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BRIEF INTRODUCTION TO ARTC
• ARTC manages:

• the interstate freight network that
covers the Queensland Border to
Melbourne to Kalgoorlie

• WA and Queensland are separate
• the Hunter Valley Coal Network

• A key reason for the formation of ARTC was
to provide a one stop shop for access
regulated through the ACCC

• ARTC has 2 separate undertakings with the
ACCC:

• The Hunter Valley Access Undertaking
• The Interstate Access Undertaking
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ACCESS REGULATION

• Both ARTC’s access undertakings 
are underpinned by the Building 
Block Model

• Key aspect of the building block 
model is a floor and ceiling test

• Floor covers direct costs of 
operating the network

• Ceiling, representing maximum 
allowable revenue covers the full 
economic cost

• Full economic cost requires return 
on and of capital

• WACC is the defining feature of 
return on capital
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COST OF CAPITAL = WACC
• Risk free rate and debt rates are based on market assessments
• Market Risk Premium can be determined in a number of ways –

either backward looking or forward looking

• ACCC – Telstra = 6.0%
• AER typically 6.5%

• Does this change with new low interest rates?
• WACC impact = Δ MRP * Gearing

• Gamma is the value of dividend imputation and has been the 
subject of significant debate ranging between 0.25 and 0.40

• Worth c 0.3% WACC

• Decision invariably is appealed to the ACT and one is now 
going to the Federal Court

• Inflation is the forecast to apply for the regulatory period … has 
been non controversial in the past, but no longer

• 1% Inflation is c 1% WACC
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LOW RATES, LOW INFLATION – A NEW ORDER
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10	YB	v	10	Year	CPI	Bond	and	Implied	Inflation	2014-2016

10	YB CPI	Bond Fisher	Equation CPI

Market expectation	of	inflation	based	on	spread	
between	CPI	and	Nominal	equaltion	has	been	close

• Bond Yields are at historical lows
• Inflation is at historical lows
• Inflation well outside the RBA target 

– despite historical low rates
• Market has been accurate at 

estimating inflation

• Major queries on what is the correct 
method for estimating  parameters 
in the current environment

• Inflation
• MRP

• Let alone gamma … how do you 
explain to a Board that the WACC 
can change 0.3% based on different 
theoretical assessments of dividend 
imputation value?


