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In a recently published Dear CEO letter detailing its
Supervisory Strategy for the asset management
sector, the FCA expresses concern as to how
valuations in private markets are conducted, and
details the risks arising from incorrect valuations
(including, for example, levying inappropriate charges
on investors where valuations linked to the calculation
of management fees). The FCA's multi-firm review of
private market valuation practices sets out the
regulator's approach to private market valuations,
identifying examples of good practice and areas for
improvement. Asset managers should review these
findings alongside consideration of the priorities
identified in the Dear CEO letter to ensure they are
taking an appropriate approach to risk management.
For more on the FCA's Supervisory Strategy for the
asset management sector, see our related briefing.

Good practices

Good practices observed include: (i) high quality of
reporting to investors; (ii) properly documenting
valuations; (iii) using third-party valuation advisers to
introduce additional independence and expertise; and
(v) the consistent application of established valuation
methodologies. The FCA also observed good practices
around disclosure going beyond existing requirements,
noting that some firms enhanced reporting by using a
"value bridge", demonstrating the different components
of changes in the value of NAV or assets when
reporting to investors. For example, when reporting
valuation data, managers used illustrations of how
much change was attributable to a portfolio company's
underlying earnings, indicated the valuation multiple
used, cash proceeds and exchange rate changes, and
demonstrated the extent to which changes in value
were driven by changes in market movements and
valuation judgements (as compared to changes in a
portfolio company's financial performance).

Third party valuation advisers vs external valuers
. _____________________________________________________________]

Under the UK AIFMD regime, AIFMs must ensure that
the valuation function is performed impartially and with
all due skill, care and diligence either by:

= anindependent external valuation agent; or

= the AIFM itself, provided that the activity of asset
valuation remains functionally independent from
remuneration practices and portfolio management
(i.e., with the aim of preventing conflicts of
interest).

Where AIFMs appoint an independent external
valuation agent, they must ensure that it meets certain
standards, including adherence to any applicable
professional registration requirements. In addition,
external valuers will need to provide professional
guarantees to demonstrate their ability to perform the
valuation function, including evidence of sufficient
personnel, experience, technical resources and a good
reputation. Where AIFMs appoint an external valuation
agent, they must notify their local regulator, which has
the power to assess and prohibit the appointment.

When reviewing firms' valuation procedures, the FCA
observed as good practice the use of third-party
valuation advisers, given that this can introduce
additional independence and expertise to the internal
valuation process. Note that an "adviser" in this context
is different to the appointment of an external valuation
agent. In particular, AIFMs are free to appoint third-
party valuation advisers as an additional layer of
control, but they must retain responsibility over
valuation.

The FCA's review found that the appointment of
external valuers by AIFMs was rare, and that instead
many firms used the services of third-party valuation
advisers while retaining responsibility for valuation.
This may partly be because the regulatory regime
imposes unlimited liability on external valuers for losses
suffered by the AIFM as a result of the external valuer's
negligence or intentional failure to perform its tasks,
with fewer firms being willing to act as external
valuation agents as a result. The Treasury is now

whether to remove this liability in its
proposals for the future regulatory regime for AIFMs,
which may help to open up the external valuer market
and mitigate against conflicts of interest.


https://www.fca.org.uk/publication/correspondence/asset-management-alternatives-portfolio-letter-2025.pdf
https://www.fca.org.uk/publications/multi-firm-reviews/private-market-valuation-practices
https://insightplus.bakermckenzie.com/bm/financial-institutions_1/united-kingdom-private-markets-on-the-fcas-2025-agenda-for-asset-management
https://www.gov.uk/government/consultations/alternative-investment-fund-managers-regulations-consultation

o Areas for improvement

Areas for improvement identified by the FCA include:

Conflicts of interest: the FCA identifies potential valuation-related conflicts of interest, which are not
always being adequately identified and managed in practice. Such conflicts may, for example, relate to
investor marketing (for example, marketing based on unrealised performance), secured borrowing, asset
transfers, redemptions and subscriptions, and uplifts and volatility.

» Addressing poor practice: Firms are expected to identify, document and assess all potential and
relevant valuation-related conflicts, their materiality and actions required to mitigate or manage
them. In general, the appointment of a third party valuation agent may assist in mitigating these risks
(i.e. given that it will be functionally independent). Where firms are relying on an internal valuation
function, on the other hand, they should ensure that conflicts procedures are followed appropriately
(e.g. reporting to the conflicts committee or other internal escalation procedures).

Independence in the valuation process: levels of independence differed across firms subject to the
review, with some firms clearly demonstrating functional independence in terms of their valuation
process, and others not meeting the FCA's expectations (e.g. because of insufficient expertise in the
valuation function or a lack of voting membership of valuation committees outside of senior
investment professionals).

= Addressing poor practice: Firms should review their existing organisational structure against this
backdrop (noting that the UK AIFMD regime already requires that asset valuation remains
functionally independent from investment activity and remuneration decisions). Firms should also
assess whether they have sufficient independence in their valuation functions and the voting
membership of their valuation committees to ensure effective challenge.

Ad hoc valuations: Ad hoc valuations are those made outside the regular valuation schedule. Such ad
hoc valuations can mitigate the risk of valuations going "stale", for example where material events cause
significant changes in market conditions or how an asset performs over time. The review found that
many firms did not have defined processes or a consistent approach for ad hoc valuations, which is
critical to revaluing assets during market or asset-specific events.

= Addressing poor practice: The FCA encourages firms to consider the types of events and
quantitative thresholds that could trigger ad hoc valuations and document how they are to
be conducted.

% Going forward

Firms are expected to consider the findings and specific action points set out in the review and identify any
gaps in their approach, taking into account the specific characteristics of their businesses and the materiality
of the gaps they identify. The FCA draws firms' attention in particular to whether improvements can be made
to the following:

Governance of the valuation process. Good governance is rooted in segregation of duties. This can
be achieved by delegation to a third party or by establishing robust controls over conflicts of interest.
Firms should ensure that responsibilities and oversight are allocated and understood and that rubber-
stamping is avoided. Detailed minutes and other documentation of the decision-making process are a
core pillar of good governance; these should clearly set out a trail of how a decision was made,
including any dissenting voices.

Conflicts of interest management. Firms should ensure that conflicts specific to products are
addressed with a sufficient level of granularity in applicable policies and procedures.



= Ensuring functional independence. The valuation process should be independently owned and
challenged. Documentation should clearly indicate the difference between views provided by the
valuation function, including third-party valuers or experts, and ultimate valuation decisions.

* Incorporating defined processes for ad hoc valuations. This mitigates the risk of stale evaluations. It

is important to set out well-defined triggers for ad hoc valuations, particularly given the current
geopolitical instability and stock market volatility resulting from the imposition of U.S. trade tariffs.

When considering the FCA's findings, asset managers will need to determine whether their valuation
methodologies are appropriate, review their valuation agreements with delegates and agents, and ensure
they continue to apply an appropriate level of oversight.

The findings from the review will feed into the FCA's wider body of policy work on the topic, including its
review of the UK AIFMD framework, as well as its contributions to the formation of global principles through
IOSCO's review of its 2013 Principles for the Valuation of Collective Investment Schemes. At EU-level, it
appears clear from recent reforms to the AIFMD regime that regulators are generally seeking to understand
and mitigate the risks engendered by an increasing shift to private market investments across the market,
and the FCA will no doubt wish to keep pace with its EU counterparts in this respect. Given that private

market investments are non-transparent by their nature and more difficult to price, this is likely to remain an
area of risk for the asset management sector.
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