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SHARED EXPERIENCES FROM INSIDE THE FUND ACCOUNTING SYSTEM FAILURE OF 2015 

INTRODUCTION: Th e US  mutu al  fund  
indu stry  p er forms a  complex process to  
determin e th e N et  Asset  Va lue  (N AV) of  
each mutu al  fund  and c lass in  less than 
4.5 hou rs every  day  th e US  markets  are 
open .  (The process i s  d i f ferent  in  
internat ional  markets ;  th i s  pap er  only  
addresses th e US market . )   US markets 
c lose at  4 :00 pm E T and NAVs are du e to  
NASDAQ by 8.30 p m E T.   However,  most  
large  intermed iar ies req uire th at  N AVs are 
sub mitted to  th em ear l ier .   Given th e 
intr icac ies of  th e p rocess,  i t  i s  imp ress ive  
that  th e indu st ry  su f fers few fa i lures to  
del iver  correct  NAVs.   The s i tuat ion 
examin ed in  th i s  research in volves th e 
fa i lure of  an account in g  sy stem over  f ive 
days,  th e down stream impact  on fund 
compan ies  and intermediar ies ,  and how 
these grou ps  hand led th e s i tuat ion.   This  
research a l so  cons id ers the d i fferences 
between what  f i rms ‘ th ink th ey shou ld  d o’  
and what  f i rms in  th e mid st  o f  the  
s i tuat ion fou nd th ey ‘need ed to do’  to  
man age each day  in  an ext raordin ary  
week.    
 
DISCLAIM ER:  Th is  wh ite  paper rep resen ts 
a  comp i la t ion o f  information,  f i r sthand 
exp eriences,  and thou ghts promp ted  by 
the fund  accou nt in g sy stem fa i lu re  in  
Augu st  2015.   A l l  comments,  opin ion s and 
bel iefs  represented are del ib erate ly  
unattr ibuted .   Th e ob ject ive  o f  th i s  
research i s  not  to  f ind fault ;  in stead,  o ur  
goa l  i s  to  p rovid e in format ion to  fund 
compan ies  that  e ith er  u t i l i ze a  th i rd-party  
Service Provid er  for  fun d account in g or  
employ a  th ird-party  sy stem to p er form 
the fund  accou nt in g fun ct ion in -h ouse.   
Whi le th e d el ivery  o f  fu nd account in g 
serv ices d ep end s b oth on techno logy and  
on services ,  th is  whi le  p aper does not  t ry  
to  d i st in guish  between the capab i l i t ies,  
serv ices or  fa i lures among th e co l lect ion  
of  f i rms that  work together  to  d e l iver  th e 

u lt imate service.   Th is  d ocu ment refers to  
a l l  of  th em togeth er  in  the s ingu lar  as 
‘Service Provider’ .    
 
Th is  white p aper juxtap oses d i scuss ion s 
among fund  group s that  were n ot  d irect ly  
af fected  but  h ave been  approp ria te ly  
focu sed on p lann in g for  su ch an event ,  
wi th  th e f i r sthand exp er ien ces o f  oth er  
fund companies.   The d iscu ss ion  points 
from both group s are  a  compi lat ion of  
comments,  th oughts an d/or  opin ion s and 
as su ch are not  representat ive of  any one 
indiv idua l  or  comp any.   Barr in gton  d id  not  
attempt to  contact  Service  Provid ers s in ce  
that  is  not  th e focus  o f  th i s  research .   
Whi le comp anies th at  sat i s fy  ou r  
def in it ion o f  Service Provider  may 
d isagree with  th e even ts re lated in  th i s  
docu ment,  th e in format ion in  th i s  
research ref lect  th e exp er iences o f  
indiv idua ls  who went  th rough  th e event.   
Th e focu s o f  th i s  paper i s  to  docu ment the  
imp l icat ion s for  a  fu nd company when  
they lose th e abi l i ty  to  str ike an NAV over  
mul t ip le day s across many or  a l l  o f  th ei r  
fund s.     
 
AUGUST 2015:  In  a  stan dard op erat ion,  a  
patch was app l ied to  severa l  in sta l lat ion s 
of  a  wel l -estab l i shed  fu nd accoun t in g 
sy stem on  a  Satu rday mornin g.   This  p atch 
a lready  had b een implemented at  many 
other  in sta l lat ion s,  and the p rocess  was 
con sid ered to be  fa ir ly  rout in e.   However,  
for  on e in sta l lat ion th e appl i cat ion  o f  th e 
patch d id  n ot  work correct ly .   Th is  fa i lure 
d id  not  fu l ly  corru pt  th e  sy stem bu t  wou ld 
severely  l imit  i t s  sp eed of  operat ion .   
When th e patch  was ap pl ied,  the  back -up 
for  th e pr ior  week had n ot  b een f in ished  
and saved separately ,  so  th e patch was  
inad verten t ly  appl ied to  both th e cu rrent  
vers ion o f  th e sy stem as  wel l  as th e 
vers ion for  th e p r ior  week.   This  
el iminated th e opt ion to restore th e 



 
 
 

© 2015 Barrington Partners – All rights reserved. 
Page 3  Barrington Partners 

 

SHARED EXPERIENCES FROM INSIDE THE FUND ACCOUNTING SYSTEM FAILURE OF 2015 

sy stem to th e Fr iday c lose b efore the  
patch was app l ied.   I f  a  back -up would be  
used (which i t  app arent ly  was in  the  end),  
the restorat ion wou ld n eed to  b e mad e to  
a  back-up copy from a week p r ior  to  when  
the p atch was ap pl ied .    
 
Over  th e weekend,  fu rther  op erat ion  and 
test ing  mad e i t  apparen t  that  th e sy stem 
was n ot  fun ct ionin g correct ly .    
 
Monday Morn in g  
 
On Monday morn ing c l ients o f  th e Service 
Provider  were informed that  th ere  were  
problems with  th e normal  op erat ion o f  the  
sy stem; however,  the  Serv ice Provid er  
communicated  that  th ey  be l ieved th at  th e 
sy stem wou ld resu me n ormal  op erat ion  
before th e end -of-day N AV ca lcu lat ion 
process.   Wh i le n ot  a  f requ ent  occurrence,  
f i rms ut i l i z in g th i s  Service  Provid er  (and 
any oth er  Serv ice Provid er  su pport in g th i s  
type of  work)  h ave rece ived s imi lar  
not ices  in  th e past .   Based on  a  st ron g 
h istory  o f  d ep endab le system operat ion,  
the impl icated fund f i rms were con fiden t  
that  th e sy stem would  in  fact  b e restored  
to normal  operat ion before  th e c lose o f  
the b u sin ess day .   In  h in ds ight ,  th e 
af f l ic ted  f i rms a l l  commented that  they 
lost  many  hou rs  on Mon day that  could  
have b een u sed for  cont ingen cy p lanning.   
I t  was not  unt i l  arou nd 3-4 p m E T that ,  
despi te  encouragin g messages  f rom th e 
Service Provid er,  f i rms began to 
‘apprec iate the  gravi ty  of  the  s i tu at ion’  
they faced.   Th ese f i rms need ed to start  
mak in g p lan s for  an end -of -day withou t  an 
of f i c ia l  N AV.  
 
A major  d i scu ss ion p oin t  in  th i s  paper 
focu ses  on the  most  importan t  d ec is ion 
that  f i rms n eed to make i f  th e Service 
Provider  or  th e sy stem i s  un able to  
produ ce NAVs.   Sh ould  the fund comp any 

be p repared to ca lculate and  d el iver  a  
NAV (or  est imated NAV)  and,  i f  so,  shou ld  
that  fund company d el iver  those N AVs to  
the market?  Many  f i rms th at  were n ot  
imp acted  have exp ressed con cern that  th e 
del ivery  of  NAVs wou ld remove th e 
Service Provid er’ s  legal  resp on sib i l i ty  an d 
l iab i l i ty  to  produce of f ic ia l  NAVs.  I f  
nei th er  th e fun d company nor  the  Serv ice 
Provider  sub mits a  NAV,  the  market  wi l l  
use th e ‘ s ta le p r ice’ ,  o r  the last  publ i sh ed 
NAV (general ly  the  NAV from th e pr ior  
bus in ess  day ) .   Th is  pr ice i s  cons id ered 
‘sta le’  s ince i t  does n ot  take in to 
consid erat ion the  current  busin ess day’ s  
act ivi ty .    
 
An add it iona l  compl icat ing factor  was that  
th i s  week of  sy stem i ssu es coin cid ed  with  
a  week of  very  vo lat i le  market  act ivi ty  in  
the equ ity  markets ( for tunately ,  i t  was  a  
ca lm week in  th e b ond market) .   Wh en th e 
markets op en ed Mond ay morning,  th e 
most  commonly  q uoted market  index 
dropp ed 1,000 po ints wi th in  10 minutes.   
Dur ing th e day th e market  remain ed 
vo lat i le  bu t  gen eral ly  regain ed some 
groun d.    

 
Mutua l  fund s are pr iced  based  on the en d-
of -day  valu at ion o f  ho ld ings.   Wh en th e 
market  moves lower,  general ly  th e N AV 
for  a  fund wi l l  drop as wel l  (dep end in g on 
the sp eci f i c  h old ings) .   In  th i s  scenar io,  i f  
the p r ior  d ay’ s  NAV i s  rel ied on for  
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purch ases and/or  redemption s,  th e 
numb er  o f  shares sold  or  purchased wi l l  
be incorrect .   In vestors buying  shares wi l l  
have p aid  more th an th ey shou ld  for  th e 
shares  s in ce  th e ‘ sta le’  NAV was too h igh,  
and in vestors sel l in g sh ares  would  rece ive  
more than th ey shou ld  due to  th e 
inaccuracy  o f  th e h igh  ‘ sta le’  N AV.   Th e 
sel lers wou ld  b en efit  by  receiv ing too 
much money,  wh i le the  investors b uying 
shares  would  b e du e money.   As th e 
market  cont inu ed to exper ience vo lat i l i ty  
dur ing the week,  sh arehold ers makin g 
purch ases and red empt ions  would  be  
imp acted  in  both d irect ions  based on th e 
dai ly  movemen ts  o f  th e market .    
 
As  men tioned,  th e fa i lu re o f  the  system to 
return to  normal  op erat ion was c lear  to  
c l ien ts by  th e market  c lose.   F irms that  
had not  star ted  cont in gency p lannin g 
began scramb l in g to  d etermine an 
approp ria te  act ion.   Preci sely  becau se of  
h i stor ic  sy stem d ep endabi l i ty ,  f i rms had 
not  act ivated th e ir  cont ingen cy p lan ( i f  
they had on e).   A fu rth er  comp l icat ion i s  
the ef f i c ien cy  o f  th e ind ustry  techno logy  
in  ca lculat in g NAVs.   Au tomation has 
redu ced th e nu mb er o f  peop le in volved in  
the N AV process con sid erably ;  wh en th e 
sy stem is  not  op erat in g,  f i rms have only  a  
fract ion of  th e sta f f  n ecessary  to  p r ice 
the ir  fund s manua l ly .  
 
Most  fund  comp anies h ave some typ e of  
process to  provid e b ack -up and overs igh t  
to  th e o f f i c ia l  NAV calcu lat ion p rocess,  
ca l led a  sh adow.  ‘Sh ad ow accoun t in g’  i s  
used with in  th e indu stry  as  a  term to refer  
to  an un off ic ia l  NAV calculat ion;  as such ,  
i t  i s  not  the  o ff ic ia l  books and records  o f  
the fund .   I f  a  f i rm has outsourced fund 
account ing,  th e Service Provider  
ca lculates th e o f f i c ia l  NAV.   However,  
there  i s  a  wid e range as  to  th e leve l  o f  
complexity  in  the  Sh adow N AV ca lculat ion .   

Th e complexity  can ran ge from a process 
just  as d etai led  as th e Serv ice Provid ers to  
a  very  p er fun ctory  b enchmark comparison .   
Increas in gly ,  more and  more fu nd 
compan ies  have b een droppin g th ei r  
shad ow account ing p rocess and  leaving 
the Serv ice Provid er  respons ib le for  th e 
account ing fun ct ion .     
 
Th e leve l  o f  th e sh adow account ing  can 
a l so inc lud e or  exclud e var iou s  fu nct ion s 
that  impact  th e f in al  p r ice .   At  a  h igh 
level ,  th e NAV can b e ch anged by 
purch ases and red empt ions,  pr ic ing o f  
port fo l io  hold in gs,  port fol io  tran sact ions ,  
and corporate act ion s,  as wel l  as the  
exp en se a l locat ion of  a l l  app l i cable 
exp en ses in  th e fund’s  operat ion (a  stab le 
numb er  on a  day -to-d ay  bas i s) .   Th ere i s  a  
balan ce b etween exp en se and  th e level  o f  
shad ow account ing,  because a  more 
deta i led and accurate p rocess is  s imp ly  
more exp en sive.   Less exact  shadow 
account ing may produce an NAV that  d oes  
not  meet  th e standard US  accepted 
tolerance o f  h al f  a  penn y.  (Round in g up or  
down ,  an error  o f  over  hal f  a  p enny  would  
chan ge th e NAV wh en  calcu lated to 2 
dec imal  p laces.   Wh i le most  NAV 
calculat ion s are  mad e u sing 4 or  6  d ec imal  
p laces to  redu ce th e roundin g errors,  the  
numb er  that  i s  reported  publ i ca l ly  i s  a  2  
dec imal  p lace nu mb er.   I f  that  p ubl ic ly  
rep orted n umber i s  o ff  by  a  p enny,  the  
NAV i s  incorrect . )   F i rms that  comp lete  a  
shad ow account ing p rocess may t rack th e 
resu lt ing d i fferen ce aga in st  th e Serv ice 
Provider,  p rovid in g some further  
guid ance.   However,  as ment ion ed,  the  
accuracy  o f  the  shadow process i s  redu ced 
by market  volat i l i ty .   Th ere were f i rms 
in volved that  d id  n ot  have a  sh adow 
account ing process and were un able to  
provid e est imated NAVs.   Th ese f i rms 
cont inu ed to u se th e p r ior  Fr id ay sta le 
pr ice  through out  the  week.  
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Monday Afternoon  
 
Centra l  to  d ec is ion -making on Mon day 
afternoon was how to address th e 
imp ortant  d own stream distr ibutors o f  
mutu al  fund s,  which are  referred to  as 
intermediar ies .    
 
Many of  th e la rge intermediar ies operate 
omn ibu s accounts .   Th ese ent it ies u t i l ize 
the of f ic ia l  NAV to ca lcu late th e actu al  
t rad es in  mutua l  fund s for  th ei r  cu stomer 
tran sact ion s.   (Fund of  Funds a l so  present  
a  comp lexi ty  s in ce many  fund of  fund s u se 
propr ietary  fund s as u n der ly in g 
in vestmen ts.   Th e fa i lu re to  produce NAVs 
produ ced errors a t  both  leve ls  in  a  fund of  
fund s p rodu ct . )   Impl icated fund  
compan ies  b egan  to ca l l  intermediar ies 
late Monday  a fternoon to exp la in  th e 
problem and d iscu ss a l l - imp ortant  NAV 
next  steps .   Shou ld  th e fund comp any 
rep ort  a  n ew (est imated )  NAV,  or  leave 
the intermed iary  to  u se a  ‘s ta le’  pr ice.   In  
some cases,  th e fund  company  and the  
intermediary  agreed that  a  n ew NAV 
wou ld not  b e sub mitted  and that  th e 
intermediary  wou ld re ly  on th e sta le pr ice,  
whi le in  oth er  cases fun d companies 
dec id ed to  sub mit  th ei r  own NAVs on 
Monday .    
 
When in termediar ies p rocess tran sact ion s 
wi th  an in correct  NAV (which d oes  happ en 
from t ime to t ime),  the standard  protocol  
is  that  shareh old ers wh o ben ef it  from an 
error  are a l lowed  to keep the  mon ey whi le 
sharehold ers who were negat ive ly  
impacted  are made whole .   Whi le i t  i s  
poss ib le to  recla im gain s from c l ients wh o 
did  not  fu l ly  pul l  th e proceed s f rom their  
accounts,  th i s  approach  is  gen era l ly  not  
pursued du e to cost  and  impact  to  a  c l ien t  
re lat ion sh ip.    
 

Intermediar ies wi l l  reprocess tran sact ion s 
after  th e fact  wh en th ere i s  a  NAV error  
and th ey wi l l  charge th e  fund comp anies 
for  th i s  extra  work.    
 
Tuesday Morn in g 
 
On Tu esday mornin g,  i t  was c lear  to  th e 
af f l ic ted  fund compan ies th at  the 
s i tuat ion h ad d evo lved.   Whi le  st i l l  
receiving en cou rag in g messages f rom th eir  
Service Provid er,  th ese f i rms b egan  to 
assess th e ir  abi l i ty  to  ca lcu late an  
accurate NAV,  and  concurrent ly  started 
ta lk ing to  an in creas ing  numb er  o f  th ei r  
intermediar ies .   Fund compan ies d ep end 
on intermed iar ies for  th e d istr ibut ion o f  
the ir  fund prod ucts,  and  as  a  resu lt  n eed 
to main tain  strong rela t ion ship s .  
 

In  th e ru sh o f  Monday  a ftern oon,  some 
fund companies and  intermediar ies 
dec id ed that  the  fu nd comp any wou ld not  
sub mit  a  new NAV,  but  by  Tu esd ay th e 
intermediar ies were universa l ly  c lear :  
they wanted a  new NAV on Tuesd ay,  even 
i f  i t  was  not  prec i se ly  accu rate.   Fu nd 
compan ies  ru sh ed to respon d and organize 
the p rodu ct ion of  NAVs based on th e 
sy stems and  capabi l i t ies  in  p lace by  th e 
end of  th e day .   Notwithstandin g 
cont inu ed hopefu l  messages f rom the 
Service Provid er,  fund comp anies could  
easi ly  see that  th e Service  Provid er  faced 
a  sy stem recovery  and  wou ld n eed to 
process two day s of  work in  ord er  to  
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correct ly  pr ice at  the en d of  th e day .   I t  
was at  th i s  po int  that  fu nd f i rms felt  th ey 
were in  completely  n ew terr i tory .   F i rms 
may or  may  not  have had a  cont ingen cy 
p lan,  bu t  non e of  th e f i rms had a  p lan for  
a  mu lt ip le-day tota l  shu t-d own by th e ir  
Service Provid er  over  su ch a  large nu mb er  
of  fund s.   “Al l  major  d ecis ion s regard in g 
the event  had to  b e made on  th e f ly .   We 
had no p lan in  p lace  for  anything l ike 
th i s.   Every  t ime we arr ived at  a  d ecis ion 
marker  or  ran in to a  roadblock,  
con versat ion s/meet in gs  among 
man agement from di f ferent  d ep artments 
had to  b e he ld.   I t  was s low goin g,  
esp ec ia l ly  th ose  f i r st  couple day s.”  
 
Th e cont inuing volat i l i ty  of  th e market  
that  week a l so compl icated th e portfol io  
s ide o f  th e equat ion .   The swings in  stock 
pr ices make i t  harder  to  determin e th e 
underly ing port fo l io  va lue based on an  
est imate.   Ben ch mark in g i s  a  method that  
est imates th e chan ge in  a  portfol io  based 
on an ind ex and a  p art icu lar  fun d’s 
corre lat ion to that  ind ex.   However,  th i s  i s  
not  a  p erfect  sub st itu te ,  esp ecia l ly  in  th i s  
ext raordin ary  s i tuat ion .   T ime and 
vo lat i l i ty  a re th e b iggest  con tr ibutors to  
potent ia l  er rors  f rom u s ing th i s  approach .   
Th is  i s  an examp le o f  how shadow 
account ing i s  h elpfu l  to  quick ly  ch eck  th e 
pr ice  o f  a  Service Provid er,  but  i s  not  
design ed to ca lculate th e o f f i c ia l  NAV for  
a  fun d.    
 
Anoth er  factor,  shareho lder  act iv i ty ,  a l so  
p lay ed a  ro le .   Fund compan ies were 
incorporat ing vary ing p ercentages  o f  
sharehold er  act iv i ty  in  thei r  N AV 
calculat ion s:  f rom no  in clu s ion to a  fu l l  
account ing o f  shareh old er  act ivi ty .   On a  
large  establ i sh ed fund,  purch ases and 
red empt ion s are l ikely  to  be  immater ia l ,  
but  on smal ler  fund s a  large amount of  

dai ly  act ivi ty  could  contr ibute to  th e 
calculat ion o f  an in correct  NAV.     
 
On Tu esday,  f i rms u sing  a  shadow pr ic ing 
process were n ow comparing th e ir  
ca lculat ion s against  th e last  o f f i c ia l  NAV,  
which was  Fr iday o f  th e pr ior  week.   Fund 
compan ies  with  a  p leth ora o f  fund s  
cont inu ed to assess th e process that  they  
wou ld u se to  produce as  accurate  an NAV 
as p ossib le .   Some fund compan ies  were 
moving into fu l l  NAV p roduct ion mode.   
Fund compan ies u sed th ei r  ca lculated 
NAVs wh en  th e Service Provider  fa i led to  
produ ce NAVs aga in  on Tu esday .   Complex 
produ cts or  stru ctu res p rovid ed addi t ion al  
problems that  group s scrambled to  
accommodate.    
 
Wedn esd ay 
 
On Wedn esday  th e market  turmoi l  
cont inu ed.   The Serv ice Provider  produ ced 
manu al  (or  est imated)  NAVs for  Monday .   

Fund compan ies report  being in  ‘ fu l l  
produ ct ion mod e’  as  th ey worked to  
del iver  the ir  own NAVs.   Intermediar ies 
remain ed ad amant that  they need ed 
curren t  NAVs,  even i f  n ot  tota l ly  accu rate.   
Some in termediar ies b egan to rep rocess 
Monday ’s  tran sact ions  b ased on th e n ew 
est imated NAVs p rodu ced by th e Service  
Provider  even th ough th ei r  accu racy  was 
quest ionab le.  
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Thursd ay 
 
On Thursd ay fund comp anies report  that  
they con t inu ed in  fu l l  N AV p rodu ct ion 
mod e b ased on the  process estab l i sh ed on 
Tu esday and Wed nesd ay .   Th e Service  
Provider  supp l ied manu al  or  est imated 

NAVs for  th e market  c lose on Tuesd ay and  
some f i rms report  receiving f inal  NAVs for  
the Mond ay c lose.   Some imp l icated  fu nd 
compan ies  reported th at  th eir  
man agement and sta f f  were en couraged 
by th e accu racy  o f  th e ir  NAV ca lculat ion s .   
Adrena l in e indu ced react ion s from 
Monday  had n ow tu rned  into focu sed 
determinat ion to cont in ue NAV 
produ ct ion.    
 
Fund compan ies that  were op erat in g in  
re lat ive  i so lat ion ear ly  in  the  week  were  
now organ iz in g con versat ion s to  d i scu ss 
the var iou s app roach es being u sed to 
ident i fy  best  pract ices  u nder  th e 
c ircu mstances.   An organized cal l  amon g 
these f i rms took p lace on Thu rsday and an  
addit iona l  ca l l  o rgan ized by  th e indu stry  
trad e associat ion a l so occu rred that  same 
day.   Th ere was  no end in  s igh t  at  th e 
point  of  th i s  ca l l  so  fun d companies 
exp ressed con s id erable anxiety  and 
fru st rat ion about  th e s i tuat ion .     
 
Fr id ay/Saturd ay 
 
Th e fund accoun t in g sy stem exp erien ced 
anoth er  fa i lu re on Th ursday and an ef fort  

to  rebu i ld  th e sy stem started aga in.   Th is  
t ime th e sy stem was reb ui l t  f rom th e last  
sy stem back-up that  was n ot  corrupted by  
the p atch,  which was  on e week pr ior  to  
appl i cat ion  o f  th e patch ,  or  n ear ly  two 
weeks ear l ier .   Th is  vers ion o f  the  sy stem 
was n ot  op erat iona l  unt i l  Satu rday 
mornin g.   As a  resul t ,  on Fr iday th e 
Service Provid er  was again  not  produc in g 
NAVs and fund comp anies supp l ied the ir  
own .  
 
At  th i s  po int  anoth er  problem was 
looming:   Fr iday  was th e 28 t h  and Mond ay 
wou ld be the  last  bu siness day of  th e 
mon th.   Any fund  with  a  d ivid end  
scheduled for  th e end of  th e month wou ld 
need to ca lculate  a  d ividend at  th e c lose  
of  bu s in ess Monday .   In termed iar ies were 
aga in  very  voca l  th at  th ey wou ld n eed a  
NAV as o f  Monday  n ight .    
 
Saturd ay – Mond ay 
 
Start in g Satu rday morning,  th e Serv ice 
Provider  b egan rep rocessing work of  th e 
precedin g two weeks.   This  work  was 
completed between Saturday mornin g and 
Monday  even ing  when the Service 
Provider  provid ed fu l l  NAVs for  th e p r ior  
week and  Monday.    
 
Whi le fun d compan ies operated in  th e 
same mod e of  NAV p rod uct ion th rou gh 
Monday ,  th e Service Provider’ s  NAVs were 
del ivered in  su ff ic ient  t ime th at  th e fund  
compan ies  were ab le  to  once again  u se 
those  NAVs.   A fu l l  c lean-up process  b egan  
on Tuesd ay.   Fu l ly  accurate NAVs were 
supp l ied to  intermediar ies and  in  many 
cases  a  second rerun of  trad es was 
completed .   Fund companies recalculated 
the ir  stat i s t i cs  with  th e new accurate 
NAVs as wel l .   Th e l iab i l i ty  to  a ffected 
sharehold ers as ca lcu lated by  both fun d 
compan ies  and intermediar ies  was th en 
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recon ci led.   Some comp anies found that  
the ir  est imates were very  c lose and  that  
there  were  only  smal l  var ian ces wi th  th e 
of f i c ia l  N AVs on ce released.   And  fu nd 
compan ies  b egan  to make p ay men ts to  
intermediar ies for  th e amoun ts du e.   The 
actua l  l iab i l i ty  was  much lower than 
exp ected.    
 
Th e Service Provid er  reportedly  rebu i l t  
the sy stem aga in  the  fo l lowin g weekend to  
imp rove stabi l i ty  o f  th e sy stem an d boost  
sp eed.    
 
 
AFTERM ATH: Sin ce th e events o f  Au gust  
2015 began  to emerge,  i t  i s  reasonab le  to  
assu me th at  every  fund  company,  Serv ice 
Provider  and  fund Board  of  Tru stees has 
or  i s  recon sid er ing  th ei r  pol i c ies,  
procedu res and con t in gency p lannin g.    
 
Imp acted  group s rep ort  that  th ey a l ready 
have or  are con sid er in g putt in g into p lace 
a  var iety  o f  p ract ices .   Most ,  i f  not  a l l ,  o f  
the fo l lowin g act ion po ints are ap pl icab le 
to  a l l  fund companies,  n ot  ju st  those th at  
were impacted by  th ese  events.   

1 .  Condu ct  a  review of  Service 
Provider  contracts,  l iab i l i ty  c lau ses  
and Serv ice Level  Agreements 
( ‘SLAs’ )  to  d etermine i f  there  i s  a  
chan ge in  l iabi l i ty  i f  th e  fund 
company releases i t s  own NAV in  
the event  that  th e Service  Provid er  
is  unab le  to  d o so.  

2.  Discu ss with  Serv ice Provider(s )  
the ir  b ack-up  processes .   Fund  
compan ies  prefer  a  fu l l  dai ly  back-
up to  a  d i f ferent  server  than th e 
main op erat ing sy stem.  

3.  I f  y our  f i rm u ses a  Serv ice  
Provider,  req uest  docu mentat ion  
on th ei r  cont ingen cy p lan in  case 
the ir  core accoun t in g sy stem 

su f fers a  shu t -down.   Review this  
p lan wi th  your Service Provid er .  

4.  Does you r f i rm have a  cont in gency  
p lan ?  Many con t in gency p lan s 
focu s on th e in terna l  op erat ions .   
However ,  cont ingen cy p lan s shou ld  
a l so ad dress ‘ cr i t i ca l  vendors’ .   

5 .  Review th e p rocess that  the  fu nd 
company u ses to  ca lcu late the  fu l l  
or  shad ow NAV.   Mainta in  th e da i ly  
trackin g o f  the  shadow method  
aga in st  th e Serv ice Provider.   
Addi t ion al ly ,  f i rms shou ld  test  
the ir  shadow rate on su ccessive 
days  when  not  comp ared aga in st  
the of f ic ia l  NAV.        

6 .  Firms that  do n ot  have a  sh adow 
account ing process should  p er form 
a cost  b enef it  analy s i s .   
Occurren ces su ch th e events 
descr ib ed in  th i s  d ocu ment are 
for tunate ly  very  rare .   However,  
approach es su ch as su ggest ion  #9 
could  provid e a  low cost  back -up .    

7 .  Develop an in terna l  
communicat ion s process .   
Informat ion about  an event  su ch as  
th i s  n eed s to  b e commu nicated to 
many  areas with in  a  fun d company,  
which may span many locat ion s.   
Sta f f ,  man agement,  d i st r ibut ion,  
pr ic in g committees and tru stees  a l l  
need to b e in formed ab out  th e 
issu e in  a  t imely  mann er.  

8.  Develop a  thou ght fu l  external  
communicat ion protocol .   Ta lk in g 
to  in termediar ies i s  c r i t i ca l  and 
con versat ion s  should  start  ear ly .   
Be  aware that  oth er  ven dors,  th e 
press and d irect  cu stomers a l so 
may need to receive informat ion at  
var iou s  intervals .    

9 .  Develop a  b espoke b en chmark (or  
standard  d ependin g on  the fund )  
for  each  fu nd that  makes i t  easier  
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to  ca lculate  th e imp act  of  market  
movement.  

10 .  Whi le legal  con cern s are a lway s 
ra i sed in  a  s i tuat ion  such as  th i s ,  
imp acted  f i rms say  that  i t  i s  more 
imp ortant  to  communicate hon est ly  
wi th  bu s iness partners l ike  
intermediar ies than to let  lega l  
concerns imp ed e construct ive 
bus in ess  commun icat ion .   F irms 
acknowledge that  lega l  con cern s 
tend to win  out  in  th e p lanning.   
However ,  in  th e midd le of  a  
s i tuat ion su ch as  th i s  on e,  lega l  
con cern s cannot  b e th e f i r st  
con sid erat ion.    

11 .  Quickly  reach out  to  oth er  
imp acted  f i rms to ascerta in  i f  th ey 
have in formation or  app roaches  
that  may be  help ful .   Fu nd f i rms 
are  con sid er ing  th e emp loy ment o f  
standin g instru ct ion s wi th  Serv ice 
Providers so that  in  th e event  o f  a  
fa i lure th e Provid er  wi l l  supp ly  the  
names of  oth er  af fected  f i rms.    

12 .  Keep  your  own upd ated copy o f  
NAV dist r ibu t ion  l is t s  an d con tact  
informat ion .   Service Provid ers may  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

normal ly  b e respon sib le  for  NAV 
distr ibut ion,  and as a  resu lt  th ey 
have the  cu rrent  l i s t .   When the  
fund company tr ied to  d istr ibute 
the NAVs in  th e s i tuat ion descr ibed 
above,  th ey d iscovered that  th ey 
ei ther  had  an o ld  l i st  or  no l i s t .  

13 .  Put  into p lace  a  p lan regard ing  
press inqu ir ies .   Have a  p lan and 
process to  draft  and  ap prove a  
press release.    

14 .  Prepare to  have a  f lash web site 
wh ere y our f i rm pub l i sh es N AVs for  
intermediar ies,  d irect  c l ien ts and 
other  interested part ies .    

15 .  Determin e h ow to  test  y our  Service 
Provider’ s  Disaster  Recovery  
process.   Requ ire y our Serv ice 
Provider  to  run actual  tests  on  a  
regular  b as i s.    

16 .  Prepare and docu ment a  
cont ingen cy p lan for  var iou s 
s i tuat ion s so  that  i t  can  quick ly  b e 
put  into act ion.  Review and update  
the p lan at  p re-d etermined 
interna ls.   Make sure th at  sta f f  
understand s the ir  ro le  and have 
the requis i te tra in ing .    

 
□   □   □ 
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ETF Pro d uc t  I s sue s :   A l t ho ug h t h i s  w hi te  pa pe r  
fo cu se s  o n m u tu a l  fu n d s,  ETF spo n sor s  w er e 
a lso  im pa ct ed  b y  t h e sy st e m fa i l ur e  d esc r i b e d,  
an d ha d to  ma na g e t hro u g h t h ei r  ow n “ NAV 
dec i s io n-m ak in g p roce ss .”  Howev er ,  ETF s  e njoy  
o ne  cr i t ica l  a dva nt ag e o v e r  m ut ua l  f u n ds :  ET Fs  
se tt le  T+ 3  i n st ea d o f  T+ 1  ( most  ETF s  a r e  T+ 3,  
bu t  not  a l l ) .    
 
S ho rt ly  a f t e r  i t  b ecam e c l ear  t ha t  NAV s wo ul d 
no t  b e prov i de d by  t h e Se rv ic e  P ro v i d er  on  
Mon day,  so me ET F s pon so rs  d ec i d e d t ha t  
“ma i nta i n i ng  t h e a bi l i ty  o f  th e F u nd s  to  t ra d e 
o n t h e e xch an g es  was  a  p r io r i ty  o ve r  cor e  N AV  
pro d uct ion ”  an d “ di d n’ t  w ant  to  g et  i nto  t he  
NAV  e st im at in g  b us i ne s s” .   S po nso rs  
commu ni cat e d wi t h  t h e e x cha ng e s  a n d 
re g ula tor s  a n d fo u nd  con s en s us  to  u se  a n iN AV 
( in d icat iv e  N AV)  to  con t i n ue  to  o p era te  t h e ET F 
pro d uct s .   I t  was  de te rm in ed  t ha t  t h e spo n sor  
co ul d  “ca tc h up  o n  t he  N A V proc e ss i ng ”  w h en  
th ey  ha d t he  co r rec t  nu m be r s .    
 
Whi l e  ETF  t ra de  s et t l em e n t  wo u l d  ne e d a n 
accu rat e  N AV,  t h is  wou l d  only  b e an  i s su e o n 
T+3.   Fo rt u na te ly ,  as  ca n be  s e en  i n  th e mu t ua l  
fu nd  n ar rat iv e,  w hi l e  i t  w as  c los e,  t he  T+3  
t im el i ne  wa s  nev e r  br eac h ed .  Ne ve rt h el es s ,  ET F  
spo n sor s  ha d co nt i ng e ncy  p l an s  fo r  a  T+ 3  
fa i lu re  t ha t  invo lv e d a  p la n to  n e got iat e  a  
de lay e d o r  e s t im at e d s e tt l em en t  w it h  t h ei r  ET F 
c l i e nt s  w hic h ar e  t h e AP s  (au tho r iz e d ma rk et  
mak er s)  a n d not  r eta i l  i nv es tor s .   I f  t hat  
ap pro ac h fa i l ed,  s po nso r s  wer e co ns i de r i n g  a n 
a l t er na t e  s ce na r io  s uc h a s  u s i n g  t h e iN AV 
(de sc r i b ed  a s  a  goo d d i rec t io na l  i n dic ator )  or  a  
pr ic i n g  ha i rc ut  i n  o rd er  to  s et t l e  o n a  la te r  da te  
( i . e .  se tt l i n g  fo r~ 90%,  an d  s et t l in g  th e r es t  
la t er ) .   G ive n t he  s u bs e q u en t  f e ed bac k  f rom 
re g ula to r s  a n d ot h er s ,  s po nso rs  b e l i ev e th at  
th ey  ma de  t he  r ig h t  ca l l ,  “ par t i cu la r ly  a s  i t  
re lat e d to  no t  es t i mat i ng  NAV s ”.  

 Af t e r  r ev iew i ng  t he  e x p er i enc e s  o f  mu t ua l  
fu nd  s po nso rs  i n  t h i s  docu me nt ,  ET F s pon sor s  
comme nt e d t ha t  i t  “wa s  c ur iou s  to  he ar  how 
in f l ue n t ia l  t he i nt er me d ia r i es  we re  towa rd  t h e 
dec i s io n to  e s t im at e a  N A V.  Th ey  w er e c l ear ly  
dr iv in g  th e o utco me .   B ut  whe n I  r ef le ct  o n i t ,  
f rom a n ET F st an d po i n t ,  w e too  w e re  t r u ly  
in f l ue nc e d by  o ur  fo rm  of  d i st r i b ut io n,  w hic h 
i s  t he  e xc ha n ge  t r ad i ng  f e atu r e.   So  I  gu e ss  we  
wer en ’ t  th at  d i f f er e nt  i n  t hat  r e gar d. ”  
 
In  ad d it ion to  th e pr act ic e s  m e nt ion e d i n  t he  
mut ua l  fu n d sec t io n,  im pa cte d ET F s po n sor s  
are  con s id er i ng  t h e fo l lo w in g:  

1 . Esta b l i s h  a n ‘a t  th e r ea dy’  fa i l -ov er  
proc es s .    

2. De lay i ng  t r ad e c a lc u lat ion s  i s  an  i s su e 
tha t  wo ul d  n ee d to  be  a d d re ss e d w it h  
eac h AP.   F i r ms  n e ed  to  w ork  w it h  
AP’ s  i n  mak i ng  t he ir  con t i ng e ncy  
p l an n in g.   Th e AP s  w er e u nd e rs ta nd i ng  
an d w i l l i n g  to  wo rk  wit h  s pon sor  
f i r ms,  b ut  i t  i s  a  be tt e r  su bj ect  to  
d i sc us s  i n  a  p la n ni ng  proc es s  rat h er  
tha n a  mom e nt  o f  c r i s i s .   Con s i d er  
es ta bl i sh i ng  a  co nt in g e nt  90% 
se tt le me n t  protoco l .    
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