Unit Pricing 

The Financial Regulator regulates Collective Investment Funds.  These funds are overseen by independent trustees who are responsible for the operation of the funds which includes the fund pricing function.  The Financial Regulator receives in information on these funds on a monthly basis which includes the Net Asset Value, the number of issued units and the fund price.

In relation to unit linked investment funds operated by life assurance firms, the Financial Regulator regulates the individual life assurance companies.  However the individual unit linked funds are not directly regulated nor indeed are the individual products which they invest in.  Instead it is the responsibility of the directors and the board of the individual firm to ensure that the unit pricing process operates correctly.  This practice is in line with the ethos of the Financial Regulator as being a principles based regulator.

The Board and the Directors are responsible for fair treatment of policyholders.  The Appointed Actuary advises the Board on matters relating to the expectations of policyholders which includes unit pricing.

Checks and Controls in Unit Linked Funds Pricing

Unit prices in a life assurance company are usually calculated daily.  Put very simply, the unit price is derived by dividing the value of the assets in a fund by the total number of units outstanding in that fund with deductions made for management charges and adjustment made for taxation.  The unit price will be incorrect if a mistake has been made in either:

1. Calculating the value of the fund

a. Incorrect number of shares/bonds held

b. Incorrect share/bond price input

c. Incorrect property valuation

2. Calculation of the number of units outstanding

3. Deduction of tax or management charges

Life Assurers have comprehensive systems of checks and controls in place to ensure that each of the constituent elements in the pricing process is correct.  On the fund valuation end, the input asset prices and valuations are checked and verified.  This involves implementing controls to cross check asset prices and foreign exchange rates.  Reconciliations are performed to ensure the correctness of the asset register which holds the information on the number of  each asset unit held.  On the unit price output side, if the unit price varies on a daily basis by greater than a set benchmark, this triggers further checks.  For example the benchmark for a UK Equity fund might be the FTSE 100 index.  Movements in the price of the UK Equity fund would be compared with movements in the value of the FTSE 100 adjusted for management charges, tax and foreign exchange movements.

Firms utilise checklists with signoffs to document each part of the pricing process.  In addition a number of cash reconciliations are normally carried out.  For example bank reconciliations are undertaken daily to reconcile bank balances with the cash follow in and out of funds.  The full unit pricing process is subject to internal audit by the firms’ auditors in a similar way to other critical processes.

Reporting of Errors

Section 45 of Chapter 2 of the Consumer Protection Code requires firms which have detected errors to “without delay, inform the Financial Regulator of its proposals for correcting any such errors as may have occurred”.  The Financial Regulator has been notified of a number of errors in fund pricing since 2004.  The majority of these errors were picked up by the firms internal checking and auditing systems.  In a small number of cases a consumer or an intermediary query to the firm was the impetus to a more thorough examination.

Tracker Bonds

In the case of tracker bonds the Financial Regulator would expect that the calculation of the maturity payout was in line with the terms and conditions of the product.  Firms which offer such products have checks and audits in place to ensure the correct valuation of products.  For tracker bonds “manufactured” by life assurers the checking and auditing process is similar to that for unit linked funds.  In some ways the valuation of trackers is a less complex operation than that for unit linked funds, because the number of elements which make up the maturity price for a tracker is normally less than that for a “normal” unit fund.
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