-2019.x1sx provided by PEXA.
14See Shareholder Summary 2011-2019.xIsx provided by PEXA.

1S PEXA, submission to IPART’s Methodology Paper — Initial Asset Base for an ELNO (May 2026), Table 5
(Investments in NECDL/PEXA from FY11 to FY19), p 23.

13



Exhibit I1.2
PEXA Cumulative Investment by Government versus Private
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25. In Exhibit I1.3 below we show PEXA’s implied market value as of each share issuance

date and sale date shown in the above exhibit. We measure PEXA’s implied market value by

cumulating the shares issued and multiplying the cumulative shares outstanding on a date by the

issuance or sale price on that date.



Exhibit I1.3
PEXA Implied Market Value on Stock Issuance and Sale Dates, 2010 — 2019
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26.  The exhibit shows PEXA’s implied market value rising from $6.4 million at the 1 May
2011 conversion of the founding state governments’ establishment loans into equity, to $668.3
million at the last subscription preceding the sale, on 21 September 2017, and to $1,567.7 million
at the 16 January 2019 sale of the company. Implied market value does not decline on any
issuance date in the series. The June 2012 Stage AA round is the only round priced below the
preceding round, but the reduction in issuance price from $1.50 to $1.22 was more than offset by
the additional shares issued, leaving implied market value effectively unchanged at

approximately $31 million. The largest increases between successive issuance dates occur at the

15



23 June 2016 round priced at $4.79 per share, where implied market value rose from $316.7
million to $529.5 million, and at the sale itself, where the increase from $668.3 million to
$1,567.7 million reflects the application of the $11.72861 sale price to the 133.7 million shares
then on issue. The increase in implied market value across the period reflects both the additional
equity capital subscribed, totalling $378.3 million, and the appreciation in the price per share.
Implied market value is therefore not itself a measure of the returns earned by PEXA’s investors,

which we address below.

27.  Lastly, in Exhibit I1.4 we show PEXA investors’ realised annualised rates of return for
each of the seventeen subscription rounds, from the date of investment (stock issuance) to the
sale of the company on 16 January 2019. We measure PEXA’s investors' realised annualised
rates of return as the compound annual rate of return implied by the price per share paid on each
issuance date and the $11.72861 per share paid on the sale of the company, calculated as the
ratio of the sale price to the issuance price raised to the power of 365 divided by the number of
calendar days between the issuance date and 16 January 2019, less one. This measure reflects the

change in price per share only and does not include dividends or other distributions.

16



Exhibit 11.4
PEXA Investors' Realised Annualised Rates of Return
from Date of Investment to Sale on 16 January 2019
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28.  Asshown in the exhibit, the realised annualised rate of return is positive for every
subscription round, because each of the seventeen rounds was priced at or below $5.00 per share
against the $11.72861 per share paid on the sale. Across the seventeen rounds, the returns range
from 27.3% for the 7 February 2013 third-party secondary subscription at $2.80 per share to
90.7% for the 21 September 2017 subscription at $5.00 per share, with a median of 38.0% and a
simple average of 40.9%. The returns are not monotonic in either issuance date or issuance price,
because each return depends jointly on the price paid and the length of the period from that date

to the sale. Four rounds were priced at $2.80 per share and returned 27.3%, 29.4%, 37.0% and

17



38.4%, respectively; the differences among them reflect only the length of the remaining period
to the sale. The two rounds priced at $5.00 per share, the highest pre-sale price, earned the
highest annualised returns because the appreciation to $11.72861 is annualised over holding
periods of less than two years. The 1 May 2011 conversion of the establishment loans, which
carries both the lowest price in the series and the longest holding period, earned 38.3%, close to

the median of the series.

B. Government Regulation of PEXA

29. The regulation of PEXA and of ELNOs more generally has developed in a continuous
sequence from 2005 to the present. However, specific regulation of PEXA prices did not begin
until February 2019, when the Model Operating Requirements (“MORs”) first restricted an
ELNO to a single increase in its individual transaction prices each year, capped at the change in
the CPI, and the Model Operating Requirements period giving effect to that constraint did not
commence until 1 July 2019. In New South Wales the Conditions of Approval cap the annual
increase at CPI less a ‘Factor’ set each year by the Registrar General, which has been set at zero
since 2018-19.'° The principal events are set out chronologically below.

e 2005 — The Law Council of Australia establishes a National Electronic Conveyancing
System Committee to progress a single national electronic conveyancing system.!”

e July 2008 — The Council of Australian Governments agrees that there should be a
single national electronic system for the settlement of real property transactions
across all Australian States and Territories. '

16 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), pp. 19-21 and p. 13
(footnote b).

17 Law Council of Australia, National Electronic Conveyancing System (policy background).

18 Law Council of Australia, National Electronic Conveyancing System (policy background).
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2010 — PEXA is established as a government-owned company, originally National E-
Conveyancing Development Limited, by the New South Wales, Victorian and
Queensland governments. !

2011 — PEXA is converted to a company limited by shares, with subsequent
investment by the Western Australian government, financial institutions and other
private investors. The Intergovernmental Agreement for an Electronic Conveyancing
National Law establishes the Australian Registrars’ National Electronic
Conveyancing Council (“ARNECC”) to develop and maintain the Model Operating
Requirements and Model Participation Rules on behalf of the Registrars.?’

2012 — The Electronic Conveyancing National Law (“ECNL”) is adopted in New
South Wales (“NSW?”) by the Electronic Conveyancing (Adoption of National Law)
Act 2012. The ECNL is implemented by separate legislation in each jurisdiction.?!

2013 — eConveyancing is introduced in New South Wales. PEXA is the first
eConveyancing business to operate in Australia.?

2017-18 — The eConveyancing market comprises approximately 800,000 transactions,
of which PEXA holds effectively 100%.%

2018 — Sympli Australia Pty Ltd is approved to operate as the second ELNO. Lextech
applies for approval as a third ELNO.?*

January 2019 — PEXA is privatised through an acquisition by Link Group, Morgan
Stanley Infrastructure Inc. and the Commonwealth Bank of Australia. PEXA Group
subsequently becomes listed on the Australian stock exchange.?

February 2019 — The MORs begin to permit an ELNO to raise individual transaction
prices only once a year and by no more than the change in the CPI. In New South

9 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 14.

20 ARNECC, Intergovernmental Agreement for an Electronic Conveyancing National Law (2011); IPART,
Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 14 and p. 20 (Box 2.2).

2! Electronic Conveyancing (Adoption of National Law) Act 2012 (NSW); IPART, Electronic Lodgment Network
Operator service fees — Draft Report (July 2026), p. 20 (Box 2.2, Regulation of eConveyancing).

22 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13.

23 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13.

24 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13 and p. 14.

25 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 14.

19



Wales the Conditions of Approval cap the annual increase at CPI less a ‘Factor’ set
each year by the Registrar General, which has been set at zero since 2018-19.2°

e 2019 — Sympli completes its first transaction.?’

e 1 July 2019 — Commencement of the MOR period, running to 30 June 2027, in which
an ELNO may increase its published service fees once per year by no more than the
annual change in CPL.%8

e November 2019 — IPART completes its first review of eConveyancing pricing,
finding that the appropriate form of regulation is maximum prices for all ELNOs set
at PEXA’s then-current prices and indexed by CPI, and recommending that regulators
implement a direct connection model of interoperability between the two ELNOs as
soon as possible.?’

e 2020 — ARNECC undertakes the first cost benefit analysis of interoperability.
IPART’s maximum prices take effect for a two-year regulatory period commencing 1
July 2020.%°

e 2021 — State and Territory Ministers support a timeline for the first interoperable
transaction to occur at the end of 2021, with broader implementation to follow in
2022.3!

e 2022 — With the approval of all States and Territories, the NSW Parliament enacts
changes to the national law, to be applied by each jurisdiction, which include
mandating interoperability.>?

e June 2023 — [PART publishes its final report on interoperability pricing for
ELNOs.*

26 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 21 and p. 13
(footnote b).

27 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13.
2 [PART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), pp. 19-20.

2 IPART, Review of the pricing framework for electronic conveyancing services in NSW — Final Report
(November 2019); IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13
and p. 17 (Box 2.1).

30 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 13 and p. 17 (Box
2.1).

3 TPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 17 (Box 2.1).
32 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 17 (Box 2.1).

3 TPART, Interoperability pricing for Electronic Lodgment Network Operators — Final Report (June 2023);
IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 17.
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2024 — ARNECC pauses the interoperability reforms in light of significant issues
raised by the banking industry.>*

June 2024 — The NSW Productivity and Equality Commission publishes its
eConveyancing Market Study.>’

2025 — ARNECC commissions three further reviews: the functional requirements for
interoperability, an updated cost benefit analysis of the direct connect model, and a
review of the eConveyancing regulatory framework. Parliamentary inquiries proceed
in the Commonwealth Senate and the NSW Parliament. Lextech withdraws its ELNO
application.

May 2025 — PEXA seeks approval under section 5.4.4 of the MORs to pass through a
$1 per transaction National Electronic Conveyancing Data Standards (“NECDS”) fee
due to commence on 1 July 2025. The pass-through is approved in all jurisdictions
except New South Wales, where the Registrar General considers the request should
remain under review until IPART’s review of ELNO service fees is completed.?’

1 July 2025 — IPART’s current review of ELNO service fees commences.*®
August 2025 — IPART releases its Call for Submissions paper.>
17 March 2026 — IPART holds a stakeholder workshop.*

26 March 2026 — Following a Ministerial Forum on the future of competition
reforms in eConveyancing, ARNECC announces that, without Commonwealth
Government support, it will not proceed with the Interoperability Program at that time
and will instead continue to strengthen the existing eConveyancing regulatory
regime.*!

31 March 2026 — IPART publishes its Methodology Paper.*?

3 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 18 (Box 2.1).

35 NSW Productivity and Equality Commission, eConveyancing Market Study (June 2024).

36 [PART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 14 and p. 18 (Box

2.1).

37 TPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 22.

3 [PART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8 (Figure 1.2).

39 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8 (Figure 1.2).

40 [PART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8 (Figure 1.2).

41 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 19 (Box 2.1).

4 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8 (Figure 1.2).
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e 18 May 2026 — Jurisdictional pricing commences. PEXA adds $1 (plus GST) to each
of the most common transaction fees in all jurisdictions except New South Wales,
establishing 8 separate pricing schedules. This marks the end of nationally consistent
ELNO service fees.®’

e 2026 — The ASX sells its 49% interest in Sympli, PEXA’s only competitor, to its joint
venture partner InfoTrack (owned by the ATI group) for a nominal amount.**

o 3 July 2026 — IPART releases its Draft Report, proposing that price regulation of
ELNO service fees continue but apply only to PEXA as the ELNO with substantial
market power; that service fees be nationally consistent; that prices be determined
using a building block methodology having regard to PEXA’s own costs rather than
those of a hypothetical efficient ELNO over a 4-year regulatory period; and that
revenue be reduced by around 20% through targeted reductions in the highest
transaction fees, those involving transfers.*’

e 21 July 2026 — Public hearing on the Draft Report.*®
e 14 August 2026 — Submissions on the Draft Report close.*’

e 30 September 2026 — IPART’s Final Report is due to be submitted to the NSW
Government on behalf of ARNECC.*

30.  This summary chronology documents that the framework under which ELNO service
fees are now reviewed post-dates most of the period over which PEXA’s investors committed
capital: the Electronic Conveyancing National Law was adopted in New South Wales in 2012,
eConveyancing was introduced there in 2013, and the Model Operating Requirements period
under which ELNO pricing is reviewed did not commence until 1 July 2019, with IPART

completing its first review of eConveyancing pricing in November 2019. In addition, the

4 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 22.
4“4 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 14 and p. 17.

4 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 2, p. 5 and p. 9 (draft
recommendations 1 to 5).

46 [PART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8.
4T IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8.
48 IPART, Electronic Lodgment Network Operator service fees — Draft Report (July 2026), p. 8.
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framework has continued to develop after the January 2019 sale of the company, through the
interoperability reforms progressed from 2020 and paused in 2024, the commencement of
jurisdictional pricing in May 2026, and IPART’s current review. The regulatory regime in place
today was therefore not in place during the development period, and PEXA’s investors could not

have assumed it would be.

C. Risks Faced by PEXA’s Investors, 2010 - 2018

31. This section summarises the perceived risks PEXA investors faced during the 2010 —
2018 period, which are detailed in Appendix C. It draws on six successive board-adopted
business plans spanning 2010 to 2017, the independent market analysis prepared for prospective
investors by PricewaterhouseCoopers in August 2010, and the contemporaneous board papers,
minutes, and funding and governance documents of the founding and development period. Our

analysis is organised by 14 types of risk.*’

32. This analysis is directed to a question now at issue in IPART’s regulatory review of
PEXA. In its draft report of July 2026, IPART stated that “PEXA Exchange’s establishment did
not carry the risk profile of an arm’s-length seed-stage venture,” on the basis that “[t]he platform

was established with government sponsorship and funding from major banks that were expected

4 PricewaterhouseCoopers, Market Analysis Brief (August 2010); National E-Conveyancing Development Limited,
Electronic Conveyancing Enterprise Business Plan, v10.1 (October 2010); PEXA, Business Plan, v1.4 (May 2013);
PEXA, Business Plan, v1.8 (May 2014); PEXA, Business Plan (June 2015); PEXA, Business Plan (2016); and
PEXA, Business Plan, final version (2017).
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to be subscribers, which would be expected to reduce the probability of total exit, and to reduce

adoption and stranding risk, relative to a typical seed-stage venture.”>’

33.  The contemporaneous record set out below does not support that characterisation of
PEXA’s development in its early years. Through the founding and development period, and for
several years after commercial launch, the enterprise’s own board papers, funding documents,
and independent valuations record a going concern dependent on successive capital raisings, an
adoption outcome that turned on the voluntary conduct of banks and practitioners rather than
being secured by their shareholding, and a company valued and priced as a development-stage
business. We identified 14 distinct categories of risk across the seven documents reviewed,
summarised in Exhibit IL.5. The risk topics, abbreviated in the column headings and defined
below, form the columns and the documents reviewed the rows. Each cell records whether the
document addresses that risk and, where the document’s risk assessment assigns a rating, what
that rating was: E = Extreme; H = High; L = Low for a rated risk, a filled circle where the risk is
addressed without a rating, and a blank cell where it is not addressed in that document. The 14
risk categories and their abbreviations are:

e MKT — Market and Demand Risk (Appendix C, Section C)

e ADOPT — Adoption, Take-up and Utilisation Risk (Appendix C, Section D)

e STAKE — Stakeholder Alignment and Dependency Risk (Appendix C, Section E)

e DELIV — Delivery, Technology and Platform Execution Risk (Appendix C, Section F)

e (COMP — Competition and Disintermediation Risk (Appendix C, Section G)

e REG — Regulatory and Legislative Risk (Appendix C, Section H)

e COMPL — Compliance Risk (Appendix C, Section I)
e CYBER — Cyber-Security, Fraud and Information-Security Risk (Appendix C, Section J)

50 Independent Pricing and Regulatory Tribunal (IPART), Review of Electronic Lodgment Network Operator
Service Fees — Draft Report (July 2026), p. 76.
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e OPS — Operational, Business-Continuity and Third-Party Dependency Risk (Appendix C,
Section K)

e TITLE — Title Integrity, Settlement and Transaction-Failure Risk (Appendix C, Section L)

e FIN — Financial, Funding, Solvency and Capital Risk (Appendix C, Section M)

e PEP — People and Organisational Risk (Appendix C, Section N)

e GOV — Governance, Shareholder and Liquidity-Event Risk (Appendix C, Section O)

e FOR — Forecast-Reliability and Valuation Risk (Appendix C, Section P)

Exhibit I1.5
Risk Topics Addressed in PEXA Business Plans and Market Analysis
(noting the risk level stated in each document, if any)*

-
AR EHEEHEBEERERE
. S|&| S| B|C|EB| B3| 2|0 E|=| &3 8
Document reviewed <| wmn| Al O Ol © =

PwC Market Analysis Brief (Aug 2010) o | e | o | o | e e o | o .
2010 ECE Business Plan (v10.1, Oct 2010) L|e| e | e | e | E o | o | o .
2013 Business Plan / PEXA (v1.4, May 2013) o [ o | o | o | o o | o[ o o | o
2014 Business Plan (v1.8, May 2014) E| o | H| o | oo | eo| e | e ]| e |oe
2015 Business Plan (Jun 2015) H| o | o | o | o o | o o | oo e
2016 Business Plan H| o | o o | e |H| o o | o
2017 Business Plan (Final) o | o | o | o o | o o | o | o[ o | o

* E = Extreme; H = High; L = Low, being the rating stated in that document’s risk assessment; ® = risk addressed in
the document without a stated rating; blank = not addressed. Ratings are reported only where the document states a
rating band, a likelihood-and-consequence pair or a rated consequence; the later plans carry qualitative, unrated risk
statements.

34. Reading down the columns, five categories are addressed in all seven documents —
adoption and utilisation (ADOPT), stakeholder alignment (STAKE), delivery, technology, and
platform execution risk (DELIV), regulation (REG) and funding (FIN) — and these are the
exposures intrinsic to the venture rather than to any one phase of it. Reading across the rows, the
emphasis shifts with the life of the enterprise. In the pre-development and development phase
(2010-2014) the key risks were legislative enablement, which the 2010 plan treated as capable of
halting the venture outright (E), stakeholder alignment, platform delivery, which the 2014 risk
assessment rated High, and the funding of sustained losses, with take-up identified throughout as

the principal risk and rated Extreme in 2014 — the sole such rating in that risk assessment.
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Market risk was treated differently: it is the one category the 2010 plan discounted, on the basis

that deterioration in transaction volumes was unlikely to render the business uneconomic (L). In
the deployment phase (2015-2017) technology and delivery risk receded by management’s own
account, and utilisation of the platform — moving subscribers from pilot to business-as-usual —

became the single highest-rated risk, carrying High in both 2015 and 2016.

35.  Funding and solvency risk (FIN) was a recurring identified risk, and one of the five
categories addressed in every document: successive plans disclosed going-concern pressure, the
absence of a solvency buffer, unavailability of debt, and repeated capital calls, so that dilution
and reliance on shareholder support were persistent. Every rating in the exhibit falls in the 2010
to 2016 documents; the 2017 plan — like the founding PwC brief and the 2013 plan — addresses
its risks without assigning any rating at all, so that the quantified likelihood-and-consequence
ratings of the earlier risk assessments gave way to unrated, qualitative statements. People and
organisational risk (PEP) is identified in every business plan from 2010 to 2017, and forecast-
reliability risk (FOR) is addressed in the two founding documents. Governance, shareholder and
liquidity-event risk (GOV) appears only in the 2017 plan. Read together with the funding and
valuation record, the pattern is that of a development-stage venture whose continued existence
depended on ongoing shareholder support, not that of an established business whose government

and bank backing had removed the risk of exit.

36. Beyond the six board-adopted business plans and the market analysis catalogued in
Exhibit IL.5, in Exhibit I1.6 we provide a summary of PEXA’s risks based on contemporaneous

board papers, board minutes, and funding and governance documents from the founding and
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development period, which record how the same risks were assessed as they arose.’! The exhibit
summarises the risks addressed in those documents, using the same 14 categories and the same
convention as Exhibit II.5, with the addition of an M (Moderate) rating for the one paper that

rates its risks on that scale.

Exhibit I1.6
Risk Topics in PEXA/NECDL Board Papers, Minutes and Other Documents (2010-2016)
(noting the risk level stated in each document, if any)*

El 8| > & g & =
AHEEHEHEHEEEEE
Document Reviewed <l w| /| © Ol © &=
NECDL Board Papers #11 (13 Sep 2010) . . . .
NECDL Minutes #35 (26 Jul 2011) .
Shareholders’ Deed (5 Aug 2011) o | o
NECDL Board #46 (1 Mar 2012) o | o | o .
NECDL Board #48 (3 May 2012) .
NECDL Board #54 (4 Oct 2012) .
NECDL Board #55 (2012) o | o
NECDL Board #58 (12 Dec 2012) M| M M
Board Meeting #74 (17 Dec 2013) . . .
PEXA Minutes #82 (19 Jun 2014) .
PEXA Minutes #97 (20 May 2015) . . .
PEXA Minutes #110 (14 Apr 2016) . .

* E = Extreme; H = High; L = Low; M = Moderate, being the rating stated in that document’s risk assessment; ® =
risk addressed in the document without a stated rating; blank = not addressed.

37. Exhibit I1.6 reviews twelve PEXA board of directors’ papers, minutes and governance
documents dated between September 2010 and April 2016. Compared with Exhibit IL.5, the two
records differ in breadth but agree in substance. Funding and solvency risk (FIN) is the dominant

concern, addressed in nine of the twelve documents and recurring throughout the period, from

3! National E-Conveyancing Development Limited (NECDL), Board Papers No. 11 (13 September 2010); NECDL,
Minutes No. 35 (26 July 2011); NECDL, Shareholders’ Deed (5 August 2011); NECDL, Board No. 46 (1 March
2012); NECDL, Board No. 48 (3 May 2012); NECDL, Board No. 54 (4 October 2012); NECDL, Board No. 55
(2012); NECDL, Board No. 58 (12 December 2012); NECDL, Board Meeting No. 74 (17 December 2013); PEXA,
Minutes No. 82 (19 June 2014); PEXA, Minutes No. 97 (20 May 2015); and PEXA, Minutes No. 110 (14 April
2016).
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the first board paper of September 2010 to the minutes of May 2015. Adoption and utilisation
risk (ADOPT) is addressed in five documents and platform delivery (DELIV) in four, with
stakeholder alignment (STAKE) in three and forecast reliability (FOR) in three; regulation
(REG) and market risk (MKT) each appear once, and the Shareholders’ Deed of 5 August 2011
is the only document to address governance, shareholder and liquidity-event risk (GOV). The
funding and solvency risk that Exhibit II.5 shows in every business plan therefore appears in
Exhibit I1.6 as a recurring item of board business across six years, so the contemporaneous
record of what the board actually dealt with corroborates, rather than merely restates, the risk

profile disclosed in the plans.

D. PEXA'’s Realised Timing and Required Investment Risks

38. PEXA tended to underperform the forecasts made in its early years. PEXA experienced
delays in timing, lower operating profits, and more required investments, which are consistent
with the risks identified in the PEXA business plans, board papers, board minutes and other

documents discussed in the previous section.

39. For example, Exhibit I1.7 presents the EBITDA forecasts contained in each of PEXA’s
business plans from 2010 through 2019, in millions of dollars. Two features are apparent. First,
the fiscal year in which EBITDA was forecast to turn positive moved progressively later with
each successive plan: the 2010, 2013 and 2014 plans each forecast positive EBITDA by FY2016;
the 2015 and 2016 plans deferred that outcome to FY2018; and the 2017 and 2019 plans deferred
it again to FY2019. Second, the forecast losses to be absorbed before that point deepened as the

plans were revised. The most negative EBITDA forecast in the 2010 plan was $12.4 million
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(FY2013), whereas the 2013, 2014 and 2015 plans each troughed at approximately $20 million
(FY2014), the 2016 plan at $34.8 million (FY2017), and the 2017 and 2019 plans at effectively
the same depth, $41.9 million (FY2018) and $40.8 million (FY2017), respectively. In every plan
EBITDA crosses from negative to positive once and remains positive thereafter, so what the
successive revisions record is not an expectation of permanent losses but of profitability reached

later, and after larger accumulated losses, than previously forecast. >

2 PEXA business plan forecasts for the 2010, 2013, 2014, 2015, 2016, 2017 and 2019 plans. Figures are stated in
millions of dollars.
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Exhibit I1.7
PEXA 2010 — 2019 Business Plan EBITDA Forecasts
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40.  Exhibit I1.8 presents the corresponding pre-tax free cash flow forecasts. The same two

patterns appear, and both are more pronounced. The fiscal year in which pre-tax free cash flow
was forecast to turn positive slipped from FY2016 in the 2010, 2013 and 2014 plans, to FY2018
in the 2015 plan, to FY2019 in the 2016 plan, and to FY2020 in the 2017 and 2019 plans — one
year later than the corresponding EBITDA crossover in each plan from 2016 onwards. The
forecast cash outflows also deepened: the trough moves from $23.1 million in the 2010 plan
(FY2011) to $44.9 million and $46.9 million in the 2013 and 2014 plans (FY2014), $45.4

million in the 2015 plan (FY2015), $52.3 million in the 2016 plan (FY2017), $83.9 million in the
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2017 plan (FY2018), and $66.3 million in the 2019 plan (FY2018). Even after the reduction of
the trough in the 2019 plan relative to the 2017 plan, the trough in the 2019 plan was
approximately 2.9 times the trough forecast in the 2010 plan. As with EBITDA, each plan
forecast a single crossing into positive cash flow, so the effect of the successive revisions was to
extend the period over which the business would consume cash, and to increase the amount of

cash it would consume, before generating any. >

Exhibit I1.8
PEXA 2010 — 2019 Business Plan Pre-Tax Free Cash Flow Forecasts
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33 PEXA business plan forecasts for the 2010, 2013, 2014, 2015, 2016, 2017 and 2019 plans. Figures are pre-tax and
stated in millions of dollars.
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41. Taken together, Exhibits I1.7 and 11.8 show that the timing and funding risks identified in
PEXA’s own planning documents were realised rather than avoided. Each successive plan
deferred the year in which EBITDA and pre-tax free cash flow were expected to turn positive,
and tended to increase the losses and cash outflows to be funded before that point, with the
consequence that further equity had to be subscribed to reach a result earlier plans had expected
sooner and at lower cost. Repeated deferral of profitability accompanied by repeated increases in
the capital required is the pattern of a development-stage venture whose outcome remained

uncertain throughout the period, and not that of an established business.

E. PEXA'’s Established WACC, 2010 - 2019

42. Our estimates of the return expected by PEXA’s investors during the 2010 — 2019 period
require an estimate of an “Established WACC,” which is the expected return on an established
publicly listed company that operates roughly in PEXA’s industry. We estimate the Established
WACC by using IPART’s standard calculation of the cost of equity for a benchmark ELNO
using the Capital Asset Pricing Model: cost of equity = risk-free rate + risk premium, with the

risk premium measured as equity beta x market risk premium (“PEXA’s Risk Premium”). >

43, IPART’s estimate of PEXA’s equity beta is estimated from a sample of 97 proxy firms

across technology, professional-services and real-estate activities (excluding pure technology

34The Capital Asset Pricing Model and the building-block framework applied here are IPART’s standard approach:
Independent Pricing and Regulatory Tribunal (IPART), Electronic Lodgment Network Operator service fees —
Draft Report, 3 July 2026, Chapter 8 (“Return on and of capital”), section 8.3 and Table 8.2 (WACC calculation, pp
80-81); and IPART, Review of our WACC method, February 2018. See also the supporting chapter summaries
“Chapter 8 — Return on and of Capital” and “Chapter 7 — The Initial Asset Base”, derived from the Draft Report
and provided with this brief.
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firms), taking the mid-point of the medians of the real-estate and non-real-estate cohorts.>’
IPART’s risk-free rate and market risk premium are market-based parameters estimated on both
a current basis (a four-year trailing average of data to the end of March 2026: risk-free rate 4.4%,
market risk premium 5.9%) and a long-term basis (risk-free rate 3.0%, market risk premium
6.0%).> IPART’s nominal post-tax cost of equity is 10.4% on current data (4.4% + 1.02 x
5.9%) and 9.1% on long-term data (3.0% + 1.02 x 6.0%).>” The current data and long-term data
on PEXA’s Risk Premiums are 6.018% (1.02 % 5.9%) and 6.120% (1.02 x 6.0%), respectively.
IPART adopts the mid-point of the current and long-term estimates.”® IPART’s mid-point for

PEXA’s Risk Premiums is 6.069%.

44.  To estimate PEXA’s Established WACC during the 2010 — 2019 period, we add the risk-
free rate as of the end of each month to IPART’s mid-point risk premium of 6.069%. In Exhibit

I1.9 we provide PEXA’s Established WACC for each 31 December from 2010 — 2019.

3The equity beta of 1.02 is estimated using IPART’s proxy-firm approach: Draft Report, section 8.3.1 and Table 8.3
(beta and gearing estimation, pp 81-82).

3The risk-free rate and market risk premium are market-based parameters estimated on both a current and a long-
term basis: Draft Report, sections 8.3.2—8.3.6 (methodology and uncertainty index, pp 82—83). The current
parameters are a four-year trailing average of data to the end of March 2026 (risk-free rate 4.4%, market risk
premium 5.9%); the long-term parameters are 3.0% and 6.0% respectively.

S"Draft Report, section 8.3 and Table 8.2 (pp 80-81). Nominal post-tax estimates are 10.4% on current data (4.4% +
1.02 x 5.9%) and 9.1% on long-term data (3.0% + 1.02 x 6.0%); the corresponding real post-tax figures of 7.6% and
6.4% are derived by removing assumed inflation of 2.6%.

S8IPART adopts the mid-point of the current and long-term estimates because its uncertainty index sits within one
standard deviation of its long-term mean: Draft Report, sections 8.3.2—8.3.6 (uncertainty index, pp 82—83).
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Exhibit I11.9
PEXA’s Established WACC, 31 December 2010 — 2019

PEXA

Established Australian Gov PEXA Risk
Date WACC 10YrYTM Premium
31-Dec-10 11.624% 5.555% 6.069%
31-Dec-11 9.894% 3.825% 6.069%
31-Dec-12 9.297% 3.228% 6.069%
31-Dec-13 10.331% 4.262% 6.069%
31-Dec-14 9.033% 2.964% 6.069%
31-Dec-15 8.921% 2.852% 6.069%
31-Dec-16 8.868% 2.799% 6.069%
31-Dec-17 8.652% 2.583% 6.069%
31-Dec-18 8.500% 2.431% 6.069%
31-Dec-19 7.271% 1.202% 6.069%

III.  WIDELY ACCEPTED THEORY ON EXPECTED RATES OF RETURN

45. In this section, we summarise the widely accepted theory for measuring expected rates of

return when a firm faces a substantial risk of exit.

A.  Object of Interest: PEXA’s Return

46.  The key object of interest is the rate of return applied in the calculation of PEXA’s capital
base in IPART’s recovered capital method. °° This return can be interpreted as the hurdle rate for
an investment in PEXA as implied by the agreements underwriting PEXA’s development in its

early years from 2010 to 2018.%

59 See IPART, Draft Report — Electronic Lodgment Network Operator service fees, 3 July 2026, Box 7.1 (“How
the recovered capital method works™), p 73.

%0 The interpretation as hurdle rate is consistent with Australian Energy Regulator, Pipeline information disclosure
guidelines and price reporting guidelines for Part 184 facilities: Explanatory note, October 2023, page 18.
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47. When PEXA was founded and during its development years, PEXA had to attract capital.
PEXA’s potential investors would assign probabilities to their expected return if PEXA were to
be successful (no exit) and their expected return if PEXA were to exit. Across their entire
portfolio of startup investments, investors would expect to earn the probability-weighted return
of the non-exit and exit returns. However, investors would expect to earn the non-exit return if
PEXA were to be successful and did not exit. IPART appears to have concluded that the
appropriate return to use for PEXA’s startup and development period is the probability-weighted
return of the non-exit and exit scenarios, which would have been insufficient for PEXA to attract
capital when PEXA was founded and during its development years. Instead, the correct return for
IPART to use during PEXA’s development years is the non-exit return that investors expected
PEXA to generate in case it did not exit or, equivalently, the “minimum return estimated to
attract capital to that investment.”®! We henceforth refer to this non-exit return simply as

“PEXA’s return.”

48. We next describe three methods that can be used to measure PEXA’s return. We later

employ all three methods in our analyses, finding consistent results across the three methods.

B. Measuring PEXA’s Return Using the Established WACC and Exit Rates

49. Standard theory posits that the hurdle rate on an investment like PEXA 1is at least as large
as the return on an alternative investment with comparable characteristics in financial markets.

Therefore, one way to calculate PEXA’s return is to determine the alternative return generated

81 Quote from Australian Energy Regulator, Pipeline information disclosure guidelines and price reporting
guidelines for Part 184 facilities: Explanatory note, October 2023, page 16.
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by a broadly similar investment and then, if needed, make adjustments to make that alternative

return directly comparable to PEXA’s return.

50. A natural starting point is the Established WACC that determines the return of an
established business operating in a similar sector to PEXA (e.g., the real estate services sector).
An advantage of this approach is that the Established WACC can be estimated following an
established methodology proposed by IPART, as summarised in Section II. However, the
Established WACC does not equal PEXA’s return because the Established WACC incorporates
all potential scenarios for an established publicly traded company, which is not the risk profile of
PEXA or any startup during its development years. In contrast, the object of interest, PEXA’s
return, incorporates only the non-exit scenarios implied by the forecasts in the initial
underwriting agreements and business plans. In other words, the forecasts prepared for PEXA in
the initial agreements and plans assumed non-exit scenarios, so the hurdle rate that investors

applied to evaluate these forecasts was based on non-exit scenarios.

51. To derive the relation between the Established WACC and PEXA’s return, we lay out a
calculation. The Established WACC for a business in PEXA’s industry in year t is r;, PEXA’s
exit probability calculated in year t is di, and PEXA’s return (i.e., in the non-exit case) is rr .
Investors invest capital X;. According to standard logic, investors expect to earn the Established
WACC r; over all potential future scenarios, including exit and non-exit, when they invest in a
company like PEXA. However, in the case PEXA were to exit, investors expect to earn zero,
whereas in the case PEXA were to survive, they expect to earn ri . By definition, the overall
expected return on the invested capital over all potential scenarios equals the probability-

weighted expected return over the exit and non-exit scenarios:
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(1 + Tt)Xt = (1 - dt)(]' + Tt*)Xt + dt 0 (Tl)
Solving for PEXA’s return yields:

. (A4+m)

= a=da) (T2)

The equation shows that PEXA’s return can be calculated using the Established WACC and the

exit probability.5?

52. PEXA’s return exceeds the Established WACC because investors factor in the exit
probability when making their investment decisions. PEXA needed to offer investors a higher
expected return in the case it survived in order to attract any capital in the first place. IPART’s
calculations of PEXA’s capital base are carried out in 2026, in the knowledge that PEXA has
survived. In this scenario, the return that investors expect to earn equals PEXA’s return
conditional on survival (i.e., 1i'). Hence, ex post and given survival, the return that investors earn
from PEXA is higher than the Established WACC. In the words of the Australian Energy
Regulator, the “minimum return estimated to attract capital to that investment” is not equal to the

Established WACC, but equal to PEXA’s return. 3

53. A simple hypothetical example illustrates the intuition. Imagine that it is 2011. Investors
choose between investing in PEXA and in a stock whose expected return is similar to the

Established WACC. The Established WACC is 12%, so investors expect to earn 12% on the

62 Similar calculations are in: Richard S. Ruback, 2011, Downsides and DCF: Valuing biased cash flow forecasts.
Journal of Applied Corporate Finance, 23(2), pp. 8-17.

%3 Quote from Australian Energy Regulator, Pipeline information disclosure guidelines and price reporting
guidelines for Part 184 facilities: Explanatory note, October 2023, page 16.
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stock. PEXA exits with 20% probability. If PEXA only generated a 12% return in the non-exit
scenario, investors would not invest in PEXA. Instead, PEXA has to offer a higher return in the
non-exit scenario to attract investors. Specifically, following equation (T2) above, PEXA’s
return would need to be 40% in order to make investors willing to invest, so PEXA’s return in
this example is 40%. This implies that, conditional on not exiting, investors require PEXA to

earn a 40% return.

C. Measuring PEXA’s Return Using the DCF Framework

54. An alternative approach to determining PEXA’s return relies on the discounted cash flow
(DCF) framework. A DCEF is the standard tool used to value businesses like PEXA. It can be

represented by the following equation:

oo CFS
- E S — T
. 0(1 + 1)’ (r3)

S=

where V; is the market value of the business in year ¢ and CF; is the expected cash flow projected
in period s, assuming that PEXA does not exit. The discount rate 1" equals the return on capital
that investors expected PEXA to generate, which is the object of interest (i.e., PEXA’s return).
The equation says that the value of a business is the sum (over all future years) of the discounted

cash flows.%

55.  Inthis definition, an expected cash flow is the probability-weighted sum of the cash

flows across all of the possible non-exit scenarios — the product of each outcome’s probability

4 Robert W. Holthausen and Mark E. Zmijewski, Corporate Valuation: Theory, Evidence and Practice (Cambridge
Business Publishers, 3rd ed), Chapter 5, pp 257 to 262.

38



and its cash flow, summed over every outcome. This is the same calculation as the expected
payoff in a game of chance: it is the average that would be realised over a sufficiently large
number of repetitions, and it may differ from every individual outcome that can actually occur.

In practice, the expected cash flows may be approximated using forecasts made in year t.

56.  For a private business like PEXA, the market value can be observed at times of equity
issuance, based on the prices and quantity of equity. By combining expected cash flows with the
market value and solving equation (T3), one can derive PEXA’s return, as implied by the

forecasts and market values used by investors.

D. Measuring PEXA’s Return Using Investors’ Hurdle Rates

57. Another approach to determining PEXA’s return is to measure the actual hurdle returns
used by investors to evaluate young firms and startups. In practice, private equity and venture
capital investors conduct similar calculations to the ones made in equation (T2). If one can
observe investors’ hurdle rates applying to businesses broadly comparable to PEXA, one can

infer the rough magnitude of the hurdle rate used by PEXA’s early investors.
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IV.  QUESTION 1: SHOULD AN INDIVIDUAL VENTURE CAPITAL INVESTMENT
HAVE A LOWER EX ANTE EXPECTED RETURN THAN AN AVERAGE OF
THE PORTFOLIO OR THE OVERALL PORTFOLIO?

58.  Venture capital provides financing to early-stage companies that are often unable to
obtain funding through traditional sources such as commercial banks or public capital markets.®
These companies are typically characterised by significant uncertainty, limited operating

t.% As a result,

histories, unproven technologies or business models, and a meaningful risk of exi
investors require the prospect of comparatively high non-exit returns to compensate them for the

substantial risks associated with providing capital to such businesses.’

59. Because the future performance of any individual startup is highly uncertain, venture
capital investors generally invest in a portfolio of multiple companies rather than concentrating
their capital in a single firm.®® This portfolio approach reflects the substantial uncertainty
associated with early-stage investments.®® At the time an investment is made, investors generally

face considerable uncertainty regarding whether a company will successfully develop its

% Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, pp. 2-3, 17-18.

% Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-stage investors: Evidence from a
randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, p. 510; Fenn, George W., Nellie
Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168 (1995):1-
67, p. 18.

7 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, p. 18.

% Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, footnote 67.

% Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-stage investors: Evidence from a
randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, p. 510; Fenn, George W., Nellie
Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168 (1995):1-
67, p. 18.
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products, attract customers, achieve scale, or generate sustainable profitability.”® As a result,
venture capital investors expect that some portfolio companies will exit entirely, some will

generate modest returns, and a relatively small number will become highly successful.”!

60. The purpose of a portfolio is therefore not to eliminate the risk associated with individual
investments, but rather to allow investors to undertake multiple risky investments whose
outcomes are uncertain.”> By investing across numerous companies, venture capital firms can
diversify risks that are specific to individual businesses, technologies, management teams, or
markets.”> The overall performance of the fund is determined by the combined outcomes of its

investments rather than the success or exit of any single company.’

61. Venture capital portfolio returns are commonly characterised by a highly skewed

distribution of outcomes.”> Many investments return less than the amount invested, and some

0 Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-stage investors: Evidence from a
randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, p. 510; Fenn, George W., Nellie
Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168 (1995):1-
67, pp. 18-19.

" Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255.

2 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 239.

73 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 239; Fenn, George W.,
Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168
(1995):1-67, pp. 1-3.

74 Kanniainen, Vesa, and Christian Keuschnigg. "The optimal portfolio of start-up firms in venture capital
finance." Journal of Corporate Finance 9, no. 5 (2003): 521-534, p. 528, showing that the venture capitalist’s profit
function is explicitly written as the sum of contributions from portfolio firms.

5 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255.

41



result in a complete loss of invested capital in the case of exit.’® At the same time, a relatively
small number of surviving investments generate large returns.”’ Academic and practitioner
literature has frequently observed that a significant portion of a venture capital fund’s overall
return is often attributable to a limited number of highly successful investments.”® These
successful investments must therefore generate high returns sufficient not only to recover the
capital invested in those businesses but also to offset losses incurred elsewhere in the

portfolio.”*%°

62. Consider a simplified example. Suppose a venture capital fund invests equal amounts in
ten startup companies. Assume that five investments exit completely and return no capital, three
return approximately the amount invested, one generates a moderate return, and one generates a
large return. In such a portfolio, the fund’s overall performance may depend heavily on the
outcome of the single highly successful investment. The large return earned on that investment is

not evidence that investors expected a lower return when the investment was made. Rather, the

76 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255; Fenn, George W.,
Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168
(1995):1-67, p. 18.

77 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255.

8 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255.

7 Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-stage investors: Evidence from a
randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, p. 510.

80 See also Sahlman, William A., and Daniel R. Scherlis. “A Method For Valuing High-Risk, Long-Term
Investments: The *Venture Capital’ Method.” Harvard Business School. Background Note 288-006. 52, 2009: 1-52,
p. 11 explaining that systematic risk premium, value added, and liquidity premium help explain why a venture
capital portfolio should return rates higher than market rate as a whole.
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large realised return reflects the fact that investors committed capital despite facing a meaningful

possibility that the investment would instead have exited.

63. Importantly, venture capital investors make investment decisions ex ante, before the
outcomes of any individual investments are known.®! Investors do not know which investments
within a portfolio will ultimately succeed and which will exit.®? Instead, they evaluate each
opportunity based on the risks and expected rewards that exist at the time capital is committed.®?
The return required on an individual investment therefore reflects the investment’s expected risk

profile at the time of investment, including the possibility of partial or complete loss.®*

64. The fact that venture capital returns are often observed and reported at the portfolio level
does not imply that the required return on a successful investment should be reduced after the
fact because the investment ultimately survived. Portfolio returns reflect the aggregate outcome
of many investments whose future success or exit was uncertain when the investments were
made. From the perspective of investors at the time of investment, each investment was exposed

to the risks that justified the return they required in exchange for providing capital.

81 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255; Fenn, George W.,
Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal Reserve Bank, 168
(1995):1-67, pp. 18-19.

82 Lerner, Josh, and Ramana Nanda. "Venture capital’s role in financing innovation: What we know and how much
we still need to learn." Journal of Economic Perspectives 34, no. 3 (2020): 237-261, p. 255.

8 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, pp. 18-19; Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-
stage investors: Evidence from a randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, p.
510.

8 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, p. 18.
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65. In summary, if ex post successful, the return that an individual venture capital investment
generates typically exceeds the average return of all the investments in a portfolio. It also
typically exceeds the return of the overall portfolio. Ex ante, assuming that a venture capital
investment survives, investors expect it to generate a higher return than the return they expect
from the average investment (across exiting and surviving investments) or the overall portfolio.
When analysing ex post outcomes, the relevant inquiry is whether the investment’s ex post return
reflects the risks that investors would have perceived at the time of investment. Those risks
included the possibility of partial or complete loss, as well as the possibility that the investment
would need to generate substantial returns if successful. Accordingly, we do not agree that the ex
ante return required on an individual venture capital investment should be reduced simply
because that investment later became one of the successful investments in the portfolio. The
subsequent success of a portfolio company does not, by itself, demonstrate that investors would

have accepted a lower return when deciding whether to provide capital.

V. QUESTION 2: WHAT ARE TYPICAL VENTURE CAPITAL RETURNS
ACCORDING TO RECENT STUDIES?

66. In Section X, we provide a detailed review of venture capital hurdle rates (required
returns) observed in the recent literature that relate to non-exit scenarios. In general, the hurdle
rates far exceed the WACC of publicly listed companies, such as the Established WACC

calculated in Section II.
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67. To summarise Section X, the returns generally vary with the age of the venture capital
investment. For example, new startups’ required returns are often between 35% and 70%,
according to Sahlman and Scherlis (2009) and Fenn, Liang, and Prowse (1995). After a few
years, typically during the first and second private financing rounds, the required returns are
often between 25% and 50%. In the years approaching an initial public offering, the required
returns are often between 20% and 40%.%°> Over all the years of venture capital investments (both
early and late stage), the average required return is around 32%, according to the survey in

Gompers, Gornall, Kaplan, and Strebulaev (2021).%¢

VI. QUESTION 3: DOES OWNERSHIP TYPE (E.G., GOVERNMENT AND BANKS)
CHANGE THE EXPECTED RETURN OF A BUSINESS VENTURE?

68. IPART’s second reason for declining to apply venture-capital returns is that PEXA
Exchange’s establishment did not carry the risk profile of an arm’s-length seed-stage venture.
IPART concluded that, because the platform was established with government sponsorship and
funding from major banks that were expected to be subscribers, the probability of total exit, and
the adoption and stranding risk, were reduced relative to a typical seed-stage venture.®” However,
IPART treats the 2018-19 financial year as the point at which PEXA transitioned from
establishment to an established, self-sustaining business. It reasons that 2019-20 was the first

year in which revenue exceeded operating expenditure plus new capital expenditure, and that the

8 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, pp. 2-3, 17-18. Sahlman, William A., and Daniel R. Scherlis. “4 Method For
Valuing High-Risk, Long-Term Investments: The ’Venture Capital’ Method." Harvard Business School. Background
Note 288-006. 52, 2009: 1-52, pp. 6-7.

8 Gompers, Paul, Will Gornall, Steven N. Kaplan, and Ilya A. Strebulaev. "Venture capitalists and COVID-
19." Journal of Financial and Quantitative Analysis 56, no. 7 (2021): 2474-2499, pp. 8-10; Table 1, p. 24.

87 IPART, Electronic Lodgment Network Operator Service Fees — Draft Report (July 2026), section 7.5.2, p 76.
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privatisation of PEXA in January 2019 corroborates that establishment was substantially

complete by the end of 2018-19.38

69. The contemporaneous record summarised in Section II does not support the proposition
that government sponsorship and bank shareholding removed the risks a seed-stage investor
would price. Adoption risk is identified in every business plan as the principal risk. It turned on
the voluntary conduct of the banks and practitioners rather than on the banks’ shareholding: the
enterprise’s own disclosures to prospective investors warned that if one or more of the major
banks were not on board, take-up would not occur at the forecast rates. IPART estimates the
allowed rate of return for a benchmark efficient ELNO from a sample of comparable firms,
adopting an equity beta of 1.02 and gearing of 12% — that is, from an ownership-neutral market
benchmark. Its treatment of ownership arises only through the seed-stage reason, in which
government and bank sponsorship is said to reduce risk, rather than through any proposition that

ownership as such alters the required rate of return.®

70. A further type of risk is funding and solvency risk. It was likewise unaffected. The FY 12

statutory accounts carried an auditor’s emphasis of matter recording that a significant uncertainty
existed as to continued funding, and in June 2014 the board provisioned approximately $12
million as a contingency for solvency and potential wind-up costs — a provision made after a

State shareholder’s own due diligence enlarged, rather than reduced, the required raise. On the

88 IPART, Electronic Lodgment Network Operator Service Fees — Draft Report (July 2026), section 7.4.3, p 72.

8 IPART, Electronic Lodgment Network Operator Service Fees — Draft Report (July 2026), section 8.3.1, pp 81—
82, and section 7.5.2, p 76.
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enterprise’s own contemporaneous assessment, the presence of governments and banks on the

register did not eliminate the possibility of exit.

71. As discussed in Section II, those risks were realised rather than avoided. Across
successive business plans the fiscal year in which EBITDA was forecast to turn positive slipped
from FY2016 to FY2019, and the year in which pre-tax free cash flow was forecast to turn
positive slipped from FY2016 to FY2020, while the losses and cash outflows to be funded in the
interim tended to deepen with revisions. An investor subscribing in 2011, 2013 or 2015 was
therefore funding a business whose date of self-sufficiency moved further away as the period

progressed, and whose capital requirement rose accordingly.

72. Moreover, as discussed in Section II.C, PEXA faced regulatory risks. An ELNO can

operate only where legislation permits electronic lodgment, and its prices are subject to the
regulator. Specific regulation of PEXA’s prices began in February 2019, when the Model
Operating Requirements first restricted an ELNO to a single increase in its individual transaction
prices each year, capped at the change in the CPI; in NSW the Conditions of Approval cap that
increase at CPI less a Factor set each year by the Registrar General, which has been set at zero
since 2018-19. The constraint therefore originates with the same jurisdictions that sponsored the
enterprise. That exposure has continued: [IPART’s Draft Report of July 2026 proposes that price
regulation of ELNO service fees continue but apply only to PEXA, as the ELNO with substantial
market power, and that its revenue be reduced by around 20%. Government participation in the

enterprise has coincided with the regulation of its prices rather than insulated PEXA from it.
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73. Section IX documents the rates of return PEXA’s investors in fact expected to earn,
derived from the prices at which they subscribed. Solving for the discount rate that equates the
2013 Business Plan forecasts to the $145.7 million equity value implied by the 6 February 2013
issuance price of $2.62 per share yields an expected return of 32% in 2013, declining in equal
increments to PEXA’s Established WACC by 2021. Those were the returns required by the
government and bank shareholders whose participation is said to have reduced risk. The exit
rates implied by the difference between those rates and 9.467% are 17.1% in 2013, falling to
4.9% in 2019, and 56.9% on a cumulative basis by 2019. Those implied rates correspond closely
to the exit-rate assumptions applied in Section VIII — 24% in 2011 and 2012, 15% from 2013
through 2015 and 8% from 2016 through 2019 — which are drawn from business-survival
evidence rather than from PEXA’s share prices. The prices at which PEXA’s own shareholders
subscribed and the external survival evidence therefore imply exit risk of a similar order. These
risks were thus not determined by government involvement but by PEXA’s inherent business

model.

74. The answer to Question 3 is accordingly that ownership type does not itself change the
expected rate of return on a business venture. What determines the required return is the risk of
the forecast cash flows, and on the record above government and bank ownership neither
removed the adoption, funding and exit risks PEXA faced during its development period nor

insulated it from the regulation of its prices.

75. In summary, ownership type does not alter the rate of return that a business venture must
offer its investors; the risk borne by those investors does. PEXA’s government and bank

shareholders bore the adoption, delivery, funding and regulatory risks recorded in the
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contemporaneous documents, and they priced those risks into successive share issuances, at
expected returns beginning at 32% and declining as the risks resolved. IPART’s characterisation
of PEXA’s establishment as not carrying the risk profile of an arm’s-length seed-stage venture is
not supported by that record, and IPART’s own allowed return, estimated from an ownership-
neutral sample of comparable firms, is itself consistent with the proposition that ownership as
such does not change the required return. It follows that the discount rate applied to PEXA over
the development period should reflect the risks its investors actually bore, and the time path of

that rate is the subject of Section VII.

VII. QUESTION 4: WHAT IS THE TIME PATH OF PEXA’S RETURN AND FROM
WHEN SHOULD AN ESTABLISHED WACC BE APPLIED?

76. In the following three Sections VIII, IX, and X, we calculate PEXA’s return over time, as
defined in Section III and following the three methods outlined in Section III. Our calculations

yield values for PEXA’s return for every year between 2011 and 2019.

77. The key characteristic of our calculations is that they capture the return that PEXA’s
investors expected when they provided capital to PEXA (i.e., the “minimum return estimated to
attract capital to that investment”?). The returns are highest in the early years, in particular from
2011 to 2015, because PEXA’s exit risk was highest in this period. Investors in these early years

required a high return in scenarios in which PEXA survived, in order to compensate them for the

% Quote from Australian Energy Regulator, Pipeline information disclosure guidelines and price reporting
guidelines for Part 184 facilities: Explanatory note, October 2023, page 16.
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high probability of PEXA exiting and investors losing capital. As a result, PEXA’s return was
not equal to the Established WACC of a publicly listed company with much lower exit risk in the
early years. As PEXA’s exit risk declined with each passing year, PEXA’s return required by
investors also decreased. However, PEXA’s return was not equal to the Established WACC until

PEXA became an established firm with relatively low exit risk, roughly around 2021.

78.  For the period 2011 to 2012, our calculations rely on observed exit rates and the
Established WACC. We calculate that PEXA’s return is 44.8% in 2011 and 44.0% in 2012 (see
Section VIII). Our calculations are conservative for two reasons. First, the exit rates that we use
are directly measured in Australian data and follow the industry classification for PEXA selected
by IPART. Exit rates in other relevant industries are not generally lower. Second, our measure of
the Established WACC follows IPART’s methodology. Consistent with our calculations, the
venture capital (non-exit) hurdle rates for early stage investments are often around 50% (see

Section X).

79. For the period 2013 to 2015, we calculate that PEXA’s return is 32% in 2013, 29.2% in
2014, and 26.4% in 2015 using the 2013 DCF method. This method reflects the returns expected
by PEXA’s investors according to the forecasts and market value used in 2013 (see Section 1X).
Given that PEXA’s return is meant to capture investor expectations, it is reasonable to use these
returns calculated by the 2013 DCF method for PEXA’s return in this period. We report that
comparable venture capital hurdle rates are of a similar magnitude for firms at this development
stage (see Section X). The exit rate method yields numbers of 30.4% in 2013, 28.9% in 2014,

and 28.8% in 2015 (see Section VIII).
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80. For the period 2016 to 2018, we calculate that PEXA’s return is 23.6% in 2016, 20.8% in
2017, and 17.9% in 2018 using the 2013 DCF method (see Section 1X). We again consider that it
is reasonable to use these numbers for PEXA’s return. The literature finds similar venture capital

hurdle rates for firms at this development stage (see Section X). Using the exit rate method, we

find returns of 18.3% in 2016, 18.1% in 2017, and 17.9% in 2018 (see Section VIII).

81.  For the period 2019 to 2020, we can calculate investors’ expected returns according to
the forecasts and market value used in 2019. We calculate that PEXA’s return is 16.2% in 2019
and 12.4% in 2020 using the 2019 DCF method (see Section IX). We consider it reasonable to
use these numbers for PEXA’s return. Venture capital hurdle rates are often of similar magnitude
for similar firms (see Section X) as is our estimate of PEXA’s 2019 return using the exit rate

method, which lies at 16.6% (see Section VIII).

82. The three methods generate consistent numbers for PEXA’s return over time, indicating
that the broad conclusions are robust and not driven by methodological idiosyncrasies. Instead,
the numbers are driven by the risks associated with PEXA’s development in its early years,

which influenced investors’ expected returns and should be reflected in PEXA’s returns used to

calculate its capital base.

VIII. CALCULATING PEXA’S RETURN USING OBSERVED EXIT RATES

83.  Following the method described in Section III, we calculate a return that incorporates the

probability of business exit during PEXA’s early years.
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A. Main Exit Analysis: Exits in ABS Data

84. To estimate the probability of business exit, we relied on data by the Australian Bureau of
Statistics (“ABS”). These data provide evidence regarding the proportion of newly established
businesses that survive through their first years of operation and therefore provide a basis within
an Australian setting for estimating the likelihood that an early-stage business will remain active
long enough to generate the expected stream of future cash flows. Later on, we find similar

results using other data, so the results are not dependent on the ABS data.

85. The ABS publishes annual business survival statistics that track cohorts of newly
established Australian businesses over time. For each entry cohort, the ABS reports the number
of businesses that remain active one, two and three years after establishment — that is, they
measure the number that survive. According to the ABS, a business exit occurs when a
business’s Australian Business Number or GST registration is cancelled or when the business

ceases remitting GST for a specified period.

86. Exit events provide a useful measure of the risk faced by investors in an early-stage
venture. If a business exits through closure, acquisition, restructuring, or another event that
prevents investors from realising the projected stream of future cash flows underlying the
valuation analysis, investors may fail to realise some or all of the anticipated return on their
investment. Accordingly, we use observed business exit rates as an empirical measure of the risk

that the expected stream of future cash flows will not be realised.

87. For purposes of this analysis, we examined ABS business entry cohorts covering the

periods 2007 to 2011; 2008 to 2012; 2009 to 2013; and 2010 to 2014. These periods overlap
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substantially with the early years of PEXA’s development and therefore provide

contemporaneous evidence regarding business survival outcomes during the relevant timeframe.

88. Our primary specification focuses on businesses classified under ANZSIC Industry Code
67 (Property Operators and Real Estate Services) with annual turnover between $0 and $50,000.
We selected this category because it most closely reflects the circumstances of an early-stage
venture that had not yet achieved significant revenues. During its early development period,
PEXA was investing in product development, industry participation, and platform adoption, and
was not expected to generate positive cash flows immediately. This lowest turnover category
therefore provides an appropriate benchmark for the risk that an early-stage business may cease

operating as an active business during the early stage of PEXA's development.

89. Using the ABS survival data, we calculate entry year — year 1, year 1-2, and year 2-3 exit
rates for each cohort. We then calculate average exit rates across the available cohorts and use
those averages as estimates of the probability that an early-stage business will no longer be

active during PEXA’s early years.
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Exhibit VIIL.1°!
Exit Rates for New Businesses in the Property Operators and Real Estate Services Sector

ABS Data Starting 1-Yr Entry-Yr 1 2-Yr Yr1-2 3-Yr Yr 2-3 Annualized
Years Industry Code Industry Turnover Firms Survivors Exit Rate Survivors Exit Rate Survivors Exit Rate  Exit Rate
Property Operators and Real Estate
2007-2011 67 Services Zero to $50k 12,476 8,872 29% 7,623 14% 6,860 10% 18%
Property Operators and Real Estate
2008-2012 67 Services Zero to $50k 9,928 7,830 21% 6,684 15% 5,782 13% 16%
Property Operators and Real Estate
2009-2013 67 Services Zero to $50k 11,101 8,407 24% 6,928 18% 6,064 12% 18%
Property Operators and Real Estate
2010-2014 67 Services Zero to $50k 8,899 6,927 22% 5,867 15% 5,200 11% 16%
All Cohorts Mean 24% 15% 12%
Median 23% 15% 12%
Min 21% 14% 10%
Max 29% 18% 13%
All Cohorts Excluding 2007-2011 Mean 23% 16% 12%
Median 22% 15% 12%
Min 21% 14% 10%
Max 24% 18% 13%
90.  We also performed several robustness checks using alternative turnover categories and

broader industry classifications.””> These analyses indicate that exit rates for larger businesses
within Industry Code 67 are generally similar to those observed for businesses with turnover
between $0 and $50,000. In addition, broader industry groupings generally exhibit lower exit
rates than those for Industry Code 67. Accordingly, the exit rate specification using Industry
Code 67 and businesses with turnover between $0 and $50,000 provides an appropriate and
conservative benchmark for estimating the probability of business exit for an early-stage venture

such as PEXA.

91. We also examined whether the exit rate estimates were materially affected by the

inclusion of the 2007-2011 entry cohort, which overlaps with the global financial crisis. To do

°l Australian Bureau of Statistics business entry and survival data for the entry cohorts 2007-2011, 2008-2012,
2009-2013 and 2010-2014; ANZSIC Industry Code 67 (Property Operators and Real Estate Services), businesses
with annual turnover between $0 and $50,000.

92 See Exhibits VIIIL.2 and VIIL.3.
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so, we recalculated the exit rate estimates excluding the 2007-2011 cohort. The resulting exit rate
estimates are broadly similar to those reported in Exhibit VIII.1 and continue to indicate elevated
rates of business exit during the early years following formation. Accordingly, the exit rate
estimates used in our analysis do not appear to be driven by temporary economic conditions

resulting from the global financial crisis.

92.  As an additional robustness check, we examined exit rates for firms operating in other
industries relevant for PEXA. Specifically, we analysed ANZSIC Industry Code 69
(Professional, Scientific and Technical Services, except Computer System Design and Related
Services) and ANZSIC Industry Code 70 (Computer System Design and Related Services) for
businesses with turnover between $0 and $50,000, as reported in Exhibits VIIL.2 and VIIL.3. The
results indicate that businesses in these industries exhibit exit rates that are broadly comparable
to those observed for Industry Code 67 and, in several periods, higher. These findings provide
additional evidence that business exit risk is a common characteristic of newly established
businesses during their early years and is not unique to the Property Operators and Real Estate

Services sector.

93. Although the results for Industry Codes 69 and 70 support the existence of substantial
early-stage business exit risk, we are conservative in our approach. We rely on the Industry Code
67 estimates in our primary analysis. The Industry Code 67 exit rates are generally at the lower
end of the range observed across the industries examined. Accordingly, the exit rate assumptions
used in our analysis are conservative relative to the alternative industry benchmarks presented in

Exhibits VIII.2 and VIII.3.
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Exhibit VIIL2 %}
Exit Rates for New Businesses in the Professional, Scientific and Technical Services (Except
Computer System Design and Related Services) Sector

ABS Data Starting 1-Yr Entry-Yr1 2-Yr Yri1-2 3-Yr Yr 2-3 Annualized
Years Industry Code Industry Turnover Firms Survivors Exit Rate Survivors Exit Rate Survivors Exit Rate  Exit Rate
Professional, Scientific and Technical
Services (Except Computer System
2007-2011 69 Design and Related Services) Zero to $50k 11,951 7,815 35% 6,043 23% 5,107 15% 25%
Professional, Scientific and Technical
Services (Except Computer System
2008-2012 69 Design and Related Services) Zero to $50k 12,360 9,386 24% 7,323 22% 5,917 19% 22%
Professional, Scientific and Technical
Services (Except Computer System
2009-2013 69 Design and Related Services) Zero to $50k 14,565 10,108 31% 7,645 24% 5,992 22% 26%
Professional, Scientific and Technical
Services (Except Computer System

2010-2014 69 Design and Related Services) Zero to $50k 11,795 8,655 27% 6,471 25% 5,178 20% 24%
All Cohorts Mean 29% 24% 19%
Median 29% 24% 20%
Min 24% 22% 15%
Max 35% 25% 22%
All Cohorts Excluding 2007-2011 Mean 27% 24% 19%
Median 27% 24% 19%
Min 24% 22% 15%
Max 31% 25% 22%
- 94
Exhibit VIIL3

Exit Rates for New Businesses in the Computer System Design and Related Services Sector

ABS Data Starting 1-Yr Entry-Yr1 2-Yr Yri1-2 3-Yr Yr 2-3 Annualized
Years Industry Code Industry Turnover Firms Survivors Exit Rate Survivors Exit Rate Survivors Exit Rate  Exit Rate
Computer System Design and Related
2007-2011 70 Services Zero to $50k 3,116 1,944 38% 1,471 24% 1,201 18% 27%
Computer System Design and Related
2008-2012 70 Services Zero to $50k 3,271 2,450 25% 1,921 22% 1,534 20% 22%
Computer System Design and Related
2009-2013 70 Services Zero to $50k 4,232 2,915 31% 2,166 26% 1,653 24% 27%
Computer System Design and Related
2010-2014 70 Services Zero to $50k 3,583 2,701 25% 2,040 24% 1,616 21% 23%
All Cohorts Mean 30% 24% 21%
Median 28% 24% 20%
Min 25% 22% 18%
Max 38% 26% 24%
All Cohorts Excluding 2007-2011 Mean 27% 24% 21%
Median 25% 24% 21%
Min 25% 22% 18%
Max 31% 26% 24%

93 Australian Bureau of Statistics business entry and survival data for the entry cohorts 2007-2011, 2008-2012,
2009-2013 and 2010-2014; ANZSIC Industry Code 69 (Professional, Scientific and Technical Services (Except
Computer System Design and Related Services)), businesses with annual turnover between $0 and $50,000.
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B. Robustness on the Exit Analysis: Exits in Other Settings

94.  The exit rates derived from the ABS data are broadly consistent with academic evidence
regarding the risks faced by newly established businesses. While these studies employ different
methodologies and sample selection criteria than those reflected in the ABS data, they
nevertheless provide a useful point of reference for evaluating the general magnitude of the exit
rates observed in our analysis. Importantly, we do not rely on these studies to estimate the exit
rates used in our analysis. Rather, we use the literature as a reasonableness check to assess

whether the exit rates derived from the ABS data are broadly consistent with empirical research.

Exhibit VIIL.4%
Knaup and Piazza (2007): Survival Rates for U.S. Businesses Newly Established in 1998

LELIEREN  Survival rates of previous year’s survivors, by sector and year since birth, 1999-2005
[In percent]
First Second Third Fourth Fifth Sixth Seventh
NAICS supersector year year year year year year year
(1999) (2000) (2001) (2002) (2003) (2004) (2005)
National........cceceeiens 81.2 81.0 82.6 81.7 86.3 89.9 90.5
Natural resources and
ini 823 84.5 854 83.4 87.6 92.0 91.8
80.7 815 815 79.5 86.8 90.3 89.8
84.2 816 83.0 83.2 86.2 90.6 91.6
Trade, transportation,
and utilities.... 826 80.9 819 81.7 855 89.3 90.9
Information ..... 80.8 77.8 78.7 76.2 829 90.5 87.6
Financial activities....... 84.1 827 84.2 84.1 89.2 91.8 915
Professional and
business services ...... 82.3 81.2 82.5 80.3 86.1 90.4 90.2
Education and health
i * 85.6 85.1 875 86.9 90.5 92.8 94.1
81.2 80.1 825 81.6 87.1 90.6 90.9
Other services.............. 80.7 80.3 823 823 844 87.3 89.0

% Australian Bureau of Statistics business entry and survival data for the entry cohorts 2007-2011, 2008-2012,
2009-2013 and 2010-2014; ANZSIC Industry Code 70 (Computer System Design and Related Services),
businesses with annual turnover between $0 and $50,000.

% Knaup, Amy E., and Merissa C. Piazza, “Business Employment Dynamics data: survival and longevity, II,”
Monthly Labor Review, vol. 130, no. 9 (September 2007), pp. 3—10. The cohort comprises establishments born in
the second quarter of 1998.
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Exhibit VIIL5 %
Knaup and Piazza (2007): Survival and Exit Rates for U.S. Businesses Newly Established in
1998

Entry-Yr 1 Yrl-Yr2 Yr2-Yr3 Yr3-Yr4 Yr4-Yr5 Yr5-Yré Yr6-Yr7

Survival  Exit Survival  Exit Survival  Exit Survival  Exit Survival  Exit Survival  Exit Survival  Exit
Sector Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate
National 81.2% 18.8%| 81.0% 19.0% 82.6% 17.4% 81.7% 18.3%| 86.3% 13.7%| 89.9% 10.1% 90.5% 9.5%|
Natural Resources and Mining 82.3% 17.7%| 84.5% 15.5% 85.4% 14.6% 83.4% 16.6%!| 87.6% 12.4%| 92.0% 8.0%) 91.8% 8.2%
Construction 80.7% 19.3%| 81.5% 18.5% 81.5% 18.5% 76.5% 23.5%) 86.8% 13.2%| 90.3% 9.7%| 89.8% 10.2%!|
Manufacturing 84.2% 15.8%| 81.6% 18.4% 83.0% 17.0% 83.2% 16.8%!| 86.2% 13.8%| 90.6% 9.4%| 91.6% 8.4%|
Trade, transportation and utilitites 82.6% 17.4%| 80.9% 19.1% 81.9% 18.1% 81.7% 18.3%| 85.5% 14.5%| 89.3% 10.7% 90.9% 9.1%
Information 80.8% 19.2%| 77.8% 22.2%| 78.7% 21.3%| 76.2% 23.8%) 82.9% 17.1%| 90.5% 9.5%| 87.6% 12.4%|
Financial activities 84.1% 15.9%!| 82.7% 17.3% 84.2% 15.8% 84.1% 15.9%!| 89.2% 10.8%| 91.8% 8.2% 91.5% 8.5%
Professional and business services 82.3% 17.7%| 81.2% 18.8% 82.5% 17.5% 80.3% 19.7%| 86.1% 13.9%) 90.4% 9.6% 90.2% 9.8%)
Education and health services 85.6% 14.4%| 85.1% 14.9% 87.5% 12.5% 86.9% 13.1%| 90.5% 9.5%| 92.8% 7.2%| 94.1% 5.9%
Leisure and hospitality 81.2% 18.8%| 80.1% 19.9% 82.5% 17.5% 81.6% 18.4%!| 87.1% 12.9%!| 90.6% 9.4%| 90.9% 9.1%|
Other services 80.7% 19.3%| 80.3% 19.7% 82.3% 17.7% 82.3% 17.7%| 84.4% 15.6%| 87.3% 12.7% 89.0% 11.0%|
Average - All 17.7% 18.5% 17.1% 18.4% 13.4% 9.5% 9.3%
Average - Financial activities and Professional
business services 16.8% 18.1% 16.7% 17.8% 12.4% 8.9% 9.2%
Average - ABS Data Industry Code 67 & Zero
to S50K Turnover 24.1% 15.4% 11.8%

95.  Using a cohort of 212,182 U.S. businesses newly established in 1998, Knaup and Piazza
(2007) report annual business survival rates across a number of industry sectors. As shown in
Exhibits VIII.4 and VIIL.5, these estimates exhibit the same pattern observed in the ABS cohorts:
the risk that a newly established business will cease operating is highest during the early years

following formation and declines materially as businesses mature.

96. The industry sectors reported by Knaup and Piazza (2007) that are somewhat, although
not exactly, related to PEXA include the financial activities sector and the professional and
business services sector. As shown in Exhibit VIII.5 across these sectors, annual exit rates
generally range from approximately 15.8% to 18.8% during the first three years following
formation. However, the level of these numbers is not directly comparable because the Knaup
and Piazza (2007) study examines businesses of a different size profile and industry than PEXA.

In addition, this study examines businesses in the U.S. established in the high-growth year of

% Knaup, Amy E., and Merissa C. Piazza, “Business Employment Dynamics data: survival and longevity, II,”
Monthly Labor Review, vol. 130, no. 9 (September 2007), pp. 3—10. The cohort comprises establishments born in
the second quarter of 1998.
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1998, whereas our analysis focuses on Australian businesses established during the early
2010s.”” The observed time pattern of business survival in Knaup and Piazza (2007) is useful for
our point that newly established businesses face elevated exit risk during their early years of

operation, which then slowly falls over time.”®

97.  Using the U.S. Census Bureau’s Longitudinal Business Database, Puri and Zarutskie
(2012) compared venture capital (“VC”)-backed and non-VC-backed firms formed between
1981 and 2005.°° By the end of the fifth year, cumulative exits of non-VC financed firms

reached approximately 51% of firms, with exit rates falling over time. '

98. Data from the U.S. Bureau of Labor Statistics (“BLS”) similarly indicate substantial exit
risk among private sector businesses. The BLS tracks annual business cohorts through 2025,
providing survival statistics over horizons extending from one to ten years and beyond.!°! Five-
year survival rates for the 2011 — 2019 cohorts ranged from approximately 51% to 56%,

implying corresponding five-year exit rates of approximately 44% to 49%.!%% The BLS data also

%7 In addition, Knaup and Piazza employ a methodology that seeks to account for business exits arising from
changes in ownership, whereas the ABS measures may classify such events differently. Knaup, Amy E., and
Merissa C. Piazza. "Business employment dynamics data: survival and longevity, I1." Monthly Lab. Rev. 130 (2007):
3-10, p. 4.

%See also, Damodaran, Aswath. "Valuing young, start-up and growth companies: Estimation issues and valuation
challenges." Available at SSRN 1418687 (2009), p. 6: “Knaup and Piazza (2008) used data from the Bureau of
Labor Statistics Quarterly Census of Employment and Wages (QCEW) to compute survival statistics across firms.
This census contains information on more than 8.9 million U.S. businesses in both the public and private sector.
Using a seven year database from 1998 to 2005, the authors concluded that only 44% of all businesses that were
founded in 1998 survived at least 4 years and only 31% made it through all seven years.”

% Puri, Manju, and Rebecca Zarutskie. "On the life cycle dynamics of venture-capital-and non-venture-capital-
financed firms." Journal of Finance 67, no. 6 (2012): 2247-2293, pp. 2249, 2255-56, 2261.

100 pyri, Manju, and Rebecca Zarutskie. "On the life cycle dynamics of venture-capital-and non-venture-capital-
financed firms." Journal of Finance 67, no. 6 (2012): 2247-2293, Table 5.

101 https://www.bls.gov/bdm/us_age naics_00_table7.txt, last accessed August 6, 2026.

192 https://www.bls.gov/bdm/us_age naics_00_table7.txt, last accessed August 6, 2026.
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show substantial longer-term attrition. For cohorts formed between 2011 and 2015, for which
ten-year outcomes are available, ten-year survival rates ranged from approximately 33% to 38%,

implying that approximately 62% to 67% of firms had exited within ten years of formation.'%?

C. PEXA'’s Return Based on Exit Rates

Exhibit VIIL6 '
Exit Rate Assumptions
Year Exit Rate
2011 24%
2012 24%
2013 15%
2014 15%
2015 15%
2016 8%
2017 8%
2018 8%
2019 8%

99.  For purposes of estimating the return applicable to PEXA's early development period, we
applied annual exit-rate assumptions that reflect both the empirical literature discussed above and
the evolving circumstances of PEXA over time. Specifically, as shown in Exhibit VIIL.6, we
applied a 24% exit rate during 2011 and 2012, corresponding to the average entry-to-Year 1 exit
rates observed in the ABS cohort data. This is consistent with the ABS cohort methodology,
which groups businesses established over two consecutive years into a single cohort and then

tracks that cohort’s subsequent annual survival experience. Consequently, the entry-to-Year 1

103 https://www.bls.gov/bdm/us_age naics_00_table7.txt, last accessed August 6, 2026.

104 Exit rates applied in our analysis, derived from the exit rates reported in Exhibit VIII.1 and the survival evidence
discussed above.
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exit rate reported in Exhibit VIII.1 reflects the average early-stage attrition experienced by
businesses formed during those two entry years and provides an appropriate benchmark for exit

risk during the initial two years of operation.

100. This elevated early-stage exit risk is also consistent with PEXA’s contemporaneous
business plans. Prior to 2013, the company identified several material uncertainties, including the
risk that enabling legislation would not be enacted, that key stakeholders and banks would not
participate, that the platform could not be delivered on time and within budget, and that
additional funding would be required before the business became self-sustaining.!®> The
business plans from this period also describe subscriber adoption as a critical determinant of
commercial success.!® These risks are characteristic of an early-stage venture and support the

application of higher exit rates during the initial years of operation.

101.  The pattern of shareholder valuations is consistent with this assessment. As shown in the
share price data, PEXA's share price remained relatively low and largely unchanged during 2011
and 2012, at approximately $1.00 to $1.50 per share, before increasing materially in later years
as development and adoption milestones were achieved. %7 The absence of significant
appreciation during the first two years is consistent with investors continuing to face substantial

uncertainty regarding the venture’s prospects and ultimate success.

105 See Section I and Appendix C.
106 See Section II and Appendix C.
107 See Exhibits 11.1 and I1.3.
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102. We applied a 15% exit rate during 2013 through 2015, corresponding to the average Year
1-to-Year 2 exit rates observed in the ABS cohorts.!® These assumptions reflect the empirical
evidence that newly established businesses face their highest risk of exit during their earliest
years of operation and that exit risk declines as businesses survive and mature. They are also
consistent with PEXA’s contemporaneous risk assessments, which during this period continued
to identify subscriber adoption, stakeholder alignment, platform delivery, and funding
requirements as material risks to the venture's success.!”” Although some early development
risks had begun to recede, PEXA remained dependent on achieving broad market adoption and
securing the transaction volumes necessary to become commercially viable.!!? Consistent with
these ongoing uncertainties, PEXA's share price remained relatively modest during 2013 through
2015 compared with the substantial appreciation observed in later years, suggesting that

investors continued to perceive meaningful execution and commercialisation risk.!!!

103.  Beginning in 2016, we applied an exit-rate assumption of 8%.!!? This rate is below the
average Year 2-to-Year 3 exit rates observed in the ABS cohort data and therefore provides a
more conservative estimate of business-exit risk. We consider this assumption reasonable
because, by this stage, PEXA had progressed beyond its initial formation period, had established
industry participation, and had continued to advance platform development and implementation.

At the same time, contemporaneous business plans indicate that several of the most significant

108 See Exhibit VIIL1.
19 See Sections I1.B and C and Appendix C.
110 See Sections I1.B and C and Appendix C.
11 See Sections I1.B and C and Appendix C.
112 See Exhibit VIIL6.
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early-stage risks identified during the development period, including platform-delivery and
implementation risk, had diminished, while the principal remaining uncertainty related to
achieving broader utilisation and market adoption.!!* The academic evidence reviewed above
likewise indicates that business-exit risk declines materially as firms survive beyond their earliest
years and establish an operating track record. Consistent with this evolution in risk, PEXA's
share price increased from approximately $3 per share in 2015 to approximately $5 per share by
2017, reflecting growing investor confidence as key development milestones were achieved and
uncertainty surrounding the venture’s long-term viability declined.!'* Accordingly, the use of an
8% annual exit-rate assumption during 2016 through 2019 reflects both the maturation of the

business and a conservative application of the empirical survival evidence.

104. We note that in 2018 and 2019, PEXA’s future value remained dependent on continued

115 the number of

growth in platform utilisation and market penetration. As shown in Appendix C,
practitioner firms using the platform increased from approximately 6,700 in FY'18 to more than
8,200 in FY'19, while transactions per practitioner firm increased from approximately 65 to 175
over the same period, demonstrating significant continuing growth in both adoption and usage.
Therefore, although many of PEXA’s early development and implementation risks had been

reduced by 2018, the company’s long-term success remained dependent on continued expansion

of its user base and transaction activity. Accordingly, commercial risk had not been eliminated

113 See Sections I1.B and C and Appendix C.
114 See Exhibit II.1.
115 See Appendix C, Section D: Adoption, Take-Up and Utilisation Risk.
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entirely. The continued application of an 8% exit rate reflects the risk profile of a business that

faced risks tied to continued adoption and increased usage of the platform.

105. We incorporated the annual exit-rate assumptions into the applicable returns to derive
exit-adjusted rates of return. The adjustment reflects the economic principle that investors
require a higher expected rate of return when there is a meaningful possibility that the business
may not survive long enough to generate the projected future cash flows underlying the valuation
analysis. Consistent with the pattern observed in the ABS survival data and the broader academic
literature, as shown in Exhibit VIIL.7, the resulting adjustment is greatest during PEXA’s earliest

years and declines as the business matures and the probability of exit decreases.
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Exhibit VIIL7 ''®
PEXA’s Return Based on Exit Rates and the Established WACC

PEXA PEXA Established
Established Australian Gov PEXA Risk WACC Adjusted
Date WACC 10YrYTM Premium Exit Rate for Exit Rate
31-Dec-11 9.894% 3.825% 6.069% 24.112% 44.811%
31-Dec-12 9.297% 3.228% 6.069% 24.112% 44.024%
31-Dec-13 10.331% 4.262% 6.069% 15.402% 30.418%
31-Dec-14 9.033% 2.964% 6.069% 15.402% 28.884%
31-Dec-15 8.921% 2.852% 6.069% 15.402% 28.752%
31-Dec-16 8.868% 2.799% 6.069% 8.000% 18.335%
31-Dec-17 8.652% 2.583% 6.069% 8.000% 18.100%
31-Dec-18 8.500% 2.431% 6.069% 8.000% 17.935%
31-Dec-19 7.271% 1.202% 6.069% 8.000% 16.599%
Average 8.974% 2.905% 6.069% 14.048% 27.540%

IX. CALCULATING PEXA’S EXPECTED RETURN USING A DCF

106.  Following the method described in Section III, we calculate the rates of return that
investors expected to earn on their PEXA shareholdings, based on the prices at which PEXA
shares were issued and the cash flows that were expected at the corresponding issuance dates.
The discount rate that equates the present value of the expected cash flows to the price paid is the
rate of return that the investor expected to earn. Solving for that rate therefore recovers the
investor’s ex ante expected return, inclusive of whatever compensation the investor required for
the risk that the company would exit before the forecast cash flows were realised. Hence, it

recovers PEXA’s return as expected by investors, which is the key object of interest.

116 Calculated by applying the exit-rate assumptions reported in Exhibit VIIL.6 to PEXA’s Established WACC as
reported in Exhibit I1.9.
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107.  As discussed previously, we assume the rate of return investors expected to earn
beginning in 2021 (the year of the initial public offering of PEXA’s stock) was the Established
WACC (using a risk-free rate equal to the yield-to-maturity on a 10-year Australian Government
bond on the valuation date). The rate of return investors expected to earn before 2021 is assumed
to decline linearly each year from the first year of the forecasts until it converges to PEXA’s

Established WACC in 2021.

A. The 6 February 2013 DCF Analysis

108.  On 6 February 2013, PEXA shares were issued in the Secondary Stage — Priority round at
$2.62 per share; applied to the 55.6 million shares then outstanding, that price implies a total
equity value of $145.7 million. PEXA’s 2013 Business Plan includes forecasts for 2013 to 2019
and assumes a market growth rate of 1.6%, which is the growth rate we used to estimate PEXA’s

cash flows in 2020, 2021, and its terminal value.!"”

109. As shown in Exhibit IX.1, the 2013 Business Plan forecasts net revenue to increase from
$0.02 million in 2013 to $104.8 million in 2019. EBITDA improves from negative $11.9 million
in 2013 to positive $79.6 million in 2019. Pre-tax free cash flow increases from negative $31.6

million in 2013 to $71.0 million in 2019 and is negative in each of the years 2013 to 2015. After-

17 PEXA 2013 Business Plan v1.4 (Board Approved, 24 May 2013), Exhibit 88, p 122 (forecast profit and loss,
FY2013 to FY2019) and Exhibit 90, p 126 (forecast cash flow, FY2013 to FY2019). The 1.6% growth rate is the
forecast Compound Annual Growth Rate of the Australian real property market stated at section 1.2.2.2, p 7, and
shown in Exhibit 4, p 24, where it is attributed to PwC forecasts.
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tax free cash flow increases from negative $31.6 million in 2013 to $49.7 million in 2019 and

$50.5 million in 2020.'!3

Exhibit IX.1
2013 Business Plan Forecasts and Terminal Year Forecasts
2013 Business Plan Forecasts (2013 - 2019) HZ Forecasts (2020 -

Line item ($'000) 2013 2014 2015 2016 2017 2018 2019 2020 2021
Net Revenue $20.0 $475.0 $11,540.2 $39,607.1 $65,518.2 $88,126.6 $104,803.4 $106,480.3 $108,184.0

Growth Rate 2275.1% 2329.4% 243.2% 65.4% 34.5% 18.9% 1.6% 1.6%
EBITDA -$11,874.1 -$20,062.9 -$12,037.6 $13,039.1 $39,015.5 $62,638.3 $79,556.5 $80,829.4 $82,122.7

Growth Rate 199.2% 60.5% 27.0% 1.6% 1.6%
Free Cash Flow - Pre Tax -$31,628.9 -$44,952.5 -$20,867.8 $8,914.8 $29,872.3 $62,587.8 $71,014.4 $72,150.7 $73,305.1
Less Tax $0.0 $0.0 $0.0 $0.0 $0.0 -$1,177.7 -$21,304.3 -$21,645.2 -$21,991.5
Free Cash Flow - After Tax -$31,628.9 -$44,952.5 -$20,867.8 $8,914.8 $29,872.3 $61,410.0 $49,710.1 $50,505.5 $51,313.6

Growth Rate 235.1% 105.6% -19.1% 1.6% 1.6%

110.  As of 6 February 2013, the valuation date, we assume the rate of return PEXA investors
expected to earn beginning in 2021, PEXA’s Established WACC, was 9.467% (3.398% +
6.069%).1" For the years before 2021, we solved for the series of discount rates that equates the
discounted cash flow valuation to the equity value implied by the 6 February 2013 issuance
price, requiring that the rate decline linearly to 9.467% in 2021. The discounted cash flow
valuation is shown in Exhibit IX.2. The terminal value is based on the Gordon growth perpetuity
model using a 1.6% terminal growth rate and the 9.467% discount rate. Summing the discounted
cash flows results in a valuation of $145.7 million, which, by construction, equals that implied

by the equity value of PEXA’s stock issuance on 6 February 2013.

8 Income tax is calculated as the lesser of zero and the greater of (i) the applicable 30% tax rate multiplied by the
current year pre-tax free cash flow and (ii) the applicable 30% tax rate applied to cumulative pre-tax free cash flow
from the beginning of the forecast period through the relevant year. Under this approach tax expense is limited to
zero while cumulative pre-tax free cash flow remains negative, thereby allowing losses incurred in earlier years to
offset future taxable income. As cumulative pre-tax free cash flow remains negative through 2017, no income tax
expense is recognised during 2013, 2014, 2015, 2016, or 2017.

119 PEXA’s Established WACC is equal to the Australian Government Bond 10-Year Yield on 31 January 2013 plus
PEXA’s assumed risk premium discussed in Section II.
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Exhibit IX.2
Discounted Cash Flow Valuation as of 6 February 2013

Line item ($'000) 2013 2014 2015 2016 2017 2018 2019 2020 2021
Forecasted Free Cash Flow -$31,628.9 -$44,952.5 -$20,867.8 $8,914.8 $29,872.3 $61,410.0 $49,710.1 $50,505.5 $51,313.6
Forecasted Free Cash Flow + TV -$31,628.9 -$44,952.5 -$20,867.8 $8,914.8 $29,872.3 $61,410.0 $49,710.1 $50,505.5 $714,013.0
Discount Factor 89.51% 69.27% 54.80% 44.32% 36.70% 31.12% 27.04% 24.07% 21.99%
Discounted FCF + TV -$28,311.4 -$31,138.2 -$11,435.9 $3,951.1  $10,963.8 $19,111.5 $13,439.5 $12,156.3 $156,994.5
DCF Valuation $145,731.1

2013 2014 2015 2016 2017 2018 2019 2020 2021
Annual Discount Rate 32.04% 29.22% 26.40% 23.58% 20.76% 17.93% 15.11% 12.29% 9.47%

111.  The resulting expected rate of return (discount rate) begins at 32.0% in 2013 and
decreases by eight equal increments converging to 9.467% in 2021. Thus, the discount rates for
2014 through 2020 are 29.2% (2014), 26.4% (2015), 23.6% (2016), 20.8% (2017), 17.9%
(2018), 15.1% (2019), and 12.3% (2020). As shown below in Exhibit IX.3, the exit rates implied
by the difference between those rates and 9.467% are 17.1% in 2013, falling to 4.9% in 2019,
and 56.9% on a cumulative basis by 2019. However, note that we have more relevant values for
the discount rates for the years starting in 2019, which more accurately reflect investor

expectations as of 2019 and which we turn to next.

Exhibit IX.3
Exit and Survival Rates as of 6 February 2013
2013 2014 2015 2016 2017 2018 2019 2020 2021
Implied Annual Exit Rate 17.10% 15.29% 13.40% 11.42% 9.35% 7.18% 4.90% 2.51% 0.00%
Cumulative Exit Rate 17.10% 29.77% 39.18% 46.12% 51.16% 54.67% 56.89% 57.97% 57.97%
Implied Annual Survival Rate 82.90% 84.71% 86.60% 88.58% 90.65% 92.82% 95.10% 97.49% 100.00%
Cumulative Survival Rate 82.90% 70.23% 60.82% 53.88% 48.84% 45.33% 43.11% 42.03% 42.03%

B. The 16 January 2019 DCF Analysis

112. On 16 January 2019, the Exit to BidCo transaction was priced at $11.7286 per share;
applied to the 133.7 million shares then outstanding, that price implies a total equity value of
$1,567.7 million. As shown in Exhibit IX.4, PEXA’s 2019 Business Plan includes forecasts for

2019 to 2023. Net revenue increases from $100.9 million in 2019 to $333.5 million in 2023,
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forecasting annual growth of 59.7% in 2020, 34.5% in 2021, 32.5% in 2022 and 16.0% in 2023.
EBITDA increases from $4.9 million in 2019 to $205.9 million in 2023, turning positive in 2019
after a loss of $30.8 million in 2018. Pre-tax free cash flow is likewise taken from the business
plan, increasing from negative $17.6 million in 2019 to $170.3 million in 2023, and after-tax free

cash flow runs from negative $17.7 million in 2019 to $119.2 million in 2023.12°

Exhibit IX.4

2019 Business Plan Forecasts
2019 Business Plan Forecasts (2019 - 2023)

Line item ($'000) 2019 2020 2021 2022 2023

Net Revenue $100,940.0 $161,177.0 $216,860.0 $287,402.0 $333,514.0
Growth Rate 59.7% 34.5% 32.5% 16.0%

EBITDA $4,857.0" $64,166.07  $111,358.07  $169,027.07  $205,918.0
Growth Rate 1221.1% 73.5% 51.8% 21.8%

Free Cash Flow - Pre Tax -$17,644.0 $41,008.0 $85,558.0 $142,406.0 $170,307.0

Less Tax -$69.0 -$3,109.0 -$7,865.0 -$13,547.0 -$51,092.1

Free Cash Flow - After Tax -$17,713.0 $37,899.0 $77,693.0 $128,859.0 $119,214.9
Growth Rate 105.0% 65.9% -7.5%

113.  Asof 16 January 2019, we assume that PEXA’s Established WACC was 8.50% (2.431%
+6.069%)."2! We used the government forecast of long-run inflation as of December 2018,
2.5%, which conservatively excludes population growth, to estimate PEXA’s terminal value. %>
We calculated the discount rates for 2019 and 2020 as we did in the 2013 valuation, that is, so

that PEXA’s value is equal to the Exit to BidCo transaction price of $1,567.7 million.

120 Income tax from 2019 through 2022 is calculated as the difference between forecast after-tax free cash flow and
forecast pre-tax free cash flow. From 2023 onward, income tax is calculated as the lesser of the negative of the 30%
tax rate applied to pre-tax free cash flow and zero.

121 PEXA’s Established WACC is equal to the Australian Government Bond 10-Year Yield on 31 December 2018
plus PEXA’s assumed risk premium discussed in Section I1.

122 Australian Government, The Treasury, Mid-Year Economic and Fiscal Outlook 2018-19 (December 2018), Part
1: Overview, Table 1.2 (Major economic parameters). Available at https://archive.budget.gov.au/2018-
19/myefo/myefo_2018-19.pdf. CPI measured as through-the-year growth to the June quarter.
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Exhibit IX.5
Discounted Cash Flow Valuation as of 16 January 2019

Line item ($'000) 2019 2020 2021 2022 2023
Forecasted Free Cash Flow -$17,713.0 $37,899.0 $77,693.0 $128,859.0 $119,214.9
Forecasted Free Cash Flow + TV -$17,713.0 $37,899.0 $77,693.0 $128,859.0 $2,155,802.8
Discount Factor 93.38% 83.09% 76.58% 70.58% 65.05%
Discounted FCF + TV -$16,540.4 $31,489.5 $59,496.4 $90,948.1 $1,402,356.2
DCF Valuation $1,567,749.9

2019 2020 2021 2022 2023
Annual Discount Rate 16.20% 12.35% 8.50% 8.50% 8.50%

114.  The resulting expected rate of return (discount rate) begins at 16.2% in 2019 and
decreases in 2020 to 12.4%, converging to 8.50% in 2021. As shown below in Exhibit IX.6, the
exit rates implied by the difference between those rates and 8.50% in 2019, falling to 0.0% by

2021, and 9.83% on a cumulative basis by 2021.

Exhibit IX.6
Exit and Survival Rates as of 16 January 2019
2019 2020 2021 2022 2023
Implied Annual Exit Rate 6.63% 3.43% 0.00% 0.00% 0.00%
Cumulative Exit Rate 6.63% 9.83% 9.83% 9.83% 9.83%
Implied Annual Survival Rate 93.37% 96.57% 100.00% 100.00% 100.00%
Cumulative Survival Rate 93.37% 90.17% 90.17% 90.17% 90.17%

X. CALCULATING PEXA’S RETURN USING VENTURE CAPITAL HURDLE RATES

115.  Venture capitalists generally distinguish among stages of a venture’s life cycle and
require different rates of return depending on the company’s stage of development, because the
nature and magnitude of risk change as the company progresses from concept development to

commercial expansion.'??

123 Sahlman, William A., and Daniel R. Scherlis. “A Method For Valuing High-Risk, Long-Term Investments: The
’Venture Capital’ Method.” Harvard Business School. Background Note 288-006. 52, 2009: 1-52, pp. 6-7.
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116. Sahlman and Scherlis (2009) describe a progression from seed financing through startup,
first-stage, second-stage, bridge, and restart financing, each characterised by distinct operational
and financial circumstances.'?* Consistent with this stage-based framework, Sahlman and
Scherlis (2009) report that required returns decline as ventures advance through the life cycle and
uncertainty is progressively resolved.'?> Similarly, Fenn, Liang, and Prowse (1995) report
substantially higher expected returns for early-stage venture investments than for later stage
venture investments and mature private companies, !? reflecting the broader principle that
investors demand higher compensation when investing in younger firms facing greater

technological, managerial, and commercial uncertainty.

117.  Consistent with the stage-of-life framework described above, Sahlman and Scherlis
(2009) report required returns exceed 80% for seed-stage investments, decline to approximately

50% - 70% for startup financing, 40% - 60% for first-stage financing, 30% - 50% for second-

124 Sahlman, William A., and Daniel R. Scherlis. “A Method For Valuing High-Risk, Long-Term Investments: The
’Venture Capital’ Method.” Harvard Business School. Background Note 288-006. 52, 2009: 1-52, pp. 6-7. At the
seed stage, investors are often funding little more than an idea, an incomplete management team, or an unproven
technology, resulting in exceptionally high required returns. Startup investments are made when a company is
preparing to commence operations and can demonstrate some competitive advantage, prototype, or commercial
concept, although substantial uncertainty regarding execution and market acceptance remains. First-stage financing
typically supports companies that have established an organization, developed a product, and generated some initial
revenues, while second-stage financing is directed toward firms with active production, sustainable sales, and a
demonstrated ability to expand. By the bridge stage, the business is generally approaching an initial public offering
or other liquidity event, and investors face considerably less development and commercialization risk than in earlier
financing rounds.

125 Sahlman, William A., and Daniel R. Scherlis. “A Method For Valuing High-Risk, Long-Term Investments: The
’Venture Capital’ Method.” Harvard Business School. Background Note 288-006. 52, 2009: 1-52, pp. 6-7.

126 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, pp. 2-3, 17-18.
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stage financing, and 20% - 35% for bridge financing approaching an initial public offering or

other liquidity event.'?’

118. Fenn, Liang, and Prowse (1995) report that investors require substantially higher returns
on early-stage venture investments than on later-stage investments because of the greater risk
and lower liquidity associated with younger firms. Specifically, they report required returns of
approximately 35% to 70% for early-stage venture investments compared with 25% to 40% for
later-stage venture investments.'?® Fenn, Liang, and Prowse (1995) explain that the lower risk
profile and greater liquidity of later-stage ventures justify lower required returns, reflecting
investors’ assessment that uncertainty declines as firms mature and move closer to a realisable

exit opportunity. 2% 13

119. The Private Capital Markets Report has conducted an annual survey series since 2007
that estimates the cost of capital across the private capital spectrum, including senior debt, asset-

based lending, mezzanine financing, private equity, venture capital, and angel investments. 3!

127 Sahlman, William A., and Daniel R. Scherlis. “A Method For Valuing High-Risk, Long-Term Investments: The
’Venture Capital’ Method.” Harvard Business School. Background Note 288-006. 52, 2009: 1-52, pp. 6-7.

128 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995):1-67, pp. 17-19.

129 Fenn, George W., Nellie Liang, and Stephen Prowse. "The Economics of the Private Equity Market." Federal
Reserve Bank, 168 (1995): 1-67, p 19.

130 The rationale for high venture-capital discount rates is also supported by evidence from Bernstein, Korteweg, and
Laws (2017) who sent approximately 17,000 emails to nearly 4,500 investors and found that early-stage investors
respond most strongly to information about the founding team, which indicates that execution and management
uncertainty are central to early-stage investment decisions. The authors report that disclosure of founding-team
information increased investor click-through by approximately 2.2 percentage points on a 16.5 percent base click
rate, while information regarding traction and current investors did not have a statistically significant effect in their
randomized experiment. See, Bernstein, Shai, Arthur Korteweg, and Kevin Laws. "Attracting early-stage investors:
Evidence from a randomized field experiment." Journal of Finance 72, no. 2 (2017): 509-538, pp. 511, 524.

131 Everett, Craig R. "2022 Private Capital Markets Report." (2022), Pepperdine Graziadio Business School, p. 3.
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The 2022 version of the report estimates required internal rates of return for venture capital

investments of approximately 30% to 43%.!32

120.  Gompers, Gornall, Kaplan, and Strebulaev (2021) survey 1,033 institutional and
corporate venture capitalists representing 915 venture-capital firms during June and July 2020 to
examine how venture-capital investment practices and performance expectations were affected
by the COVID-19 pandemic.'** The authors report that venture capitalists continued to apply
high required return thresholds when evaluating new investments, with an average current
required internal rate of return of approximately 32% across all respondents.'* This figure
covers both early and late financing rounds, so is not directly comparable to the first-year
required returns of a startup. Consistent with these return expectations, 91% of institutional
venture capitalists reported that they expected their own investments to outperform the public
stock market and approximately 75% expected the venture capital industry as a whole to

outperform public markets. !

121.  Ewens, Jones, and Rhodes-Kropf (2013) explain that venture capitalists commonly

employ high required returns and show that idiosyncratic risk can be priced in venture capital

132 Everett, Craig R. "2022 Private Capital Markets Report." (2022), Pepperdine Graziadio Business School, p. 3.

133 Gompers, Paul, Will Gornall, Steven N. Kaplan, and Ilya A. Strebulaev. “Venture capitalists and COVID-19.”
Journal of Financial and Quantitative Analysis 56, no. 7 (2021): 2474-2499, pp. 2474, 2479-2480; Table 1.

134 Gompers, Paul, Will Gornall, Steven N. Kaplan, and Ilya A. Strebulaev. "Venture capitalists and COVID-
19." Journal of Financial and Quantitative Analysis 56, no. 7 (2021): 2474-2499, p. 2484, Table 3.

135 Gompers, Paul, Will Gornall, Steven N. Kaplan, and Ilya A. Strebulaev. "Venture capitalists and COVID-
19." Journal of Financial and Quantitative Analysis 56, no. 7 (2021): 2489-90, Table 5.
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investments because venture capitalists hold concentrated positions that expose them to risks that

cannot be fully diversified.'*¢

Kilian Huber
Mark E. Zmijewski
Némparsk

August 13, 2026

136 Ewens, Michael, Charles M. Jones, and Matthew Rhodes-Kropf. "The Price of Diversifiable Risk in Venture
Capital and Private Equity." The Review of Financial Studies 26, no. 8 (2013): 1854-1889, available at:

https://dash.harvard.edu/entities/publication/73120378-catb-6bd4-¢053-0100007fdf3b, pp. 1-2, 4.
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Companies.” With R. Holthausen. Journal of Applied Corporate Finance, Summer 2012

“Pitfalls in Levering and Unlevering Beta and Cost of Capital Estimates in DCF Valuations.” With R.
Holthausen. Journal of Applied Corporate Finance, Summer 2012

“Accounting and Disclosure Issues in Structured Finance.” With Keith Bockus and W. Dana Northcut. In
Corporate Aftershock: The Public Policy Lessons from the Collapse of Enron and Other Major
Corporations, C.L. Culp and W.A. Niskanen, eds., Wiley, 2003

“Discovery and the Financial Analyst.” With Roger Hickey. Litigation Services Handbook, January 1995

“How Useful Are Wall Street Week Stock Recommendations?” With P. Griffin and J. Jones. Journal of
Financial Statement Analysis, Fall 1995

“Contemporaneous Announcements of Dividends and Earnings.” With R. Leftwich. Journal of Accounting,
Auditing, and Finance, Autumn 1994

“The Relative Informativeness of Accounting Disclosures in Different Countries.” With A. Alford, J. Jones,
and R. Leftwich. Journal of Accounting Research, Supplement, 1993

“Extensions and Violations of the Statutory SEC Form 10 K Filing Requirements.” With A. Alford and J.
Jones. Journal of Accounting and Economics, 1993

“SEC Form 10-K/10-Q Reports and Annual Reports to Shareholders: Reporting Lags and Squared Market
Model Prediction Errors.” With P. Easton. Journal of Accounting Research, Winter 1993
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The Phish Corporation: A Practice Case in Managerial Accounting, With R. Derstine, R. Huefner, and S.
Gunn. McGraw-Hill, 1991

“Cross-Sectional Variation in the Stock Market Response to the Announcement of Accounting Earnings.”
With P. Easton. Journal of Accounting and Economics, 1989

“An Evaluation of Alternative Proxies for the Market's Expectation of Earnings.” With L. Brown, P. Giriffin,
and R.L. Hagerman. Journal of Accounting and Economics, 1987

“Predictive Value of Accounting Information.” With P. Griffin. In Usefulness to Investors and Creditors of
Information Provided by Financial Reporting, 2nd Edition, P. Griffin, ed. Financial Accounting Standards
Board, 1987

“Security Analyst Superiority Relative to Univariate Time-Series Models in Forecasting Quarterly Earnings.”
With L. Brown, P. Griffin, and R. Hagerman. Journal of Accounting and Economics, 1987

“The Effect of Labor Strikes on Security Analysts’ Forecast Superiority and on the Association between
Risk-Adjusted Stock Returns and Unexpected Earnings.” With L. Brown. Contemporary Accounting
Research, 1987

“Estimating Models with Binary Dependent Variables: Some Theoretical and Empirical Observations.” With
G. Gessner, W. Kamakura, and N. Malhotra. Journal of Business Research, 1987

“Methodological Issues Related to the Estimation of Financial Distress Prediction Models.” Journal of
Accounting Research, 1984

“The Association Between the Magnitude of Quarterly Earnings Forecast Errors and Risk-Adjusted Stock
Returns.” With R.L. Hagerman and P. Shah. Journal of Accounting Research, 1984

“An Income Strategy Approach to the Positive Theory of Accounting Policy Setting/Choice.” With R.L.
Hagerman. Journal of Accounting and Economics, 1981. Reprinted in The Economics of Accounting
Policy Choice, Ray Ball and Clifford Smith, Jr., eds. McGraw-Hill, 1992

“A Test of Accounting Bias and Market Structure: Some Additional Evidence.” With R.L. Hagerman. Review
of Business and Economic Research, 1981

“Some Economic Determinants of Accounting Policy Choice.” With R.L. Hagerman. Journal of Accounting
and Economics, 1979
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Comments on “Earnings Forecasting Research: Its Implications for Capital Markets Research.” International
Journal of Forecasting

DISSERTATION COMMITTEES

Sandip Madan, The University of Chicago, 1999, Member

Keith Bockus, The University of Chicago, 1998, Co-Chairperson
Beverly Walther, The University of Chicago, 1995, Member
Howard Bunsis, The University of Chicago, 1993, Co-Chairperson
Phillip Berger, The University of Chicago, 1992, Member

Stuart Essig, The University of Chicago, 1991, Member

Sherri Jarrell, The University of Chicago, 1991, Member
Andrew Alford, The University of Chicago, 1990, Chairperson
Mark Lang, The University of Chicago, 1990, Member

Laureen Maines, The University of Chicago, 1990, Member
Walter Teets, The University of Chicago, 1988, Member

Siew Teoh, The University of Chicago, 1988, Member

Kirsten Ely, The University of Chicago, 1988, Member

M. Daniel Beneish, The University of Chicago, 1987, Member
Pat O’Brien, The University of Chicago, 1986, Member

W. Forbes Cavanagh, State University of New York at Buffalo, 1985, Member

UNIVERSITY ACTIVITIES

Accounting Advisory Counsel, State University of New York at Buffalo, 1993—-1995
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Faculty Facilitator, Leadership, Education, and Development (LEAD) Program, The University of Chicago,
Graduate School of Business, 1989, 1991

Dean’s Advisory Committee on MBA Students and Curriculum, The University of Chicago, 1988

Executive Director, Management Development Council, State University of New York at Buffalo, 1981—
1984

Advisor, Center for Management Development, State University of New York at Buffalo, 1979-1980

EDITORIAL SERVICE AND BOARDS

Associate Editor, The Accounting Review, 1993-1997
Editorial Board, Journal of Accounting Research, 1988—1993

Editorial Board, The Accounting Review, 1985-1987

AD HOC REFEREE

Journal of Accounting, Auditing, and Finance
The Accounting Review

Contemporary Accounting Research

The Financial Review

Journal of Accounting and Economics
Journal of Accounting Research

Journal of Banking and Finance

Journal of Business

Journal of Forecasting

International Journal of Forecasting
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Management Science

PROFESSIONAL ORGANIZATIONS

American Accounting Association

The American Finance Association

TESTIMONY, DECLARATIONS, AND OTHER COURT FILINGS AND SUBMISSIONS IN THE
PAST FIVE YEARS

Jack L. Marchand I, Plaintiff v. John W. Barnhill, Jr., Greg Bridges, Richard Dickson, Paul A. Eh-lert, Jim
E. Kruse, Paul W. Kruse, W.J, Rankin, Howard W. Kruse, Patricia I. Ryan, and Dorothy McLeod
Maclnerney, In The Court of Chancery of the State of Delaware, Case No. 2017-0586-JRS. Rebuttal
expert report submitted December 19, 2025. Deposition testimony January 22, 2026. Trial testimony
March 25, 2026

Stone Ridge Asset Management LLC, Stone Ridge Holdings Administration LLC, Stone Ridge Holdings
Group LP, and Stone Ridge Holdings Group (GP) LLC v. Erick Goralski, In The Ameri-can Arbitration
Association, Case No. 01-24-0008-6303. Expert report submitted February 6, 2026. Arbitration
testimony March 4, 2026

2311 Racing LLC d/b/a 23XI Racing, and Front Row Motorsports, Inc. v. National Association for Stock Car
Auto Racing, LLC, NASCAR Holdings, LLC, NASCAR Event Management, LLC, and James France,
United States District Court for the Western District of North Carolina, Charlotte Division, Civil Action No.
3:24-cv-886-KDB-SCR. Rebuttal expert report submitted August 15, 2025. Deposition testimony
September 16, 2025. Trial testimony December 10, 2025

United States of America, Plaintiff v. Global Business Travel Group, Inc. and CWT Holdings, LLC,
Defendants. In the United States District Court Southern District of New York. Case No. 1:25-cv-00215.
Expert report submitted June 23, 2025. Rebuttal expert report submitted July 14, 2025

United States of America, Plaintiff v. Hewlett Packard Enterprise Co. and Juniper Networks, Inc.,
Defendants. In the United States District Court Northern District of California. Case No. 5:25-cv-00951.
Expert report submitted April 28, 2025. Reply expert report submitted June 4, 2025

David William Pallas and Julie Ann Pallas as trustees for the Pallas Family Superannuation Fund (ABN 67
014 467 929) and Martin John Fletcher, Plaintiffs vs. Lendlease Corporation Limited (ACN 000 226 228),
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Lendlease Responsible Entity Ltd (ABN 72 122 883 185) as responsible enti-ty for Lendlease Trust (ABN
39 944 184 773 ARSN 128 052 595), Defendant. In the Supreme Court of New South Wales, Case No.
122037/2019. Expert Report filed November 17, 2022. Re-ply Expert Report filed April 8, 2025

In re Santander Consumer USA Holdings Inc. Stockholders Litigation. In the Court of Chancery of the State
of Delaware, Consolidated C.A. No. 2022-0689-LWW. Expert report submitted April 23, 2024. Rebulttal
expert report submitted May 24, 2024. Deposition testimony June 27 and June 28, 2024

London Luxury, LLC, Plaintiff and Counterclaim-Defendant v. Walmart, Inc., Defendant and Counterclaim-
Plaintiff. In the United States District Court for the Western District of Arkansas Fayetteville Division,
Case No. 5:22-cv-05059-TLB. Deposition testimony September 25, 2023

Kyndryl, Inc., Claimant, v. International Business Machines Corporation, Respondent. American Arbitration
Association, New York, NY, Case No. 01-22-0002-6955. Expert report submitted Au-gust 11, 2023.
Rebuttal expert report submitted August 25, 2023. Trial testimonies September 13, 2023 and September
20, 2023

Application of Calaveras Telephone Company, Cal-Ore Telephone Co., Ducor Telephone Compa-ny,
Foresthill Telephone Company, Kerman Telephone Co., Pinnacles Telephone Co., Sierra Tel-ephone
Company, Inc., The Siskiyou Telephone Company, Volcano Telephone Company for a Determination of
Applicants’ Cost of Capital for Ratemaking Purposes. Before the Public Utilities Commission of the State
of California. Opening Testimony of Mark Zmijewski on Behalf of the Applicants, filed September 1,
2022. Rebuttal Testimony filed June 30, 2023. Evidentiary Hearing Testimony on August 15, 2023

Loomis Sayles Trust Company, LLC, individually and on behalf of all others similarly situated, Plaintiffs, v.
Citigroup Global Markets Inc., Defendant. In the United States District Court for the Southern District of
New York, Civil Case No. 22-cv-6706-LGS. Expert report submitted May 22, 2023. Deposition on August
3, 2023

Komlotex Pty Ltd (ACN 004 390 023) as Trustee for Breda Sinclair Industries Superannuation Fund and
Fernbrook (AUST) Investments Pty Ltd (ACN 068 190 296), Plaintiffs vs. AMP Limited (ACN 079 354
519), Defendant. In the Supreme Court of New South Wales, Case No. 00310118/2018. Expert Report
March 17, 2023. Expert Rebuttal Report June 30, 2023

The Commissioner of Competition (Applicant) v. Rogers Communications, Inc. and Shaw Communications
Inc. (Respondents), in the Matter of the Competition Act, R.S.C. 1985, C-34; AND IN THE MATTER OF
the proposed acquisition by Rogers Communications Inc. of Shaw Communications Inc.: AND IN THE
MATTER OF an application by the Commissioner of Competition for one or more order pursuant to
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section 92 of the Competition Act. Expert report submitted October 20, 2022. Hearing testimony
December 1, 2022

US Airways, Inc., for American Airlines, Inc., (as Successor and Real Party in Interest) v. Sabre Holdings
Corporation; Sabre GLBL Inc.; and Sabre Travel International Limited. In the United States District
Court Southern District of New York, Civil Action No. 1:11-cv-02725 (LGS). Dep-osition testimony
August 24, 2021. Trial testimony May 10, 2022

CN’s Comments on Application and Request for Conditions, Canadian Pacific Railway Limited; Canadian
Pacific Railway Company; Soo Line Railroad Company; Central Maine & Quebec Rail-way US Inc.;
Dakota, Minnesota & Eastern Railroad Corporation; and Delaware & Hudson Rail-way Company, Inc. —
Control — Kansas City Southern, The Kansas City Southern Railway Com-pany, Gateway Eastern
Railway Company, and the Texas Mexican Railway Company. Before the Surface Transportation Board.
Finance Docket No. 36500. Verified Statement of Mark E. Zmijew-ski, February 28, 2022

Cineplex, Inc., Plaintiff, v. Cineworld Group PLC and 1232743 B.C. Ltd., Defendants. In the On-tario
Superior Court of Justice (Commercial List), Case No. CV-20-00643387-00CL. Expert Re-port July 15,
2021. Reply Expert Report August 16, 2021. Trial testimony October 4, 2021

In the Matter of the Amalgamation Agreement Between JMH Investments Limited and JMH Ber-muda
Limited and Jardine Strategic Holdings Limited and In the Matter of Section 106 of the Companies Act
1981. In the Supreme Court of Bermuda Civil Jurisdiction (Commercial Court). Affidavit filed September
21, 2021

Hollywood Firefighters’ Pension Fund, West Palm Beach Firefighters’ Pension Fund, and Sheet Metal
Workers’ Local Union No. 80 Pension Trust Fund, on behalf of themselves and all similarly situated v.
John C. Malone, Gregory B. Maffei, Gregg L. Engles, Ronald A. Duncan, Donne F. Fischer, and Richard
R. Green. In the Court of Chancery of the State of Delaware, Case No. 2020-0880-SG. Declaration filed
September 14, 2021

Joint Petition for Rulemaking to Modernize Annual Revenue Adequacy Determinations on Behalf of
Canadian National Railway, Norfolk Southern Railway and Union Pacific Railroad Company. Before the
Surface Transportation Board. Verified Statement of Professor Kevin M. Murphy and Professor Mark E.
Zmijewski, September 1, 2020. Supplemental Verified Statement of Professor Kevin M. Murphy and
Professor Mark E. Zmijewski, October 13, 2020. Reply Verified Statement of Professor Kevin M. Murphy
and Professor Mark E. Zmijewski, August 16, 2021
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Ahmed D. Hussein, Plaintiff, v. Sheldon Razin et al., Defendants. In the Superior Court of the State of
California For the County of Orange, Case No. 30-2013-00679600-CU-NP-CJC. Deposition testimony
June 10, 2015. Deposition testimony October 28, 2020. Trial testimony July 23, 2021
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APPENDIX C
ANALYSIS OF PEXA’S RISKS, 2010 - 2018

A. Introduction

1. This appendix provides a detailed review of the perceived risks faced by PEXA’s investors
from 2010 — 2018. It is based on six board-adopted business plans spanning 2010 to 2017,
together with the independent market analysis prepared for prospective investors by
PricewaterhouseCoopers in August 2010, and the contemporaneous board papers, minutes, and
funding and governance documents of the founding and development period. It is organised by
type of risk: each section that follows addresses a single risk category and explains how that risk

was described and how its characterisation changed from 2010 through 2017.'%7
B. Risk Governance and the Evolution of the Risk Framework

2. The 2010 plan did not define a risk-management framework of its own; it relied on externally
developed work, citing the “Clayton Utz Regulation Framework, 2008 '3 and an IP catalogue
that included a Clayton Utz document prepared “to identify, assess and propose treatments for all

material risks inherent in, implied by or resulting from the model for electronic conveyancing,”

137 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010); National E-Conveyancing Development Limited, Business Plan for an E-Conveyancing Enterprise
(Board Adopted 11 October 2010); National E-Conveyancing Development Limited, 2013 NECDL Business Plan
(v1.4, Board Approved 24 May 2013); PEXA, 2014 Business Plan, (v1.8, Board Approved 1 May 2014); PEXA,
2015 Business Plan (Board Approved 11 June 2015); PEXA, 2016 Business Plan (2016); and PEXA, 2017 (FY 18)
Business Plan, final version (2017).

138 “Clayton Utz Regulation Framework, 2008 (National E-Conveyancing Development Limited, Business Plan for
an E-Conveyancing Enterprise (Board Adopted 11 October 2010), pp. 30, 72) — an external legal analysis of the
regulatory and legislative framework required for national electronic conveyancing, prepared by Clayton Utz in
2008, before NECDL’s own planning cycle, and listed in the 2010 plan’s intellectual-property catalogue. The 2010
plan relied on it in place of an internally developed risk-management framework. The document itself was not
among the materials reviewed for this analysis; it is described here only as characterised in the 2010 plan.
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and it resolved risk-assessment items with the generic mitigation to “Build a Risk Management
Capability.”!*’

3. By 2013 PEXA (NECDL) had, in its words, “put in place many of the building blocks
required for an effective Enterprise Risk Management (ERM) capability,” with overall
responsibility residing with the Chief Financial Officer and a Three Lines of Defence model in
which the third line was “an independent ‘assurance’ capability” certified by an Independent
Expert as required by the ARNECC Model Operating Requirements. '4?

4. From 2014 the framework was expressed as a Governance, Risk and Compliance (GRC)
model aligned in part to “AS8000:2003 Corporate Governance,” “ISO31000:2009 Risk
Management: Principles and Guidelines” and “AS3806:2006 Compliance Programs,” overseen

by a board Audit and Risk Committee and an executive Governance Risk and Compliance

Committee. 4!

139 National E-Conveyancing Development Limited, Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 68, 72.

140 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), pp. 12, 107-108. The Model Operating Requirements (MOR) are developed and approved by the Australian
Registrars’ National Electronic Conveyancing Council (ARNECC) and determined by the Registrar in each State
and Territory under section 22 of the Electronic Conveyancing National Law as that jurisdiction’s Operating
Requirements, which bind Electronic Lodgment Network Operators; the parallel Model Participation Rules,
determined under section 23, bind Subscribers. Jurisdictional Operating Requirements carry the same version
numbers as the MOR on which they are based. See ARNECC, Model Operating Requirements (Version 7.1,
February 2025).

141 PEXA, 2014 Business Plan (v1.8, Board Approved 1 May 2014), pp. 57-61. The three instruments named are
voluntary standards rather than legal obligations. AS 8000—2003 Good governance principles is the head standard
of the Standards Australia corporate-governance series, which also includes AS 8004—2003 on whistleblower
protection (Standards Australia, “Australian Standard: Whistleblower protection programs for entities,” 23 June
2003, available at:

https://www.aph.gov.au/parliamentary_business/committees/house_of representatives_committees?url=laca/whistle
blowing/subs/attachmental6.pdf, p. 2). AS/NZS ISO 31000:2009 Risk management — Principles and guidelines is
the Australian adoption of the international risk-management standard, which displaced the earlier Australian
standard AS/NZS 4360:2004; it was itself superseded by AS ISO 31000:2018 (Standards Australia, “AS/NZS ISO
31000:2009,” https://www.standards.org.au/standards-catalogue/standard-details?designation=as-nzs-iso-31000-
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C. Market and Demand Risk

5. The enterprise’s revenue is a direct function of property-transaction volumes, which are
cyclical. This was the most heavily qualified assumption in the founding analysis. PwC sized
approximately “1,057,000 property transactions in Australia considered in-scope for electronic

142 and an Australian residential conveyancing market of “$2.5 billion, with multi

conveyancing,
party lodgments generating over 86% of total revenue,” concentrating revenue in complex,
cyclically sensitive transactions.'*

6. The revenue model assumed a recovery that had not occurred. PwC recorded that “the total
number of instruments lodged (also a proxy for total transactions) has declined by a CAGR of

4.8% since 05/06” and that “Housing Finance Commitments have also declined by a CAGR

6.2% since 2007,”'** a decline it attributed to the fact that it “has coincided with a peak in the

2009). AS 3806—2006 Compliance programs, the second edition of a standard first issued in 1998 (AS 3806—
1998), sets out the essential principles of an effective compliance program; it formed the basis of ISO 19600, which
was adopted in Australia as AS ISO 19600:2015 (superseding AS3806—2006), and that standard was in turn
replaced by ISO 37301:2023 (Standards Australia, “Australian Standard: Compliance Programs (AS3806—2006),”
9 March 2006, available at:
https://store.accuristech.com/products/preview/2066555?srsltid=AfmBO00lgkwCEV2¢7n0BDY mbwORpu2HCY4P
bgEHEDrWjoGuAPFnRZ05A; Clayton Utz, “New international compliance standard launched,” December 17,
2014, https://www.lexology.com/library/detail.aspx?g=36eb0533-006b-426¢e-ab44-637da38c239b; Standards
Australia, “AS ISO 19600:2015,” https://www.standards.org.au/standards-catalogue/standard-
details?designation=as-is0-19600-2015).

142 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 5.

143 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 9.

144 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 10.
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property market and the Global Financial Crisis.”!* Against those actual declines, the forecast
“assumed that transaction volumes will resume its long term growth rate of 2% - 3%.”4¢

7. The 2010 plan itself carried the residual market risk of “Continued deterioration in the
market — slowing down of transaction volumes,” to which its stated mitigation was that this was
“Unlikely to materially reduce to the point of making the business economic” and a direction to
“Pursue and develop other lines of revenue.”'*’ The 2013 plan reflected the same pressure in a

lowered long-run growth assumption.
D. Adoption, Take-up and Utilisation Risk

8. Across every plan, the single most consistently emphasised risk is that subscribers — banks
first, then practitioners — would not adopt and use the platform at the forecast rate. The
investment case depends on this risk, because revenue accrues only when transactions are
completed through the platform.'#®

9. The founding documents were explicit that take-up, not technology, was the principal risk.
The 2010 plan warned that “take up rate is the second major risk to any E-Conveyancing

9149

enterprise, and PwC cautioned that even at “maximum take-up” of 80% of solicitors/

conveyancers,” only “62% of transfers will be possible in EC” — a structural ceiling on the

145 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 10.

146 pricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 10.

147 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 70.

148 The statements from each document supporting this characterisation, with their sources, follow in this section.

149 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 24.
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highest-value revenue line.!>° PwC further warned that the adoption roadmap was unproven:
“The indicative delivery roadmap has been drafted to the best of our understanding. It has not
taken into account stakeholder’s priorities, constraints and has not been validated with
stakeholders.”!®! Overseas evidence was consistent — “Uptake slow where EC is not
mandatory,” with British Columbia reaching a take up rate of only 58.7% after several years
absent a mandate.!>

10. The same risk was disclosed to prospective investors and repeated in the funding documents.
The investor presentation included in the 2012 board pack warned that bank participation might
not reach forecast rates and that practitioner take-up might be lower than expected, recording as
key business risks that “[i]f one or more of the Major Banks are not on board there is risk that
take up rates will not occur at the forecast rates” and that “[t]here is a risk that the take-up rates
of the key conveyancing market participants will be lower than expected.”!>® The Primary Stage
B funding offer document put to investors in March 2012 carried the same disclosure among its
key risks: “[i]f one or more of the Major Banks are not on board there is risk that take up rates
will not occur at the forecast rates.”'** On the enterprise’s own account to investors, therefore,
the banks’ status as shareholders and expected subscribers did not secure their use of the

platform, nor that of the practitioners on whom the largest part of revenue would depend.

150 pricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 43.

151 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 41.

152 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), pp. 53, 55.

133 NECDL Board #55 (2012), investor presentation included in the board pack, PDF pp. 149-150.

134 NECDL Board #46 (1 March 2012), Primary Stage B Funding Offer Document, sections 7-8 (Key Risks —
Business), PDF pp. 180, 183—-184.
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11. The 2013 risk assessment included the risk of “Inability to secure the confidence of

subscribers resulting in declining uptake and revenue,”!>

and, in its delivery appendix, referred
to “Suboptimal user experience of PEXA platform resulting in declining uptake, usage, and
revenue.”!® The 2014 plan stated: “The major operational focus in 2014 (and also the biggest
risk for PEXA Ltd) will be network uptake and usage.”!” Its enterprise risk assessment rated
“Subscribers do not push through budgeted volume” at Likely likelihood and Major consequence
— the sole “Extreme”-rated risk in the entire risk assessment.!

12. By late 2013 the risk had materialised in the form the plans had anticipated. The December
2013 board minutes recorded that “[t]ransaction volumes are still low and the most significant
current risk to the business is the slower than anticipated uptake by the banks,” prompting
management to form “a new team combining account management, deployment and business
integration resources” to address bank uptake.'>’

13. By 2015 PEXA stated that “the technology delivery risk has been virtually eliminated” and

that “[w]idespread use of the platform is the only major challenge remaining,” !

identifying
utilisation as “The remaining long-term risk for the business.”!¢! Its strategic risk assessment

rated utilisation at “High likelihood, critical impact” — the highest-rated risk in that plan —

155 National E-Conveyancing Development Limited, 2013 Business Plan (v1.4, Board Approved 24 May 2013), p.
22.

156 National E-Conveyancing Development Limited, 2013 Business Plan (v1.4, Board Approved 24 May 2013), p.
129.

15T PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 3.

158 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), pp. 92-93.

159 Board Meeting #74 (17 December 2013), BoardMeeting74 Minutes, PDF pp. 3-5, 7.
160 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 7.

161 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 49.
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noting that “Delays in transitioning PEXA from a ‘pilot mode’ to ‘BAU’ may slow down full
market adoption,”!%? and it disclosed that “Utilisation rates in the major banks in particular are
lower than expected.”!®?

14. By 2016 the same risk was reframed around the fragmented practitioner market. The 2016
risk assessment rated the PEXA Direct practitioner-competency risk at “Critical” impact.'®*
15. The subsequent operating data are consistent with the central importance of adoption and
utilisation identified in the business plans. As shown in Figure D-1 below, the number of
practitioner firms using the platform increased from 1,045 in FY'15 to 2,540 in FY'16, 4,276 in

FY17, 6,669 in FY18 and 8,216 in FY19. At the same time, transactions per practitioner firm

increased from 4 in FY15t09in FY16,22in FY17,65in FY18 and 175 in FY'19.

162 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 49.
163 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 8.
164 PEXA 2016 Business Plan (final), p. 95.

C-7



Figure D-1'%
Number of Practitioner Firms Using PEXA’s Platform and Transactions per Practitioner
Firm

L2 Number of Practitioner Firms NSW / Vic

& Transactions per Practitioner Firm mandates 9570 9,746
| 8955

10,085

) FY14 FY15 FY16 FY17 FY18 FY19 T FY20 Fy21 FY22 FY23
16. These trends demonstrate that the commercial success of the platform depended not simply
on developing and launching the technology, but on achieving widespread adoption and
increasing utilisation by existing users. Consistent with the risk assessments described above,
growth in practitioner participation and transaction activity became increasingly important
drivers of the enterprise's performance as the platform moved from development to commercial
operation.

17. The data also show that adoption and utilisation continued to develop materially after FY19.
Following the introduction of the NSW and Victorian mandates, the number of practitioner firms

using the platform increased to 8,955 in FY20 and 9,570 in FY21, while transactions per

165 See “Penetration chart 26 08 10.”
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practitioner firm increased to 323 and 426, respectively. These outcomes are consistent with the
business plans' repeated identification of take-up, utilisation and network participation as key

determinants of the platform's long-term success.
E. Stakeholder Alignment and Dependency Risk

18. Because the platform only delivers value if all parties to a transaction participate, the
enterprise carried a dependency on aligning stakeholders whose interests diverge. The 2010 plan
identified this as foundational: “the largest and enduring challenge to this business is the
alignment of stakeholders. There are multiple groups deriving value in different ways from
different products, and with currently quite wide divergences in exposure and commitment to E-
Conveyancing.” %

19. Bank participation was treated as a precondition. The 2010 plan stated that “Without banking
sector commitment to the ECE there is a substantial increase in the risk of this project, to the
extent that third party, and even further government investment in this enterprise could be
compromised,” and that the “absence of banking sector commitment could ultimately
compromise this entire business and investment case.”'®” PwC noted the concentration, stating
that “Electronic conveyancing is not the largest opportunity available to banks to lower costs”
and that “All stakeholders have to come on board for banks to realise [the] full amount of

potential benefits.”!68

166 National E-Conveyancing Development Limited, Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 28.

167 National E-Conveyancing Development Limited, Business Plan for an E-Conveyancing Enterprise (Board

Adopted 11 October 2010), p. 29.
168 PricewaterhouseCoopers, National E-Conveyancing Development Limited Market Analysis Consulting Brief (19

August 2010), p. 14.
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20. Alignment of the eight State and Territory Land Registries was an equal dependency. The
2010 risk assessment listed the risk that “The LTO’s do not agree on data standards, risks,
processes and systems which may undermine a National E-Conveyancing approach,” with the
mitigation that the “Enterprise must maintain different ‘flavours’ for each state at an additional
development cost.”!%’ PwC stated that benefit realisation required full participation: “NECDL
needs to implement a national solution with the acceptance of all the key stakeholders, across all
key State jurisdictions.”!”°

21. State participation did not resolve this dependency. The December 2012 key-risks paper
recorded, for board noting, that “[I]and Registry jurisdictional differences have the potential to
impact the take up of PEXA,” rated Moderate, and the Primary Stage B funding offer identified
as a stakeholder-alignment risk “[i]nsufficient support from key shareholder groups for the ECE
initiative.”!”!- 172 The participation of the States as shareholders therefore did not guarantee that
their registries would implement the interfaces on which the platform depended, nor that the
wider stakeholder group would align behind it.

22. The dependency persisted into the operating years. The 2015 plan cautioned that “PEXA

cannot instigate transactions. Support from stakeholders, in particular the major banks and Land

Registries, is needed to drive industry transformation,”!”® and that “Further efforts from State

169 National E-Conveyancing Development Limited, Business Plan for an E-Conveyancing Enterprise (v10.1, Board
Adopted 11 October 2010), p. 68.

170 pricewaterhouseCoopers, National E-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 3.

7l NECDL Board #58 (12 December 2012), Key Risks and Mitigants, p. 378.

172 NECDL Board #46 (1 March 2012), Primary Stage B Funding Offer Document, sections 7-8, PDF pp. 180, 183—
184.

173 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 8.
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Governments are needed to achieve the long-term industry goal of 100% electronic

lodgments.”!7*

F. Delivery, Technology and Platform Execution Risk

23. The construction and reliable operation of the platform represented a substantial execution
risk, particularly in the development years. The 2010 plan acknowledged that “The cost of
building the E-Conveyancing platform is high, and requires substantial lead time before revenues
are forthcoming. Consequently there is a substantial risk in terms of both capital expenditure and

175 and its risk assessment grouped delivery risks around

execution risk around the development,
the “Ability to manage the technical complexities associated with the delivery of each product
bundle” and “Managing development and roll out of solution within the target timeframes,”
mitigated chiefly by appointing a capable management team and ensuring the vendor has
expertise to “understand complexities.”!”®

24. These were live risks in the funding documents as well. The March 2012 funding offer
disclosed to investors that “[t]here is a risk that the technology will not be built in the estimated
time, or within the estimated budget, or a combination of both,” alongside the risk of “unforeseen

expenses which have not been accounted for in the financial projections.”!”” The execution risk

was borne out in the deployment schedule: the December 2013 board minutes recorded that the

174 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 12.

175 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 24.

176 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 70.

177 NECDL Board #46 (1 March 2012), Primary Stage B Funding Offer Document, section 8 (Key Risks —
technology and unforeseen expenditure), PDF pp. 180, 183-184.
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revised Release 2 schedule had lifted the reforecast funding requirement, confirming that a
technology release had slipped and that the cost of delivery had risen.!”®

25. PwC characterised the undertaking as one that “carries significant execution and
implementation risk.”!”® The 2013 plan carried platform delivery as a named strategic risk — the
“Inability to deliver the PEXA platform on time and/or within budget resulting in significant
brand damage” — mitigated by a dedicated PMO function and Steering Committee, '*° and added
scalability risk: the “Inability to accommodate additional volumes through the PEXA platform
resulting in declining uptake and revenue.”!¥!

26. The 2014 plan reported that platform risk had fallen materially now that Release 1 was live
— “PEXA Release 1 operating since June 2013 and Release 2 well advanced, which has
significantly reduced the Platform risk”!%? — but its enterprise risk assessment still rated
“Inability to deliver each increment of Release 2 within schedule” at High (Likely Likelihood /
Moderate Consequence).'®* By 2015 PEXA judged that “technology is no longer a significant

strategic risk,”!®* and the risk thereafter shifted toward availability, resilience and the cloud

migration: the 2017 plan noted PEXA “must ensure its platform remains stable, reliable and

178 Board Meeting #74 (17 December 2013), BoardMeeting74 Minutes, PDF pp. 3-5.

179 PricewaterhouseCoopers, National E-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 3.

130 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 21.

181 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 129.

182 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 6.
183 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), pp. 92, 94.
184 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 48.
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efficient as it migrates to the cloud and as the industry moves to 100 per cent digital and

transaction volumes massively increase.”!%’

G. Competition and Disintermediation Risk

27. The competitive threat inverted over the life of the venture: from the enterprise displacing
established intermediaries to the enterprise being the incumbent exposed to new licensed
competitors. At the outset PwC identified that NECDL’s value creation displaced incumbent
revenue — “the intermediary industry will lose approximately $125m in revenues per annum” '8
— and that “The largest competitors/ intermediaries that will be impacted by NECDL are SAI
Global, Legalink and Perpetual,” firms occupying the same value chain.'®” The 2010 plan
recognised the risk that “The competitors (i.e. software developers) get to market ahead of
enterprise.”!8®

28. During the monopoly years the plans monitored barriers to entry. The 2013 plan carried the

risk that “Barriers to entry into our markets fall resulting in one or more new entrants to the

185 PEXA 2017 (FY18) Business Plan, final version (2017), p. 34.

186 pricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 32.

187 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 13.

188 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 70.
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market, and the parallel risk of “Hostile Acquisition of the NSW Land Registry resulting in

the emergence of a direct competitor.”!°

H. Regulatory and Legislative Risk

29. Regulation is intrinsic to the business because it can operate only where legislation permits
electronic lodgment, and its pricing and structure are subject to the regulator. In 2010 the
threshold risk was the enabling legislation itself. The plan treated as “a show stopper” the risk
that “Legislation does not get enacted to allow land registries to accept electronic instruments”
and the risk of “Changes in legislation / regulation during build and deployment.”!*! It also
flagged the market-power risk that “With too much market power, the State governments or the
ACCC (or both) could regulate price points, or even force the business to release infra-structure

to a competitor,”!??

and adopted a five-principle pricing discipline including that its value
capture “will not exceed 40%” and that above 60% market share it would “approach the ACCC
to obtain sign off.”!%?

30. Once operating, the regulatory relationship was formalised through ARNECC’s Model

Operating Requirements and Model Participation Rules. The 2013 plan carried the risk of

139 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 21.

190 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 21.

191 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 69.

192 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 25.

193 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), pp. 30-31.
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“Inability to fully comply with our legislative and regulatory obligations resulting in fines,
enforceable undertakings and brand damage.”!** The 2013 plan also disclosed a specific pricing-
pressure risk: “Increasing pressure by one or more of the big four banks to reduce prices by more
than 10% resulting in a potential decrease in profitability of up to $4m per annum and potential

scrutiny from the ACCC.”!*
I. Compliance Risk

31. Distinct from the risk of adverse regulatory change is the risk of failing to comply with the
obligations already in force. This risk grew as the business scaled and its obligations multiplied.
The 2014 plan named “Inability to fully comply with our legislative and regulatory obligations”
as a strategic risk, mitigated by a “comprehensive compliance training program” and “[m]onthly
compliance reporting to ARNECC.”!”® The 2015 plan located the risk in a defined obligation set
— “under ARNECC’s Model Operating Requirements, the National Electronic Conveyancing
Law and National Privacy Law” — and disclosed a rising burden, citing “A greater than

anticipated compliance burden” as a reason operating expenditure had been revised upward.'®’
J. Cyber-Security, Fraud and Information-Security Risk

32. As a platform holding sensitive data and orchestrating the movement of large sums at

settlement, PEXA carried significant information-security and fraud risk, which became more

194 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 22.

195 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 22.

196 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 7.
197 PEXA 2015 Business Plan (Board Approved 11 June 2015), pp. 54, 78.
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prominent as the network grew. The 2013 delivery risk assessment carried the “Inability to
secure our mission critical IP and infrastructure resulting in operational threats to PEXA and
lower barriers to entry into our market,” mitigated by an Information Security Management
System and “Ernst and Young Attack and Penetration Testing.”!”® The 2014 plan hosted the
platform “on an ISO27000 Compliant Platform” and rated “Mission critical information is
unavailable and/or not appropriately secured” as a strategic risk,'*® carrying a $10m Cyber
Policy.?%

33. The 2016 risk assessment rated the information-security risk’s consequence as “Critical due
to the impact a security breach or data compromise would have on market and regulatory

confidence.”?"!

K. Operational, Business-Continuity and Third-Party Dependency Risk

34. Operational risk in the documents reviewed is expressed as the capacity of the platform to
carry volume and to remain available. The 2013 plan carried scalability as a named strategic risk
— the “Inability to accommodate additional volumes through the PEXA platform resulting in

2202 __ and framed the loss of control of core infrastructure in

declining uptake and revenue
operational terms, as the “Inability to secure our mission critical IP and infrastructure resulting in

operational threats to PEXA and lower barriers to entry into our market,” mitigated by an

198 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 129.

199 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 7.
200 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 100.
201 PEXA 2016 Business Plan (2016), p. 97.

202 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 129.

C-16



“Information Security Management System.”?%* The 2014 plan rated “Mission critical
information is unavailable and/or not appropriately secured” as a strategic risk and hosted the
platform “on an ISO27000 Compliant Platform.”?%

35. Third-party dependency is present from the outset: the 2010 plan’s delivery risk mitigation

rested on appointing a vendor able to “bear the execution risk around the development,”2%° s

0
that continuity of the platform depended in part on parties outside the enterprise. By 2017 the
exposure was expressed as availability under migration and growth, the plan recording that
PEXA “must ensure its platform remains stable, reliable and efficient as it migrates to the cloud
and as the industry moves to 100 per cent digital and transaction volumes massively increase.”>%

Exhibit IL.5 records the category as addressed in each document from 2013 to 2017, in each case

without a stated rating.
L. Title Integrity, Settlement and Transaction-Failure Risk

36. A category unique to this business is the risk to the integrity of the land-title register itself —
the legal guarantee on which the property system rests. The 2010 risk assessment placed this
first, as the risk that “The E-Conveyancing solution diminishes / undermines integrity of the
Land Title Registries” and the “potential loss of accuracy, probity and integrity of information

before any change is entered into the land registry,” mitigated by building end-to-end controls to

203 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 129.

204 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 7.

205 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 70.

206 PEXA 2017 (FY18) Business Plan, final version (2017), p. 34.
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the registries’ requirements and providing them a “warranty.”?"” It also flagged “Potential
increases in TAF fund exposure” — the state Torrens Assurance Funds that indemnify against
title fraud — a risk-assessment row for which no mitigation was stated.?%

37. A closely related exposure was fraud liability shifting to practitioners through digital signing
— the “Increased risk to Solicitors and Conveyancers etc. through use of digital signatures,”>%
described elsewhere as a “major misalignment of interest” to be mitigated by building identity
tools such that a compliant user “would be indemnified against any claim of loss or damage
arising from fraudulent use of the system.”?!?

38. In the operating plans this category was reframed as settlement- and transaction-failure risk.
The Title Activity Check service was described as reducing “the risk that last minute changes to
a title could cause a transaction to fail to lodge or register,”?!! and the 2014 plan identified a
forward work item to assess “the risks inherent in the Release 2 Settlement Model and

underlying liabilities of each party to the Settlement model.”?!?

207 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 68.

208 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 68.

209 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 68.

210 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 30.

2l PEXA 2017 Business Plan, final version (2017), p. 68.
212 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 63.
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M. Financial, Funding, Solvency and Capital Risk

39. The venture was loss-making for many years and repeatedly dependent on further capital, so
that funding and solvency risk was live in every plan through to breakeven. The 2010 plan stated
“a minimum of $78.8m in funding will be required to fund operating losses during the start-up
phase,” with losses forecasted until 2016,%!* and the enterprise was entirely equity-funded, so
that its solvency depended on that raise.

40. The founding financial plan framed the investment in expressly venture terms. The
September 2010 board financial plan sought “$75m of funding” that was “required in tranches
over time,” projected “[c]ash [f]low break even in 2016 and an “IRR of 38% for NECDL
foundation owners in 2017,” and identified the corresponding downside as “Solution Execution
Risk; Market Take-Up Risk; [and] Financial Risk.”?!* The founding business plan of the same
period likewise recorded that the “[p]rimary risks were solution execution risk, market take-up
risk, financial risk and legal risk.”?!> A staged-funding structure paired with a forecast 38%
equity return and an explicit execution-, adoption- and funding-risk set is the profile of a
development-stage venture, not that of a low-risk utility.

41. The early solvency position was correspondingly fragile. In July 2011 the board minutes
recorded a cash balance of “$499,972” that was adequate only “through to 21 September” and

depended on professional advisers deferring fees, an arrangement the company’s solicitors

213 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 62.

214 NECDL Board Papers #11 (13 September 2010), NECDL Financial Plan and major risk factors, PDF pp. 25-26.

215 NECDL Board Papers #11 (13 September 2010), Founding business plan “risks were solution execution risk,
market take-up risk, financial risk and legal risk.”
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advised “it is possible...constitute an arrangement of the kind referred to... [as an] ‘Insolvency
Event.””?!6 The 2012 business plan recorded that the first funding round had raised “$42.5m,
which included a $6m early contribution made by the State Governments of Victoria, New South
Wales and Western Australia,” but that “without further funding the business will run out of
funds in May 2013,” and that “second and third rounds of funding” would be required to reach
break-even.?!” The March 2012 funding offer put the further requirement at approximately $61m
to reach cash-flow break-even.?!®

42. The going-concern risk was confirmed by the company’s auditors. The Ernst & Young
closing report on the FY 12 statutory accounts recorded an “emphasis of matter” noting that
“there are significant hurdles to be achieved in the next calendar year in order to secure
continued funding for the company,” and that, because “[t]he achievement of commercialisation
hurdles to provide ongoing funding for the company is not confirmed at 30 June 2012...a
significant uncertainty exists.”?!” The December 2012 key-risks paper carried, for board noting,
the “[f]ailure to maintain adequate levels of working capital to fund our growth objectives,” rated
Moderate.??

43. The 2013 plan contained the most explicit going-concern statement in the series: “without

further funding, the business will experience solvency issues by January 2014 and run out of

216 NECDL Minutes #35 (26 July 2011), Funding warranties and cash-flow projections, PDF pp. 2-3.

217 NECDL Board #48 (3 May 2012), 2012 NECDL Business Plan -- Board Draft (26 April 2012), pp. 90-91 (PDF
pp. 95-96).

218 NECDL Board #46 (1 March 2012), Primary Stage B Funding Offer Document, sections 7-8, PDF pp. 180, 183—
184.

219 NECDL Board #54 (4 October 2012), FY 12 Statutory Accounts paper and Ernst & Young Closing Report, PDF
pp. 169, 214.

220 NECDL Board #58 (12 December 2012), Key Risks and Mitigants, p. 378.
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funds in March 2014,”??! requiring “a minimum of $25m” in additional funding to complete

t,222 with debt unavailable because “access to debt funding will not be available to

developmen
the company at least until beyond break-even.”??* It further disclosed that the raise depended on
shareholders unanimously approving an amendment to the Shareholders’ Deed, and that the plan
retained funding “to cover any liabilities in the event of a requirement to wind up the
company.”?**

44. The 2013 position was reflected in the board’s funding decisions. The December 2013 board
minutes recorded that the revised Release 2 schedule had lifted the reforecast funding
requirement to “between $12.4 million and $31.3 million,” with a “likely case” of $17 million,
and that, “based on the advice from Grant Samuel that debt funding is not available on
commercially reasonable terms,” any further funding “should be by way of an equity issue” —
so that the shortfall fell to be met by shareholders through further dilution rather than debt.??’ In
June 2014 the board considered a “Supplementary Tertiary Stage Funding of $25.8m to establish
a solvency and contingency fund,” after one of the State investors’ own due diligence “identified

risks that justified a total raise of $45m,” of which “$12m...[was] an appropriate contingency for

solvency and any potential wind-up costs.”??® That the board provisioned specifically for

221 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 127.

222 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 125.

223 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 127.

224 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 127.

225 Board Meeting #74 (17 December 2013), BoardMeeting74 Minutes, PDF pp. 3-5, 7.
226 PEXA Minutes #82 (19 June 2014), Supplementary Tertiary Stage Funding, PDF pp. 1-2.
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“potential wind-up costs,” and that a State investor’s diligence enlarged rather than reduced the
required raise, is direct evidence that exit remained a credible outcome which state participation
had not removed.

45. The 2014 plan quantified a funding gap “between $12.5m and $32.9m (net of costs)” before
cash-flow breakeven, recommending a raise of up to $40m “to put the viability of PEXA Ltd
beyond doubt.”??” The 2015 plan sought “a capital investment of up to $44.3 million,”?®
disclosing that its projections included “no allowance made for a solvency buffer.”??* The 2016
plan required a further “$47m (net of costs) comprising the $37.0m shortfall and an allowance of
$10m for a solvency buffer.”?3°

46. The pattern continued to the pre-listing stage. The 2017 plan raised a “Pre-IPO FEF” of up to
$115.6m and noted a contractual capital-call mechanism under “Clause 21.1 of PEXA’s
Shareholders Deed” capped at the plan maximum.?*! A further structural financial vulnerability
recurs: dependence on the R&D refundable tax offset, which each plan flagged with the qualifier

“As the legislation currently stands.”?*?

N. People and Organisational Risk

47. The early plan placed particular weight on organisational and key-person risk as a driver of

execution risk. The 2010 plan made the point that a small, capable team built around a specific

227 PEXA 2014 Business Plan (v1.8, Board Approved 1 May 2014), p. 72.
228 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 9.

229 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 56.

230 PEXA 2016 Business Plan (final), p. 76.

231 PEXA 2017 Business Plan (Final), p. 55.

232 PEXA 2016 Business Plan (final), p. 76.
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culture was “absolute imperative to reduce execution risk” in both the development and take-up
phases, and that the venture would need to attract senior people to what would be perceived as a
“risky start up.”?*?

48. Once operating, the risk was expressed as the “Inability to recruit, develop and/or retain high
performing resources resulting in loss of IP, specialist skills and declining engagement,”
mitigated by HR policies and a Talent Management Program.?** The 2015 plan stated the key-
person exposure: “There is a risk that the business will lose its key personnel and their

knowledge about the business and the PEXA platform.”?*

O. Governance, Shareholder and Liquidity-Event Risk

49. As the enterprise matured toward a potential listing, a set of ownership, governance and
corporate-action risks emerged that were absent from the early plans. The 2017 plan
contemplated a listing within the plan period, budgeting “Incremental costs in relation to an [PO”

and an explicit “Liquidity Event” cost line.?*¢
P. Forecast-Reliability and Valuation Risk

50. A distinct risk attaches not to the business but to the reliability of the financial and market
analysis on which the earliest investment case rested. The PwC brief, prepared for prospective

investors, disclaimed reliance on its own face: “prospective Investors are not entitled to rely and

233 National E-Conveyancing Development Limited Business Plan for an E-Conveyancing Enterprise (Board
Adopted 11 October 2010), p. 47.

234 National E-Conveyancing Development Limited, 2013 NECDL Business Plan (v1.4, Board Approved 24 May
2013), p. 129.

235 PEXA 2015 Business Plan (Board Approved 11 June 2015), p. 78.
236 PEXA 2017 (FY18) Business Plan (Final), pp. 51-54.
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will not rely on any information, comment, conclusion, or opinion in our Report, or the accuracy
or completeness of any information included in the Report,”**” and stated that its work “did not
constitute an audit or review” and that, except where stated, “we have not subjected the financial
or other information contained in this report to checking or verification procedures.”?*8

51. The substantive conclusions were correspondingly hedged. PwC acknowledged that “market
analysis and valuation work cannot be regarded as an exact science and the conclusions arrived

239 and that stakeholder-supplied benefit and

at in many cases will, of necessity, be subjective,
cost data “has not been verified and has been received also in good faith.”?*° The revenue figure
was a wide, assumption-driven band — “annual revenues of approximately $53 - $89m” —
resting on an assumed capture of “30% - 50% of the available gross benefits” and expressly
excluding “any integration and operating costs,” so that the figures overstate the economics
actually available.?*!

52. The same subjectivity attached to the asset being acquired. The intellectual-property value

underpinning the enterprise was assessed as a range “between $11.7 million and $13.2 million,

with a mid-point of $12.4 million,”?** derived on a historic-cost basis and adjusted by subjective

237 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 2.

238 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 3.

239 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 1.

240 pricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 1.

241 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 48.

242 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 59.
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re-use and update percentages, and it “does not consider the cost of any other IP that would need
to be accessed or acquired in order to build the NECS platform.”?* The single largest
component, the Victorian ECV platform, rested on an Accenture assessment whose “underlying
valuation assumptions” PwC had “not reviewed or assessed.”?** The founding revenue, benefit
and asset figures are therefore indicative ranges built on unverified inputs rather than reliable
point estimates.

53. Distinct from the reliability of the founding forecasts is the basis on which the company was
subsequently valued and its shares priced, which the governing documents fixed by reference to
the company’s stage of development and risk. The Shareholders’ Deed of 5 August 2011
provided that “the appropriate discount rate for the Company will be based on the Company’s
risk profile as at the time of the valuation,” that the Independent Expert’s assessment “will take
into account the benchmark discount rates for other businesses at a similar stage of development
as the Company at the time of the valuation,” and that the expert was to additionally have regard
to “the marketability, or lack of marketability of the Shares.”?*> The valuation standard the
shareholders themselves adopted was therefore a development-stage, risk-adjusted and
illiquidity-adjusted one, not the benchmark of a mature regulated utility.

54. The independent valuations bore this out and showed risk being priced directly into

successive capital raisings. The May 2015 funding proposal recorded that “[i]n all previous

243 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), p. 64.

244 PricewaterhouseCoopers, National e-Conveyancing Development Limited Market Analysis Consulting Brief (19
August 2010), pp. 60, 66.

245 Shareholders’ Deed National e-Conveyancing Development Limited, (5 August 2011), clause 22.2, PDF pp. 29—
30.
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funding rounds the Board set the offer price at the lowest extremity of the independent
valuation,” and that the environment had by then changed because “risks around completion and
operation of the network are much diminished” — an assessment which, by describing those
risks as only “much diminished” as late as 2015, confirms that investors in the earlier rounds had
borne materially greater risk.?*® The pricing debate continued into 2016: the board minutes of 14
April 2016 recorded the Independent Valuation Committee’s recommendation that the board “set
a price of $5.00 (or an amount lower than this if the Board’s assessment of the market landscape
risk is significant),” against a Lonergan Edwards valuation range of “$4.79 to $7.07,” with the
opinion expressed that “the issue price should be closer to $4.79.”%*” A wide independent
valuation range, priced at or near its lower bound on account of market-landscape risk, is

inconsistent with the low-risk profile attributed to the early years.

246 PEXA Minutes #97 (20 May 2015), Further Tertiary Stage Funding Proposal, p. 2 (PDF p. 2).

247 PEXA Minutes #110 (14 April 2016), board minutes recording the Independent Valuation Committee
recommendation of 12 April 2016; valuation range determined by Lonergan Edwards ($4.79-$7.07).
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