
 Pricing and Valuation Policy and Procedures Document (the “Policy Document”) of [NAME OF FUND COMPANY] (the “Fund”).

WHEREAS this Policy Document remains the sole intellectual property of the Fund; and

WHEREAS this Policy Document consists of this document and three Appendices and any Addenda or additional Appendices that may be added from time to time; and

WHEREAS [


]   (the “Investment Manager”) has been appointed as the Investment Manager of the Fund; and 

WHEREAS [                              ] (the “Investment Adviser”) has been appointed as the Investment Adviser of the Fund (if applicable, and if so, together with the Investment Manager collectively termed the “Investment Manager”); and

WHEREAS [Custom House Fund Services (Ireland) Limited][Custom House Global Fund Services Limited] (the “Administrator”) has been appointed as the Administrator of the Fund; and 

WHEREAS the Investment Manager and the Administrator are collectively referred to herein as the “Service Providers” or the “Parties”; and 

WHEREAS this Policy Document specifies the pricing and valuation policy and Procedures (the “Policy”) with regard to the securities (the “Securities”) which comprise the assets (the “Assets”) of the Fund; and

WHEREAS the Policy Document was prepared by the Administrator in consultation with the Investment Manager; and

WHEREAS the Service Providers undertake to comply, to the best of their ability, with the Policy whilst carrying out their duties on behalf of the Fund; and

WHEREAS the Fund will or may invest in the Securities shown in Appendix 2; and

WHEREAS the Policy was or will be approved by the Board of Directors of the Fund (the “Board”) on 


.

Introduction

This Policy Document specifies the Policy, which will be utilised when valuing the Assets and Securities of the Fund. The Policy was prepared by, and agreed between the Administrator and the Investment Manager and subsequently signed by the authorised signatories of the Parties, subject to the final approval of the Board of Directors (the “Board”) of the Company [or the General Partner (the “GP”) of the Limited Partnership (“LP”)].  For clarities sake, it should be noted that the Company or LP is referred to herein as the “Company” or, if reference is made to a specific fund, the “Fund”.  For the purpose of this Policy Document, and for clarity, the language anticipates a company, issuing shares, however the Policy will apply equally to the pricing and valuation of Securities in an LP, issuing partnership interests.

The Policy Document is presented in four sections (the “Sections”):

i) Section 1 - Agreement
The Policy Document which outlines the understanding and agreement  between the Parties, the scope of the Policy and responsibilities of the Parties in general terms and certain important rules;

ii) Section 2 – Appendix I
Appendix I provides a detailed description of matters to be considered when valuing different Securities;

iii) Section 3 – Appendix II
Appendix II provides a detailed description of the actual Securities that it is intended that the Fund will or may invest in and a description of the various methodologies and procedures that will be applied to the pricing and valuation of the Securities in the Fund’s portfolio, it being understood that Securities may be added to (or removed from) this list, subject to the prior knowledge and agreement of the Service Providers and the Board; and

iv) Section 4 – Appendix III

Appendix III provides details on the extra verification carried out on prices if they vary by more than predetermined percentage limits.

Any subsequent deviations from or additions to any or all Sections of this Policy will be detailed in an addendum(a) (the “Addendum(a)”) to the Policy, which will also be signed by the Parties, and then reviewed and approved by the Board [or GP].  

Please note that any words that are capitalised within this Policy but are not defined herein, will have the same meaning as defined in the Fund’s Offering Memorandum or Prospectus (collectively the “Offering Memorandum”).

AGREEMENT

Scope

The Policy has been designed to clarify the methodology used in valuing all of the Securities that constitute the portfolio of the Fund.  The value of those Securities are an integral part of the Net Asset Value (“NAV”) and NAV per Share calculation, on the basis of which, investors subscribe into or redeem out of the Fund on each Dealing Day.

Responsibility

The Board has overall responsibility and oversight on how the Fund’s assets are priced and valued, however, the Board has appointed the Administrator, who is contractually responsible for ensuring that all of the Securities are priced and valued for each NAV calculation, in accordance with this Policy. The Policy Document explains the generic methodology or protocol used for valuing different types of Securities, whilst, in the Appendices, valuation methodologies for each Security that is or may, in the future, become part of the portfolio of the Fund are explained and specific procedures that will apply to the Fund’s policy identified.

Amendments or Additions to Securities List

This Policy has been designed to give a general outline of the Policies that will be followed in valuing the Assets of the Fund, together with a detailed analysis of the particular requirements for the calculation of the valuation/price of each type of Security. 

As at the date that this Policy was originally agreed by the parties, it may not have been envisaged that the Fund would invest in certain Securities, either because they were outside the strategy that the Investment Manager wished to use at the time, or, perhaps, the particular Security did not exist at the time.  However, in recognition that, in the future, the Investment Manager may wish to bring different Securities into the portfolio, it is agreed that any or all Sections of this Policy may be amended by the addition of an Addendum, or Addenda, which will outline both the general comment on matters relating to the valuation of the particular Security, a description of the Security and a detailed analysis of the methodology and procedures to be used.  Such Addenda will be agreed by the Investment Manager and the Administrator,  and then signed off by the Board, as if the Addendum were part of the original Policy.

Important Rules

Rule No. 1.

The Policy is an agreement whereby the Investment Manager and the Administrator undertake, except in exceptional and justifiable circumstances, to adhere to the Policy at all times when pricing and valuing individual Securities and the Fund’s portfolio.

Rule No. 2.

Whatever method of pricing is agreed in the Policy by all Parties, it must be consistently applied.  It is not acceptable to “cherry pick” the best option for each valuation.

Rule No. 3.

While the Policy outlines various pricing methodologies employed by the Administrator and Appendix II will detail the specific assets each fund intends to trade, along with how each will be priced, there will, on occasions, be situations when prices cannot be agreed. In such a situation it will ultimately be the responsibility of the  Board to agree on the price(s) and methodologies used.

In carrying this out the Board may get advice from other parties, including the Fund’s auditor. At all times the decision of the Board will be taken in the interest of the Fund and will be conclusive

1. I/We, who are authorised signatories of [




], the Investment Manager of the Fund, hereby agree to and undertake to enable and ensure the implementation of all Sections of this Policy with regard to the pricing of Securities and calculation of the Net Asset Value of the Fund.
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Signed:
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2. I/We, who are authorised signatories of [Custom House Fund Services (Ireland) Limited/Custom House Global Fund Services Limited], the Administrator of the Fund, hereby agree to and undertake to enable and ensure the implementation of all Sections of this Policy with regard to the pricing of Securities and calculation of the Net Asset Value of the Fund.

Signed:






Date:
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Signed:






Date:





Name:








APPENDIX 1

Pricing Policy

1. Exchange-Traded Securities

For most funds, the majority of Securities are traded upon a recognised, public stock, commodity or futures exchange (each an “Exchange”) and can be independently valued and priced using verifiable pricing sources, published by the Exchange in question or recognised and generally accepted data providers.  The main pricing source used by the Administrator for exchange-traded Securities is Bloomberg although, in the event that Bloomberg fails, the Administrator may use ValuLink or Thomson Reuters (“Reuters”) as alternative secondary sources.  In the event that all these fail, the Administrator may use some other Data Provider, with the agreement of the Investment Manager.

Prices or values (collectively the “Prices”) may also be obtained directly from specific exchanges, if they are not available on Bloomberg, Valulink, Reuters or some other Data Provider, (collectively the “Data Providers”) for any reason.  

Exchange Traded Securities will include, inter alia, Equities – common and preferred stock - Warrants, Convertible, Restricted and 144A Securities, Options and Futures, on Stocks, Commodities and Futures Options, Financial Futures including currencies – ForEx contracts, Corporate and Government Bonds, Fixed Income Futures, Other Specialised Futures (Weather, Carbon).

If a Security price moves by more than a predetermined percentage from one valuation to the next, then further verification, as described in Appendix III, will be carried out.

The methods used to value the above on the Valuation Day will be one of the following:

a. Last Traded Price at close of business on the Exchange;

b. Last Bid Price;

c. Last Offer Price;

d. Mid-Price between Last Bid and Last Offer Prices.

e. Long Position Bid price and Short Position Offer Price
Timing

Normally, prices used are as at the close of business on the exchange that the securities are traded on. For a fund that trades on multiple exchanges it would be normal that all the prices will be as at the close of business on their respective exchanges and that exchange's prices would be consistently used.

However, if deemed appropriate (for example when hedging is involved), a manager may decide to select alternative times to take the relevant prices from the exchange(s).The point of reference for the price  (such as last traded price, bid price, offer price or mid price, etc.), at that time, on each Valuation Day will be specified in Appendix II below.

Long Position Bid Price and Short Position Offer Price

The Fund has the option to value its portfolio on a bid/offer price where the long positions are valued at the bid price and the short positions are valued at the offer prices.

This would still result in only one valuation being prepared by the administrator based on one portfolio. 

It is not a requirement to value funds on these bases and the Fund has the option to choose its valuation methodology. However at year end, if financial statements are prepared using International Financial Reporting Standards the auditors,  will value the portfolio based on the above methodology for financial reporting purposes. This does not mean that the dealing NAV is calculated twice by the Administrator.

 The Option to have a ‘Dual Priced’ Fund

A fund will have an option to create 2 valuations, based on the underlying securities’ bid and offer prices. The valuation process is the same as with other funds, except that the first valuation prices all securities in the portfolio at their bid prices, while the second uses their offer prices.

This is not common and would be used primarily by funds that have underlying securities with large bid / offer spreads, such as may be seen in small and / or developing markets

The Administrator may charge an extra fee for calculating 2 valuations for each valuation period.

Non-Exchange Traded Securities Priced by Data Providers

Certain Securities that are not Exchange traded (and are described as Over the Counter or “OTC” transactions) may be valued by one or more of the Data Providers. Such Prices published by the Data Providers will be applied using the same methods as with Exchange Traded Securities.

2. Non Exchange Traded Securities – OTC’s, Swaps, Complex Derivatives, which are not sourced from a Data Provider can be taken from other sources, as described below.

2(a). Prime Broker or Custodian

In some cases, where it is not possible, or, even if it is possible, it is deemed not appropriate, to get Prices from an Exchange or Data Provider, the Administrator may be authorised and indeed, instructed, to take Prices from the Fund’s Broker, whether that be a Clearing Broker, or a Prime Broker, or from the Fund’s Custodian, if the Fund utilises a Custodian.

If the Price used by the Custodian or Broker appears to be substantially different from the previous price quoted or differs substantially from that anticipated by the Investment Manager, then the Administrator may discuss this with the Investment Manager and the Prime Broker / Custodian, in order to come up with a solution. If a price is available from an Exchange this may also be taken into account.  

2(b). Independent Brokers

If the Security is relatively hard to value or for some other reason, Prices are not available from the sources described herein above, then the Administrator may obtain the Price from an Independent Broker (“Broker(s)”) which deal(s) in the securities. When a number of Brokers trade the Security, and can therefore each give a Price, the Administrator may, if agreed with the Investment Manager, get Prices from up to three Brokers.

It is likely that the Prices provided by the Brokers will differ, reflecting either the different models or methodologies used by each for pricing the Security or, indeed, the position that it may have in the market, if it is a principal dealer in such Securities.  Usually, such Prices will not differ by a material margin (say 5%) and, if that is the case, then the Administrator would come to an agreement with the Investment Manager as to the method of Pricing the Security, which would often be to take an average of the Prices quoted by the Brokers.  It is important that, once agreed, the method used is consistently applied on each Valuation Day.

Further, if there is a material gap between the prices provided by the Brokers and the expectation of the Investment Manager, then a discussion between the Investment Manager and the Brokers should take place before a compromise Price is agreed.  If such an acceptable compromise is not reached, then the Investment Manager will consult with the Administrator, and when a Price has been agreed, it must then be approved by the Board.
2(c). Specialist Price Vendors(‘Pricing Vendors’ or ‘Vendors’)

For Securities that cannot be priced, either through a Data Provider, or by the Fund’s Broker and/or Custodian, then the Service Providers may choose to recommend to the Board to use the services of a Price Vendor, such as, inter alia, Markit, Prime Source or SunGard Reech.

It should be noted that these services can prove expensive for a fund that has a high proportion of such securities and may be beyond the budget of a small start-up fund.

In the event that a Price Vendor is selected or, indeed, in some cases, two or more Price Vendors are selected because of their perceived different expertises, then it is likely that the Prices published by the Vendors for the same Security may differ, because of differing models used by the Price Vendors.  This does not mean that they are wrong. The prices may be valid even though they may differ.

In such cases, the Administrator and the Investment Manager will consider the differences and decide what action to take, depending upon whether the differences are material, between the Vendors’ Prices and the Investment Manager’s expectations.  If the Vendors’ Prices are not considered materially different, then the Administrator may accept them and use them for the calculation of the NAV.  If the prices are different then the decision will be made as to which Vendor’s Price should be used or whether the average of the two Prices should be used.  

In such situations the agreed pricing methodology used by the selected vendor should be ratified by:

a) A written Board Resolution executed at the time; or

b) A Board Resolution ratifying the pricing methodology used by the selected vendor used, passed and minuted at the next Board Meeting.

The Administrator will be contractually obliged to accept the Vendor’s valuations, and will not be responsible for the vendor's prices nor be held liable if the vendor's prices are incorrect and therefore the NAV is incorrect.

2(d). Price Sources of Last Resort – Counterparty or Investment Manager

There will be occasions with some Securities where no independent source is available, or is considered too expensive and/or unreliable, and that the Price has to be set by the Counterparty or the Investment Manager.  If this is the case, this decision shall be clearly disclosed in the Offering Memorandum.

2(d)(i). The Counterparty
The Counterparty is the bank, broker, dealer, or other entity from which the Investment Manager bought, or to which the Investment Manager sold the Security on behalf of the Fund.  

If it is agreed that the Administrator is to accept the price given by the Counterparty, it should be noted that the Counterparty, as a principal to the contract, has a clear conflict of interest in valuing the Security.  This is because the Counterparty will have a vested interest in pricing the Security at a level that will ensure that the Counterparty makes a profit on closing the position.

2(d)(ii). The Investment Manager
Similarly, if it is agreed that the Administrator is to accept the price given by the Investment Manager, it should again be noted, that the Investment Manager is looking to generate profits for the Fund, out of which the Investment Manager will be paid its performance fee.  That performance fee is usually paid on the basis of both realised and unrealised profits.  Accordingly, the Investment Manager has a conflict in as much as it would wish for the value of the Fund to be as high as possible, particularly on a performance fee calculation date.

It should be noted that it is not uncommon for Securities, that cannot otherwise be easily valued in hedge funds to be valued by the Investment Manager.

Back up Documentation

The Administrator should obtain back-up documentation from the Investment Manager showing how the Price was calculated.  It is unlikely that a Counterparty will provide such back up documentation, unless this is agreed when the original transaction took place.  

3. Other Asset Types

The Fund may invest in certain illiquid and hard to value Securities, as part of its Investment Policy and as such, a special Pricing Policy will be established for those Securities.  Most hard to value assets are hard to value because they are illiquid, such as inter alia Real Estate, Venture Capital, Private Equity, Life Policies and IPO’s.

3(a). Private Equity and Venture Capital Funds

By their very nature, Private Equity (“PE”) and Venture Capital (“VC”) securities are illiquid and usually have a specified maturity date, upon which any undistributed assets of the Fund are distributed to Shareholders.

Usually there is a recognised formula or method used, to value Private Equity and Venture Capital Funds, which often use the British Venture Capital Association (BVCA) or European Venture Capital Association (EVCA) suggested formulae for valuing assets in such funds. These formulae are likely to include discounted cash flows and other recognised valuation procedures for illiquid assets.  Any valuations using the BVCA or EVCA formulae must be consistently applied.  

On the whole, the Administrator will rely on the values provided by these models, but will also take into account any special knowledge that the Investment Manager may have with regard to the value of the Securities, transactions in the pipeline, recent transactions in the Securities, etc.

3(b). Real Estate Funds

Real Estate investments are valued either quarterly, semi-annually or annually, by a recognised Real Estate Agent (the “Agent”) with expertise in the region in which the Real Estate is situated.  These recognised Agents, such as the local offices of companies such as Richard Ellis, Jones LaSalle, Jackson Stops etc., would normally be used to value the Real Estate at purchase, and then may give approximated valuations, on a periodic basis, such approximated valuations, being based purely on an index reflecting how the relevant market sector has moved during that period or on any known transaction involving similar real estate.  However, the Agent would carry out a full detailed valuation, specific to the Assets of a fund, each year to coincide with the annual financial statements.

The Administrator will be contractually obliged to rely on these valuations and will have no ability or opportunity to check the valuations with any third party, but will require the Agent to provide back-up documents to substantiate the Agent’s Valuation.

3(c). Life Policies or Annuities

Certain funds may invest in life policies or annuities, which are investment-linked life insurance policies.  The pricing of the underlying life policies will be subject to actuarial considerations and, therefore, such fund would appoint an Actuary, or similar “expert”, to value the life policies, taking into account not only the underlying assets of the life policies, but also the life expectancy of the insured.

The Administrator will be contractually obliged to accept such valuations..

3(d). IPOs and Pre-IPOs

Certain funds may invest in Initial Public Offerings (IPO, also known as ‘New Issues’), which will be priced as an Exchange Traded Equity.

Certain funds may also invest in Pre-IPO Securities, which would be priced or valued on a combination of the anticipated future issue price, together with a discounted cash flow factor.  The formula for valuing these Securities would be agreed between the Investment Manager and the Administrator, unless there is an active “grey market” (OTC trading) in the Securities, which will establish a “last traded price” for the Securities.

4. Funds of Funds

A Fund of Funds is, essentially, a long only fund, whose portfolio consists of the shares of other funds (the “Underlying Funds”).

The prices of the Underlying Funds are obtained from the administrators of such funds and the valuation is a relatively simple function, providing these administrators provide the prices in a timely manner.  However, often, this does not happen, and sometimes, the Fund of Funds may use ‘estimated prices’(*) for some of the Underlying Funds. The percentage of estimates allowed should be agreed with the Investment Manager, and should be limited, based on their value as a percentage of the portfolio/NAV value, as applicable and would normally be less than 15%.

(*)It must be noted that these estimated prices will generally be received from the investment managers, not the administrators, of the Underlying Funds. 

When using estimated prices to value a fund there is a risk that some estimates may differ significantly from the funds’ prices once confirmed. To reduce this risk the Administrator will apply the maximum percentages as noted below. Further, the  fund’s investment manager, may be required to review the accuracy of estimates used against the final prices and not the Administrator unless they are contractually bound to do so. Any such testing will, of necessity, be carried out after the completion of such fund’s NAV calculation and will not be used to recalculate the completed NAV. It should also be noted that,  shareholders cannot assume that such historical testing is carried out for a particular fund, and would need to contact the Administrator for such confirmation. Further, such testing will not provide any certainty that the estimated prices used on any future valuation date will not be substantially above or below the final price confirmed by the administrator(s) of the relevant Underlying Fund(s).

When using estimated prices of underlying funds in the calculation of the NAV of a Fund of Funds, the procedure would be to:

a) Limit the percentage of the NAV represented by funds with estimated prices to less than [5%/10%/15%/other: as per Appendix II ].

b) Try to ensure that historically the estimated prices have consistently been within say, ten basis points of the final NAV of the relevant fund(s), so that the maximum difference between the NAV with estimated prices and the NAV with final prices will not exceeds 1.5 basis points (15% of 10 basis points), which is not material.

5. Valuation of Securities that have become Illiquid
It is also possible that Securities that the Fund purchases in the reasonable expectation that they were and would remain liquid, sometime become illiquid and therefore, hard to value, which can occur in severe market disruption periods.  Indeed in such market disruption periods, it is possible that some Securities will become extremely illiquid and a fund that is heavily exposed to such Securities will not be in a position to value these Securities, nor redeem such fund’s shares, nor accept subscriptions, depending on the materiality of the ratio of illiquid versus liquid Securities in the fund’s portfolio.

Side Pockets

The Investment Manager may decide, with the agreement of the Board and or shareholders, to introduce a side-pocket (“Side-Pocket”), which is a method by which assets within a fund are effectively transferred into a new sub-fund within such fund.  Shareholders in the original fund will be given shares in the new illiquid Side-Pocket fund, on a pro rata basis, and these will not be tradable. Shareholders would continue to be able to redeem or purchase shares in the liquid portion of the Fund.  

As a general rule, the administration of the liquid portion of the Fund would carry on in the normal fashion, while the valuation of the Side-Pocket fund may be dependent upon the valuation given to it by the Investment Manager but it will be clear that it is a “best efforts” valuation.  

It is important that if a side-pocket is introduced that all shareholders at the time are treated equally and fairly, and that there is adequate disclosure to investors on matters such as fees pertaining to the side-pocket and both the method and frequency of the valuation of the side-pocket.

6. Specialised Funds

6(a). Shari’ah Funds

Shari’ah funds can also present a challenge, although not, in fact, directly related to the pricing of the Securities, but more as to whether all of the Securities should be in the portfolio in the first place or whether some are restricted non-Shari’ah compliant Securities.  Thus, although this will not affect the Pricing Policy, the inclusion of non-Shari’ah compliant Securities in the portfolio could distort the NAV calculation.  However, if an unacceptable Security is purchased for a fund, then it is likely that it will be the responsibility of the investment manager, whose duty it is to liquidate the position as soon as practical after it has been identified and either:

a) If the transaction results in a loss to a fund, the investment manager will usually be contractually obliged to reimburse those losses to such fund; or

b) If the transaction results in a profit to a fund, the investment manager will arrange for that profit to be paid to a designated charity, because such fund is not permitted to accept “tainted” profits.

It is the Administrator’s primary function to ensure that the calculation of the profit and loss, and therefore the Prices used in calculating such profit or loss, are accurate.  Although it is the Investment Manager’s responsibility to screen the portfolio to ensure it is Shari’ah compliant, it may also be the responsibility of the Custodian and/or the Administrator to check whether the portfolio is in fact compliant depending on the terms of the Custodial and/or Administration Agreements.

6(b). Ethical and Green Funds

There is a growing demand for Ethical or Green Funds, which prohibit investments in non-ethical or non-green Securities. Such funds will be subject to a similar screening process as Shari’ah funds, described above.

7. Cash, Near Cash and Cash Equivalent Investments and Cash Management

The Fund may have cash balances, which may be left on deposit in the Fund’s bank account, or may be invested in cash equivalent or near cash securities, which will have an interest factor.  These will be valued similar to bonds or notes.

8. Fair Value

The Fund's Offering Memorandum and / or the Fund's  Policy Document will specify how the Fund's Securities will be priced. It should, however, be noted that financial reporting requirements oblige a fund's directors to ensure that the audited financial statements are prepared such that all securities are measured at 'Fair Value'. 

 

For example, for exchange traded instruments, the quoted price is the appropriate measure of fair value.  In line with financial reporting requirements, exchange traded instruments should be measured at fair value based on quoted bid prices for long securities and quoted offer prices for short securities.  This may be in contravention of the Fund's pricing policy and, as a result, the annual financial statements may reconcile the audited NAV to the reported NAV, with a note explaining that one valuation complies with the financial reporting requirements and the other valuation is the NAV, as calculated by the Administrator in accordance with the Offering Memorandum. 
9. Fund Inventory Methodology

A fund will have an option to value its portfolio on a FIFO ("First In First Out), AVCO ("Average Cost") or SPEC ("Specified Matching") basis. The methodology must be the same for all securities in the portfolio except futures, which may be accounted for on a separate basis. The decision will not affect the valuation per se, but will affect the fund’s realised and unrealised gains and losses.

10. Dispute Resolution

In the event that a Price for a Security cannot be agreed between the Investment Manager and the Administrator, the parties will refer the matter to the Fund’s directors. The Board will then have the authority, based on information available, to determine the Price to be applied to a Security.

It should be noted that the Board, in deciding the final Price, will have recourse to  any third party, including the Fund’s auditor, if the Board deem such advice to be appropriate and/or necessary to resolve the problem.

The Board will provide appropriate back-up documentation to the third party in the form of a full written explanation to enable an opinion to be given. It will, ultimately, be the responsibility of the Board to determine the price used by the Fund.
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