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Postgraduate Certificate in Hedge Fund Management

Valuation and Pricing

Valuation and Pricing:
Valuation and pricing are crucial concepts in the field of hedge fund management as they are used to
determine the worth of assets held within a hedge fund portfolio.

Valuation:
Valuation refers to the process of determining the current value of an asset or a security. In the context of
hedge fund management, valuation is used to assess the worth of the various investments held by the fund.
Valuation can be done using various methods such as market-based valuation, income-based valuation, or
asset-based valuation.

Pricing:
Pricing, on the other hand, refers to the process of assigning a monetary value to an asset or security.
Pricing is often based on the valuation of the asset, but it can also be influenced by market factors and
investor sentiment.

Net Asset Value (NAV):
Net Asset Value (NAV) is a key metric used in hedge fund management to determine the value of a fund's
assets minus its liabilities. NAV is calculated by subtracting the fund's liabilities from the total value of its
assets and dividing the result by the total number of outstanding shares. NAV is typically calculated on a
daily or monthly basis and is used to assess the performance of the fund.

Mark-to-Market:
Mark-to-Market is a valuation method used to determine the current market value of an asset. Under this
method, the value of an asset is adjusted to reflect its current market price. Mark-to-Market valuation is
commonly used in hedge fund management to provide a more accurate and up-to-date assessment of the
fund's portfolio.

Fair Value:
Fair Value is the estimated price at which an asset can be exchanged between knowledgeable and willing
parties in an arm's length transaction. Fair value is used in hedge fund management to determine the true
worth of an asset, taking into account factors such as market conditions, risk, and liquidity.

Discounted Cash Flow (DCF):
Discounted Cash Flow (DCF) is a valuation method used to estimate the value of an investment based on its
expected future cash flows. DCF analysis takes into account the time value of money by discounting future
cash flows back to their present value. DCF is commonly used in hedge fund management to assess the
potential returns of an investment.

Comparable Company Analysis (CCA):
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Comparable Company Analysis (CCA) is a valuation method used to determine the value of a company by
comparing it to similar publicly traded companies. CCA involves analyzing the financial metrics and ratios of
comparable companies to estimate the value of the target company. CCA is often used in hedge fund
management to benchmark the performance of a fund's portfolio companies.

Private Equity Valuation:
Private Equity Valuation refers to the process of determining the value of privately held companies or assets.
Private equity valuation is often more complex than valuing publicly traded companies due to the lack of
market data and liquidity. Hedge funds that invest in private equity often use specialized valuation
techniques to assess the worth of their investments.

Illiquid Assets:
Illiquid Assets are assets that cannot be easily bought or sold due to a lack of market demand or restrictions
on trading. Illiquid assets are often more difficult to value than liquid assets, as there may be limited
information available to determine their worth. Hedge funds that hold illiquid assets must carefully consider
how to value these investments in their portfolios.

Liquidity Risk:
Liquidity Risk refers to the risk that an asset cannot be bought or sold quickly without significantly
impacting its price. Hedge funds that invest in illiquid assets face liquidity risk, as they may not be able to
sell these assets quickly in times of market stress. Managing liquidity risk is a key consideration for hedge
fund managers to ensure they can meet investor redemptions and other obligations.

Performance Fees:
Performance Fees are fees paid to hedge fund managers based on the fund's performance relative to a
benchmark or a specified hurdle rate. Performance fees are typically calculated as a percentage of the fund's
profits above a certain threshold. Hedge fund managers are incentivized to outperform to earn higher
performance fees, aligning their interests with those of the fund's investors.

High-Water Mark:
High-Water Mark is a mechanism used in hedge fund management to ensure that performance fees are
only paid when the fund's net asset value (NAV) exceeds its previous peak. Under the high-water mark
provision, a fund must first recoup any losses before performance fees are charged on new profits. The
high-water mark helps align the interests of the fund manager and investors by incentivizing the manager
to recover losses before earning performance fees.

Lock-Up Period:
Lock-Up Period is a specified period of time during which investors are prohibited from redeeming their
investments in a hedge fund. Lock-up periods are common in hedge fund structures to provide the fund
manager with stability and time to execute their investment strategy without facing frequent redemptions.
Investors must carefully consider the lock-up period before committing capital to a hedge fund, as they
may not be able to access their funds for a certain period.

Redemption Terms:
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Redemption Terms refer to the conditions under which investors can redeem their investments in a hedge
fund. Redemption terms typically outline the notice period, frequency, and restrictions on redemptions.
Hedge fund managers must carefully consider redemption terms to ensure they have sufficient liquidity to
meet investor redemptions without disrupting the fund's operations.

Carried Interest:
Carried Interest is a share of the profits earned by hedge fund managers on successful investments. Carried
interest is typically a performance fee paid to the manager based on the fund's profits above a certain
threshold. Carried interest aligns the interests of the fund manager with those of the investors, as the
manager only earns a share of the profits if the fund performs well.

Management Fee:
Management Fee is a fee paid by investors to hedge fund managers for managing the fund's assets.
Management fees are typically calculated as a percentage of the fund's assets under management (AUM)
and are paid regardless of the fund's performance. Management fees provide hedge fund managers with a
stable source of income to cover operating expenses and compensation.

Performance Attribution:
Performance Attribution is a method used in hedge fund management to analyze the sources of a fund's
returns. Performance attribution breaks down the fund's performance into different components, such as
asset allocation, security selection, and market timing. By understanding the drivers of performance, hedge
fund managers can make informed decisions to improve returns and manage risk.

Risk-Adjusted Return:
Risk-Adjusted Return is a measure of an investment's return relative to its risk. Risk-adjusted return takes
into account the level of risk taken to achieve a certain level of return, allowing investors to compare
investments with different risk profiles. Hedge fund managers aim to generate high risk-adjusted returns to
provide investors with attractive risk-adjusted performance.

Sharpe Ratio:
Sharpe Ratio is a measure of risk-adjusted return that calculates the excess return of an investment per unit
of risk taken. The Sharpe Ratio is calculated by subtracting the risk-free rate from the investment's return
and dividing the result by the investment's standard deviation. A higher Sharpe Ratio indicates a better risk-
adjusted return, making it a key metric used in hedge fund performance evaluation.

Sortino Ratio:
Sortino Ratio is a measure of risk-adjusted return that focuses on the downside risk of an investment. The
Sortino Ratio is calculated by subtracting the risk-free rate from the investment's return and dividing the
result by the investment's downside deviation. The Sortino Ratio provides a more focused assessment of
risk-adjusted return by penalizing downside volatility more than upside volatility.

CAPM (Capital Asset Pricing Model):
CAPM (Capital Asset Pricing Model) is a financial model used to calculate the expected return on an
investment based on its risk. The CAPM formula takes into account the risk-free rate, the investment's beta
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(a measure of systematic risk), and the market risk premium. CAPM is commonly used in hedge fund
management to estimate the required rate of return for an investment based on its risk profile.

Black-Scholes Model:
Black-Scholes Model is a mathematical model used to calculate the theoretical price of European-style
options. The Black-Scholes Model takes into account factors such as the underlying asset price, the option's
strike price, the time to expiration, the risk-free rate, and volatility. The Black-Scholes Model is widely used
in hedge fund management to price options and derivatives.

Monte Carlo Simulation:
Monte Carlo Simulation is a computational method used to model the probability of different outcomes in
a complex system. Monte Carlo Simulation involves running multiple simulations based on random
variables to estimate the range of possible outcomes. Hedge fund managers use Monte Carlo Simulation to
assess the potential risks and returns of their investment strategies under different scenarios.

Value at Risk (VaR):
Value at Risk (VaR) is a statistical measure used to estimate the maximum potential loss of an investment
over a specified time horizon at a given confidence level. VaR is calculated based on the volatility of the
investment and the correlation with other assets in the portfolio. VaR is used in hedge fund management to
quantify the risk of the fund's portfolio and set risk limits to manage downside risk.

Stress Testing:
Stress Testing is a risk management technique used to assess the impact of extreme market conditions on a
portfolio. Stress Testing involves simulating hypothetical scenarios, such as a market crash or spike in
volatility, to evaluate the fund's resilience to adverse events. Hedge fund managers conduct stress testing to
identify potential vulnerabilities in their portfolios and implement risk mitigation strategies.

Scenario Analysis:
Scenario Analysis is a risk management technique used to assess the impact of different market scenarios
on a portfolio. Scenario Analysis involves modeling various scenarios, such as economic downturns or
geopolitical events, to understand how the fund's investments would perform under different conditions.
Hedge fund managers use scenario analysis to evaluate the potential risks and opportunities in their
portfolios and adjust their strategies accordingly.

Correlation:
Correlation is a statistical measure that indicates the strength and direction of a relationship between two
variables. In the context of hedge fund management, correlation is used to assess the degree to which the
returns of different assets or securities move in relation to each other. Correlation helps hedge fund
managers diversify their portfolios and manage risk by investing in assets that are not highly correlated.

Diversification:
Diversification is an investment strategy that involves spreading investments across different assets or asset
classes to reduce risk. Diversification helps hedge fund managers minimize the impact of individual asset
price movements on the overall portfolio performance. By diversifying across uncorrelated assets, hedge
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funds can achieve a more stable risk-return profile.

Beta:
Beta is a measure of an asset's sensitivity to market movements. Beta indicates how much an asset's return
is expected to change for a one percent change in the market. In hedge fund management, beta is used to
assess the systematic risk of an investment relative to the overall market. Assets with a beta greater than 1
are considered more volatile than the market, while assets with a beta less than 1 are considered less
volatile.

Alpha:
Alpha is a measure of an investment's excess return relative to its expected return based on its risk. Alpha
indicates the additional return generated by an investment beyond what would be expected given its risk
profile. Hedge fund managers aim to generate positive alpha by making skillful investment decisions that
outperform the market. Alpha is used to evaluate the manager's ability to generate value for investors.

Hedge Fund Indices:
Hedge Fund Indices are benchmarks used to track the performance of the hedge fund industry as a whole
or specific hedge fund strategies. Hedge Fund Indices provide investors with a reference point to evaluate
the performance of their hedge fund investments relative to the broader market. Common hedge fund
indices include the HFRI (Hedge Fund Research Index) and the HFRX (Hedge Fund Research Index).

Long/Short Equity Strategy:
Long/Short Equity Strategy is an investment strategy used by hedge funds to buy undervalued securities
(long positions) and sell overvalued securities (short positions). Long/Short Equity strategies aim to profit
from both rising and falling stock prices by going long on stocks expected to appreciate and short on
stocks expected to decline. Hedge funds employing Long/Short Equity strategies seek to generate returns
through stock selection and market timing.

Event-Driven Strategy:
Event-Driven Strategy is an investment strategy used by hedge funds to capitalize on corporate events such
as mergers, acquisitions, bankruptcies, or restructurings. Event-Driven strategies aim to profit from the price
movements resulting from these events by taking long or short positions in the affected companies'
securities. Hedge funds employing Event-Driven strategies rely on thorough research and analysis to
identify profitable opportunities in the event-driven space.

Global Macro Strategy:
Global Macro Strategy is an investment strategy used by hedge funds to take advantage of macroeconomic
trends and geopolitical events on a global scale. Global Macro strategies involve making bets on currencies,
interest rates, commodities, and other macroeconomic indicators based on the fund manager's outlook.
Hedge funds employing Global Macro strategies seek to generate returns by predicting and profiting from
macroeconomic shifts.

Distressed Debt Strategy:
Distressed Debt Strategy is an investment strategy used by hedge funds to invest in the debt of financially
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troubled companies or distressed assets. Distressed Debt strategies aim to profit from the potential
recovery of these companies or assets by purchasing their debt at a discount and participating in the
restructuring process. Hedge funds employing Distressed Debt strategies must conduct thorough due
diligence and risk assessment to identify attractive investment opportunities.

Quantitative Strategy:
Quantitative Strategy is an investment strategy used by hedge funds to make investment decisions based
on quantitative models and algorithms. Quantitative strategies rely on mathematical and statistical
techniques to analyze market data and identify trading opportunities. Hedge funds employing Quantitative
strategies use computerized trading systems to execute their trades quickly and efficiently based on
predefined rules.

Fundamental Analysis:
Fundamental Analysis is a method used to evaluate the intrinsic value of an asset by analyzing factors such
as financial statements, industry trends, and economic indicators. Fundamental analysis helps hedge fund
managers assess the potential risks and returns of an investment based on its underlying fundamentals.
Hedge funds that employ Fundamental Analysis aim to make investment decisions based on the value of
the asset relative to its market price.

Technical Analysis:
Technical Analysis is a method used to evaluate the future price movements of an asset based on historical
price data and trading volume. Technical analysis relies on chart patterns, indicators, and statistical analysis
to identify trends and patterns that may help predict future price movements. Hedge funds that use
Technical Analysis aim to capitalize on short-term price fluctuations and market inefficiencies.

Market Neutral Strategy:
Market Neutral Strategy is an investment strategy used by hedge funds to hedge against market risk by
maintaining equal long and short positions in their portfolios. Market Neutral strategies aim to profit from
stock selection and market timing while minimizing exposure to broad market movements. Hedge funds
employing Market Neutral strategies seek to generate returns through alpha generation rather than market
direction.

Arbitrage Strategy:
Arbitrage Strategy is an investment strategy used by hedge funds to profit from price inefficiencies in the
market by simultaneously buying and selling related assets. Arbitrage strategies involve exploiting price
differentials between related securities, currencies, or markets to generate risk-free profits. Hedge funds
employing Arbitrage strategies use sophisticated trading techniques and technology to capitalize on
arbitrage opportunities quickly and efficiently.

Convertible Arbitrage Strategy:
Convertible Arbitrage Strategy is an investment strategy used by hedge funds to capitalize on the price
discrepancies between a convertible bond and the underlying stock. Convertible Arbitrage strategies involve
buying convertible bonds and shorting the underlying stock to profit from the difference in prices. Hedge
funds employing Convertible Arbitrage strategies aim to generate returns through the conversion feature of
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the convertible bond and the volatility of the underlying stock.

Merger Arbitrage Strategy:
Merger Arbitrage Strategy is an investment strategy used by hedge funds to profit from the price
differentials between the stock of an acquisition target and the acquiring company. Merger Arbitrage
strategies involve buying the stock of the target company and shorting the stock of the acquiring company
to capture the spread between the two prices. Hedge funds employing Merger Arbitrage strategies seek to
generate returns from successful mergers and acquisitions.

Fixed-Income Arbitrage Strategy:
Fixed-Income Arbitrage Strategy is an investment strategy used by hedge funds to profit from price
discrepancies in fixed-income securities. Fixed-Income Arbitrage strategies involve taking advantage of
interest rate differentials, credit spreads, or yield curve movements to generate returns. Hedge funds
employing Fixed-Income Arbitrage strategies aim to capitalize on mispricings in the fixed-income market
through active trading and risk management.

Long/Short Credit Strategy:
Long/Short Credit Strategy is an investment strategy used by hedge funds to invest in corporate bonds and
credit derivatives. Long/Short Credit strategies involve taking long positions in high-quality credit securities
and short positions in lower-quality or distressed credit securities to profit from credit spread differentials.
Hedge funds employing Long/Short Credit strategies seek to generate returns through credit analysis and
relative value investing.

Volatility Arbitrage Strategy:
Volatility Arbitrage Strategy is an investment strategy used by hedge funds to profit from changes in
volatility levels in the market. Volatility Arbitrage strategies involve trading options and other derivatives to
capture the difference between implied and realized volatility. Hedge funds employing Volatility Arbitrage
strategies aim to generate returns by exploiting fluctuations in market volatility and managing risk through
hedging strategies.

Commodity Trading Advisor (CTA):
Commodity Trading Advisor (CTA) is a professional money manager who specializes in trading commodity
futures contracts and other derivatives. CTAs use quantitative models and technical analysis to make trading
decisions based on commodity price movements. CTAs are commonly used by hedge funds to gain
exposure to commodity markets and diversify their portfolios.

Managed Futures Strategy:
Managed Futures Strategy is an investment strategy used by hedge funds to trade futures contracts and
other derivatives across different asset classes. Managed Futures strategies aim to profit from trends in
global markets by taking long or short positions in futures contracts based on quantitative models. Hedge
funds employing Managed Futures strategies seek to generate returns through systematic trading and risk
management.

Multi-Strategy Fund:

Read online: https://learnuni.com/glossaries/3258996/valuation-and-
pricing

LearnUNI · 22 Jun 2026



G LO S S A RY

Multi-Strategy Fund is a type of hedge fund that invests in multiple hedge fund strategies to diversify risk
and enhance returns. Multi-Strategy funds allocate capital across different investment strategies such as
Long/Short Equity, Event-Driven, Global Macro, and Distressed Debt to capitalize on various market
opportunities. Multi-Strategy funds aim to generate consistent returns by blending different investment
styles and risk profiles.

Systematic Risk:
Systematic Risk is the risk that is inherent in the overall market and cannot be diversified away. Systematic
risk, also known as market risk, affects all securities in the market and is caused by factors such as interest
rate changes, economic conditions, and geopolitical events. Hedge fund managers must carefully manage
systematic risk through diversification and risk management techniques to protect their portfolios from
adverse market movements.

Idiosyncratic Risk:
Idiosync
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