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Memorandum 

To: ATCO 

From: CEG – Asia Pacific 

Date: 21 September 2020 

Subject: Review of change in ERA’s DRP methodology 

1 Introduction 

1. The ERA’s current method for estimating ATCO’s debt risk premium (DRP) uses 

Bloomberg’s swaps toolkit to generate AUD fixed equivalent yields from a bond 

sample that includes bonds denominated in AUD and foreign currency, as well as 

fixed and floating coupons.  

2. As Bloomberg intends to shift its swaps toolkit functionality to a premium product 

that costs extra USD 50,000 per annum, the ERA proposes to modify its method for 

estimating ATCO’s debt risk premium using an alternative method in which 

Bloomberg’s “YAS XCCY” (cross-currency yield and spread analysis) function is used 

to bypass the swaps toolkit. This memorandum assesses the impact of such a shift on 

ATCO’s benchmark DRP estimate. 

2 Updating previous estimates using ERA’s proposed 

methodology 

3. We have applied the ERA’s proposed methodology to the bond samples used to 

generate ATCO’s DRP estimates from 2016-2020.1 We then ran the ERA’s R code, 

using the bond yields from each sample as inputs. The resulting cost of debt estimates 

are shown in Table 2-1 for the current SWPM approach and the proposed YAS XCCY 

approach. 

                                                           
1  ATCO provided us with the bond sample determined by the ERA in October 2019. We identified a new 

bond sample for 2020 using Bloomberg’s SRCH function based on the ERA’s search criteria. 

 The bond samples from 2016-2018 were obtained from work that we had previously conducted for 

ATCO in those years. 
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Table 2-1: Comparison of benchmark annualised cost of debt estimates 
using current and proposed methods and ERA’s R code 

 YAS XCCY (proposed 
method) 

SWPM (current method) Diff^ 

 NS NSS GK CoD NS NSS GK CoD CoD 

2016 4.56 4.54 4.53 4.54 4.59 4.58 4.52 4.56 -0.02 

2017 4.72 4.81 4.77 4.77 4.73 4.82 4.78 4.78 -0.01 

2018 4.70 4.72 4.78 4.73 4.69 4.70 4.77 4.72 0.01 

2019* - - - 3.00 - - - 2.99 0.01 

2020# 2.69 2.84 3.05 2.86 2.74 2.84 3.06 2.88 -0.02 

2020 (remove 
long dated)## 

2.84 2.82 3.05 2.90  

Source: Bloomberg, ERA, CEG analysis; ^Defined as proposed YAS XCCY estimate minus current SWPM 

estimate; *The cost of debt estimates shown for 2019 are ERA estimates; #Our estimates for 2020 use an 

averaging period of 20 trading days from 19 August 2020 to 15 September 2020.## These are results if bonds 

with large SWPM vs XCCY variances are removed (all have maturity >50 years) – see discussion below. 

4. We observe from the last column of Table 2-1 that the cost of debt estimates generated 

using the proposed YAS XCCY method are similar but typically lower than the 

corresponding estimates from the current SWPM method.2 Over the five years from 

2016 to 2020, the proposed method results in a lower cost of debt in three of the five 

years, with 2018 and 2019 as the exception.   

5. Figure 2-1 shows the bond yields and fitted curves for the 2020 sample. It can be seen 

that the individual bond yields generated using the current SWPM method and the 

proposed YAS XCCY method are fairly similar except for the five long-maturity 

bonds, where the yields obtained from the newly proposed method are materially 

lower.  These systematic differences are likely to explain the systematic differences in 

Table 2-1.  On this basis, it is reasonable to estimate the XCCY method, relative to the 

SWPM method, will typically depress future cost of debt estimates to a similar degree 

as it has in the past 5 years.   

6. The last row of Table 2-1 shows the 2020 cost of debt under the proposed method 

with the long-maturity bonds removed as a sensitivity analysis – given that it appears 

to be these bonds that drive the difference between SWPM and XCCY estimates. The 

modified sample generates a cost of debt (2.90%) that is higher than that of the 

original sample under the current SWPM method (2.88%) and the proposed YAS 

XCCY method (2.86%) by 2 bp and 4 bp respectively.  

                                                           
2  The differences can be attributed to two sources. First, Bloomberg’s swaps toolkit calculates the AUD 

fixed equivalent yields differently from the YAS XCCY function. 

 Second, our analysis suggests there are a small number of bonds for which AUD fixed equivalent yields 

can be obtained using one method but not the other. This means that the samples used to fit the curves 

under each approach may be slightly different. 
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Figure 2-1: Bond yields and fitted curves for 2020 

 

Source: Bloomberg, ERA, CEG analysis 




