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OTC Derivatives Valuations — Status Report

Under the sponsorship of ISSA, a working party has developed best practice recommendati-
ons which were published in September 2008 (www.issanet.org):

= Primary Valuation: should be either a price independently calculated by a third party,
or a price calculated by an independent unit of the Investment Manager

= Verification of Valuation: should be performed on a weekly basis by comparing the
primary valuation versus either a third party independently calculated price or the price
calculated by an independent unit of the Investment Manager (depending on which one
is used for the primary valuation)

= Additional Verification of Valuation: should be performed on a monthly basis using
the counterparty price versus the primary valuation
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Status

As far as we can ascertain, only a small number of organisations have in fact adopted these
recommendations. The market as a whole has not yet embraced these proposed standards
as “best practice”.

Defining “best practice” is becoming increasingly difficult as:

»= regulators in the key capital markets have yet to articulate new rules around the use of
central counterparties for OTC derivative transactions

» collateral management and collateral policies are being redefined internally

= ISSA’s recommendations are in parts contrary to market directives (e.g. UCITS directi-
ve 2007 on eligible assets)

= the AIFM directive, once completed and syndicated, is also likely to challenge some of
the ISSA recommendations

» internal modus operandi still differ depending on the fund services provider

Next Steps

There is little benefit of reviewing and/or update the ISSA recommendations until the regu-
lators and/or the industry bodies have confirmed their views and/or published correspon-
ding directives/guidelines.

A new working party (see below) will take stock in Q4 2010.
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