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June 17, 2026 
 
To: European Banking Authority 
 
The International Swaps and Derivatives Association, Inc. (ISDA) appreciates the opportunity to 
respond to the: 
 
• Consultation Paper on the Draft Regulatory Technical Standards on the authorisation of initial 

margin models under Article 11(15) of EMIR (“RTS”); and 
 
• Consultation Paper on the Draft Guidelines on the authorisation of initial margin models 

under Article 11(3) EMIR (“Guidelines”) 
 
We acknowledge that extensive consideration reflected in the consultation papers, which set out 
supervisory procedures for authorising and monitoring pro-forma IM models, such as the ISDA 
SIMM® (“SIMM”), as well as non-pro forma IM models for non-cleared OTC derivatives. These 
proposals aim to promote consistency, efficiency, and reduced duplication across the EU. 
 
However, there are areas within the RTS that require substantive revision to avoid constraining 
the ability of EU-regulated firms to use IM models effectively. In particular, in relation to Chapter 
2: Supervisory procedures for initial margin models based on a pro forma model, three key 
themes emerge across the areas identified for revision. 
 
Themes emerging across areas identified for revision 
 
(1) Recognition of the governance framework for a pro forma model: As no model can cover all 

possible risks of a derivatives portfolio, the RTS should expect that any pro forma model 
consists of both the methodology and governance requirements for users to uniformly assess 
model performance for their portfolios and bi-laterally address cases of under-margining.  To 
ensure enforcement of cross-border remediation and preserve a level playing field, it is 
essential that such governance requirements apply consistently to all global users of a pro 
forma model, rather than be established jurisdictionally within the RTS.  

 
There is no formal recognition of the ISDA SIMM Governance Framework (“Framework”), 
which is central to the governance and effective operation of the SIMM model, in the RTS. 
SIMM is not a static methodology but operates through an established governance framework 
encompassing semi-annual calibration, annual backtesting, evidence-based model change, 
firm-level portfolio monitoring and bilateral remediation. 
 
Without recognizing the Framework, the RTS risks treating SIMM as fixed, entity-controlled 
model, rather than as a governed industry standard with an embedded remediation 
mechanism that supports day-to-day IM compliance. 
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(2) Practical implementation gap: Bilateral, portfolio-level remediation is essential to the two-
way gross exchange of IM. The SIMM Governance Framework establishes a time-bound 
bilateral remediation process (e.g., thresholds and procedures for counterparties to identify 
exceptions, communicate them, and agree remediation actions).  
 
This bilateral construct is essential because IM is calculated, reconciled, and exchanged 
between counterparties for each portfolio; “entity-level remediation” is not operationally 
workable and would undermine consistency and reconciliation in practice since the IM 
exchanged with one counterparty cannot be used to satisfy a default with another 
counterparty.   

 
(3) Risk of duplicated, fragmented and disputed governance, reducing efficiency in 

authorisation and supervision: In the absence of formal recognition of the Framework, firms 
may be required to establish additional, EU-specific internal governance, validation, and 
remediation processes around SIMM for authorisation purposes, increasing operational 
burden and driving inconsistencies across firms and jurisdictions.  
 
This undermines a core RTS objective of efficiency and consistency by increasing the likelihood 
of non-standard, firm-by-firm reassessment and avoidable duplication.  

 
SIMM was designed to limit the cost of use and implementation in order to make it accessible to 
a wide range of market participants. There are elements of the RTS and Guidelines that run 
counter to that objective, making use of an IM model more complex and costly, potentially 
deterring its use, increasing the costs of margining and inhibiting the use of derivatives as an 
effective hedging tool. As we trust this is not the intended consequence, we request careful 
consideration of the feedback and suggestions provided in our responses to the questions below. 
 
ISDA SIMM Context 
 
It may be useful to briefly review the aims and structure of the SIMM. The industry has designed 
the SIMM methodology to comprise two parts: 
 
(1) A simplified global methodology 
 

(a) The model allows counterparties to calculate and validate initial margin calls based upon 
a common industry model. The model has been designed to accommodate practical 
operating needs while meeting regulatory requirements.  
 

(b) The vast majority of regulatory requirements and issues are dealt through the global 
model and its infrastructure. The model includes operating protocols to facilitate daily 
margin calculations, data exchange, and reconciliation between counterparties. A set of 
global ISDA designed documents form the legal foundation.  
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(2) A firm and industry level governance framework  
 
A basic tenet regarding SIMM is that no one model can cover all risks, and that any model may 
need to evolve while retaining its practical features. To balance practical industry needs, 
regulatory requirements, and SIMM platform development, the ISDA SIMM Governance 
Framework:  
 
(a) Establishes an industry-wide monitoring framework which analyses and reports on global 

SIMM model performance on actual portfolios.  
 

(b) Defines firm-level SIMM monitoring and margin remediation protocols. Each SIMM user must 
monitor performance on their own portfolios, analyse whether the global SIMM model meets 
regulatory requirements for each bilateral netting set, and cure any cases where the margin 
proves insufficient (through portfolio adjustment or add-on margin).  

 
Numbering scheme for ISDA Responses 
 
Throughout the remaining part of this document, ISDA has adopted a numbering scheme for 
comments that identifies the article being commented on and assigns a number to that comment.  
 
The numbering scheme adopts the following general format [CXm.n], where:  
 
• “C” denotes the text that follows is an ISDA comment 
• “X” denotes whether the ISDA comment relates to an Article (A) of the RTS or Paragraph (P) 

of the Guidelines 
• “m” refers to the relevant Article or Paragraph number; and 
• “n” refers to the sequential comment number (i.e., 1, 2, 3, …), assigned where multiple 

comments relate to the same provision.  
 
For example: 
 
• [CA7.2] denotes the second ISDA comment on Article 7 of the RTS; 
• [CP55.1] denotes the first ISDA comment on Paragraph 55 of the Guidelines. 
 
For ISDA comments of a general nature (i.e., not referring to a specific article or paragraph), “X” 
will be set to “G” and “m” will be set to zero. 
 
ISDA Responses to Questions for Consultation in the RTS Document 
 
Q1. Are there additional elements of either pro forma based models or models not based on 

pro forma models that these draft RTS should identify validation techniques for?  
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[CG0.1] We propose that the RTS formally recognizes that a pro forma model consists of 
both a methodology for IM calculation and a governance framework for the maintenance 
and monitoring of the IM model and its performance. 

 
The current draft RTS does not recognise that a pro forma model should have a robust 
governance framework to maintain the model and ensure regulatory-compliant IM amounts 
are exchanged. Furthermore, it does not set out validation approaches that take into account 
that the primary means of monitoring and addressing margin coverage issues should be the 
established governance framework in the context of the relevant pro forma model.  
 
The application of the SIMM governance framework would remove the need for unilateral, 
entity-level remediation actions as set out in Articles 18, 19, 21 and 24, and instead support 
remediation at the bilateral level in a practical manner, consistent with the existing 
contractual framework. 
 
[CG0.2] We request clarification on the use of the term “remediation” within the RTS, and 
recommend distinguishing clearly between its use in different contexts. 
 
The RTS contains multiple references to “remediation”, including in Articles 8, 9 and 12 (in the 
context of audit, validation and IT matters), and in Articles 21 and 23 (in relation to model 
parameters and proxies). However, the term is not defined and appears to be used to describe 
a range of potentially distinct actions. This creates a risk of inconsistent interpretation across 
firms and jurisdictions. 
 
Under the ISDA SIMM Governance Framework, “remediation” has a specific and well-
established meaning. It refers to the bilateral process whereby counterparties agree the 
exchange of additional initial margin following backtesting results that have been validated 
and deemed to breach predefined thresholds. This is a formal, outcome-based process with 
clear triggers, governance and financial consequences, and we recommend that this 
established usage be preserved. 
 
Where the RTS intends to refer to other forms of follow-up action such as: 
 
• further thinking or analysis; or  
• internal escalation; or  
• engagement with a model provider; 
 
We recommend either clarifying the definition of “remediation” in the RTS or adopting a 
distinct term instead of remediation to avoid conflating these activities. Clarifying the use of 
the term would reduce the ambiguity in supervisory expectations, support consistent 
implementation across firms, and better align the RTS with established industry governance 
frameworks. 
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[CG0.3] We request confirmation that none of the provisions in Chapter 3 are relevant to a 
pro forma model. 

 
Please explicitly confirm that the provisions in Chapter 3 are solely provided for the benefit of 
the Competent Authorities (CAs) to assess a non-pro forma model and should not be applied 
to CA consideration of a pro forma model since assessment of the pro forma model will 
already have been conducted by the EBA.  In addition, we would appreciate confirmation that 
Chapter 3 provisions are not directly relevant to the EBA’s assessment of a pro-forma model; 
instead that assessment is governed solely by the provisions in the EBA Decision EBA/DC/6101 
concerning arrangements for the Initial Margin Model Validation function under EMIR for 
ISDA SIMM, January 27, 2026. 

 
Q2. Are there elements of either pro forma based models or models not based on proforma 

models that these draft RTS should include to add further proportionality in the supervisory 
procedures used for authorisation? 

 
We do not consider that there are additional elements specific to either pro forma–based 
models or models not based on pro forma approaches that need to be incorporated into the 
draft RTS to enhance proportionality in supervisory authorisation procedures. 

 
The existing framework is already sufficiently flexible to accommodate differences in 
modelling approaches, and further differentiation is not necessary to achieve a proportionate 
supervisory process. 

 
Q3. Do you have any comments on the qualitative requirements for pro forma models? 
 

[CA7.1] We propose that Article 7(a) be revised to make this a responsibility of the 
counterparty and not the model development unit, which affords flexibility for firms in their 
implementation of the control 

 
The current draft is too prescriptive regarding the firm-level allocation of responsibility for 
controls over segregation of duties. There may be different established controls or 
responsibilities for the control over global model change at each EU counterparty, that may 
not be readily altered to meet a jurisdiction-specific vision of a model development unit. 
 
[CA7.2] We propose that Article 7(c) be deleted 
 
Article 7(c) seems to duplicate Article 6. We suggest that the responsibility for adequate 
staffing is retained in Article 6 but deleted in Article 7(c) as Senior management would oversee 
the sufficiency of staffing overall. 

 
1 EBA DC 610 - Decision on arrangements for ISDA SIMM validation.pdf 

https://www.eba.europa.eu/sites/default/files/2026-02/404d74c4-e06f-475f-8d1d-099cf1af910b/EBA%20DC%20610%20-%20Decision%20on%20arrangements%20for%20ISDA%20SIMM%20validation.pdf
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[CA7.3] We propose that Article 7(f) be deleted 
 
The meaning of 'the risk unit' is not defined but in practice, ensuring the integrity of the data 
inputs on a daily basis may be overseen in functions other than the model development unit. 
In addition, the nature of the reports and how they might be analysed is vague, and it is 
unclear how the outcome of such analyses will be evidenced to Competent Authorities (CAs).  
 
Abnormal outputs or swings may be reviewed as part of the business as usual process but 
that is across margin operations and model owning teams, and dispute resolution is an 
important part of this.  
 
[CA10.1] We propose that Article 10(c)(i) be revised to require that the counterparty has a 
documented process for the investigation of material discrepancies including identification 
of root cause, which may consider (and not require consideration of) discrepancies in 
trades, mapping of risk factors, valuation methods, or calculation of sensitivities.  

 
The article requires that the source of the discrepancy is identified down to the mapping of 
risk factors, valuation methods and calculation of sensitivities. This level of investigation is 
only possible where both parties use the same third-party vendor capable of easily reconciling 
all inputs to the IM calculation (e.g. Acadia).  However, not all market participants subscribe 
to these services. The SIMM Common Risk Interchange Format files are also generally not 
exchanged. 

 
[CA13.1] We propose in Article 13(1) that if the continued use of a model based on a 
proforma model framework is no longer viable, then the counterparty require adherence 
to existing contractual arrangements, which would require appropriate notice provisions 
and an agreed adjustment period to switch initial margin methodologies 

 
It is important to recognise that the initial margin (IM) calculation methodology is typically 
agreed between counterparties within the bilateral Credit Support Annex (CSA). As such, any 
change to the IM methodology is not purely a technical or supervisory matter, but also a 
contractual one. 

 
We therefore propose that competent authorities explicitly acknowledge that a transition 
from one IM calculation method to another would require adherence to existing contractual 
arrangements. In practice, this would involve appropriate notice provisions and an agreed 
adjustment period to allow counterparties to implement the change in a controlled and 
orderly manner. 

 
Such clarification would ensure that regulatory expectations are aligned with market practice 
and legal frameworks, and would help to avoid unintended disruption arising from changes 
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implemented without sufficient time for operational, legal, and risk management 
adjustments. 

 
Accordingly, we recommend that any requirement or expectation relating to changes in IM 
methodology should explicitly take into account existing CSA agreements and provide for a 
reasonable transition period, subject to bilateral agreement between counterparties. 
 
[CA13.2] We request clarification on Article 13(1) regarding the expectations for 
contingency planning, specifically that these should not be interpreted as requiring firms to 
hold capital or liquidity reserves equivalent to the potential difference between a pro forma 
model and an alternative approach. 

 
We recommend that the RTS clarify expectations regarding contingency planning in this 
context. While firms should maintain appropriate operational, legal, and governance 
readiness to implement a transition to an alternative IM methodology if required, this should 
not be interpreted as requiring firms to pre-fund or hold capital or liquidity reserves 
equivalent to the potential difference between a pro forma model and an alternative 
approach (e.g. the standardised grid). 

 
Accordingly, any reference to contingency expectations should be understood as referring to 
being prepared in terms of processes, infrastructure, and contractual readiness, rather than 
a requirement to hold contingent liquidity or capital buffers. Clarifying this point would avoid 
unintended interpretations that could impose disproportionate liquidity burdens on firms 
without enhancing prudential outcomes. 

 
[CA13.3] We propose that Article 13(2) be revised to allow for a degree of flexibility in how 
such outsourcing arrangements are defined and documented where elements of a pro 
forma IM model are outsourced to affiliates within the same group. 

 
While it is appropriate for the counterparty to retain oversight of outsourced model 
components, in a group context the allocation of responsibilities across affiliates may evolve 
over time. In practice, however, governance remains stable where functional reporting lines 
are consistent and senior management (or the relevant management body or risk committee) 
receives regular and comprehensive management information (MI) on delegated activities. 
 
Accordingly, we recommend that the RTS recognise that, in cases where model management 
is conducted at a group level, outsourcing arrangements may be articulated at a level that 
accommodates this operational flexibility, provided that effective oversight, accountability, 
and reporting are maintained. 

 
We suggest that Article 13.2.(d) is amended to delete the reference to design and calibration 
as follows: 
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“Where a counterparty has outsourced some or all important or critical functions, 
activities or services related to the design, calibration, implementation, internal 
validation and audit of a pro forma model and subsequent model and calibration 
updates or changes, competent authorities shall verify that the outsourcing does not 
hinder the application of the assessment methodology referred to in this Regulation […].” 

 
The outsourcing to a model provider of design and calibration is already captured in Article 
13(1), therefore removing these elements from Article 13(2) clarifies the counterparty’s 
differing obligations towards model providers and other vendors. 

. 
Q4. Do you have any comments on the quantitative requirements for pro forma models?  
 

[CA18.1] We propose that Article 18(c) be re-written to recognise that the governance for a 
pro forma model should be designed to identify and remediate risk not in the model that 
may be driving material shortfalls in portfolios. 
 
Article 14(2) of Delegated Regulation (EU) No 2016/2251 is concerned with ensuring that 
initial margin is sufficient at the portfolio level, rather than requiring each individual risk factor 
to be margined precisely in isolation.  
 
Under section 5 of the SIMM Governance Framework, material shortfalls arising from risks 
not captured in SIMM are already addressed through bilateral remediation where 
remediation thresholds are breached, using a range of recognized remediation options, 
including the exchange of additional initial margin or the margining of the relevant risk factor 
outside SIMM (e.g. via the Grid).  
 
In its current form, Article 18(c) does not allow firms sufficient flexibility to determine the 
most appropriate remediation approach within this established framework. 
 
[CA19.1] We propose that Article 19(b) be re-written to not introduce additional 
requirements mandating the transfer of entire netting sets to a standardised calculation 
approach where the governance of the pro forma model is designed to identify and 
remediate insufficiencies. 
 
Introducing additional requirements mandating the transfer of entire netting sets to a 
standardised calculation approach would be unnecessary given the effectiveness of existing 
monitoring and remediation processes, and would introduce practical and operational 
challenges.  
 
In particular, transitioning to a standardised calculation requires counterparty consent and 
cannot be implemented unilaterally, limiting its feasibility in a bilateral IM framework. 
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We propose that the RTS recognise that the existing SIMM backtesting processes, including 
both historical and realised PnL backtesting, are sufficient to identify modelling issues, 
including those arising from non-linearities.  
 
Where such issues are identified, the ISDA SIMM Governance Framework already provides a 
robust and well-established remediation mechanism to address material deficiencies. 
 
[CA20.1] We propose that Articles 20(a) and 20(b) be deleted, as this requirement is already 
addressed by the EBA’s approval of the pro-forma model incorporating a 10-day MPOR. 
 
The regulatory rule referenced in Article 20 requires the Margin Period of Risk (MPOR) to be 
at least ten days, but does not prescribe any cases where a longer period may be required.  
 
We believe that ten days is already a conservative assumption, and in addition, the presence 
of the concentration threshold in the SIMM model provides additional mitigation to account 
for positions that may be difficult to liquidate over the ten-day period. As a result, there 
should be no need for firms to put in additional mitigation measures to cater to longer 
liquidation periods. 
 
[CA21.1] We propose that Article 21(2) be deleted 
 
Article 21(2) extends beyond the requirements set out in Article 16(2) and Article 16(4) of 
Delegated Regulation (EU) No 2016/2251. Article 16(2) requires calibration data to include a 
stress period, and Article 16(4) requires that the stress period used for calibration be 
identified and applied separately, at least by asset class.  
 
Neither provision requires the calibration stress period to be representative of every 
individual portfolio. Accordingly, portfolio-level deviations from the calibration stress period 
do not, in themselves, undermine the soundness or regulatory compliance of the model. 
 
Model performance at portfolio level is already addressed through the SIMM governance 
framework, including the 1+3 Backtest and the Actual P&L Test, with clear remediation 
mechanisms where thresholds are breached. A literal reading of Article 21(2) would instead 
imply firm-level recalibration of an industry proforma model based on individual portfolio 
information and/or remediation outside the established governance framework.  
Such an interpretation would raise several concerns: 
 
• Operational impracticality: A single firm cannot mandate the recalibration of a globally 

applied pro forma model solely due to differences between its portfolio stress 
characteristics and the calibration stress period. 
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• Inconsistent margin outcomes: Requiring recalibration or additional margin collection for 
each portfolio-level deviation would lead to variability and unpredictability in margin 
outcomes, even where existing margin levels remain adequate. 
 

• Undermining model consistency: This approach would erode the consistency and 
comparability of a globally calibrated initial margin model. 

 
[CA23.1] We propose that in Article 23(b) the authorities clarify that the use of a proxy 
methodology is considered acceptable where it represents a reasonable and appropriate 
method, as evidenced through existing backtesting methodology. 
 
Article 23(b) appears to complement Article 16(10)(b) of Delegated Regulation (EU) No 
2016/2251, with the objective of ensuring that the use of proxies results in a conservative 
level of initial margin. The sufficiency of initial margin outcomes is already assessed through 
the established 1+3 Backtesting and Actual P&L Test.  
 
However, there is a lack of clarity as to what constitutes a “conservative” level of margin in 
this context. It may therefore be helpful for competent authorities to clarify that a proxy 
methodology is considered acceptable where it represents a reasonable and appropriate 
method, as evidenced through existing backtesting methodology. Such clarification would 
promote consistency in supervisory expectations while avoiding the introduction of 
duplicative or subjective assessments of what constitutes a “conservative” level of margin. 
 
[CA24.1] We propose that Article 24(1)(f)(i) specify that as part of the robust process to 
assess results of backtesting, overshooting analysis should be conducted at an aggregated 
or portfolio level rather than at the level of individual exceedances 
 
There is a concern that Article 24(1)(f)(i) could be interpreted as mandating a detailed 
assessment of every individual overshooting event, which would be impractical, 
disproportionate and inconsistent with a risk-based supervisory approach focused on 
identifying material weaknesses.  
 
By way of illustration, a firm may report approximately 240 portfolios in a 1+3 backtesting 
exercise, with no Red portfolios, 12 Amber portfolios, and 228 Green portfolios. Across the 
Green portfolios alone, this could result in up to 5,016 overshooting events (228 portfolios × 
22 exceedances) that would technically require analysis, despite the absence of any indication 
of model underperformance. Requiring assessment of all such events would not generate 
meaningful supervisory insight and would divert resources away from the investigation of 
genuinely material issues. 
 
[CA24.2] We propose that Articles 24(1)(f)(iii) and 24(1)(g) be assessed at the industry level 
and not at the counterparty level 
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This proposal is based on the following observations: 
 
(a) The fact that the realised number of netting sets classified as yellow or red exceeds the 

expected number does not, in itself, demonstrate that the model is not performing as 
intended. 
 

(b) The presence of correlations across portfolios means that outcomes are not independent 
 
(c) Any attempt to assess and remediate perceived deviations at the counterparty level would 

be fundamentally constrained. Remediation actions would necessarily rely on unilateral 
analysis based on firm-specific data, which counterparties cannot independently validate. 
This undermines the robustness, consistency, and credibility of any such remediation 
process. 

 
Taken together, these factors indicate that the proposed framework is not well suited to 
generating reliable or decision-useful insights when applied at the counterparty level. Instead, 
any meaningful interpretation of these statistics requires aggregation across a sufficiently 
broad dataset, where interdependencies can be properly accounted for.  
 
Accordingly, we recommend that: 
 
• The assessment of realised versus expected classifications should be performed at the 

industry level, where the analysis is statistically meaningful; and 
 
• Article 24(1)(g) should be aligned accordingly, such that any consideration of remedial 

actions is based on systematic, industry-level patterns, rather than counterparty-level 
outcomes. 

 
• The authorities recognise that, where bilaterally validated shortfalls breach defined 

thresholds under the SIMM governance framework, there are established processes 
requiring firms to investigate the issue and exchange additional initial margin on a bilateral 
basis. 

 
Without such a clarification, the requirements risk creating operational burden without 
improving supervisory insight, and may lead to inconsistent and unimplementable 
remediation expectations. 
 
[CA24.3] We request clarification on the meaning of “…defined appropriate actions in 
case…” in Article 24(1)(g). 
 
There is a risk that this phrase may be interpreted as requiring concrete remedial actions 
beyond analytical assessment. However, our understanding is that such events should 
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primarily serve as triggers for further analysis and consideration, rather than automatically 
necessitating specific actions (such as the exchange of additional initial margin). 
 
To avoid ambiguity, we recommend that the RTS explicitly clarify that “appropriate actions” 
in this context refer to the initiation of analysis and internal review, rather than a prescriptive 
requirement to implement specific remedial measures. Such clarification would help ensure 
consistent interpretation across counterparties and competent authorities, and avoid the risk 
that analytical triggers are inadvertently treated as automatic triggers for additional margin 
exchange. 
 
[CA24.4] We propose that the requirement in Article 24(1)(h) to use the Margin Average 
Shortfall (MAS) metric be replaced with an approach aligned with the SIMM Green Shortfall 
(SGS), as defined under the ISDA SIMM Governance Framework. 
 
The use of the MAS metric goes beyond the requirements of the rules, with the authorities 
suggesting that firms need to take action based on aggregate performance of portfolios. This 
is not consistent with established approaches for assessing the adequacy of initial margin 
models that have been designed in line with the regulatory standards. The Margin Average 
Shortfall (MAS) metric, while useful in other contexts is out-of-scope and out-of-place for 
assessing the performance of an IM model against the regulations.  
 
By contrast, the SIMM Green Shortfall (SGS), as defined in section 6 of the Remediation Annex 
to the ISDA SIMM Governance Framework, provides a more appropriate measure. It is a 
robust and intuitive measure that can be broadly applied to assess initial margin models, and 
not only SIMM. It is a well-understood measure which respects statistical significance and the 
BCBS traffic-light system. It is well known to the industry and the community of global 
regulators and reflects the amount of additional margin which is required to make the 
portfolio comply with the rule. 
 
More broadly, the RTS should recognise the existing governance framework rather than 
prescribing a specific metric. The SIMM Governance Framework already provides a 
well-established and effective approach for monitoring model performance, including clearly 
defined criteria for identifying and addressing under-margining. Embedding this framework 
would promote consistency and avoid introducing additional or potentially conflicting 
requirements. 
 
[CA24.5] We propose that Red/Yellow Threshold stated as 0.1% in Article 24(1)(f)(ii)(b) be 
corrected to 0.01%.  
 
There is a suggestion that there may be an error in the Red/Yellow Threshold in the RTS. In 
the previous draft RTS, a 99.99% threshold (i.e., 0.01%) was used, consistent with the market 
risk capital regulation.  
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We note that the existing definition of the red/yellow threshold is very long-standing, going 
back to a definitive BCBS document from 1996 entitled “SUPERVISORY FRAMEWORK FOR THE 
USE OF “BACKTESTING” IN CONJUNCTION WITH THE INTERNAL MODELS APPROACH TO 
MARKET RISK CAPITAL REQUIREMENTS (January 1996)2”, and is very established throughout 
the regulatory community and industry firms. The original definition specifies that “the red 
zone begins at the point where the cumulative probability equals or exceeds 99.99%”. 

 
Q5. Do you have any comments on the qualitative requirements for models not based on pro 

forma models?  
 
We do not have any comments on the qualitative requirements for models not based on pro 
forma models. 

 
Q6. Do you have any comments on the quantitative requirements for models not based on pro 

forma models? 
 

[CA46.1] We request that Article 46(2)(c), (d), (f) and (h) be deleted: 
 

In line with [CA21.1], Article 46(h) extends beyond the requirements set out in Article 16(2) 
and Article 16(4) of Delegated Regulation (EU) No 2016/2251. Article 16(2) requires 
calibration data to include a stress period, and Article 16(4) requires that the stress period 
used for calibration be identified and applied separately, at least by asset class. 

 
Regarding Articles 46(c), (d) and (f), adopting a more streamlined approach would not be 
meaningful, as any perceived simplification would ultimately require additional granular 
analysis to satisfy the underlying requirements, thereby negating any practical benefit and 
introducing unnecessary complexity and duplication of effort. 

 
ISDA Responses to Questions for Consultation in the Guidelines Document 
 
As a preliminary observation, and prior to addressing specific elements of the Guidelines, we 
consider it important to clarify the categories of entities to which the Guidelines are most 
relevant. This framing is necessary to ensure that the feedback provided is interpreted within the 
appropriate operational and organisational context. 
 
In our view, the Guidelines primarily impact smaller credit institutions, insurance companies, 
funds and institutional investors. For insurance companies, funds and institutional investors in 
particular, asset management is frequently delegated to third-party asset managers. In many 
cases, especially for larger institutional investors, this involves the use of multiple asset managers 
across mandates. 

 
2 https://www.bis.org/publ/bcbsc223.pdf 

https://www.bis.org/publ/bcbsc223.pdf
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Such diversified and multi-manager structures give rise to inherent coordination challenges. As 
currently drafted, the Guidelines do not sufficiently reflect these operational realities. The 
comments set out below are therefore aimed at enhancing the Guidelines’ recognition of the 
governance and implementation complexities associated with multi-manager arrangements, 
which have direct implications for coordination, implementation and the ability to achieve 
consistent compliance. 
 
We also note that our comments are focused exclusively on aspects relating to pro forma models. 
We do not intend to provide feedback on own initial margin models as referenced in the 
Guidelines. 
 
Q1. Do you have any comments on the proposed Guidelines? If you identify an issue, please 

describe it an suggest how to address it. 
 
[CP14.1] We propose that, where a counterparty subscribes to an investment manager for 
proforma model use, the Guidelines should require only that appropriate contractual 
arrangements are in place to permit use of an initial margin model, rather than requiring 
proof that the model has been internally validated and approved by the counterparty. 
 
Paragraph 14 is practically problematic for many counterparties. Institutional Investors (such 
as Pension Funds, and Endowments) will often not be in a position to internally validate the 
IM model. They are reliant instead on retained investment managers, effectively using an IM 
model on their behalf. Counterparties will in many cases not be able to “supply proof that the 
use of the IM model has been internally validated and approved”. 
 
The Guidelines could more helpfully require that such counterparties ensure that the IM 
model is appropriately permissioned for use. Where counterparties are using investment 
managers, they may for example be allowed to verify that their managers have the requisite 
contractual terms in place to allow for the use of an IM model. 
 
[CP19.1] The Guidelines should define model changes as those determined by the EBA 
 
The Guidelines should clearly define model changes by reference to those explicitly 
determined by the EBA. In the context of a pro forma model, concepts such as a “fundamental 
change to the design of the model” or a “change in the use of the model” should be specified 
by the EBA, including through illustrative examples. [CP19.1] also applies to Paragraphs 24 
and 25. A pro forma model user is not in a position to unilaterally assess whether such changes 
have occurred. Absent clear specification, the notion of what constitutes a “fundamental” 
change remains ambiguous and risks inconsistent interpretation and application. 
 
[CP19.2] We propose that fundamental changes in internal governance should not be 
treated as model changes 
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We propose that changes to the internal governance structure of a counterparty should not 
be classified as model changes. Changes to the counterparty’s internal governance 
arrangements do not affect the functioning, calibration, or use of the model. 
 
Treating such governance changes as model changes would therefore be misaligned with the 
underlying operating model and could introduce unnecessary operational burden without 
delivering a corresponding prudential benefit. The Guidelines should instead distinguish 
between changes that directly impact the model and its outputs, and those that relate solely 
to the internal organisation of the counterparty. 
 
[CP32.1] We propose that, where a counterparty subscribes to an investment manager for 
proforma model use, the Guidelines should allow such a counterparty to attest compliance 
with the EMIR requirements, without having to turn over a full self-assessment. 
 
As currently drafted, paragraph 32 places impractical expectations on such counterparties. 
Where trading and model usage are delegated to investment managers, counterparties may 
not have sufficient visibility or control to independently perform a comprehensive self-
assessment against EMIR requirements. In these circumstances, a more proportionate and 
operationally feasible approach is for counterparties to rely on attestations or confirmations 
provided by their investment managers.  
 
The Guidelines should explicitly recognise this model and permit reliance on such 
arrangements, subject to appropriate oversight, rather than requiring counterparties to 
undertake self-assessments that they are not well placed to perform. 
 
[CP50.1] We propose that, where a counterparty subscribes to an investment manager for 
proforma model use, that the counterparty provide attestation that the use of the model 
has been appropriately permissioned  
 
Paragraph 50(e) creates an unworkable request of counterparties that use external 
investment managers. Such counterparties will not necessarily be able to confirm that an IM 
Model has been audited and validated in accordance with the counterparty’s own internal 
policies and procedures.  
 
In the scenario of a counterparty with multiple investment managers, it is difficult to envisage 
how they could obtain consistent verifications, even if the underlying information were to 
become available to them. 
 
To address this operational complexity, we propose that the Guidelines instead require that 
such counterparties attest that the use of the model has been appropriately permissioned, if 
necessary through verification from the body with relevant oversight responsibility at the OCP. 
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[CP55.1] We propose that the EBA clarify that for the minimum information to be provided 
in the application for authorisation of changes to a previously authorised IM model, the RTS 
framework should prevail, whereby: 
 
• Internal validation/review is required for each change (Article 11), and 
• Audit remains a periodic control (Article 8), rather than a prerequisite for each change 
 
Paragraph 55(e) implies that all changes to a previously authorised initial margin (IM) model 
must be subject to an audit. However, this appears to be inconsistent with the requirements 
set out in the RTS: 
 
• Article 8 requires that audits are conducted at least annually. 
• Article 11 requires that all model changes undergo internal validation or review, but does 

not explicitly require an audit prior to implementation. 
 
This creates ambiguity regarding the expected scope and timing of audit involvement in the 
model change process.  
 
This clarification would ensure consistency with the RTS framework, preserve a proportionate 
and risk-based approach to model governance, avoid unnecessary operational burden; and 
reinforce the effectiveness of both validation and audit functions within their respective roles. 
 
[CP55.2] We propose that the text “… audited and…” be deleted from Paragraph 55(e) to 
bring it in line with the clarification requested in [CP55.1]. 
 
The proposed wording appears to extend beyond the governance arrangements typically 
applicable to prudential internal models under the Capital Requirements Regulation (CRR) 
framework. The CRR, associated RTS, and the ECB Guide to Internal Models are grounded in 
well-established governance principles, including independent validation, model governance, 
formal change management processes, and supervisory approval mechanisms. 
 
Within this framework, independent validation is responsible for the ex-ante review and 
challenge of model changes, while Internal Audit provides periodic independent assurance 
on the effectiveness of the overall model governance and change management framework.  
 
Although recurring Internal Audit reviews are an established expectation, prudential internal 
model frameworks do not generally require explicit confirmation that each individual model 
change has been audited prior to submission to the competent authority. To this end, we 
propose that Article 55(e) be revised as follows: 
 

“the confirmation that the change has been audited and internally validated in accordance 
with the counterparties internal policies and procedures for the use of the IM model, 
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including the date of the internal approval of the change by the competent body, as 
applicable;” 

 
This formulation ensures that audit involvement is appropriately reflected, while avoiding the 
implication that audit is systematically required for each individual model change. We believe 
that this revision would better align the Guidelines with the established governance 
architecture applicable to prudential internal models. It would also ensure consistency with 
the RTS, which also requires periodic (at least annual) audit under Article 8, while Article 11 
requires validation or review of model changes without introducing a specific requirement for 
audit at the individual change level. 
 
[CP55.3] We propose that, where a counterparty subscribes to an investment manager for 
proforma model use, that the counterparty provide attestation that the use of the model 
has been appropriately permissioned 
 
Paragraph 55(e) raises many of the same challenges highlighted in the commentary against 
Paragraph 50(e). Counterparties that use external managers will not have access to internal 
validation and audit materials. 
 
Requiring that the counterparty attest that a change to a previously authorized IM model has 
been appropriately permissioned will address this concern. If necessary, this attestation will  
verified by the body with relevant oversight responsibility at the counterparty. 
 
[CP56.1] We propose that “… or includes also updates made by the counterparties on their 
own accord” be deleted from Paragraph 56(a) 
 
Paragraph 56(a) makes reference to updates that a pro forma IM model user may make “on 
their own accord”. This is a fundamental misunderstanding of pro forma IM models; legally 
and operationally, it is impossible for a user to unilaterally change the model. 
 
[CP59.1] We propose that the trigger for requiring authorisation should be limited to 
circumstances in which a counterparty changes the basis on which it has been permissioned 
to use an IM model. 
 
Paragraph 59(c) raises similar concerns to those set out in [CP19.1] and [CP19.2]. 
Counterparties are unlikely to be in a position to determine whether or when a “fundamental” 
change has occurred, even where a detailed list of indicative scenarios is provided. 
 
We therefore recommend refocusing the requirement on changes to the underlying basis of 
the original permission to use the IM model. By contrast, changes in internal governance 
arrangements should not, in themselves, trigger a reassessment of that permission. 
 



 
 
 

 

 18 

[CP65.1] We propose that where a counterparty subscribes to an investment manager for 
proforma model use, that such a counterparty be required to retain evidence of the 
permission of the investment manager to use an IM model. 
 
Paragraph 65(a)-(e) will prove unworkable for many OCPs. OCPs which use external 
investment managers will not have access to the documentation that is required to be 
maintained. For entities that retain multiple investment managers, this requirement would 
be especially burdensome if it were realistic. 
 
We propose that counterparty that subscribes to an investment manager for use of a 
proforma model be required to retain evidence of the permission of third parties to use an 
IM model on their behalf. 
 

Q2. Do you deem the authorisation process described in these Guidelines to be sufficiently 
simple and proportionate, in particular regarding the authorisation of OCPs? If not, please 
suggest how to enhance the proportionality or simplify the authorisation process. 
 
We would characterize the authorization as not particularly simple, and somewhat 
proportionate. 
 
• The key reason for assessing the lack of simplicity, is that the process is not tailored to 

address the differences between different types of counterparties. For a centralized 
counterparty, that carries out all trading in-house, the information needed to support an 
application is theoretically all contained in-house. For any counterparty that uses an 
external manager to carry out trading, and for many that use multiple managers, they are 
unlikely to have access to the specified governance documents in the Guidelines. 
 

• Where the Guidelines are proportionate is around the quantitative data required for 
counterparty applications. The calculation process may require some coordination across 
multiple parties, but the requirements are clear. 

 
• The qualitative information is in general quite onerous, and will prove difficult for certain 

entities to obtain. For any entities that use a third party investment manager, audit reports 
and internal validation documents will not be possible to be obtained. 

 
[CG0.4] A proportional solution would be one that recognizes these types of industry 
arrangements, and allows for representations and attestations in lieu of the underlying 
documentation detailed currently in the Guidelines. We also believe that proportionality 
would take into account an appropriate role for Competent Authorities to assess if entities 
have taken sufficient steps to ratify that the appropriate control structures are in place. 
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We thank you in advance for your consideration of this important matter. We welcome the 
opportunity to provide additional information on any of the amendments detailed above and to 
seek your cooperation on a solution. 
 
 
Sincerely, 
 

 
 
Nnamdi Okaeme     
Head of SIMM 
Derivative Products and Infrastructure 
ISDA 

 

 
 
Tara Kruse    
Global Head 
Derivative Products and Infrastructure 
ISDA 

 


