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When Lifecycle FX Structuring Destroys
Value

Scenario Type: Private Credit — Special Situations / Distressed NPLs

Asset Class: Secured Corporate NPLs — Fast-Track Resolution Regimes (Asia)

Capital at Risk: Execution speed, reinvestment velocity, IC flexibility

Primary Failure Mode (Avoided): Over-structuring short-duration FX exposure,
introducing friction without reducing real economic risk

Primary Offer (Applied): Derivative Portfolio Review™ — FX Duration & Governance
Assessment

Explicit Non-Recommendation: Structuring-as-a-Service™ (intentionally not deployed)

1. Decision Context

This scenario documents a situation where lifecycle FX structuring was considered
and deliberately rejected.

At a surface level, the strategy appeared similar to other cross-border private credit and
NPL platforms:

e Local-currency acquisitions
e USD reporting
e Multi-jurisdiction exposure

In prior cases, these characteristics justified lifecycle FX structuring.
Here, they did not.
The difference was not philosophy or risk appetite. It was risk shape.

The correct decision was not to deploy lifecycle FX structuring at either deal or
execution level.

2. The Structural Reality

This fund specialised in jurisdictions with rapid, predictable monetisation pathways,
including:

e Korea (pre-pack restructurings, sponsor buybacks)
e Taiwan (court-led auctions, short enforcement timelines)

Typical outcomes:

e 60-70% of capital monetised within 90-150 days



e Minimal REO hold periods
e Proceeds rapidly recycled into follow-on transactions
e FXexposure existed — but duration, not direction, was the binding variable.

Exposure windows were short, intentional, and repeatedly extinguished through
monetisation or redeployment.

3. Why FX Lifecycle Structuring Was Structurally Misaligned
In slower NPL strategies, FX risk compounds because:

e (Capital sitsidle
e Recoveries are delayed
e Conversion decisions drift between functions

None of those conditions held here.
Key distinctions:

e Duration was insufficient for FX drift to compound
e Local-currency balances were operational assets, not residual leakage
e Conversion authority sat explicitly with the CIO
e FXoutcomes were discussed as part of execution strategy, not back-office
hygiene
The core diagnostic question shifted from:
“Why isn’t this FX risk hedged?”

to:

“Would adding structure reduce risk — or slow the engine that produces returns?”

4. \What Surfaced on Review

Three sighals made the conclusion unambiguous.

FX Duration Was Not the Risk Driver. Capital was monetised or redeployed before FX
variance could accumulate into material P&L impact. Time - the key input for lifecycle
structuring — was absent.

Local Currency Holdings Were Functional. Holding KRW or TWD was often a
prerequisite to winning auctions or sponsor buybacks. Forced conversion would have
reduced optionality, not risk.

FX Ownership Was Already Explicit. Unlike many platforms where FX exposure drifts
between investment, treasury, and operations:

e Conversion authority was clearly defined
e Decisions were deliberate, documented, and reversible
e Exposure was consciously held, not orphaned

This eliminated the primary justification for structural intervention.
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5. Why Structuring-as-a-Service Would Have Failed Here

Applying lifecycle FX structuring in this context would have:

e Introduced artificial decision points into a fast-moving execution model
e Added hedging costs exceeding expected FX variance

e Slowed reinvestment and reduced hit-rates in competitive processes

e Created false comfort without improving USD outcomes

In short, it would have mistaken volatility for risk.

This is not a philosophical distinction. Itis a structural one.

6. Correct Decision

The correct intervention was not to intervene at the deal level.
Instead:

e FXexposure limits were monitored at the portfolio level

e Conversion remained discretionary

e No default hedging actions were imposed

e Focus remained on execution speed and recycling velocity

The fund continued delivering high-teens USD IRRs because timing, not drift,
governed outcomes.

7. What Was Done Instead (and Why It Worked)

This was not a “do nothing” outcome. It was a different control model, matched to the
risk shape.

Portfolio-Level FX Tolerance. Rather than lifecycle hedging per deal, FX was managed
via:

e Portfolio-level tolerance bands
e Review alongside deployment pace and recycling velocity

Individual deal FX noise was irrelevant. Aggregate outcomes were not.
Portfolio-level limits ensured FX never became the binding constraint.

Explicit Discretion, Not Mechanisation. The CIO retained sole authority over FX
conversion timing. Decisions were visible but not mechanised. This preserved speed
without creating governance gaps.

Velocity as the Hedge. Capital rarely sat idle. Redeployment was rapid. In this regime,
speed extinguished FX exposure faster than any structure could.

Monitoring replaced mechanisation.
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8. IC Takeaway

Lifecycle FX structuring is powerful only when FX duration is the binding constraint.
Where:

e Monetisation is fast
e Redeploymentisimmediate
e Governance is explicit

FX exposure does not compound. In those cases, adding structure destroys value.

Knowing when not to deploy Structuring-as-a-Service™ is what makes it credible when
you do.

This conclusion was specific to fast-track monetisation regimes and does not
generalise to slower recovery strategies.
9. Engagement Path

Primary: Derivative Portfolio Review™ — FX Duration, Ownership, and Governance
Assessment

Explicit Outcome: Structuring-as-a-Service™ was intentionally not recommended.

This was a decision — not an omission.

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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