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In November 2025, Elena Rostova, the Chief Financial Officer of Euro-Tech Manufacturing GmbH, sat in her Munich
office reviewing the company’s financial projections for the upcoming year. Euro-Tech, a leading mid-cap manufacturer
of high-precision automated semiconductor machinery, had recently landed major, multi-year supply contracts with three
major chip foundries in Austin, Texas. The agreements guaranteed non-negotiable monthly cash inflows of USD
10,000,000 running from January 2026 through December 2026.

While the operational pipeline was robust, Rostova faced a structural macroeconomic threat. Euro-Tech’s entire cost
structure—ranging from highly specialized engineering salaries to domestic raw materials—was denominated strictly in
Euros (EUR). Meanwhile, its commercial inflows were strictly in US Dollars (USD). With the EUR/USD spot exchange
rate hovering around 1.1000, the company's operating margin was highly sensitive to currency fluctuations. Every 100-

pip strengthening of the Euro threatened to slice millions off the company’s net profitability.

The Treasury Dilemma: Plain Vanilla vs. Enhanced Yield

Rostova’s mandate from the board was explicit: hedge at least 50% of the anticipated USD revenue stream to guarantee a
baseline budget conversion rate. She reached out to Apex Global Markets, Euro-Tech’s primary clearing bank. The senior
FX structuring desk offered a standard, plain-vanilla Fixed Forward contract at the prevailing market 12-month forward
rate of 1.1000. Under this contract, Euro-Tech would legally commit to selling USD 5,000,000 each month in exchange
for EUR at a guaranteed rate of 1.1000.

While safe, Rostova was dissatisfied. The company's internal budgeting had assumed an exchange rate of 1.0800. Selling
at 1.1000 would mean getting fewer Euros per Dollar than desired, tightening margins from the outset. Sensing her
hesitation, the Apex relationship manager presented an alternative derivative instrument: a 12-Month Leveraged Target

Redemption Forward (TARF) Accumulator.

The structure offered an incredibly attractive "Enhanced Strike Price" of 1.0700—substantially better than the current
spot or forward market. This meant Euro-Tech could convert its USD revenue into EUR at a much stronger rate,
outperforming the market by 300 pips per month. However, the structure came with two distinct programmatic

conditions: a Knock-Out (KO) barrier at 1.1300, and a 2x Leverage Multiplier if the market moved against them.

Anatomy of the Proposed FX Accumulator

The operational mechanics of the derivative structured by Apex Global Markets were outlined in a standardized

indicative term sheet submitted to Euro-Tech's treasury committee for review.

Harvard Business Case Study (Compliance / Treasury Simulation) 1



INDICATIVE STRUCTURED PRODUCT TERM SHEET: FX ACCUMULATOR

Product Type

Client | Counterparty
Currency Pair

Trade Date

Maturity / Horizon
Observation Dates
Reference Market Rate
Enhanced Strike Price
Base Monthly Notional
Knock-Out (KO) Barrier

Leverage Multiplier

Settlement Mechanics

Target Redemption Forward (TARF) / FX Accumulator
Euro-Tech Manufacturing GmbH

EUR/USD (Base Currency: EUR / Quote Currency: USD)
December 1, 2025

12 Months (January 2026 — December 2026)

Monthly (Last business day of each calendar month)
Spot Forward Rate = 1.1000

1.0700 (Client sells USD / buys EUR)

USD 5,000,000 per month

1.1300 (Programmatic profit cap)

2.0x (Triggers if monthly Spot falls below the Strike Price)

Scenario A (Spot between 1.0700 and 1.1300): Client converts the Base
Notional (USD 5,000,000) at the enhanced rate of 1.0700.

Scenario B (Spot = 1.1300): The contract instantly terminates ("Knocks Out").
All future monthly obligations are voided.

Scenario C (Spot < 1.0700): Client is legally forced to convert double the base
notional (USD 10,000,000) at the unmarketable Strike Price of 1.0700.
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Figure 1: Monthly payoff structure illustrating asymmetric risk profiles. Notice the doubled slope representing the 2x leverage multiplier
when the spot rate drops below the 1.0700 threshold.

The Corporate Suitability & Risk Assessment

From a product perspective, the structure was inherently asymmetric. The underlying engineering of the product
consisted of Euro-Tech buying a series of monthly plain-vanilla call options on EUR, while simultaneously financing

those options by selling highly leveraged put options to the bank.

If the EUR/USD pair entered a period of range-bound consolidation or experienced moderate appreciation, Euro-Tech
would consistently win, extracting superior conversion rates than its competitors. However, if the USD unexpectedly

strengthened and the spot exchange rate cratered far below 1.0700, Euro-Tech would face an aggressive obligation.

Compliance Insight: The Mechanics of Asymmetric Leverage

In standard hedging, a corporate converts a fixed amount of currency to match an asset. In an asymmetric
accumulator, the contract size expands exactly when the market moves against the client. If the EUR/USD spot
drops to 1.0200, the corporate is legally required to sell USD 10,000,000 at 1.0700, yielding fewer Euros than what
they could get on the open spot market, creating an immediate realized financial loss.

Why was Euro-Tech deemed a highly "suitable" corporate candidate for this complex, high-risk derivative, where many

other mid-sized corporates had historically collapsed during currency crises?

First, Euro-Tech possessed massive physical underlying cash flow buffers. The accumulator's maximum possible
monthly leverage exposure was capped at USD 10,000,000 (2x the base notional). Fortuitously, Euro-Tech’s actual

monthly organic USD revenues from their Texan contracts were precisely USD 10,000,000. Under the absolute worst-
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case scenario, the corporate would never be forced to go out into the open spot market to buy expensive USD to deliver
to the bank; they would simply pass through their physical, organically generated revenue. The trade was 100% backed

by underlying commercial operations.

Second, Euro-Tech’s corporate treasury operated as a sophisticated financial unit. Rostova maintained a large
unencumbered cash balance and a fortress balance sheet capable of supporting significant Mark-to-Market (MTM)
fluctuations on its balance sheet without triggering liquidity defaults or breaching debt covenants. They fully
acknowledged that under IFRS 9 accounting principles, the embedded derivatives within this accumulator would fail the
"highly effective" test required for hedge accounting, meaning all monthly MTM valuation swings would directly impact

the corporate's net profit-and-loss statement.

The Final Dilemma

As the December board meeting approached, Rostova had to finalize her recommendation. The sales desk at Apex
Global Markets was eager to lock in the transaction, emphasizing that a 300-pip monthly outperformance could expand

the operating profits of the semiconductor machinery segment by over €1.5 million annually.

However, the compliance department at Apex was conducting its own parallel review. The bank’s compliance officer had
to ensure that the corporate genuinely understood that if the contract knocked out early due to a sudden market spike
above 1.1300, Euro-Tech would instantly lose its hedge protection for the remainder of the year and be left completely
exposed to an expensive market. Rostova needed to decide if the enhanced yield was truly worth the asymmetric

operational operational strings attached.

Case Discussion Questions for Bank Compliance Training:

1. Suitability Boundaries: If Euro-Tech's guaranteed revenue was only USD 4,000,000 per month instead of USD
10,000,000, explain why this FX Accumulator would instantly shift from a valid hedge to a highly speculative, non-

compliant cross-border risk.

2. The Knock-Out Risk Paradox: Why does the Knock-Out barrier (1.1300) constitute a major operational risk for a
corporate treasurer who believes they have secured a 12-month hedge? How must a relationship manager disclose this risk

to avoid allegations of mis-selling?

3. Mark-to-Market Volatility: Discuss the accounting compliance implications for a mid-cap corporate when complex

embedded derivatives cannot qualify for hedge accounting under international standards (IFRS 9 / US GAAP).
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