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Penguin Infrastructure Overview
Penguin infrastructure must develop a more stable covenant and earnings environment

Current Debt Strategy

BBSY (%) vs PI ICR Forecasts and Hedging Implications

Focus on achieving their goals/values. Thinking 
left side looks at what the company wants -> 
how this can be disrupted if remained 
unhedged? -> our hedging implementation? 

STABILITY -> don’t need to be right about 
direction of rates, just protected from volatility
HEADROOM→ strategy should have head room 
even if that may mean higher costs 
Maintaining funding access-> ICR covenant 
Retaining access to diverse investor base -> 
relate back to FX exposure? 

Maybe our hedge strategy is some kind of two 
prong rate/FX hedge?

Maintain Earnings Stability: Hedging dampens swings in 
interest expense and USD translation that can destabilise 
earnings

Protect Funding access across markets: Assuming ICR 
breach does not mean full funding cut off, hedging can help 
keep the breach shallow  and promote a more predictable 
trajectory 

Limit risk of further covenant downside: Hedging limits 
further downside to the ICR to severe levels (<1.0x)

Notional Currency Fixed Rate Maturity

BBSY 2,000A$m AUD - FY35

CD – A* 550A$m AUD 5.50% FY31

CD - B 320A$m AUD 5.10% FY34

CD-C* 450A$m AUD 5.50% FY30

CD-D* 780A$m USD 4.90% FY37

by entering floating rate exposure, you are taking a view on the market
You can assume credit costs are fixed at whatever they may be and are simply a cost of doing 
business
Welcome making assumptions if it leads to interesting analysis and decision making

Investopedia is ur friend 

Focus is Australia, balance that with the time frame which is of concern. You wouldn’t be 
penalized if your analysis included comments around Strait of Hormuz

Penguin Infrastructure’s Position

Due to the structural decline of ICR our hedging follows:

*Swapped completely back to floating BBSY
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Structural Decline of ICR covenant due to deteriorating metrics

Structural ICR Decline: ICR has already fallen below 2.0x 
covenant on operating pressure from increasing Opex and 
D&A, due to long term expansion goals into newer 
markets

Rate Exposed: $4.1bn of debt is effectively floating BBSY. 
Higher rates lift interest expense and compress ICR

FX Exposed : We assume 30% of EBITDA is earned in USD. A 
stronger AUD can compress ICR via weaker earnings
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Forward Outlook
Forward macroeconomic environment is expected to continue pressuring ICR metrics – disrupting PI’s expansion goals

May need to 
change NAIRU 

number and some 
commentary

Sticky inflation keeps near-term rate risk skewed higher while a weakening economy may lead to later rate eases 
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RBA pushes back timeline to inflation target

• Private demand, particularly dwelling 
investment and household consumption 
expected to fall due to lower 
household wealth and higher rates

• GDP growth slowdown could signal 
reduced industrial activity, compressing 
freight volumes across rail and port 
assets (exact impact not key to our 
analysis)

• Anticipated weaker growth in economy 
weighs on labour demand, and 
unemployment rate is forecast to 
increase to 4.7% by mid-2028

• RBA Liaison measures of hiring 
intentions have fallen since the start of 
the year, indicating potential declines 
in labor demand later in the year

• Inflation is likely to remain elevated due 
to second pass-through of oil shortage 
combined with domestic capacity 
pressures

• Rolloff energy government rebates are 
likely to continue to place upward 
pressure on inflation leading into 
FY27, masking true inflation
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Quantitative Analysis
Rates are near peak, but not pivoting: sticky inflation keeps the RBA on hold before gradual easing

Overview of Projections VAR Trimmed Mean Inflation Forecast (%)

Sentiment Analysis (SS) VAR Cash Rate Forecast (%)

Hawkish bias intact, but easing 
as RBA signals "nearly done"

Trimmed mean holds above target through 2027 before falling to 2.4% by mid-2028

Hawkish bias is fading, not reversing; RBA tone remains cautious but less urgent Forecasted singular cash rate hike before gradual decline

Variable TMI (%) CR (%) SS

Model VAR VAR NLP

Q2 2026 3.5 4.3 +4.5

Q3 2026 3.3 4.3 +3.6

Q4 2026 3.1 4.2 +2.8

Q1 2027 2.9 4.1 +2.2

Q2 2027 2.73 4.0 +1.8

M
ore H

aw
kish

M
ore D

ovish

Vector 
Autoregression 
forecasts inflation 
and the cash rate 
together as one 
linked system

Captures feedback 
loop between rates 
and inflation and 
gives a probability 
range not a point
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Interest Rate Outlook

Section 1 -> market sentiment/ priced-in (BBSY forward curve + AFR article 
reference) -> no more rate hikes… or is market still pricing in one hike (hv to check 
this)

Section 2 -> implications for penguin 

Section 3 -> factors that hedging strategies should account for/ basically 
justification of hedging strats

• Long-term Outlook: rate hike early/mid-2027, uncertain outlook esp with 
prolonged geopolitical tensions + AI boom/ capex???

• “Looking further ahead, CBA’s base case assumes the cash rate remains on hold 
for the remainder of 2026, with the potential for rate cuts emerging in 2027 if 
inflation continues to move back towards target and spare capacity opens up in 
the labour market.” -> 
https://www.commbank.com.au/articles/newsroom/2026/05/rba-may-interest-
rates-cba-economists-analysis.html#carousel-ff29ccd8ef-item-dff6d95bf0-
tabpanel 

• “The anticipated weaker growth in economic activity weighs on labour demand, 
and the unemployment rate is forecast to increase to 4.7 per cent by mid-2028.”

Cash rate to hold at 4.35% throughout FY2026, followed by slow gradual rate cuts Figure out what we are pricing in -> what that 
means for PI exposure -> what that means for 
our hedging strategy

Market is already pricing higher rates according 
to BBSY curve, so we need to look at hedging tail 
risks and unpredictability, not necessarily make 
a interest rate speculative play. 

Hedging strategy criteria: cost efficiency, preserve 
upside for cuts, tenor alignment 

Steeper-for-longer curve disadvantages floating rate 
borrowers

AI-driven capex boom lifting energy, construction and skilled 
labour demand; prolonged geopolitical tensions sustaining 
elevated oil cost pressures

Expansionary July 2026 federal budget compounding fiscal-
driven demand, keeping RBA tighter for longer

FY2026: Hold @ 4.35% FY2027-29: Gradual Cuts to 4.14%
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BBSY Forecasts from FY2026-29

Fuel prices push up headline CPI but simultaneously 
compress household spending power, so the oil shock is 
disinflationary for demand – which hiking doesn’t fix

Australia's high share of variable-rate mortgages means rate 
hikes hit household cash flows harder and faster

Monetary policy takes 1-2 years to fully transmit; recent 
hikes have yet to fully show up in the economy
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AUD/USD Analysis
30% of Revenue derived from offshore USD operations, meaning EBIT is also exposed to AUD/USD fluctuations, part of ICR

Elevated AUD/USD uncertainty supports a more defensive hedging framework to stabilise EBIT and covenant metrics

Driven by risk sentiment Distribution Modeled, Not Forecast Hedge Defensively against uncertainty

Meese & Rogoff (1983) – structural and 
fundamental FX models fail to beat a 
random walk out-of-sample

Volatility set to current 12M implied 
volatility (9.4%) – above the 8% long 
run norm for AUD/USD

AUD/USD shrugged off the repricing 
of RBA rate expectations after the 
latest jobs data

AUD/USD remains closely tied to 
equities and volatility rather than 
domestic expectations

Hedge the exposure, not a view – with 
no high conviction forecastable 
direction, PI hedges defensively against 
the full distribution

Stabilises the ICR – capping the 
adverse tail while keeping some upside

Driver 5d 20d 60d

2Y spread -0.26 0.35 0.14

10Y spread -0.18 0.38 0.19

VIX -0.82 -0.45 -0.51

S&P 0.93 0.78 0.68

Brent -0.58 -0.49 -0.39
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AUD/USD cross asset correlations AUD/USD random walk model

Maps range of potential paths for AUD/USD rather than taking a single view

Current Regime: AUD/USD correlated to 
equities and VIX more than rate spreads, 
confirming sentiment as the main driver
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Unhedged ICR Scenario Analysis for BBSY and AUD/USD rates

Dovish Base Hawkish Provided

Penguin Infrastructure Key Exposures
Penguin’s interest coverage ratio is exposed to movements on both the earnings and interest expense side

Interest Rate Exposure FX Exposure

Key Assumptions Made on Slide:
- Treasury implicitly took a view on 
rates coming down at the time of 
moving to floating rate debt through 
the swap
- This view may still exist/or have 
changed, and they want to hedge 
this exposure and view that they are 
taking in the market by coming to 
CBA for hedging structures, which 
could be why the BBSY forecasts 
higher rates in the future (not 
ultimately relevant)
- We are mostly with consensus over 
the next 12 months for rate holds, 
however in order to maintain goals of 
PI, stability, and inherently funding 
access for expansion, hedging is 
required from potential adverse 
scenarios -> there is no covenant 
buffer to absorb further adverse 
outcomes
- 

Key Assumptions Made on Slide:
- Initially, PI held USD denominated 
debt, which acted as a natural hedge 
for the business since they could 
pay off this debt using their USD 
revenue
– However, by swapping it back to 
AUD, they have more USD exposure 
which needs to be hedged in order to 
maintain stability and reduce risk 
behind FX exposure leading to more 
unstable revenue

Business Structure: PI eliminated natural FX hedge by 
converting Corporate Debt D back into AUD floating rate. PI 
Implied Market View -> BEARISH on AUD/USD 

Underlying Exposure: 30% of USD revenue flows through to EBIT   
-> exposed to strength in AUD 

Impact on Covenant: Fluctuations in EBIT due to adverse FX 
movements can weigh on ICR and disrupt earnings stability

Business Structure: PI swapped debt structure to 92% floating 
rate, away from previous fixed rate loans. PI Implied Market view 
- > DOVISH on rates

Underlying Exposure: Significant floating rate loans -> exposed 
to upside BBSY movements from RBA rate hikes

Impact on Covenant: Increase in interest expense due to upside 
BBSY risks will lead to declining ICR and pose risks of inability 
to acquire funding

Combined exposures pose significant risks to company values and long-term expansion capabilities 

Given ICR is already significantly below covenant:
- Anchor to 1.0x as Penguin cannot afford to have further downside
- Focus on hedging for stability rather than bringing ICR above 2.0x
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Suggested Interest Rate Hedging Strategies
A few strategies for Penguin Infrastructure to consider that allows them to hedge against interest rate risk given moderate risk profile

Notes on FX exposure: 

- Most of the EBIT pressure is 
operating/structural and the FX hedge 
cannot really touch that and should not 
claim to
– The FX hedge precise job should be to 
neutralize the one source of EBIT volatility 
that is a market risk AND is controllable; 
FX translation
– Operating costs and D&A have squeezed 
EBIT significantly – margin from 20% down 
towards 8%, EBIT has not much cushion 
left. 
- A healthy-margin firm could absorb FX 
translation swings and barely notice
- Cannot let FX compound the already 
existing structural issue within the 
company

Low cost + High Risk High Cost + Low Risk

(1) Zero-Cost BBSY Collar (2) BBSY Cap Spread (3) Pay-Fixed Swap + Forward Cap

• FY26-27: Zero-cost interest rate 
collar caps BBSY against the 
hawkish tail while keeping the rate 
fall benefit down to the floor

• Protects against extreme hawkish 
rate shock while retaining rate-cut 
benefit down to the sold floor

IR
 L

eg

Indicative Upfront 
Cost

A$0

• FY26-27: Enter a below-par 4.47% pay-
fixed swap, receiving floating BBSY to 
lock near-term funding costs

• FY27-29: Buy a 4.47% BBSY cap to 
protect the back end while preserving 
benefit if rates fall

• FY26-27: Buy a 4.47% BBSY cap and 
sell a 5.45% BBSY cap to reduce 
premium while protecting the key 
upside risk range

• FY27-29: Roll into a tighter cap spread, 
buying a 4.47% cap and selling a 4.70% 
cap as the RBA cutting cycle begins

Buy Cap Rate

Sell Floor Rate

5.45%

3.61%

R
is

ks
 +

 B
en

ef
it

s

Indicative Upfront 
Cost

A$19.0M

Phase 1 Spread

Phase 2 Spread

4.47% / 5.45%

4.47% / 4.70%

Indicative Upfront 
Cost

A$33.0M

Phase 1

Phase 2

4.47%

4.47%

• Benefits: Zero upfront premium; 
protects against extreme rate 
upside; simple set-and-forget 
hedge

• Risks: Relies heavily on base case 
projection being correct

• Benefits: Preserves full benefit from 
rate cuts because no floor is sold; 
cheaper than outright caps; protects 
against sticky rates

• Risks: Protection is capped above the 
sold cap; Phase 2 spread is narrow

• Benefits: Highest certainty while 
covenant pressure is most acute; 
protects FY27–29 upside risk; retains 
rate-cut benefit in Phase 2

• Risks: Highest upfront cost; Phase 1 
swap gives up benefit if cuts arrive early; 
swap exit may create MTM cost

Recommended Strategy
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Suggested Foreign Exchange Hedging Strategies
A few strategies for Penguin Infrastructure to consider that allows them to hedge against FX risk given moderate risk profile
Low cost + High Risk High Cost + Low Risk

• Long 12M AUD/USD forward and 
roll every 12 months over forecasted 
period

• Protects EBIT from strengthening 
of AUD which can worsen or cause 
volatile moves in ICR by locking in 
rate at which USD converts to AUD

FX
 L

eg

Indicative Upfront 
Cost

A$0

• Long AUD/USD EU call options, bought 
as an annual strips across FY26-FY29

• The right but not the obligation to sell 
USD for AUD at a set strike, with each 
tranche sized to that year’s USD 
EBITDA

AUD/USD 12M Rate

Duration

0.7120

12M rolling

R
is

ks
 +

 B
en

ef
it

s

Indicative Upfront 
Cost

A$0

Collar Range

Duration

0.68-0.7350

12M rolling

Indicative Upfront 
Cost (Total)

A$10.37M

Strike Price

Duration

0.7350

12M per strip

• Benefits: Complete certainty on 
translated USD EBITDA

• Risks: Completely surrenders PI’s 
ability to benefit from weakening 
AUD, which can help restore EBIT 
numbers

• Benefits: Funding via writing a put 
option allows for zero premium cost, 
which preserves EBIT for hedge 
protection

• Risks: Surrenders favourable AUD 
upside below the 0.6804 floor

• Benefits: Caps the downside from a 
stronger AUD while keeping the full 
upside if AUD weakens

• Risks: Higher premium for longer dated 
option eats into already weak EBIT 
numbers in ICR covenant

• Buy an AUD/USD call for protection, 
funded by selling an AUD/USD put – 
known as a zero-cost collar , rolled over 
the forecast period

• Unlike the forward, PI keeps the 
benefit of a weaker AUD down to the 
floor, only giving up deeper moves 
below it

(1) Long AUD/USD Forward (2) AUD/USD Collar (3) Long AUD/USD Call option 

Recommended Strategy
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Conclusion
We recommend hedging Strategy 2 from both the IR and FX hedging strategies discussed for Penguin Infrastructure

How we have approached Penguin’s Situation Potential ICR outcomes by hedging strategy vs unhedged

Penguin Infrastructure Position

Long term expansion goals mean significant D&A costs 
significantly depress EBIT margins over the forecast period

Hedging Implications

ICR meaningfully below covenant, hedging alone cannot 
bring the ICR up to covenant levels

Goal of hedging should be to stabilise the trajectory of the 
expansion, allowing for a more predictable path for ICR and 
protection against adverse scenarios that could exacerbate 
the situation

Given the ICR is already in breach, Strategy 2 helps achieve the key goal of providing stability in Penguin’s long-term expansion

Strategy 2 matches the downside protection of the costlier 
option strategy (3) at zero premium, while keeping the favorable 
participation that the forward surrenders entirely

FY27 FY28 FY29

Chosen 
Strategy

USD Revenue
North 

American 
Operations

Penguin 
Infrastructure CBA Markets

Net Result: USD EBITDA coverts to AUD at an effective rate 
bracketed within the 0.6804-0.7350 band, for ~A$0 premium

Bought Call + Sold Put (Net 
Premium = A$0)

Collar Settlement

FX Collar Cash Flow Example
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Appendix 

1.0 Assumptions

2.0 Alternative Forecasts and Limitations

3.0 Financial Statement Model – Provided Forecasts

3.1 Financial Statement – Provided Case

3.2 Financial Statement – Hawkish Scenario

3.3 Financial Statement – Base Scenario

3.4 Financial Statement – Dovish Scenario

4.1 Hedging Costs – Strategy 1 

4.2 Hedging Costs – Strategy 2

4.3 Hedging Costs – Strategy 3

5.0 Scenario Analysis Minimum ICRs
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1.0 Assumptions
Several Key Assumptions were made pertinent to our analysis

Qualitative Assumptions

[1] EBIT is not fixed and is subject to changes in Opex, FX and 
Rates, so should be considered in ICR hedging strategy 

[2] Modelling business forecasts specifically is outside of the 
scope out of the case and what the client is asking for. Revenue 
forecasting should be considered more from FX exposure sense 
(which may apply to costs) 

[3] Assume Penguin Infrastructure has IG credit rating, and no 
significant credit spread is required on top of the BBSY (I mean 
we could add one on top if we wanted to)

[4] We assume that costs and revenue are equally impacted by 
changes in AUD/USD exchange rates, and so EBITDA can be 
used as a proxy for overall impact of FX changes by the 
business

[5] We assume that given USD costs are 30% of revenue, 30% of 
operating expenses are also derived from USD. If it is not 30%, 
then we can change it.

[5] ICR below 1.0x is not an acceptable outcome for Penguin 
Infrastructure in any scenario

[6] Assume USD section of the business has the same margins 
as the overall group (30%)

Quantitative Assumptions

[Random Walk]
- Model assumes no predictable trend – the expected/central 
case is that the rate stays where it is. Meese-Rogoff suggests 
that fundamental FX models don’t reliably beat a random 
walk
- Constant volatility = 8% per year. Volatility assumed fixed 
across 1-3 year horizon. Source: V-Lab’s GARCH estimate of 
AUD/USD volatility  (~8.1%) -> MAYBE WORTH RUNNING A 
SENSITIVITY AT
- Understates the probability of larger moves
–  Each periods move is independent of the last. The rate is 
never “pulled back” toward a fundamental value.
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2.0 Alternative Forecasts and Limitations
Forecasts that were considered but had limitations behind their methodology so were not chosen.

Phillips Curve Inflation Regression ARIMA CPI Inflation Forecast

Final Model

Based on formula: 
𝜋𝑡 = 𝜋𝑡

𝑒 + 𝛽 𝜇𝑡 −𝑁𝐴𝐼𝑅𝑈 + 𝜖𝑡

• Assumes stable linear trade-off between unemployment and 
inflation only – does not consider the interdependence between 
inflation, rates and growth simultaneously

• Relies on anchored inflation expectations – when expectations 
become unanchored (as seen post-COVID), the model's predictive 
power breaks down significantly

• In high-inflation regimes, the expectations term dominates the 
model, creating circularity – inflation is high because people expect 
it to be high, offering no actionable insight into what drives the path 
forward

• ARIMA requires inflation series to be stationary/ follow the same 
statistical patterns as the past; the post-COVID inflation spike 
represents a structural break that violates this

• Confidence intervals widen rapidly beyond 2–3 quarters, rendering it 
unreliable over the 2-3 year horizon required to assess PI's hedging 
tenor

• Cash rate and unemployment have no role in model 

• The VAR model was selected because PI's hedging decision requires 
a model that can simulate how inflation, growth, and RBA policy 
evolve together – not in isolation
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3.0 Financial Statement Model – Provided Forecasts
Forecasts that were considered but had limitations behind their methodology so were not chosen.

Income Statement Item FY25A FY26A FY27P FY28P FY29P
Total Revenue 2,180 2,280 2,460 2,625 2,800

Total Operating Expenses -1,347 -1,526 -1,706 -1,846 -1,978

EBITDA 833 754 754 779 822

EBIT 447 310 246 224 228

BBSY 4.31% 4.53% 4.61% 4.75% 4.82%

ICR 2.49 1.65 1.29 1.14 1.15
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3.1 Financial Statement Model – Provided Case
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3.2 Financial Statement Model – Hawkish Scenario
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3.3 Financial Statement Model – Base Scenario
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3.4 Financial Statement Model – Dovish Scenario
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4.1 Interest Rate Hedging Costs – Strategy 1
Total Cost: ~A$0m

Phase 1 – Zero Cost Collar



FOE9A6

E9DC5B

EFDB22

Overview Macro Model Outlook ConclusionHedging

4.2 Interest Rate Hedging Costs – Strategy 2
Total Cost: ~A$19.0m

Phase 1 – Cap Spread Phase 2 – Cap Spread
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4.3 Interest Rate Hedging Costs – Strategy 3
Total Cost: ~A$33.0m

Phase 1 – Pay Fixed Swap Phase 2 – Buy Cap
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4.4 FX Hedging Costs – Strategy 1
Strategy that was considered but had limitations behind their methodology so were not chosen.
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4.5 FX Hedging Costs – Strategy 2
Chosen FX Strategy
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4.6 FX Hedging Costs – Strategy 3
Strategy that was considered but had limitations behind their methodology so were not chosen.
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5.0 Scenario Analysis Minimum ICRs
Forecasts that were considered but had limitations behind their methodology so were not chosen.

ICR by scenario (x) FY27P FY28P FY29P

Dovish 1.47x 1.47x 1.67x

Base 1.33x 1.24x 1.30x

Hawkish 1.17x 1.09x 1.11x

Provided 1.19x 1.04x 1.04x

ICR covenant 2.00x 2.00x 2.00x

ICR danger line 1.00x 1.00x 1.00x
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