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Central Bank Industry Letter on asset

valuation

On 14 December 2023, the Central Bank of Ireland (the
"Central Bank") published its industry letter on asset
valuation (the "Industry Letter"), following on from ESMA's
final report on its 2022 common supervisory action on
valuation (the "CSA")(the "ESMA Report’). Firms should
consider the contents of the Industry Letter, in conjunction
with the ESMA Report to determine if any action is required
to be taken.

The CSA mandated the Central Bank to investigate Irish fund
management companies ("Firms”) as regards:

1. compliance with the asset valuation rules under the
respective UCITS and AIFM Directives/Regulations;

2. adherence to valuation principles and methodologies
(with a view to reflecting a true and fair view of their
financial positions both under normal and stressed
market conditions in line with applicable rules); and

3. evaluating how Firms' policies and procedures worked
during the COVID-19 pandemic.

The Industry Letter notes that the majority of the Firms in the
sample were able to demonstrate adherence to the relevant
legislation and supervisory expectations as outlined in the
scope and assessment framework of the CSA, albeit the
Central Bank noted for the vast majority of Firms deficiencies
in the quality and detail of the information initially provided
by Firms required the Central Bank to conduct follow-up
engagement to gather further evidence and information.

The Central Bank did identify a 'significant minority’ of Firms
who could not evidence compliance with the expectations of
the Central Bank and the legislative requirements, and
confirmed that risk mitigation programmes ("RMPs") were
issued to a number of Firms. The Central Bank has further
indicated that they expect senior management within Firms
to review all information before submitting this to the Central
Bank, due to ongoing issues with the quality of submissions.
This is an important consideration for senior management
taking into account the introduction of the Individual
Accountability Framework commencing from the 29
December 2023.

The Industry Letter outlines in further detail a number
of key findings, observations and actions which should
be considered by Firms (in conjunction with the ESMA
Report), in the following areas:

Findings

1. Use of group asset valuation policies and
procedures: The Central Bank noted that some
Firms continued to rely upon group valuation
policies and/or procedures with limited or no
reference to their Irish operations, which may lead
to inaccuracies in the valuation process in the
context of the relevant Firm, its compliance with
the local regulatory environment, and the
operational roles and responsibilities of those
involved with the Irish asset valuation process at
the Firm.

2. Lack of formal asset valuation error procedures:
The Central Bank identified Firms which either, did
not have standalone valuation error procedures, or
whose procedures were insufficiently detailed, for
example, by not addressing how the Firm would
revalue, recalculate and resettle affected
transactions or investor compensation.

3. Poor quality of asset valuation policies and
procedures: A minority of Firms were identified as
having had poor asset valuation policies and
procedures, and noted that extracts from fund
documentation and/or operations manuals are not
a substitute for a standalone policy, which clearly
outlines the operational tasks and responsibilities
for all parties involved.

4. Limited evidence of periodic reviews: The
Central Bank found that a majority of Firms could
not demonstrate the performance of periodic
reviews of their asset valuation policies and
procedures, with no documented evidence of
review, document version control and an absence
of a clear governance process to conduct such
reviews.


https://www.centralbank.ie/docs/default-source/regulation/industry-market-sectors/funds/industry-communications/industry-letter-2022-esma-common-supervisory-action-on-asset-valuation.pdf?sfvrsn=2b40621a_5
https://www.esma.europa.eu/sites/default/files/2023-05/ESMA34-45-1802_2022_CSA_on_Asset_Valuation_-_Final_Report.pdf

Observations

Liquidity stress testing: The Central Bank
reminded Firms that the results of stress testing and
scenario analysis should be incorporated into
liquidity management frameworks and decision
making.

Independence of the asset valuation function at
Firms: The Central Bank reiterated that Firms
should ensure clear segregation of roles and
independence within the valuation function.

Actions required
1. Policies and procedures: Firms should have
documented, comprehensive and entity specific
asset valuation policies and procedures which
clearly outline the operational roles and
responsibilities for all parties involved in the asset
valuation process.

Regular Review: Asset valuation policies and
procedures should be subject to review by senior
management at least annually, or where required,
throughout the year to ensure they remain fit for
purpose, and the policies and procedures should be
applied consistently across all funds managed by a
Firm.

Errors Procedures: All Firms should have a
formalised and comprehensive errors procedure in
place to ensure remedial action is implemented
when valuation errors or incorrect calculations of
the net asset value occur. These procedures should
also be reviewed at least annually and updated
where required.
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Next Steps

The contents of the Industry Letter should be brought to
the attention of the board of directors of Firms for
consideration and appropriate actions should be taken
without delay. Firms are required to conduct a review of
their asset valuation frameworks to ensure they continue
to be fit for purpose and adhere to all relevant legislative
requirements including the expectations above. This
review should be completed by the end of Q2 2024. In
circumstances of non-compliance with any of the
requirements raised in the Industry Letter, the Central
Bank may decide to take action, in the course of future
supervisory engagement, or when exercising its
supervisory and/or enforcement powers.

We have been assisting clients in reviewing these
processes and advising on the types of enhancements that
should be considered.

If you have any queries on the content of this advisory
and/or the impact that it may have on you and your
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