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Executive Summary

Cross-border M&A rarely fails because FX risk is misunderstood.
It fails because FX commitment is required before deal certainty exists.

In competitive auctions, acquirers are routinely forced to demonstrate fixed economics
weeks or months before it is clear whether the transaction will proceed. This creates a
structural tension: FX exposure is real, but the obligation to transact is not.

This tension is structural, not behavioural. Experience does not eliminate it.

Most institutions default to one of two imperfect responses. They either hedge early,
locking in FX rates and accepting material break risk if the deal fails, or delay hedging
and accept FX uncertainty that weakens bid credibility. Neither approach aligns FX
commitment with the actual progression of deal probability.

Contingent FX forwards exist to resolve this mismatch. They allow an acquirer to pre-
agree an FX rate today while deferring the obligation to transact until a defined deal
milestone is reached. If the transaction proceeds, the hedge activates automatically and
behaves like a standard forward. If it does not, the hedge never activates and unwind
losses are avoided.

The structure is not an option. The buyer gives up discretion and upside participation in
exchange for materially lower cost and alignment with deal reality.

Used properly, contingent FX forwards allow acquirers to compete on equal footing in
cross-border auctions without taking unacceptable break risk. Used poorly, they
introduce false certainty and governance friction. The difference is structural discipline.

The accompanying case study is anonymised and illustrative but reflects execution
patterns repeatedly observed in live transactions.

Key conclusions
+ Contingent FX forwards resolve the timing mismatch between FX commitment and
deal certainty

» The structure is a conditional forward, not an option. Buyer discretion is eliminated
once the trigger fires

» Trigger design is the most consequential structural decision. Ambiguity at the
trigger is where most failures occur

* Pricing is materially cheaper than vanilla options because the bank is not exposed
to buyer choice

+ Collateral and mark-to-market dynamics require advance coordination with
treasury. They surprise teams that are not briefed

+ Contingent forwards are a precision tool. They belong inside a narrow set of
circumstances and fail when misapplied

In cross-border M&A, the most damaging FX outcomes do not arise
from market volatility. They arise from misaligned timing.



1. The Structural FX Problem in Cross-Border
M&A

The FX problem in cross-border acquisitions is not volatility. It is timing.

Acquirers are typically required to submit binding offers well before deal certainty
exists. During this period, FX exposure exists economically: capital is being underwritten,
returns are being modelled, and investment committees are being asked to approve
fixed economics. But the transaction itself remains contingent on factors outside the
acquirer's control.

Deal probability does not evolve smoothly over time. It shifts abruptly at specific
milestones: exclusivity, due diligence completion, regulatory clearance, and executed
documentation. Before these milestones, the probability of completion is meaningfully
lower. After them, commitment becomes rational.

FX exposure, however, does not respect these steps. Markets move continuously, often
materially, over short windows. This creates a structural mismatch between when FX risk
exists and when it is rational to lock it in.

The result is that FX risk is often committed either too early, when deal probability does
not justify it, or too late, when the economics are already compromised.

In practice, this mismatch shows up in governance rather than markets. A hedge is
approved under one set of probability assumptions. The deal evolves under another.
When a transaction fails, the institution is left explaining realised FX outcomes that sit
outside deal IRR, outside operational narratives, and often outside what decision-makers
believed they had approved.

This is why FX losses on failed deals attract scrutiny out of proportion to their size. They
are not viewed as market outcomes. They are viewed as structural errors.



2. Why Standard FX Solutions Fail in Auctions

Most acquirers default to one of four conventional approaches. All fail to resolve the timing
mismatch between FX commitment and deal certainty.

2.1 Vanilla FX Forwards: Certainty with Embedded Break Risk

A vanilla forward provides clean FX certainty if the transaction completes. The economics
are transparent and the instrument is operationally familiar.

The problem is what happens if the deal does not complete. If the transaction fails, the
forward must be unwound at prevailing spot. Any adverse FX movement becomes a
realised loss on a position that no longer has an economic purpose.

These losses are not theoretical. They are immediate, cash-realised, and often large
relative to transaction costs. More importantly, they are politically difficult to defend: a
loss incurred on an asset the institution does not own.

As a result, many investment committees explicitly prohibit early FX forwards in auction
processes, regardless of economic rationale. Institutions that have experienced this once
rarely repeat it. Once realised, these losses tend to be remembered long after the deal
itself is forgotten.

2.2 No Hedge: Preserving Flexibility at the Cost of Execution Credibility

Some acquirers choose to remain unhedged until later in the process, accepting FX risk in
the interim. This preserves optionality but introduces two practical consequences.

First, adverse FX moves can render a deal uneconomic after significant time and cost have
been incurred. Second, sellers and their advisers quickly identify which bidders are unable
to commit to fixed economics.

In practice, this surfaces late in the process, when the bidder has the least room to adjust.
This is rarely framed explicitly as an FX risk in auction feedback. Instead, it appears as
concerns around financing certainty, execution risk, or conditionality. In competitive
processes, these concerns are enough to determine outcomes.

2.3 FX Options: Solving Risk by Killing Economics

FX options eliminate break risk entirely. If the deal fails, the option expires and the
premium is sunk. The issue is cost.

For large notionals and short-dated tenors, option premia in developed currency pairs
routinely reach levels that materially impair deal economics. In infrastructure and private
capital transactions, the premium alone can be sufficient to push projected returns below
hurdle rates.

Options solve the risk problem cleanly and often make the deal uneconomical. As a result,
options are frequently approved in principle but rejected once full deal economics are
presented.



2.4 Partial Hedging: Deferred Commitment Disguised as Strategy

Partial hedging attempts to balance certainty and flexibility by hedging only a portion of
exposure early. In practice, this leaves the institution exposed to precisely the FX
movements it is trying to avoid, while still introducing break risk on the hedged portion. It
also fails to resolve the signalling problem: a partially hedged bid is still a conditional bid.

Most importantly, partial hedging does not align FX commitment with deal certainty. It
simply postpones the decision.

Partial hedging is not a strategy. It is deferred commitment, often
justified as prudence and experienced internally as hope.



3. Contingent FX Forwards - Instrument
Definition

A contingent FX forward is often described as a hybrid between a forward and an option.
That description is convenient and wrong.

In legal, economic, and operational terms, a contingent forward is still a forward. The
contingency does not create optionality. It delays the point at which the obligation
becomes binding.

This distinction matters operationally.
3.1 What a Contingent FX Forward Actually Is

At its core, a contingent FX forward is a standard FX forward contract with an additional
conditional activation clause.

The contract specifies:

» A fixed FX rate

* A notional amount

* A settlement date

+ A defined external trigger event

If the trigger event occurs within the agreed timeframe, the contract becomes an
unconditional forward and settles exactly as any vanilla forward would. If the trigger does
not occur, the contract terminates without FX settlement, typically subject to a pre-
agreed breakage fee.

Crucially, the buyer has no discretion once the trigger is met. There is no exercise decision.
There is no economic choice. That absence of discretion is the defining feature of the
structure.

3.2 Why This Is Not an Option

Options give the buyer the right, but not the obligation, to transact. That right has value
because it allows the buyer to decide based on economics at expiry.

Contingent forwards remove that right entirely. Once the trigger occurs, the buyer is
obligated to transact at the agreed rate, regardless of whether spot has moved favourably
or unfavourably. The trigger determines whether the obligation arises, not whether the
buyer wishes to perform.

This is why contingent forwards price materially cheaper than options. The bank is not
selling optionality. It is selling conditional commitment.

In practice this means: no upside participation if FX moves favourably after trigger; no
ability to walk away from an out-of-the-money position; and no asymmetric payoff
profile. Once live, the instrument behaves like any other forward.



3.3 Why Banks Are Willing to Offer This Structure

From the bank's perspective, the risk profile of a contingent forward is fundamentally
different from an option.

Before the trigger occurs, there is no FX position. Exposure is probability-weighted and
the bank's downside is capped by the defined breakage mechanics. After the trigger
occurs, the bank faces standard forward exposure: symmetric in gains and losses, priced
at prevailing forward market levels.

The key point is that the bank is not exposed to buyer choice. It is exposed only to market
movement, and only once the deal has crossed a defined probability threshold. That is
why banks that actively support M&A clients are willing to structure contingent forwards,
while standard FX desks often resist them. The product sits closer to transaction risk
management than to flow FX trading.

Contingent forwards are typically supported by structuring desks, not
flow FX sales. That determines which desk supports it and whether it is
offered at all.

3.4 The Economic Trade-Off the Buyer Is Actually Making

From the acquirer's perspective, a contingent forward is not a cheap option substitute. It
is a deliberate trade.

The buyer gives up:

» Upside participation in favourable FX moves
+ Flexibility after the trigger event
* The ability to re-optimise the hedge economically

In exchange, the buyer receives:

* FX certainty aligned with deal certainty
* Protection from break risk if the deal fails
* A hedge cost that is typically a fraction of a vanilla option

This trade is only attractive when FX certainty matters more than upside participation,
which is almost always the case in competitive auctions, binding bids, and board-
approved acquisitions. This trade-off is explicit. It should never be entered into
unintentionally.

3.5 Where Institutions Get This Wrong

Most misuse of contingent forwards stems from treating them as optional instruments
rather than commitment instruments.

Common mistakes include:

+ Pairing them with vague or subjective triggers
+ Assuming they can be managed post-trigger like options

» Underestimating the behavioural impact of losing upside participation



When these structures fail, they tend to fail hard: not because the FX moved, but because
expectations were misaligned internally. Used properly, contingent forwards do exactly
what they are designed to do: force commitment at the correct point in the deal lifecycle.

3.6 Why This Structure Exists at All

Contingent FX forwards exist because M&A does not move in smooth probability curves.
It moves in steps. Exclusivity, regulatory clearance, and executed documentation
materially change the economic rationality of hedging. Contingent structures allow FX risk
to be committed only once that step has been taken, without leaving the acquirer
exposed in the meantime.

They are not clever instruments. They are precise.



4. Trigger Design — The Core Structuring
Decision

The trigger event is the fulcrum of the entire structure. Poor trigger design turns a
contingent forward into a dispute. Good trigger design turns it into a reliable hedge.

In practice, most failed contingent FX hedges do not fail on pricing or market movement.
They fail on trigger interpretation. When ambiguity exists, it almost always surfaces under
time pressure, deteriorating relationships precisely when certainty is required.

4.1 Characteristics of a Robust Trigger
A good trigger should be:

» Objectively verifiable

* Binary in outcome

* Observable by both parties

+ Aligned with a genuine step-change in deal probability

* Time-bound with a clear deadline and time zone
If any one of these conditions cannot be satisfied cleanly, the trigger is not robust,
regardless of commercial intent.

4.2 Common Trigger Types in M&A

Commercial exclusivity / preferred bidder

Often the most economically useful trigger. It typically occurs early enough to capture
meaningful FX risk while marking a real jump in deal probability. It requires careful drafting
to remove ambiguity. This is also the trigger most likely to be challenged if drafting is
imprecise.

Execution of a binding agreement

Legally clean and unambiguous, but often too late to solve the FX risk that matters most.
Regulatory approval

Objective and public but frequently occurs after most FX risk has already been incurred.
4.3 Triggers to Avoid

Triggers based on subjective judgement should be avoided. Examples include:

+ Satisfactory completion of due diligence
+ Commercially acceptable conditions
* Buyer board approval

These create scope for dispute precisely when clarity is most needed. Triggers that rely
onintent, judgement, or satisfaction almost always fail when markets move and incentives
diverge.



4.4 Drafting Standards

Trigger definitions should be written as if they will be tested under stress, because they
often are. Precision is not optional.

lllustrative drafting should: define what constitutes occurrence; specify acceptable
evidence; identify who may confirm the event; and include a hard deadline.

If the trigger cannot be described cleanly, the structure should not be executed. Likewise,
if the trigger cannot be defended comfortably in front of an investment committee and a
legal team at the same time, it is not ready.



5. Pricing Intuition and Cost Economics

Contingent FX forwards price cheaper than vanilla options for a simple reason: they
remove buyer discretion, not market risk.

Option pricing compensates the bank for: unlimited upside exposure to adverse FX
moves; volatility over time; and the buyer's right to walk away when outcomes are
favourable.

A contingent forward strips out that asymmetry. Once triggered, the bank faces
symmetric forward risk. If FX moves in the buyer's favour, the bank benefits. If it moves
against, the bank loses.

Pricing reflects:

* Probability that the trigger occurs

» Expected forward risk if triggered

» Documentation and operational complexity
+ Credit and collateral terms

This is why contingent forwards often price at a fraction of vanilla option premium for
similar tenors and notionals. In practice, these factors move pricing during live
negotiations, not theoretical volatility assumptions.



6. Valuation, Mark-to-Market, and Collateral
Reality

Before the trigger occurs, valuation is often probability-weighted. After the trigger occurs,
valuation reverts to standard forward mechanics. This creates a non-intuitive dynamic:
mark-to-market can move sharply when deal probability changes, even if FX markets do
not.

This is frequently misunderstood internally and can create friction between deal teams
and treasury functions if not addressed early.

Collateral terms under the CSA matter. Thresholds, minimum transfer amounts, and
valuation frequency may differ before and after trigger activation.

Margin calls can occur on a hedge that is economically working.
Treasury teams must be briefed in advance. When they are not, the
hedge often becomes the problem rather than the protection.



7. lllustrative Case Study - Cross-Border
Infrastructure Acquisition

This case study is illustrative only and does not represent a real transaction. It
demonstrates how a contingent FX forward can be used to resolve the timing mismatch
between FX certainty and deal certainty in a competitive cross-border M&A process.

7.1 Deal Context

Large Australia-based infrastructure investor with AUD-denominated
capital base

UK infrastructure asset acquired through a competitive auction
process

FX exposure Primarily on AUD equity funding component

Transaction profile GBP-denominated enterprise value; funding mix of GBP debt and AUD
equity

LS LTI, Yl Binding bid; preferred bidder / exclusivity; confirmatory due diligence;
regulatory approval; completion

Seller priorities Price competitiveness, financing certainty, execution risk minimisation

7.2 The FX Problem

At binding bid submission, the buyer must commit to transaction economics while the
probability of winning the auction is still materially below 100%. The investment
committee faces a familiar dilemma:

» Early forward hedge: locks FX rate but introduces potentially large unwind losses if
the auction is lost

* No hedge: leaves equity economics exposed and weakens bid credibility relative to
local-currency bidders

+ Vanilla FX options: remove break risk but impose a large upfront premium that
materially dilutes deal IRR

None of the standard solutions align with both investment committee risk tolerance and
auction dynamics.

7.3 Exposure Framing

Net GBP equity exposure was material relative to fund size. A moderate adverse FX move
would push projected IRR below hurdle. FX risk was most acute between bid submission
and completion. Critically, deal probability was not linear: it increased stepwise at key
milestones.

FX commitment should increase only when deal probability increases.



7.4 Structured Solution Overview

Layer 1: Contingent FX Forward (core exposure)

Provide FX certainty for the majority of equity funding, activating only if the buyer
becomes preferred bidder.

* Notional: core portion of GBP equity exposure

» Rate: fixed forward rate agreed at bid stage

« Trigger: grant of exclusivity / preferred bidder status

» Trigger deadline: defined calendar date and time zone

+ If exclusivity is granted: hedge becomes binding forward

* If exclusivity is not granted: no FX position exists to unwind

Layer 2: Tail Risk Protection (residual exposure)

A barrier FX option protecting residual equity exposure against large adverse FX moves,
activating only if spot breaches a predefined adverse level. Lower premium than vanilla
options; optionality applied only where economically justified.

Layer 3: Dynamic Layering Protocol

Increase hedge coverage as deal certainty increases: review residual exposure post-
exclusivity; add additional forwards post-due diligence if risk profile tightens; fully hedge
remaining exposure post-regulatory approval if required.

The contingent forward was the primary risk-defining instrument. Subsequent layers
refined residual exposure rather than replacing the core structure.

7.5 Trigger Mechanics

Trigger definition: exclusivity is deemed granted upon public announcement by the
seller's adviser or written confirmation to the buyer.

This trigger works because it is binary and verifiable, aligned with a material probability
step-change, and occurs early enough to capture meaningful FX risk. Critically, the trigger
was agreed and documented before bid submission.

7.6 Mark-to-Market and Collateral Considerations

Pre-trigger valuation reflects probability-weighted forward value. Upon trigger activation,
the contingent forward converts into a standard forward with full MTM exposure. CSA
terms allowed for different thresholds pre- and post-trigger. The treasury team was pre-
briefed that margin calls could occur even when the hedge was economically favourable.



7.7 Outcome

FX certainty was credibly demonstrated at bid stage. Break-risk tail exposure was
materially reduced. Hedging costs were significantly lower than equivalent vanilla option
protection. Bid competitiveness improved relative to local-currency bidders.

The structure did not seek to forecast FX. It aligned hedge obligation
with deal probability, eliminating the worst failure modes of early
hedging.

7.8 Key Lessons

FX risk in M&A is a deal execution issue, not just a treasury issue
Hedge structures must reflect probability step-changes, not static assumptions

Trigger design and documentation quality determine success or failure: not FX
views

Contingent forwards trade upside participation for materially lower cost and tail-
risk control



8. When to Use - and Not Use - Contingent FX
Forwards

Contingent FX forwards are not a universal hedging solution. They are a precision tool
designed for a narrow but common set of circumstances in cross-border M&A.

8.1 When They Work

Contingent FX forwards are most effective when:

+ Deal failure probability at bid stage is meaningful but not extreme
* There is a clean, binary milestone that increases certainty

» FX exposure is material to deal economics

» Bid credibility depends on demonstrated certainty

+ The institution can accept loss of upside participation in exchange for execution
certainty

8.2 When They Do Not Work

Contingent forwards are less suitable when:

» Deal probability is already near certain

+ Timelines are extremely uncertain

« Triggers cannot be defined objectively

* Full upside participation is strategically important

* Internal governance cannot tolerate automatic obligation without a further
approval step

Used in the wrong context, contingent FX forwards introduce
unnecessary complexity. Used in the right context, they remove a
failure mode that cannot be solved by conventional hedging
instruments.




9. Limitations and Scope Boundaries

This section sets out where contingent FX forwards do not belong, and where alternative
structures are structurally superior.

9.1 Deal Uncertainty That Is Not Binary

Contingent FX forwards rely on binary outcomes. They are poorly suited to transactions
where deal probability evolves continuously rather than step-functioning, or where
outcomes are subject to discretion rather than event occurrence.

Fragile examples include soft exclusivity or preferred bidder in principle; conditional
board approvals with reopeners; due diligence outcomes framed as commercially
acceptable.

Where outcome ambiguity cannot be eliminated, options or staged layering are the
correct instruments, despite higher cost.

9.2 Late-Stage or Near-Certain Transactions

Once a transaction is effectively certain, the contingent feature adds no value. Indicators
include signed SPA with only mechanical CPs outstanding; regulatory approval already
received; completion within 30 days. In these cases, a vanilla forward delivers the same
economic outcome and contingent premiums become deadweight cost.

9.3 Governance Environments Without Automatic Authority

Contingent FX forwards remove discretion once triggered. This is a feature, not a bug: but
only if governance supports it. They are unsuitable where treasury lacks authority to
execute automatically, or where IC approval is required after trigger occurrence.

If a trigger occurs and the organisation is not operationally prepared to settle, the
structure fails at the governance layer, not the market layer. In such environments, option-
based structures preserve required discretion despite higher cost.

9.4 Highly Volatile or llliquid Currency Pairs

Contingent FX forwards assume forward-like behaviour post-trigger. They are less
effective for frontier market currencies, thinly traded EM crosses, and jurisdictions with
capital controls or settlement friction. Banks widen contingent premiums materially in
these cases and CSA terms become punitive.

Where volatility risk dominates, options are not expensive. They are
appropriate.



9.5 Accounting, Tax, and Documentation Constraints

While contingent forwards can be hedge-accounting friendly post-trigger, they introduce
pre-trigger complexity. They may be unsuitable where accounting policy cannot
accommodate probability-weighted valuation, or where ISDA negotiation timelines are
incompatible with deal deadlines. These are not theoretical concerns. They surface late,
and when they do, they are expensive to fix.

9.6 When Optionality Is the Actual Objective

The most common misuse of contingent FX forwards is attempting to make them do the

job

of an option. If the investment thesis explicitly relies on retaining upside participation

if FX moves favourably, or on post-trigger discretion to reassess economics, then

opt

ionality is not a cost inefficiency: it is the point. In those cases, pay for the option.

Contingent forwards are about certainty, not flexibility.

9.7 Summary Boundary Conditions

Contingent FX forwards work best when:

Deal milestones are binary and externally verifiable
Probability jumps materially at specific points
Governance allows automatic execution

The objective is FX certainty, not optionality

Time to completion is sufficient for FX risk to matter

They should be avoided when:

Outcomes are subjective
Authority is fragmented
Volatility dominates economics

Discretion is required post-trigger

Used correctly, they are one of the most powerful tools in cross-border
M&A hedging. Used indiscriminately, they are an elegant solution
applied to the wrong problem.



10. Implementation Checklist

Six to Four Weeks Before Bid

» Map deal milestones and probability step-changes
* Quantify net FX exposure

+ |dentify viable trigger events

* Request indicative pricing

This is the stage at which most contingent structures succeed or fail. Once bid deadlines
compress, structural decisions become reactive.

Three to Two Weeks Before Bid

» Draft and negotiate trigger language

+ Confirm settlement date flexibility

* Review accounting and tax treatment
+ Agree CSA mechanics

At this point, precision matters more than pricing. A poorly drafted trigger is more
dangerous than a slightly wider spread.

Post-Bid

* Monitor trigger status
+ Adjust valuation and collateral processes
» Layer hedges only as certainty increases

Once the bid is submitted, the focus shifts from structure to discipline: monitoring
triggers, managing expectations, and resisting ad hoc changes.



Conclusion

Contingent FX forwards are not about predicting currency markets. They are about
committing capital at the correct point in the deal lifecycle.

In cross-border M&A, the most damaging FX outcomes do not arise from market volatility.
They arise from misaligned timing: hedges placed too early, or certainty deferred too long.

Contingent structures exist because deal probability moves in steps, not smooth curves.
They allow FX commitment to follow those steps, rather than ignoring them.

Institutions that use these structures well do not eliminate FX risk. They eliminate a
specific failure mode: being forced to choose between execution credibility and
unacceptable break risk.

That is not financial engineering. It is structural discipline.



Further Reading

Para Bellum Advisors publishes practitioner papers and CIO Briefs focused on real-world
portfolio construction, risk and capital efficiency:

www.parabellumadvisors.com/insights/

About Para Bellum Advisors

Para Bellum Advisors is an independent advisory firm specialising in derivatives
structuring, structured finance, balance sheet efficiency, and capital optimisation for
institutional investors and corporate treasury teams.

The firm works with lean investment and treasury teams managing complex, multi-asset
exposures — long-dated assets, illiquid portfolios, and non-standard risk profiles — where
structural precision makes a material difference to outcomes.

Its engagements typically involve designing and re-engineering hedges across FX, rates,
credit, equity, and volatility; identifying and releasing trapped capital; and providing
embedded structuring capability where permanent headcount is neither practical nor
warranted.

Para Bellum does not distribute products or earn transaction volume. Its value is in
structure: how exposures are designed, how capital is consumed, and how portfolios
behave when conditions deteriorate.

The firm is practitioner-led, drawing on three decades of experience across trading,
structuring, and portfolio management in banks, asset managers, and institutional
balance sheets in Asia-Pacific and global markets.

For more information: www.parabellumadvisors.com

For discussion or enquiries: mike.duncan@parabellumadvisors.com

Connect on Linkedln: www.linkedin.com/in/mikeduncan-structuring/
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