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The	AIFM	Directive	requires	AIFM	to	compute	the	Leverage	of	the	AIFs	they	manage	under	the	Gross	
and	 the	Commitment	method.	The	methodologies	 to	 compute	 the	 Leverage	under	both	approaches	
have	been	discussed	widely;	within	 this	paper	we	do	want	 to	 focus	on	the	 formulas	 to	compute	the	
exposures	at	the	product	level	without	considering	the	netting	and	hedging	arrangements.		
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1. Introduction	

Any	 AIFM	 managing	 leveraged	 AIF	 must	 assess	 the	 Leverage	 under	 the	 Gross	 and	 the	
Commitment	method	and	makes	 available	 the	 result	 to	 the	 regulator.	 In	order	 to	 compute	 the	
Leverage,	 the	 AIFM	 must	 compute	 the	 exposure	 of	 every	 AIF’s	 position	 according	 the	 ESMA	
guidelines,	for	instance	Derivatives	must	be	converted	into	their	underlying	equivalent	positions.	
Within	this	paper,	one	decided	to	focus	on	the	exposure	computations	at	the	product	level.	
The	 first	 Section	 of	 this	 paper	 is	 devoted	 to	 introduce	 the	 AIFM	 requirements	 in	 terms	 of	
Leverage,	the	Second	one	is	dedicated	to	the	formulas	to	compute	the	exposure	per	product	type.	

2. The	AIFMD	Regulatory	Leverage	in	a	Nutshell	

The	Alternative	Investment	Fund	Managers	Directive	N°	231/2013	and	the	ESMA	consultation	paper	
ESMA/2011/209	define	the	Leverage	as:	

	

“Any	method	 by	which	 an	AIFM	 increases	 the	 exposure	 of	 an	AIF	 it	manages	whether	
through	borrowing	of	cash	or	securities,	or	leverage	embedded	in	derivative	positions	or	
by	any	other	means.”		

	

The	leverage	of	the	AIFM	–	both	under	the	Gross	and	the	Commitment	method	–	is	computed	from	
the	 exposure	 of	 the	 Fund’s	 assets	 and	 liabilities;	 the	 regulator	 distinguishes	 the	 Gross	 from	 the	
Commitment	methods	as:	

	

“The	 gross	 method	 gives	 the	 overall	 exposure	 of	 the	 AIF	 whereas	 the	 commitment	
method	 gives	 insight	 in	 the	 hedging	 and	 netting	 techniques	 used	 by	 the	 manager;	
therefore	both	methods	shall	be	seen	in	conjunction.”	

	

Let	us	precise	that	the	Leverage	as	defined	by	the	regulator	does	not	assess	how	much	a	Fund	would	
lose	 if	equities	would	drop	to	a	zero	value	or	 if	all	credit-related	 instruments	would	default,	 then	a	
kind	of	jump-to-default	scenario,	but	well	a	hybrid	approach	where	the	exposure	of	each	position	is	
explained	by	its	underlying	equivalent	position.	
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3. The	Exposure	per	Product	

Independently	 from	 the	 netting	 and	 hedging	 arrangements,	 the	 Duration	 netting	 rules	 or	 the	

specific	 methodology	 differentiating	 the	 Gross	 Leverage	 from	 the	 Commitment	 Leverage,	

measuring	 the	 Leverage	 is	 -	 based	 on	 the	 regulator	 expectations	 -	 all	 about	 assessing	 the	

exposure	per	product	 type.	The	below	list	summarizes	the	exposure	computations	expected	by	
the	 regulator,	 please	 note	 that	 the	 list	 is	 non-exhaustive	 and	 that,	 considering	 the	 specificities	

required	by	the	regulator,	performing	a	simple	mapping	is	not	enough,	and	an	in-depth	analysis	

of	the	portfolio	must	be	performed.	

One	decided	to	structure	the	classification	into	three	main	segments:	Securities,	Derivatives,	and	

Balance	Sheet	Instruments.	

	

	

	

	

Please	find,	on	the	next	pages,	the	list	per	product	type:	
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