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EFAMA1 Paper on ESMA Q&A  
On the calculation of leverage exposure of an 

AIF resulting from a short-term interest rate future 
 

Brussels, 7 August 2019 
 
On 29 March 2019 ESMA updated its Questions and Answers on the Application of the AIFMD to add two 
Q&As related to the calculation of leverage. EFAMA members are particularly interested in the 
clarifications provided in Q&A 6 regarding the calculation of leverage exposure of an AIF resulting from a 
short-term interest rate future (hereafter “STIR future”) - see Annex II.  
 
The objective of this Paper is to present our assessment on ESMA’s proposals as included in this Q&A 
and our concerns in particular regarding the absence of duration adjustments for STIR futures. We also 
take the opportunity to highlight some market practices regarding the notional contract size of short-
term interest-rate futures (3m Euribor, 3m Eurodollar, 30d Fed Funds) which stress how the formula can 
apply in line also with the commitment approach.   
 
EFAMA key points of concern relate to  
 
 The formula for STIR futures: As foreseen in the AIFMD Delegated Regulation the formula for 

interest rate futures doesn’t refer to short-term durations, mainly as this is a generic formula for all 
interest rate futures2. However, the application of commitment method allows in the case of STIR 
futures to consider underlying equivalent exposures so that the approach taken corresponds to the 
exposures to the market risk per type of future. 
 

 ESMA Guidance isn’t based on any impact assessment neither on the full scope of existing market 
practices: We are concerned that such a clarification introduced via this Q&A has been given with 
no prior consultation or impact assessment and therefore doesn’t capture the different market 
practices concerning how the lifetime element of the instrument is taken into account.  

                                                      
1 The European Fund and Asset Management Association, EFAMA, is the voice of the European investment 
management industry, representing 28 member associations, 60 corporate members and 23 associate members.  At 
end 2018, total net assets of European investment funds reached EUR 15.2 trillion. These assets were managed by 
almost 62,000 investment funds, of which more than 33,000 were UCITS (Undertakings for Collective Investments in 
Transferable Securities) funds, with the remaining funds composed of AIFs (Alternative Investment Funds). 
www.efama.org 
 
2 As a reminder, the formula for interest rate futures in Annex II of the Delegated Regulation considers simply the 
“number of contracts * the notional contract size” without distinction between long-term and short-term futures. 
Moreover, the duration netting methods introduced in Annex III of the Delegated Regulation take due account of the 
duration to estimate the real commitment. See Commission Delegated Regulation (EU) No 231/2013 of 19 December 
2012 supplementing Directive 2011/61/EU of the European Parliament and of the Council with regard to exemptions, 
general operating conditions, depositaries, leverage, transparency and supervision Text with EEA relevance 
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 The risks for overstating the leverage exposure:  Not applying duration adjustments at the 
calculation of leverage for STIR futures, disregards the quantified potential for loss that might occur 
as a result of some activity and entails important risks of overstating the leverage exposure. 

 

In light of the above, we urge ESMA and the national competent authorities to  
 
 Reconsider / clarify their guidance to avoid any misinterpretation that no duration 

adjustment should apply for STIR futures for the purposes of calculation of leverage and  
 
 Allow for a better alignment with the existing commitment approach rules and market 

practices.  

 
A. The appropriate formula for STIR futures 
 
In its new Q&A on the calculation of leverage exposure of an AIF resulting from a short-term interest rate 
future ESMA refers to Subparagraph (a) of paragraph (1) of Annex II of the Commission Delegated 
Regulation (EU) No 231/2013 setting out the method to be applied, when converting all interest rate 
futures into equivalent positions in the underlying asset in the process of calculation of exposure of the 
AIF, as the product of the number of contracts and the notional contract size. Based on that, ESMA 
suggests that the duration of the financial instrument should not be considered for the purpose of that 
calculation. 
 
However, we wish to stress that this formula is a generic one, for all interest rate futures, describing the 
parameters that are to be taken into account so as to approach the most closely possible the resulting 
economic/real market commitment when a discrete method is used to calculate leverage. We also wish 
to remind of CESR’s Guidelines on Risk Measurement and the Calculation of Global Exposure and 
Counterparty Risk for UCITS, which apply a formula related to interest rate future by taking into account 
the notional contract size3. In this way, the commitment method is a discrete calculation method that adds 
and/or compensates underlying equivalent exposures so as to approach a figure best corresponding to the 
global exposure to the market risk.  
 
In this respect, the notional to be taken into account is undoubtedly the one corresponding to the 
economical nominal. The formula does not necessitate to be adapted to each and every case. Indeed, in 
the case of short term interest rates, the economical nominal corresponds to EUR 250.000 per future 
(corresponding to 3 months durations exposure) and there is no further need to divide this figure by 4. 
When applying this formula it is considered appropriate to use the most relevant economical figure, 
knowing that the principle underlying the generic formula is always respected. 
 
  

                                                      
3 See CESR’s Guidelines on Risk Measurement and the Calculation of Global Exposure and Counterparty Risk for 
UCITS, CESR/10-788, Guideline 2 on Conversion Methodologies, Box 2 – Standard Derivatives / Interest Rate future: 
Interest Rate Future: Number of contracts * notional contract size 
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B. Market Practices 
 
Based on the above clarifications, there are existing market practices that apply duration adjustments for 
STIR futures.   
 
In Annex I we provide a set of calculation examples for a 3-month Euribor interest rate future, a 1-month 
Fed Funds Future and a 90 days Euro-Dollar Interest Rate Future. 
 
In all abovementioned examples and other similar existing market practices the adjusted nominal value 
remains in line with the generic formula foreseen in AIFMD Delegated Regulation. Overall, to come to a 
meaningful interpretation, the “numbers of contracts times contract size” must be adapted to the 
documented contract specifications. 
 
Nonetheless, there are existing market practices that apply duration netting rules under the commitment 
method in addition and which are fully in line with the calculation that is performed for funds primarily 
investing in interest rate derivatives in accordance with paragraph (9) of Article 8 of the Commission 
Delegated Regulation (EU) No 231/2013. Also in that case, the commitment taken and compensated within 
the bucketing approach is 3 months duration (which corresponds to EUR 250.000 economical exposure 
per future). A hedging position through the use of a short term interest rate future covering a long position 
held in the bucket 2 to 5 years accounts for 0.25 in duration. 
 
C. The risks for overstating the leverage exposure 
 
As mentioned in our initial comments, a stricter guidance as to the application of the calculation formula 
apart from not being aligned with all existing market practices may also lead to results significantly higher 
than the real commitment. This would trigger an unjustified change to a less favorable economic position 
for funds and their investors.  
 
From an economic standpoint, the use of STIR futures is important for multiple asset management 
strategies. For instance, in period of market crisis, the only asset that can have significant upside are short-
term interest rate futures. Euribor contrats (or eurodollar) follow Central Banks anticipations who may 
lower their rate by 50 bp at once in extreme consequences. Therefore, the contribution of the use of these 
instruments in asset management strategies to the benefit of ultimate investors should not be 
underestimated. 
 
In this regard, overestimating the leverage figure for all funds using short term interest rate derivatives 
may have consequences on the derivative counterparty conditions, much less favorable to the fund (and 
the ultimate investors) without any added benefit.  
 

* 
* * 
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ANNEX I 
 
Elements on the economical nominal in the case of short-term interest rate derivatives leverage 
calculation 
 
A. Example on a 3-month Euribor interest rate future: An erroneous application of the formula would be 
to take a EUR 1.000.000 commitment per future: 
 

 
 
Yet the market consensus is a notional of EUR 250.000 per future. Indeed, the P&L of a position is given 
by:  

1.000.000 * 3/12 * (MarketPrice – EntryPrice)/100 
being  

250.000 * (MarketPrice – EntryPrice)/100 
in other words 

250.000 * price variation in % 
 
Knowing that the quotation is expressed in price: MarketPrice = (100 – 3mRate) 
 
A 3/12 constant therefore appears in the P&L calculation, representing a 3-month interests factor, which 
de facto brings the nominal to 250.000 instead of 1.000.000. It is this 250.000 nominal and not 1.000.000 
that is used as economical nominal. 
 
Indeed, the 3-month Euribor forward rate is, at the date of the example, 0.09%. If this 3m reference rate 
moved from 0.09% to 100%, the P&L of a long position would be EUR 249.775. The maximum risk on a 
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contract is therefore EUR 250.000. This calculation is consistent with the spirit of the commitment method 
for leverage calculation, which fosters a fair value approach of the underlying equivalent exposure, which 
takes the real duration into account. 
 
B. Example on a 1-month Fed Funds future: 
 
By applying erroneously the formula, the commitment would be USD 5.000.000 per future: 
 

 
 
Taking into account the constant (3/12), the recalculated commitment is USD 416.000, which is in line with 
the real commitment. 
 
C. Example for a 90 days Euro-Dollar Interest Rate Future  
 
This can be extracted directly from the Bloomberg Screen, illustrating the deviation for this kind of IR 
Future.  
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Interpretation  
The underlying is a EURO$ 3 Month term deposit with the “contract size” of 1.000.000 USD. But 
obviously, a nominal value of 250,000 USD is used to calculate the "price-value" of the Eurodollar Future. 
In other words the price formula is normalized to one year. The standardization to one year was made 
via an adjustment of the nominal value. This leads to an adjusted nominal value: 
 

(Duration of STIR-Underlying (month)/12 month)*contract size = adjusted nominal value 

 
This approach is applied to most of all STIR futures4 - as the market standard. On that score the price 
formula refers to an adjusted nominal value of 250.000 USD. The adjusted nominal value is also used in 
the profit/loss calculation: 
 

Profit/Loss = adjusted nominal value * (Price (Sell)  – Price (Buy)) 

 
In the example above the value of 1 pt is 2500 USD. That means a price of 100 pt corresponds to 250.000 
USD. 

                                                      
4 The only exceptions to this are ASX 90 Day Bank Bill Futures. 
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ANNEX II 

 
ESMA Q&A on the Application of the AIFMD– Section VII: Calculation of leverage 
 
Question 6 [last update 29 March 2019]: Should the calculation of leverage exposure of an AIF resulting 
from a short-term interest rate future be adjusted for the duration of the future, under the gross and the 
commitment methods? 
 
Answer 6 [last update 29 March 2019]: No. The calculation of leverage exposure of an AIF resulting from 
a short-term interest rate future should not be adjusted for the duration of the future. Subparagraph (a) 
of paragraph (1) of Annex II of the Commission Delegated Regulation (EU) No 231/2013 sets out the 
method to be applied, when converting all interest rate futures into equivalent positions in the underlying 
asset in the process of calculation of exposure of the AIF, as the product of the number of contracts and 
the notional contract size. The duration of the financial instrument should not be considered for the 
purpose of that calculation. This does not, however, preclude AIFMs managing AIFs that, in accordance 
with their core investment policy, primarily invest in interest rate derivatives from applying duration 
netting rules under the commitment method, in accordance with paragraph (9) of Article 8 of the 
Commission Delegated Regulation (EU) No 231/2013. 
 


