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Important notice 

This report was prepared by CEPA1 for the exclusive use of the recipient(s) named herein.  

The information contained in this document has been compiled by CEPA and may include material from other 

sources, which is believed to be reliable but has not been verified or audited. Public information, industry and 

statistical data are from sources we deem to be reliable; however, no reliance may be placed for any purposes 

whatsoever on the contents of this document or on its completeness. No representation or warranty, express or 

implied, is given and no responsibility or liability is or will be accepted by or on behalf of CEPA or by any of its 

directors, members, employees, agents or any other person as to the accuracy, completeness or correctness of the 

information contained in this document and any such liability is expressly disclaimed.  

The findings enclosed in this report may contain predictions based on current data and historical trends. Any such 

predictions are subject to inherent risks and uncertainties.  

The opinions expressed in this document are valid only for the purpose stated herein and as of the date stated. No 

obligation is assumed to revise this report to reflect changes, events or conditions, which occur subsequent to the 

date hereof.  

CEPA does not accept or assume any responsibility in respect of the document to any readers of it (third parties), 

other than the recipient(s) named therein. To the fullest extent permitted by law, CEPA will accept no liability in 

respect of the report to any third parties. Should any third parties choose to rely on the report, then they do so at 

their own risk.  

——————————————————————————————————————————————————— 

1 “CEPA” is the trading name of Cambridge Economic Policy Associates Ltd (Registered: England & Wales, 04077684), CEPA LLP 

(A Limited Liability Partnership. Registered: England & Wales, OC326074) and Cambridge Economic Policy Associates Pty Ltd (ABN 

16 606 266 602). 

 

© 2020 CEPA. 
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1. INTRODUCTION  

The Queensland Competition Authority (QCA) engaged CEPA to provide it with advice on the asset beta, capital 

structure, credit rating, and debt risk premium for GAWB’s 2020-2025 pricing period. Our advice was set out in our 

report titled ‘Advice on an appropriate asset beta, capital structure, credit rating, and debt risk premium for GAWB’s 

2020-2025 pricing period’ published on the QCA’s website in February 2020.2 

As part of the engagement, we were required to: 

Update the ten-year debt risk premium for a BBB-rated entity (or the credit rating later directed by the 

QCA) for an averaging period occurring in the first quarter of 2020 (to be confirmed at a later stage). 

Consultants should calculate this using two data sources: RBA data (following the approach in the AER 

rate of return guidelines) and Bloomberg data (Bloomberg BVAL 10-year BBB rated series), and 

provide the underlying data. 

The debt risk premium (DRP) estimates presented in our 2019 report were based on the 20-business days up to the 

30th August 2019. This note provides the updated DRP estimates. 

2. DEBT RISK PREMIUM 

We have followed the same methodology as set out in Section 5 of our report (CEPA, 2019). For ease of reference, 

we have set out this methodology in Appendix A. As per our report, we proceed using an S&P BBB rating to 

estimate the DRP.  

The table below provides our estimates of the DRP. For ease of comparison, we have also provided the estimates to 

30 August 2019 that were set out in our 2019 report. The risk-free rate for the period to 31 March 2020 was 0.90%. 

Table 2.1: Debt risk premium estimate 

Date of estimate RBA (%) Bloomberg (%) Average (%) 

30 August 2019 2.24 1.88 2.06 

31 March 2020 2.67 2.20 2.44 

Source: CEPA analysis; RBA; Bloomberg. 

  

——————————————————————————————————————————————————— 

2 CEPA (2019), Advice on an appropriate asset beta, capital structure, credit rating, and debt risk premium for GAWB’s 2020-

2025 pricing period, December.  
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 DEBT RISK PREMIUM METHODOLOGIES 

 METHOD USING RBA DATA 

To estimate the DRP using RBA data we followed the instructions in the Australian Energy Regulator Rate of Return 

Instrument.3 The steps required to estimate the DRP using RBA data were as follows: 

1. We used linear extrapolation to calculate the exact 10-year term to maturity yield for non-financial 

corporate BBB-rated bonds. 

2. We used linear interpolation to calculate the daily yields for a target term to maturity of 10 years for 

Commonwealth Government Securities (CGS). 

3. We converted the estimated yields in (2) to annual effective rates, assuming semi-annual compounding, 

and estimated the risk-free rate for the 20-business day averaging period to d 31 March 2020. 

4. We used linear interpolation to calculate the daily band spread to CGS as calculated in (2) for our estimates 

in (1). 

5. We converted the estimate in (4) to annual effective rates, assuming semi-annual compounding. We 

estimated the cost of debt for the 20-business day averaging period to 31 March 2020.  

6. We subtracted our estimate of the risk-free rate in (3) from our estimate of the cost of debt in (5).  

 METHOD USING BLOOMBERG DATA 

To estimate the DRP using Bloomberg data we: 

1. Extracted the relevant index from Bloomberg.4 

2. Calculated the annual equivalent rate assuming semi-annual compounding.  

3. Estimated the cost of debt for the 20-business day averaging period to 31 March 2020.  

4. Subtracted the estimate of the risk-free rate.  

 

——————————————————————————————————————————————————— 

3 Australian Energy Regulator, Rate of return instrument, December 2018. 

4 BVCSAB10 Index – AUD Australia Corp BBB 10Y. 
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