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1. Responding to this paper

EIOPA welcomes comments on the guidelines on the Application of the Market Risk Module. 

The consultation package includes: 
· The Consultation Paper

· [any other relevant document]

· Template for comments 

Please send your comments to EIOPA in the provided Template for Comments, by email cpXX@eiopa.europa.eu, by [dd Month yyyy]. 

Contributions not provided in the provided template for comments, or sent to a different email address, or after the deadline will not be processed. 

EIOPA invites comments on any aspect of this paper and in particular on the specific questions summarised in Annex II. Comments are most helpful if they:

· respond to the question stated;

· contain a clear rationale; and

· describe any alternatives EIOPA should consider.

Publication of responses

All contributions received will be published following the close of the consultation, unless you request otherwise in the respective field in the template for comments. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with EIOPA’s rules on public access to documents
. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by EIOPA’s Board of Appeal and the European Ombudsman.

Data protection

Information on data protection can be found at www.eiopa.europa.eu under the heading ‘Legal notice’.

2.  Consultation Paper Overview & Next Steps

EIOPA carries out consultations in the case of Guidelines and Recommendations in accordance to Article 16 (2) of the EIOPA Regulation.

This Consultation Paper is being issued [*Briefly describe framework of the CP].

This Consultation Paper presents the draft Guidelines and Recommendations (G&R), explanatory text, and a technical annex where relevant. 

The analysis of the expected impact from the proposed policy is covered under the Annex I (Impact Assessment) and includes the chronology and results of previous consultations [where applicable]. 
Specific questions to the G&R, explanatory text and/or technical annex are being asked for the purpose of the consultation and should be answered by using the template for comments provided by EIOPA. Annex II comprises the overview of all questions asked.

Next steps

EIOPA will consider the feedback received and expects to publish a final report on the consultation by [date] and to submit the [main document that is subject of the consultation] for adoption by the Board of Supervisors by [date]. 

[Add additional steps where necessary]

3. Guidelines and Recommendations

Introduction 

3.1. Having regard to Article 104 and 105 of Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the business of Insurance and Reinsurance (Solvency II).

3.2. Having regard to the draft implementing measure proposed by the Commission by …
Whereas,

3.3. To facilitate convergence of practice across Member States and support undertakings in calculating their market risk related Solvency Capital Requirements under Solvency II, the following guidelines are formulated. These guidelines are applicable to undertakings and professionals responsible for the calculation of the market risk related Solvency Capital Requirements under Solvency II. 

3.4. These guidelines include interpretative guidelines to support consistent interpretation of the Directive and the Implementing Measures contributing towards harmonisation across Member States. The aim is to increase consistency and convergence of professional practice as it relates to the application of the Market Risk Module of the Solvency Capital Requirement for all types and sizes of undertakings. 

	General



	Guideline 1
3.5. Consideration should be given to the fact that callable bonds and other types of interest rate structures may not be called by the issuer in the event that spreads widen or interest rates increase. This may have an impact on the duration of the asset.



	Guideline 2
3.6. The value of collateral should be risk-adjusted where it is treated as a risk mitigating technique.
The risk-adjusted value of collateral should not be used to reduce net exposure in the spread risk module, though it may be used to limit the loss in basic own funds resulting from the spread risk stress. The limit should be taken as the market value of the exposure reduced by the risk-adjusted value of the collateral.


	Guideline 3

3.7. The effect of all market and counterparty risk scenarios should be properly reflected in the post-shock value of employees’ benefits. For this purpose, the nature of the benefits themselves, and, where relevant, the nature of all contractual arrangements with an IORP or another insurance or reinsurance undertaking for the provision of these benefits, should be taken into account.

If the management of the assets representing the employees’ benefits liabilities has been outsourced, but the insurance undertaking, acting as a sponsor, is liable for any loss of value of these assets, then the outsourcing arrangement should be looked-through for the calculation of the market risk capital charge.



	Guideline 4
3.8. A repo-seller, having agreed to repurchase collateral at a future date, should take account of any risk associated with the collateral even though he isn’t presently holding it.

A repo-lender should take account of any concentration, interest, spread or counterparty risk associated with the items exchanged for the collateral, taking into account the credit risk of the repo-seller. The collateral-arrangement should be recognized in accordance with SCRRM6.

Any liquidity risk associated with the repo-arrangement should also be taken up in the ORSA.



	Guideline 4b
3.9. A protection buyer in a total return swap should consider the arrangement as risk mitigation technique in accordance with SCRRM1 to SCRRM7. Any fixed leg of the contract should be subject to spread and interest rate risk. 

A protection seller in a total return swap arrangement should take into account any market and counterparty risk associated with the items underlying the swap.



	Guideline 4c
3.10. If an investment is subject to additional funding calls in the event of loss, these should be taken into account in the market risk calculations.



	Guideline 5
3.11. The duration of a future cash-flow should be calculated as the Maccauley duration using the same interest rate curve as in valuating technical provisions. The average duration mentioned in Article 304 (1)(b)(iii) of Directive 2009/138/EC should be interpreted as the duration of the total cash-flow of the liabilities. Undertakings may use duration instead of modified duration where the difference is not material.


	The Look-Through Approach



	Guideline 6
3.12. Where a number of iterations of the look-through approach is required (e.g. where an investment fund is invested in other investment funds), the number of iterations should be sufficient to ensure that all material risk is captured.
Where there is temporary uncertainty about the nature of an underlying asset, a capital charge equivalent to the ‘other equity’ should be applied until the nature of the risk is identified. Undertakings should aim to eliminate any uncertainty around the nature of underlying assets to avoid governance issues, particularly for new acquisitions.


	Guideline 7
3.13. Application of the look-though approach should include money market funds.



	Guideline 8
3.14. Where external asset management firms may delay publicising the fund composition, affected insurance undertakings should ensure that they are able to access the information required to identify the nature of all underlying assets in line with the requirements to monitor their solvency position.


	Guideline  9
3.15. Notwithstanding paragraph 4 of Article 144 MR3 of the implementing measures, the look-through approach should be applied to any entity in which an undertaking is invested which serves primarily as a holding entity for underlying assets. This should be done in accordance with the relevant technical standards on applying the look-through approach. 
Notwithstanding the paragraph above, where the (re)insurer’s loss in the event of the bankruptcy of the entity is legally limited to the value of its equity holding, the loss in basic own funds should be limited to the value of the equity.


	

	Interest Rate Risk Module



	Guideline 10
3.16. The changes to the interest rate term structure in the interest rate risk sub-module should be applied to all interest rate sensitive assets and liabilities of the undertaking, whether valued by mark-to-model or mark-to-market techniques.

This may involve deriving a mark-to-model valuation that is consistent with the mark-to-market valuation. The impact of the change in the interest rate term structure can then be applied to the mark-to-model valuation. Where this is done, undertakings should assume that the interest rate stresses are applied to the basic risk-free rate only; any spread in excess of the risk-free return should remain unchanged in the stressed scenarios.
Direct property investments, equity investments, and investments in related undertakings within the meaning of Article 212(1)(b) and 212(2) of Directive 2009/138/EC should not be considered to be interest sensitive.


	Guideline 11
3.17. The undertaking should take into account any risk arising from inflation or deflation in their own risk and solvency assessment if their business exposes them to such a risk and it is not adequately captured by the interest rate risk sub-module alone. 


	Equity Risk Module



	Guideline 12
3.18. Where insurance or reinsurance undertakings hold short positions in equity (including put options), these should only be netted off against long equity positions for the purposes of determining the equity risk charge if the short position reflects a match to the long position by nature.
A match by nature should in this instance be understood to mean that the long and short positions have a correlation close to -1. This will only be the case where the composition of the long and short portfolios is similar.

All residual short equity exposure for which there is no corresponding long exposure to offset will be ignored when calculating the equity stress in the equity risk sub-module of the standard formula. The residual short equity exposure should not be considered to increase in value after application of the downward shock to equity values.

Where basis risk is material, undertakings must demonstrate that it has been adequately captured in the calculation of the Basic Solvency Capital Requirement in accordance with the relevant technical standards.
Material short equity exposures should also be considered in the undertaking’s own risk and solvency assessment for adequacy of capital requirements and should be compliant with the Prudent Person Principle.


	Property Risk Module



	Guideline 13
3.19. The following investments should be treated in the property risk sub-module:

· land, buildings and immovable property rights;

· property investment for the own use of the insurance undertaking.

Investment in a company exclusively engaged in facility management, real estate administration or real estate project development or similar activities should be treated in the equity risk sub-module. If a company serves as holding structure for real estate, it should be subject to the look-though approach in accordance with guideline 11.


	Guideline 14
3.20. Notwithstanding paragraph 4 of Article 144 MR3 of the implementing measures, collective real estate investment vehicles, like other collective investment vehicles, should be subject to the look-through approach. 
Investment in a company exclusively engaged in real estate asset management should also be subject to the look-through approach.


	Currency Risk Module



	Guideline 15
3.21. The currency stress should be applied to a direct quote of the base currency to ensure that the shock is symmetric in absolute money terms.


	Market Concentration Risk Module


	Guideline 16
3.22. The concentration risk module should not be applied at the level of an investment fund but at the level of each sub-counterparty, after aggregation of exposures to each sub-counterparty at the portfolio level. In such a case, the additional risk stemming from the exposure to the concentration risk at the level of the investment fund itself should be considered in the ORSA report.

If the underlying single name exposures of the investment fund cannot be determined, the concentration risk should be applied at the level of the investment fund.


	Guideline 17
3.23. The zero risk charge referred to in paragraph 3 of Article 170 CO6 of the implementing measures only applies to debt exposures to the named organisations, and doesn’t extend to investments in entities which are owned by one of the named organisations. Where entities are owned by one of the named organisations, a credit quality step equivalent to the weighted average credit quality steps of the individual entities should be retained (in accordance with paragraph 3 of Article 165 CO1 of the implementing measures). 




Compliance and Reporting Rules

3.24. This document contains Guidelines and Recommendations issued under Article 16 of the EIOPA Regulation
. In accordance with Article 16(3) of the EIOPA Regulation, Competent Authorities and financial institutions must make every effort to comply with guidelines and recommendations.

3.25. Competent Authorities should [text]

3.26. Competent authorities shall confirm to EIOPA whether they comply or intend to comply with these Guidelines and Recommendations, with reasons for non-compliance, by [date]. 

3.27 Financial undertakings shall report whether they comply with the specified [text]
Final Provision on Reviews (where applicable)
3.28 By [date] and every [XX] years thereafter, EIOPA shall review the application of Guidelines and Recommendations and propose amendments where appropriate.
TECHNICAL ANNEX (Where applicable)
4. Explanatory text 

[Note
: The aim of an explanatory text is to give further details or concrete applications or examples. Please note that the explanatory text will be included in the consultation paper only and not in the final G&R. 

Considering that the guideline should be clear and unambiguous, the scope for further explanation should be limited.

The examples aim at showing in practical terms the concrete implementation of the guidelines or provide reference to other tools and guidelines. 
These examples should not introduce further ambiguity as to the content of the guideline.]
	Guidelines and Recommendations 2
The value of collateral should be risk-adjusted where it is treated as a risk mitigating technique.
The risk-adjusted value of collateral should not be used to reduce net exposure in the spread risk module, though it may be used to limit the loss in basic own funds resulting from the spread risk stress. The limit should be taken as the market value of the exposure reduced by the risk-adjusted value of the collateral.



Consider a bond with a market value of 100 and a spread risk charge of 40. Suppose further that the value of the risk-adjusted collateral is 70. 

The spread risk charge can in this case be limited to allow for the risk-adjusted value of the collateral. The reduced spread risk charge is 30 (100 minus 70).
	Guidelines and Recommendations 3
The effect of all market scenarios should be properly reflected in the post-shock value of employees’ benefits. For this purpose, the nature of the benefits themselves, and, when relevant, the nature of all contractual arrangements with an IORP or another insurance or reinsurance undertaking for the provision of these benefits, should be taken into account.

If the management of the assets representing the employees’ benefits liabilities has been outsourced, but the insurance undertaking, acting as a sponsor, is liable for any loss of value of these assets, then the outsourcing arrangement 
should be looked-through for the calculation of the market risk capital charge.



The following examples illustrate what this means in particular cases:

Case 1: no outsourcing, all the employees’ benefits are on the balance sheet of the insurance undertaking

( the market risks shocks are applied the same way as for insurance liabilities

Case 2: DB pension promise, completely outsourced in a sponsor underwritten IORP, with unlimited sponsor support

( the assets and liabilities of the IORP should be looked-through, and the shocks applied as if the insurance undertaking were directly holding the assets of the IORP

Case 3: DB pension promise, completely outsourced in an own fund-IORP or another insurer, with no sponsor support (the external IORP or insurer bears the market risks)

( no need to calculate a market risk on the employees’ benefits

Case 4: DB pension promise, completely outsourced in a sponsor underwritten IORP with limited sponsor support

( the assets and the liabilities of the IORP should be looked through, and the shocks applied as if the undertaking were directly holding the assets of the IORP

Case 4: pure DC pension promise (with no guarantees)

( no need to calculate a market risk on the employees’ benefits
	Guidelines and Recommendations 8
Where external asset management firms may delay publicising the fund composition, affected insurance undertakings should ensure that they are able to access the information required to identify the nature of all underlying assets in line with the requirements to monitor their solvency position.



This may be the case where asset managers are attempting to avoid information asymmetries (embargo periods).
	Guidelines and Recommendations 10
The changes to the interest rate term structure in the interest rate risk sub-module should be applied to all interest rate sensitive assets and liabilities of the undertaking, whether valued by mark-to-model or mark-to-market techniques.

This may involve deriving a mark-to-model valuation that is consistent with the mark-to-market valuation. The impact of the change in the interest rate term structure can then be applied to the mark-to-model valuation. Where this is done, undertakings should assume that the interest rate stresses are applied to the basic risk-free rate only; any spread in excess of the risk-free return should remain unchanged in the stressed scenarios.
Direct property investments, equity investments, and investments in related undertakings within the meaning of Article 212(1)(b) and 212(2) of Directive 2009/138/EC should not be considered to be interest sensitive.



Consider a bond with an outstanding duration of 2 years and a market value of 95. There is a coupon payment of 3 in one year, and a redemption payment of 100 in two years. The gross redemption yield for this bond is 4.2%. 

Suppose further that the basic risk free rate over the next year is 3%, and over the next two years is 3.2%. This means that the spread over the next year is 1.2% and over the next two years is 1%. 

Keeping the spread fixed and applying the interest rate shocks to the basic risk free rates only, leads to the shocked interest rates developing as follows:

	Year
	GRY
	RFR
	Spread
	Up stress
	Down stress

	1
	4.20%
	3%
	1.20%
	3%*1.7+1.2%=6.3%
	3%*0.25+1.2%=1.95%

	2
	4.20%
	3.20%
	1.00%
	3.2%*1.7+1%=6.44%
	3.2%*0.35+1%=2.12%


In principle, all assets and liabilities comprising a fixed future cash flow element should be considered interest rate sensitive, especially bonds and loans with a fixed coupon, interest rate derivatives, technical provisions, and employee benefits. The interest exposure to property and equity is already covered in the property and equity sub-modules, so they fall outside of the scope.
	Guidelines and Recommendations 11
The undertaking should take into account inflation/deflation risk in their own risk and solvency assessment if their business exposes them to a risk which is not adequately captured by the interest rate risk sub-module alone. 




The interest rate risk sub-module aims at capturing the risk of increases or decreases of the risk free rate. These may result from inflation or deflation – but an undertaking may also be exposed to inflation / deflation risk in others circumstances, for instance if their obligations are indexed to inflation. 

	Guidelines and Recommendations 14
Notwithstanding paragraph 4 of Article 144 MR3 of the implementing measures, collective real estate investment vehicles, like other collective investment vehicles, should be subject to the look-through approach. 
Investment in a company exclusively engaged in real estate asset management should also be subject to the look-through approach.



If an undertaking holds equities from a company whose assets are correlated with property prices (for example investment in a company exclusively engaged in real estate management) the look-through approach is applicable. The following example helps to clarify matters. 

Balance sheet of a real estate management company held at 100% by an insurance undertaking:

[image: image2.png]Real Estate
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Applying a property shock to the value of the investments yields a shock of 25%*60=15. 

Applying an equity shock (let’s assume 39%) yields 39%*60=23.4. 

However, by applying a look-through approach, scenario-based calculation implies a 25% decrease shock affects the entire assets of the real estate management company. 

After shock balance sheet:

[image: image3.png]Real Estate
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Assets are therefore now worth 75, meaning that with debt still worth 40, equity is only 35, i.e. a shock of 25 on the investments of the insurance undertaking. 

The more the management society is leveraged, the higher the shock is with look-through compared with other methods, which is consistent with a risk-based approach.

However, the capital charge should be capped at the equity value of the investment where the loss is legally limited. Example:

	Real Estate assets = 100
	Equity = 10

	
	Debt = 90

	
	

	
	

	
	

	
	


After shock:
	
	Debt =  90

	Real Estate assets = 75
	

	
	

	
	

	
	


Although the loss in property amounts to 25, in this case the total loss for the undertaking is 10, and hence SCRprop = 10. 
For investment in companies engaged in real estate project development, assets of the company have a much lower correlation with property prices; hence an equity shock is more appropriate.
	Guidelines and Recommendations 15
The currency stress should be applied in such a way that the shock is symmetric in absolute money terms.




Consider a €100m exposure to the US Dollar: the stressed values would be overseas currency up to €125m; overseas currency down to €75m.  The absolute stress up and down is therefore symmetrical and the capital charge is €25m.

The exchange is expressed as €0.6369:$1; the stressed exchange rates would then be €0.6369 x 1.25 = €0.7961:$1 and €0.6369 x 0.75 = €0.4777:$1.

An alternative approach is to stress the exchange rate expressed as €1:$1.57; so a 25% down stress becomes €1:$1.1775 = 0.75 * 1.57, and a 25% up stress becomes €1:$1.9625 = 1.25 * 1.57.

The result is that the base value is still €100m – however, the up stress is €133.33m and the down stress €80m.  The absolute size of the stresses are therefore not symmetrical, and the resulting capital charge is €20m.

The symmetrical stress is preferable to avoid the unintended incentive to have the (lower) downward stress apply.

	Guidelines and Recommendations 17
The zero risk charge referred to in paragraph 3 of Article 170 CO6 of the implementing measures only applies to debt exposures to the named organisations, and doesn’t extend to investments in entities which merely form part of the same group as the named organisations. Where entities are considered to form part of the same group as one of the named organisations, a credit quality step equivalent to the weighted average credit quality steps of the individual entities should be retained (in accordance with paragraph 3 of Article 165 CO1 of the implementing measures).
 


Consider two recapitalised banks, A and B. A has a credit quality equivalent to step 1 and B has a credit quality equivalent to step 2. Both banks are owned by a holding entity C, which is in turn owned by a member state’s national government.

Suppose an insurer holds equity in bank A of 50 and in bank B of 100. This equity investment should not attract a zero charge under the concentration risk module. Instead the weighted average credit rating of the exposure to A and B should be retained. In this case the weighted average is 1*50 / 150 + 2 * 100 / 150 = 5 / 3. The nearest whole number is 2, so the insurer should assume a credit rating of 2 for this single name exposure.
Debt issued by the national government does attract a zero charge in accordance with paragraph 3 of Article 170 CO6 of the implementing measures.

Technical Annex (Where applicable)

Duration of cash flows

A future cash flow is determined by payments c(i) at times t(i), i = 1, 2, 3, .... When discounting the cash flow one uses an curve for the interest rate intensity (t) or for the rate of interest r(t) as a function of time t. The time t is measured in years. The relation between these is given by
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The total discounted value of the cash flow is
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The duration D (Macaulay duration) of the discounted cash flow is the weighted time average of the payments, defined by
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Background
The duration D can perceived as the relative sensitivity of the value V to a parallel shift of the interest rate curve (t). This can be shown as follows. Let V(h) be the value of the discounted cash flow at interest rate (t)+h, i.e.
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The derivative of V(h) with respect to h is
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and therefore 
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 If the payments occur at times t(i) = i/k, i = 1, 2, 3, ..., where k = 1 for annual payments, k = 12 for monthly payments etc., and if the annual rate of interest is constant equal to r, the discounted value of the cash flow is
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The duration is
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Background

The sensitivity of the value V = V(r) to a change of the interest rate r can be measured by the derivative of V(r) with respect to r
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The relative sensitivity of the value is therefore
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The quantity D/(1 + r/ k) is called the modified duration. The difference between these two concepts is often immaterial. 
If the interest curve is not constant, the modified duration Dmod of a cash flow with maturity T is defined as
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For a cash flow which is stochastic, future payments are replaced by their expected values. As an example, for an annuity, where payment of a amount B(i) at time t(i) will occur with probability p(i), we have
 c(i) = p(i)∙B(i).

Duration can also be determined for the undiscounted cash flow, ie. with r(t) = 0.
Annex I: Impact Assessment (where applicable)

In order to facilitate the presentation of the impact analysis output, the following structure of the IA section in the Guidelines and Recommendations template is provided. 

After each title in the structure below, there is a checklist (in bullets) for the main items, which should be included.  

In order to complete the IA section, please use the information and analysis based on the responses to the questions in the IA Questions Template (see IA Toolkit in the restricted area of the EIOPA Website https://eiopa.europa.eu/restricted-area/toolkits/ia-toolkit/index.html).

	1: Procedural issues and consultation of interested parties


· Provide a general chronology of the IA process, including what evidence was used in the analysis.

· Consultation: 

· Indicate if external expertise was used, and if so, how.

· Indicate which groups of stakeholders have been consulted, at what stage in the IA process and how (pre-consultation, consultation, targeted consultation, and if targeted, why, etc.)

· Indicate the main results, the different positions expressed and how this input has been taken into account or not.

	2: Problem definition


· What is the issue or problem that may require action. Ex.: market failure.

· What are the underlying drivers of the problem?

· Who is affected, in what ways, and to what extent?

· What is the baseline?  

· How would the problem evolve, all things being equal? This should take into account actions already taken or planned by the EU, EIOPA, Member States and other actors.

· Does EIOPA have the right to act and is the added-value from the EIOPA initiative evident – e.g. based on the EIOPA regulation, fundamental rights limits, etc.

· Level 1 or Level 2 consultations may have already defined the problem, which you can use.

	3: Objective pursued


· What are the general policy objectives? What are the more specific/operational objectives?  This may repeat the objectives identified in Levels 1 and 2 consultations, but there may be specific, lower level, objectives in relation to the binding technical standard or guideline/recommendation.

· Underline the consistency of these objectives with other EU policies and, if applicable, horizontal objectives, such as the Lisbon and Sustainable Development strategies or respect for fundamental rights.  This should be achieved by reference to the Level 1 or Level 2 consultation documents.

	4: Policy options


· What are the possible options for meeting the objectives and tackling the problem? N.B. the ‘no EIOPA action’ option should always be considered and it is highly recommended to include a non-regulatory option (where applicable).

· Which options have been discarded at an early stage and why? Be particularly specific and precise for discarded options enjoying significant support among stakeholders.

· The options should be relevant and credible.

	5: Analysis of impacts


· What are the likely economic and  social impacts of each of the shortlisted options?

· List positive and negative impacts, direct (e.g. regulatory compliance costs/administrative burden) and indirect (e.g. impacts on competition). Specify which social groups, economic sectors or particular regions are affected. Include impacts in the EU and outside the EU, where relevant.  

· Explain where there is uncertainty about impacts, and how sensitive conclusions drawn are to this uncertainty.

· Identify if impacts are likely to change over time and how, for instance because of anticipated changes in other regulations that affect the same market.

	6: Comparing the options


· In simple cases, the most favourable option should be clear from an analysis of the costs and benefits.

· In more complex cases options will generate benefits for some stakeholders and costs for others. Highlight these trade-offs and, discuss which impacts you have given more weight to than others to reach a conclusion about the most preferred option.

	7: Monitoring and evaluation


· What are the core indicators of progress towards meeting the objectives?

· What is the broad outline for possible monitoring and evaluation arrangements?

	Annexes


· Present technical background material.

· Present key public consultation documents and summaries of replies (unless available via public internet link).

· Provide key studies/work carried out by external consultants (unless available via public internet link).

Annex II:  Overview of Questions for Consultation
Q1. Are the description of the standardised methods clear and will they help the user understand what they need to do?  Are there any aspects which could be made clearer?
Q2. Are there any practical or operational issues with the described methods? In particular, do you have any concern regarding the implementation of the described methods?  If so, what are your concerns and how could they be addressed? (Please kindly note we would appreciate some concrete examples as illustrations of your concerns.)
Q3. In the context of further developments, reference is made in the guidelines to technical standards that are to follow on allowance for material basis risk in the standard formula and the application of the look-through approach. Are there any particular points you would like to see addressed in these standards?
Q4. Are there any other areas relating to market or counterparty default risk where clarification of the treatment under the standard formula would be useful?
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