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Callable Debt & Swap Coordination —
Refinancing Optionality in Regulated
Networks

Scenario Type: Infrastructure — Operating Phase (Liability & Optionality Management)
Asset Class: Regulated Utilities & Essential Infrastructure

Situation Type: Callable public debt with swap overlay where hedge termination is
mechanically linked to bond redemption

Primary Issue: Callable refinancing optionality rendered unusable by swap termination
asymmetry, liquidity exposure, and governance constraints — not funding access or rate
level

1. Decision Context

The portfolio holds long-dated callable public debt synthetically transformed via
interest rate swaps.

On paper, the structure embeds refinancing flexibility if rates fall. In practice, exercising
the call forces an immediate and economically material decision on the hedge.

The IC decision is not whether refinancing could be attractive at lower rates.

Itis whether the organisation can exercise callable optionality without triggering
uncontrolled hedge settlements, liquidity strain, or governance failure.

This is not a rate view. It is a decision-readiness and structural alignment problem.

2. What Changed
At issuance:

e (Callable debt introduced to preserve long-term flexibility

e Swap overlay executed to achieve preferred funding profile
e Termination mechanics treated as standard documentation
e No operational framework defined for exercising the call

Over time:

e Rate regimes shifted materially
e Callwindows became economically relevant
e Swap MTM became large relative to refinancing benefit



Governance attention increased as call dates approached

The liability evolved. The decision framework did not.

3. How the Risk Actually Manifests

The failure mode is not mispricing. It is forced sequencing.

Calling the bond automatically accelerates hedge termination
Swap MTM crystallises irrespective of refinancing economics
Collateral and liquidity demands surface during notice periods
Hedge accounting and audit treatment become gating items
Decision timelines compress while consequences expand

What was designed as flexibility becomes a bundled, high-pressure decision that
cannot be evaluated cleanly or executed confidently.

4. \What Surfaces on Review

Consistentissues emerge when reviewed under live conditions:

Callable debt and hedge optionality are asymmetric

The call option has no operational owner or trigger framework
Swap behaviour dominates refinancing economics

Liquidity and accounting constraints surface too late

Boards are asked to decide under compressed timelines

The option exists legally, but not operationally.

5. Structural Assessment

This is not:

Itis:

A market access problem
A rate forecasting problem
A hedge effectiveness failure

A liability—-hedge coordination failure
An optionality sequencing problem
A governance readiness gap

Any response must preserve:

PoObd=

Control over hedge termination outcomes
Liquidity resilience during call notice windows
Audit and hedge-accounting defensibility
Executable decision authority under time pressure
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6. Structuring Logic

Effective responses focus on making the call executable, not maximising theoretical
value.

Key principles:

e Treat callable debt and swap overlay as a single combined position
e Remove automatic hedge termination as a condition of calling

e Introduce termination optionality symmetry where possible

e Pre-approve decision frameworks before call windows open

e Modelliquidity, accounting, and execution paths explicitly

The objective is not to enhance optionality. It is to remove structural traps that prevent
its execution.
7. Intended Outcomes

When addressed correctly:

e (Callable refinancing becomes a governed decision, not a gamble
e Swap MTM no longer vetoes refinancing by default

e Liquidity pressure is anticipated, not discovered

e Boards assess all-in outcomes, not fragmented signals

e Optionality retains economic value across call windows

The option stops decaying passively and becomes usable.

8. IC Takeaway
Callable debt rarely fails because the option was mispriced at inception.

It fails because the organisation reaches the call window without having removed the
structural constraints that make execution unsafe.

Having an option is not the same as being able to use it.
9. Applicability
Most relevant where:

e (Callable debt is paired with terminating hedge overlays
e Refinancing decisions occur on discrete call dates

e Governance and audit sign-off are required

e Liquidity and collateral constraints matter

Less relevant where:

Debtis non-callable or make-whole only

Hedges are independently cancellable without MTM cliffs

Refinancing is not realistically achievable
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10. Engagement Path

Primary Offer: Structuring-as-a-Service™ - Liability and hedge optionality coordination —
aligning callable debt, swap behaviour, liquidity, and governance before refinancing
windows open.

Secondary / Bespoke: Callable swap restructuring, swaption overlays, refinancing
decision framework design, hedge-accounting memo support.

A full structural narrative is available for readers who wish to review the underlying
mechanics, trade-offs, and remediation sequencing in greater detail.

Disclaimer

lllustrative scenario for discussion purposes only. Not a transaction summary or client-
specific case study.
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