Standard Risk Measure

What is a Standard
Risk Measure?
It’s a simple measure to help you
compare the risk of investment options
in a superannuation fund.
Investment risk is one of many issues
that should be considered when making
an investment decision. To help you
assess investment risk, APRA (the
superannuation industry’s regulator)
requires superannuation trustees to
disclose a measure of investment risk.
The measure required is “the likely
number of negative annual returns
over a 20 year period”.
So that you can compare this measure
across investment options, the industry
has agreed guidelines for calculating a
“Standard Risk Measure” (SRM). The SRM
uses consistent methodology across
investment providers, where possible.

What are the limitations
of the SRM?
The SRM is not a comprehensive
indicator of risk. In fact it’s only one way
of measuring the risk of an investment.
For example, the SRM doesn’t capture
the size of a possible negative return,
or the potential for sufficient positive
returns to meet your objectives. Also,
it doesn’t take into account the impact
of marketing and administration fees
and tax which would increase the
chance of a negative return.
Importantly, the SRM is calculated using
expectations of long-term returns and
volatility. The number of negative years
that occur in the next 20 years could be
more or less frequent than expected.

There are many ways you, and your
financial adviser, can assess the impact
of risk on your investment strategy.
A financial adviser can create a financial
plan to help you manage risk.
We’ve included information on
potential risks in the section ‘Things
to consider before you invest’ (in the
Investment Menu available on our
website at nabgsf.com.au)
and recommend you seek advice from
a qualified financial adviser when
making your investment choice.

How is the SRM calculated?
The methodology used to calculate the
‘number of negative annual returns
which could be expected over a 20 year
period’ i.e. the SRM, is as follows:
•

any additional returns we expect
our investment managers to deliver.
We have deducted investment
management fees. These are the costs
incurred in managing money such
as fees we pay our custodian and
investment managers. In accordance
with the industry guidelines, we
haven’t deducted administration
and marketing costs where we’ve
been able to separate them from the
investment management fees.
The industry guidelines also require
the calculations to be gross of tax.
That means we haven’t taken
into account franking credits and
superannuation tax.
•

For each asset class in an
investment option, we calculate
1 year expected returns, volatility
and correlation (of the returns).

	This data is based on MLC’s
estimate of long-term returns
and volatility in stable market
conditions. It doesn’t take into
account current market conditions.
Judgement, experience, academic
research and a conservative bias are
important in determining the expected
return, volatility and correlation data.
We consider:
•

relationships between asset
classes, and

•

the last 100+ years of market
returns.

We include assumptions about
long- term investment market returns,
inflation and where applicable

 eutral asset allocations have
N
been used for diversified
portfolios.
Neutral asset allocations are
commonly referred to as strategic,
benchmark or long-term asset
allocations.

Target asset allocations may vary
from neutral allocations, and are
usually disclosed in the PDS and other
material. These take into account
current market conditions and
can change in response to market
movements. Because the target asset
allocations may frequently change,
neutral allocations are used to
calculate the SRM. Our approach is
consistent with industry guidelines.
•

The distribution of returns
for each investment option is
calculated using the data from
steps 1 and 2.
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Distribution of
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The estimated SRM is then grouped
into Risk Bands and Risk Labels
Risk band Risk label

Estimated number of
negative annual returns
over a 20 year period

1

Very low

Less than 0.5

2

Low

0.5 to less than 1

3

Low to medium

1 to less than 2

4

Medium

2 to less than 3

5

Medium to high

3 to less than 4

6

High

4 to less than 6

7

Very high

6 or greater

Range of annual returns

An illustration of the distribution of
returns is shown above. We draw from
this distribution, the probability of a
negative 1 year return and multiply
it by 20. This gives the estimated
number of negative annual returns
in a 20 year period.

Do all Product Disclosure
Statements include SRMs?
In July 2011, APRA, the superannuation
industry’s regulator, recommended
superannuation trustees include a
SRM for each investment option in
Product Disclosure Statements (PDS)
issued from 22 June 2012.
A superannuation fund PDS issued
after 21 June 2012 should include
a SRM if the trustee follows APRA’s
recommendation. However, it’s not
a legal requirement.

Is the SRM likely to change? Can the SRM for one
investment option be
Members are likely to use the SRM as an
input into their long-term investment
compared to others?
decisions. That’s why the SRM is based
on our long-term expectations. Our
expectations assume the market
environment is stable which means they
aren’t linked to current market values
and won’t change in response to
market movements.
However, we’ll recalculate the SRMs each
year based on our latest estimates of longterm return, volatility and correlation data.
Small changes may therefore be made to
an investment option’s SRM. The current
Investment Menu includes the SRM
available at the time of issue.

Yes, the SRM for each investment
option offered in a superannuation
fund’s PDS has been calculated
using the same assumptions and
are comparable. However, each
superannuation fund will calculate
the SRMs in their PDS using their own
expectations of returns, volatility
and correlations.
The SRMs calculated by different super
funds will therefore be similar but small
differences will occur.

The industry or its regulator may also make
refinements to the SRM methodology,
resulting in changes to the calculated SRM
for an investment option.

There is no requirement for investments
offered outside of superannuation
funds to include a SRM in their PDS.



Standard Risk Measure

Did you know…
As a member you can call us for help
about your super. We can provide you
with access to phone based advice
on a range of super strategies at no
additional cost. If you need more
in-depth help, a face-to-face meeting
with a financial adviser can be
arranged. To access any of these
services contact us on 1800 602 977
between 8:30am and 6pm AEST,
Monday to Friday.

Contact us
For more information visit
nabgsf.com.au or call us from
anywhere in Australia on
1300 55 7586, between 8am and 7pm
AEST (8pm daylight savings time),
Monday to Friday.
Postal address			
Plum Super
GPO Box 63
Melbourne VIC 3001

Important information and disclaimer
An interest in the MLC Super Fund ABN 70 732 426 024 (Fund) is issued by NULIS Nominees (Australia) Limited ABN 80 008 515 633 AFSL 236465
(Trustee). The National Australia Bank Group Superannuation Fund A (plan) in Plum Super is part of the MLC Super Fund. The information
contained in this document is current as at 1 July 2016. Any changes in the law or policy subsequent to this date have not been incorporated in
this document. This document has been prepared by the Trustee and contains information that is general in nature. The information does not
take into account your objectives, financial situation or needs. Before acting on the information you should consider whether it is appropriate
having regard to your personal circumstances and seek licensed professional advice. It is recommended that you consider the relevant
Product Disclosure Statement (PDS) before you make any decisions about your superannuation. To obtain a copy of the relevant PDS please call us
on 1300 55 7586. Neither the Trustee nor any other company in the National Australia Bank group of companies accepts any liability whatsoever
for any decision that is made on the basis of or in reliance of the information contained in this material.

Phone based general and limited personal advice and the online advice tools (Personal Super Calculator and Insurance Advice Calculator) and
any financial product advice provided through these services is provided by National Australia Bank Limited ABN 12 004 044 937 AFSL and
Australian Credit License 230686 (NAB). The Trustee does not endorse or make any representation or give any guarantee or warranty in relation
to the services and financial product advice provided by NAB and its authorised representatives. The Trustee merely facilitates members’ access
to these services and does not accept any responsibility or liability for the services and any financial product advice provided. The Trustee is part
of the National Australia Bank group of companies.
© 2016 NULIS Nominees (Australia) Limited ABN 80 008 515 633, AFSL 236465. Part of the National Australia Bank group of companies.
An investment with NULIS Nominees (Australia) Limited is not a deposit or liability of, and is not guaranteed by NAB.
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The Trustee is not a Registered Tax Agent and any tax information is of a general nature and should not be relied upon to determine your
personal tax situation. It is recommended that you consult a professional tax adviser who is a Registered Tax Agent about your personal
circumstances.

