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Market Developments
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Current Market Developments

5

Decrease in number of price quotations 
Loss in consistency across established pricing services.
Increased Bid/Offer spreads 
Widening of Bond/CDS-spread basis and CCP basis (EUR and JPY swaps)

Decrease in Market Liquidity

Market volatility reached levels of the global financial crisis 2008. 
Interest rate implied volatilities have spiked 
Companies postpone or cancel dividend payments

Increase of Market Volatility & Uncertainty in 
Dividends Projections

Credit spreads for investment grade and non investment grade entities 
increased on average by 40 and 340 bps respectively.
Structured finance assets’ and leveraged loans discount spreads have 
doubled and tripled

Increase in Credit Risk

1
2
3

 Fixed Income
 Interest Rate
 FX
 Credit

 Fixed Income
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 FX &Equity
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 Fixed Income
 Credit

Impacted 
Markets



© 2020 KPMG, an Irish partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 6

Fixed Income
Determining a robust fair value due to 

deteriorating external price quality
Tendency towards model based 

valuation and maintaining of 
consistency  

Rising uncertainty and implications on 
the prices for structured finance assets 
(e.g. CLOs)

Interest Rate 
 Model stress due to low interest 

rates levels and high volatilities
 One sided exposure leading to 

unobservable inputs (option 
volatilities)

 Challenges in curve construction 
processes and increasing 
importance of multicurve valuation 

FX and Equity
 Increased valuation uncertainty due to 

options shifting deep in the money or 
out of the money

 Model stress especially on calibration 
due to volatility levels

 High divergence in dividend 
projections

 Snapshot valuations requiring closer 
monitoring due to high intraday 
movements

Credit
 Decline in quotes for CDS 

compared to December leading 
to deteriorating observability of 
inputs.

 Impact on valuation 
adjustments (CVA/DVA) and 
increasing wrong way risk.

 Maintaining hedge effectiveness

Valuation
implications 

across all 
market 

segments

Growing Valuation Challenges
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Reduction in market observability of valuation parameters (e.g. volatility) 

Decrease in the number of market quotes and increase in price dispersions among them 

Decrease in collateral quality and cash diversion triggers impacting the sensitivity of CLO prices towards unobservable inputs

High volatility levels and low interest rates can cause higher model uncertainty 

The transition from mark-to-market to mark-to-model approach will impact the levelling of the investments 

Expected Fair Value Hierarchy Movements
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Valuation Impacts
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New Valuation Guidelines
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IPEV Special 
Valuation 
Guidance

(“Guidelines”)

Provide the 
framework for 
delivering LPs the 
fair value 
information they 
need

 Consistently applied across all:

 investment types

 industries

 stages of investment 
(early stage, mid stage 
and late state)

 Strong valuation processes

 Represent the amount that would be received in an orderly 
transaction using market participant assumptions in the current 
market environment.

 Is based on what is known and knowable at the measurement date. 

 A view may need to be taken at the measurement date as to the 
potential for and impact of possible government subsidies that 
may impact individual companies and the overall economic 
environment. The impact of government subsidies or initiatives 
generally would not be reflected in the results of a portfolio 
company until it crystalizes or can be reasonably assured.

Fair 
Value

International 
Private Equity 
and Venture 

Capital 
Valuation

IPEV

Magnitude 
Current Crisis

Significant 
Uncertainty+

IPEV board 
highlights

All managers and investors 
applying the IPEV Valuation
Guidelines at 31 March 2020

Outstanding 
guidelines to follow

International 
Valuation 
Standars

Committee

IVSC
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Accounting aspects
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Asset managers generally follow either IFRS 13 or FASB topic 820. 

Factors and adjustments to consider to account for uncertainties surrounding fair value measurements:

A change in the fair value measurement affects the disclosures required by IFRS 13, which requires companies to 
disclose the valuation techniques and inputs used in the FVM, as well as the sensitivity of the valuation to changes in 
assumptions.

By 2020, fair value measurements, particularly of financial instruments and investment properties, should be 
reviewed to ensure that the values reflect conditions on the balance sheet date.

• use of a combination of different valuation methods
• adjustments for liquidity discounts and other risks
• analysis of various scenarios that reflect the wide range of impact of COVID-19 on future cash flows

• The disclosures are necessary to enable users to understand whether COVID-19 has been considered for the 
purpose of FVM

• A measurement based on unobservable data that reflects how market participants would consider the effect of 
COVID-19 on their expectations of future cash flows related to the asset or liability at the reporting date.

The main problems for asset managers is:
• moving from MTMarket to Mark to the model that opens the door to possible fair value adjustments.
• the fact that moving to level 3, trading of financial instruments (especially back-to back positions) might lead 

to freezing day 1 p&l.
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Governance

12

Increased Model Governance required given reduced liquidity and 
increased mark to model and issues calculating Fair Value.

Clear valuation control strategy with robust supporting target operating 
model

Consistent policies in place with clear roles and responsibilities

Proactive Governance and enhancement of committee processes to 
enhance culture with sufficient senor management oversight.



© 2020 KPMG, an Irish partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.

Potential Future Valuation Trends

MtM World vs Asset Managers NAV 
Narrowing of the gulf of Mark to Market world vs Asset Managers 
NAV to be a more continuous process vs Quarterly Reporting. 
E.g. Since LTCM fiasco 1998 there has been a constant focus on more Realtime disclosure.

Hardware upgrade
Enhanched Hardware enabling faster algorithms to assist more real´-time Valuation.
E.g. Greater regulatory burden has created a larger need for fast accurate analytics and 
larger vectors of risk and PnL information.

XVA and AVA
Improvements in XVA and AVA for calculation and hedging of non linear CVA.
E.g. Awareness of counterparty and funding risks coupled with all additional valuation adjustments 
are now a market standard.

13

Predictive Analytics and Machine Learning
More real time data and valuation tools and parameters automated. 
E.g. Many large hedge funds are using machine learning already.
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Other considerations for 
Managers and Boards
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On 21 April 2020, the Securities and Exchange Commission (SEC) voted to propose a new Rule 2a-5 
under the Investment Company Act of 1940 establishing a framework for funds’ fair value 
determinations (Proposed Rule). The public comment period will remain open until July 21, 2020.

Determining Fair Value in Good Faith 1

Who Performs Fair Value Determinations? 2

SEC’s New Valuation Practice Framework
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1

2

3

4

Periodically assessing and managing material risks associated with fair value 
determinations, including material conflicts of interest

Selecting, applying and testing fair value methodologies

Overseeing and evaluating any pricing services used

Adopting and implementing written policies and procedures addressing fair value 
determination and maintaining certain records 

(Source:  https://www.sec.gov/news/press-release/2020-93 )

Determining Fair Value in Good Faith

https://www.sec.gov/news/press-release/2020-93
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Board oversight of the adviser1

Periodic and prompt reporting 2

Clear specification of responsibilities and reasonable segregation of 
duties among the adviser’s personnel3

Keeping additional records relevant to the assignment for the 
adviser4

The proposed rule would permit a board to assign the determination to the fund’s 
investment adviser, subject to additional conditions and oversight requirements.  

(Source:  https://www.sec.gov/news/press-release/2020-93 )

Who Performs Fair Value Determinations

https://www.sec.gov/news/press-release/2020-93
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Key Takeaway
Firms cannot rely on LIBOR being published after the end of 2021. 
This assumption has not changed in this current unprecedented situation
and many preparations for the transitions will be able to continue.

Monitoring the current situation
The FCA, Bank of England and members of the Working Group on
Sterling Risk-Free Reference Rates have discussed the impact of 
the coronavirus on firms’ LIBOR transition plans over the coming months.

Continued Progress on Transition
Current market instabilities present a challenge to the transition away from LIBOR, 
however, continued progress on the transition was recognized.

COVID-19 impact 
COVID-19 has however impacted the timeline of the transition for many firms. 
Some sectors like the loan market in the UK are still reliant on LIBOR and transition 
saw less progress.

IBOR Reform Updates



© 2020 KPMG, an Irish partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 19

Simple preferred stock financing transactions

Use of shares in an acquisition or joint venture

First Syndicated Loans to be set up referencing SONIA and SOFR

New York Fed publishing 30-, 90- and 180-day SOFR averages as well 
as a SOFR Index

International Swaps and Derivatives Association (ISDA) issued a 
consultation on how to implement pre-cessation fallbacks

Fannie Mae and Freddie Mac announced additional steps to transition 
from LIBOR to SOFR. Both agencies will no longer accept adjustable-
rate mortgages based on LIBOR by the year-end

The CME group reported a record SOFR future average daily volume
of 67,000 contracts in February

The FASB issued an Accounting Standards Update that provides temporary optional 
guidance to ease the potential burden in accounting for the reference rate reform.

Transition Progress Q1 2020
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LIBOR linked Loans
The FCA and Working Groups acknowledged that a transition target for LIBOR linked loans to 
transition away from LIBOR by Q3 of 2020 might not be feasible. The use of LIBOR referencing 
products in Q4 of 2020 will be continued to maintain smooth flow of credit to the economy.

Recommendation to lenders
The FCA and Working Groups recommend for lenders to be in a position to offer products that are 
linked to alternative reference rates by Q3 of 2020 and after the end of Q3 2020, lenders should 
be able to include clear contractual arrangements in all new and re-financed products that are 
linked to LIBOR to facilitate a conversion before 2021 using pre-agreed conversion terms or an 
agreed process for re-negotiation.

Supporting Alternative Reference Rate use and liquidity
The CME group and LCH will transition the discounting and price alignment of cleared USD-
discounted products from the daily Effective Federal Funds Rate (EFFR) to SOFR on the 16th of 
October 2020. For cleared EUR-discounted products, the transition to €STR price alignment and 
discounting was postponed to 27th July 2020 by both CME and LCH from the earlier deadline of 
19th June 2020.

Transition Objectives 2020
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Q&A
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