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 THE VALUATION PROVISIONS OF AIFMD 
 

 

Introduction 

 

Directive 2011/ 61/EU on Alternative Investment Fund Managers (the “Directive”), which was 

agreed by the European Parliament on 11 November, 2010 was finally adopted on 21 July, 

2011. Member States have until 22 July 2013 to implement its provisions. Readers should 

note that at the date of publication, Level 2 Commission Regulation on implementing 
the Directive has not yet been published in final form, and all information in this 

document is subject to change, following such publication.  
 

In this paper we focus on the provisions of the Directive which relate to the valuation of 

Alternative Investment Funds (“AIFs”). These provisions are set out in Article 19 of the 

Directive and are also examined by ESMA in its technical advice to the European 

Commission on possible implementing measures of the Directive.  

 

Policies and Procedures around Valuation 

 

The Directive requires that appropriate and consistent procedures must be put in place by 

AIFMs for proper, consistent and independent valuation of the assets of each AIF that they 

manage. 

 

In its technical advice on such procedures, ESMA identifies general principles that should 

guide the AIFM in developing and implementing policies and procedures for a proper and 

independent valuation of the assets of the AIF. ESMA recommends that the following 

Policies and Procedures for the Valuation of Assets are put in place:  

 

(a) AIFM should ensure that for each AIF managed by it, written policies and 

procedures are established, maintained and reviewed which seek to ensure a 

sound, transparent and appropriately documented valuation process.  

 

(b) The policies should identify and the procedures should reflect the valuation 

methodologies that will be used for each of the types of asset in which the AIF may 

invest. An AIFM shall not invest in a particular type of asset for the first time unless 

appropriate valuation methodologies have been identified in advance.  

 

(c) The policies should set out the obligations, role and duties of all parties involved in 

the valuation process, including senior management.  
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(d) Where an external valuer is appointed the polices should set out a process for 

exchange of information between the AIFM and the external valuer to ensure that all 

necessary information required for performing valuation task are provided.  

 

(e) Where the valuation is performed by the AIFM itself, the policies must include a 

description of the safeguards for functionally independent performance of the 

valuation task, including measures to prevent any person exercising inappropriate 

influence over how someone carries out valuation.  

 
ESMA also recommends that Policies include a “Review of Individual Values” as follows: 

 

(a) AIFM should ensure that the value of all assets are fair and appropriate and must 

document, by type of asset, the way the appropriateness and fairness of the 

individual values is assessed. AIFM must be able to demonstrate that the AIF 

portfolios have been properly valued. 

 

(b) If a material risk of inappropriate valuation exists, Policies should set out a review 

process for the individual value of assets applicable to the type of asset. Policies 

should describe the review process including sufficient and appropriate checks on 

the reasonableness of such values.  

 

(c) The policies should include appropriate escalation measures to address differences 

on the valuation of assets.  

 
In addition to the above advices on Policies and Procedures, ESMA advises that periodic 

review of the appropriateness of the policies and procedures is undertaken: 

 

(a) This review should be at least annual and prior to the engagement of the AIF with a 

new investment strategy or new asset not already covered. 

 

(b) Policies should outline how a change to the valuation policy can be affected and in 

what circumstances. Recommendations for changes should be made to senior 

management who should review and approve the changes. 

 

(c) The AIFM’s Risk Management Function should review and provide appropriate 

support concerning the policies and procedures adopted for the valuation of assets. 

 

As a general rule, the AIFM must ensure policies and procedures and methodologies are 

applied consistently. This means that the policies, procedures and methodologies should be 
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applied to all assets within the AIF, taking into account the investment strategy, type of 

assets and existence of different external valuers.  

 

Rules Applicable to Valuation 

 

The Directive requires that rules applicable to the valuation of assets and calculation of NAV 

of the AIF must be set down in the law of the place of establishment of the AIF, or in the 

constitutional documents of the AIF.  

 

It is worth noting, as is noted by ESMA, that valuation and NAV calculation procedures are 

usually set out in offering documents or constitutional documents, and not in national 

legislation. ESMA does not therefore provide any proposals on methodology for calculation 

of NAV but advises that where models are used to value assets: 

 

(a) The Model and its main features should be in the policies and procedures of the 

AIFM. The reason for choice of model, underlying data and assumptions used in the 

model, and rationale for using it should be appropriately documented. 

 

(b) The Model must be validated by someone with appropriate expertise who has not 

been involved in building the model (for example, the AIF’s auditor). The model 

should be subject to approval by senior management and the validation process 

appropriately documented. 

 

Frequency of Valuation 

 
AIFMs are required by the Directive to ensure that the NAV per unit of each AIF is calculated 

and disclosed to Investors, at least once a year, or at dealing frequency or, for closed ended 

funds, on increase or decrease of capital. 

 

The valuation of assets that are financial instruments has to take place every time the NAV 

is calculated. The valuation of assets that are not financial instruments has to take place at 

least once a year.  

 

ESMA advises the following in respect of the calculation of Net Asset Value per Unit or 

Share: 
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(a) AIFM should ensure that the NAV is calculated for each subscription/redemption or 

cancellation of units in the AIF and at least once a year. 

 

(b) AIFM should ensure that the procedures and methodology for calculating the NAV is 

fully documented and such documentation is regularly verified. 

 

(c) AIFM should ensure that remedial procedures are in place in the event of an 

incorrect calculation of NAV.  

 

(d) AIFM should ensure that the number of units/shares in issue is subject to regular 

verification at least as often as often as the unit or share price is calculated.  

 

Performing the Valuation Function 

 

The valuation function, carrying out proper and independent valuation of the assets of a AIF, 

is separate and distinct from the function of the calculating an AIF’s NAV. A third party which 

carries out the calculation of NAV for an AIF but does not provide valuations for individual 

assets is not considered to be an external valuer for the purposes of the Directive.  

 

AIFMs are required to ensure that the valuation function is carried out impartially and with 

skill, care and diligence either by: 

 

(i) An external valuer, being an entity or person independent from the AIF, AIFM or 

other persons with close links to the AIF and AIFM;  or 

 

(ii) The AIFM itself, provided that the valuation task is functionally independent from 

portfolio management and remuneration policy and other measures are taken to 

ensure that conflicts of interest, undue influence risks (on employees) are mitigated. 

 

Where an external valuer (which cannot itself delegate to a third party) is appointed, the 

AIFM must demonstrate that: 

 

(i) the valuer is subject to mandatory professional registration, recognised by law or to 

legal or regulatory provisions or rules of professional conduct; 

 

(ii) the valuer can provide sufficient professional guarantees to be able to perform 

effectively the relevant valuation function; and 
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(iii) the appointment of the valuer complies with the Directive.  

 

ESMA requires that a statement of professional guarantee has to be provided in written form 

and include evidence of a valuer’s qualification and capability to perform the valuation 

function in respect to the assets he is appointed to value. ESMA recommends that the key 

objective of the professional guarantee should be to ensure that the valuer has the 

appropriate expertise to carry out the valuation function according to the types of assets 

invested in by the AIF. The following are recommended by ESMA with respect to 

Professional Guarantees: 

 

(a) Professional guarantees furnished by the external valuer should be written 

documents signed by the valuer or its legal representatives. 

 

(b) The guarantees should contain the evidence of the valuer’s qualification and 

capability to perform the valuation, including evidence of: 

 

(i) sufficient personnel and technical resources 

(ii) adequate procedures safeguarding proper and independent valuation and 

(iii) adequate knowledge and understanding in respect of the investment strategy 

of the AIF and the assets the external valuer is appointed to value.  

 

(c) Where the external valuer is authorised to carry out valuation services by the 

competent authority of the state where it is established, the guarantee should 

contain the name and contact information of the competent authority.  

 

It is worth noting that ESMA recognises that the experience and expertise required to value 

complex and illiquid financial instruments may rest with a limited number of individuals and 

that it may be difficult or impossible to find an independent pricing service or source with 

sufficient expertise to provide pricing for such financial instruments. For example, a 

counterparty to a derivative contract is often utilized as the primary or sole pricing provider of 

that instrument. Given the inherent conflict of interest in using such a pricing source, ESMA 

recommends that in such circumstances, sufficient controls are put in place to counter this 

risk of conflict, including: 

 

(a) verifying values by a comparison amongst counterparty sourced pricings and over 

time; 

 

(b) validating values by comparison of realized prices against recent carrying values; 
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(c) consideration of the reputation, consistency and quality of the valuation source; or 

 

(d) comparison with values generated by a third party.  

 

Where the valuation function is not carried out by independent external valuer then in 

accordance with the Directive, the competent authority of the AIFM can require the AIFM to 

have its valuation procedures and/or valuations verified by an external valuer or an auditor. 

 

Responsibility and Liability for Valuation 

 

AIFMs will be responsible for the proper valuation of AIF assets, the calculation of NAV, and 

the publication of NAV. The AIFM’s liability to the AIF will not be affected by the appointment 

of an external valuer. However, the external valuer will be liable to the AIFM for any losses 

suffered by the AIFM as a result of the external valuer’s negligence or intentional failure to 

perform its tasks.  

 

Summary 

 

Article 19 of the Directive requires that assets of each AIF are valued consistently, impartially 

and with skill, care and diligence, and that appropriate and consistent procedures are put in 

place by AIFMs for proper, consistent and independent valuation of the assets of each AIF 

that they manage.  

 

AIFM’s will need to decide when establishing AIFs whether they will appoint an external 

valuer, with the requisite professional guarantees, or whether they will perform the function 

themselves. In either case, the AIFM will be responsible for the valuation of assets, and the 

calculation and publication of NAV of each AIF.  

 

Date: April 2012 
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 CONTACT US 
 

Our Offices 

Dublin 
33 Sir John Rogerson’s Quay, 
Dublin 2, 
Ireland. 
Tel: +353 1 667 0022 
Fax: +353 1 667 0042 
 
Cayman Islands 
The Grand Pavilion Commercial Centre 
Hibiscus Way 
PO Box 775 
Grand Cayman KY1-1002 
Cayman Islands 
Tel: + 1 345 949 0022 
Fax: + 1 345 945 0042 
 
Hong Kong 
Room 604  
6/F, Printing House 
6 Duddell Street 
Central 
Hong Kong  
Tel: +852 35210352 
 
New York 
245 Park Avenue 
39th Floor  
New York, NY 10167 
United States 
Tel: +1 212 792 4166 
Fax: +1 212 792 4167 
 
Tokyo 
12th Floor, 
Yurakucho Itocia Building 
2-7-1 Yurakucho, Chiyoda-ku 
Tokyo 100-0006, Japan 
Tel: +813 6860 4885 
Fax: +813 6860 4501 
 
e-mail: enquiries@dilloneustace.ie 
website: www.dilloneustace.ie 

 

Contact Points 

For more details on how we can help  
you, to request copies of most recent 
newsletters, briefings or articles, or simply to 
be included on our mailing list going forward, 
please contact any of the team members 
below. 
 
Andrew Bates 
e-mail: andrew.bates@dilloneustace.ie 
Tel : +353 1 6731704 
Fax: + 353 1 6670042 
 
Donnacha O’Connor 
e-mail: donnacha.oconnor@dilloneustace.ie 
Tel : +353 1 6731729 
Fax: + 353 1 6670042 
 
Brian Kelliher 
e-mail: brian.kelliher@dilloneustace.ie 
Tel : +353 1 6731721 
Fax: + 353 1 6670042 
 
Brian Higgins 
e-mail: brian.higgins@dilloneustace.ie 
Tel : +353 1 6731891 
Fax: + 353 1 6670042 
 
Benedicte O’Connor 
e-mail: benedicte.oconnor@dilloneustace.ie 
Tel : +353 1 6731728 
Fax: + 353 1 6670042 
 
Jennifer Fox 
e-mail: jennifer.fox@dilloneustace.ie 
Tel : +353 1 6731717 
Fax: + 353 1 6670042 
 
Derbhil O’Riordan 
e-mail: Derbhil.oriordan@dilloneustace.ie 
Tel : +353 1 6731734 
Fax: + 353 1 6670042 
 
Deirdre Micks 
email: deirdre.micks@dilloneustace.ie 
Tel : +353 1 6731738 
Fax: + 353 1 6670042 
 
DISCLAIMER: 
This document is for information purposes only and does not 
purport to represent legal advice. If you have any queries or 
would like further information relating to any of the above 
matters, please refer to the contacts above or your usual 
contact in Dillon Eustace. 
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