
DERIVATIVES RISK STATEMENT

Bruce Davey Retirement Fund

The trustee has resolved that the following Derivatives Risk Statement be adopted and implemented for the 
fund.

Introduction

The Superannuation Industry Supervision Act (SISA) requires a Derivatives Risk Statement (DRS) to be in 
effect for a Superannuation Fund where a charge is given, in relation to the use of derivatives by the trustee 
of the Fund. 
 
Overview

The Trustee of the Fund confirms that when using derivatives the following objectives will be considered:

-A derivative investment must be intended to support the fund’s overall investment strategy.

-The purpose of making a specific derivative investment must be consistent with the investment objectives of 
the fund.

-All investment guidelines in respect of each member must be complied with.

Reasons for using Derivatives

The Trustee of the Fund confirms that the reasons for using derivatives in the Fund are as follows:
 
-Writing (selling) covered options to produce extra income for the fund.

-Hedging the portfolio against the risk of adverse movements in market prices and thereby reducing volatility.

-Achieving diversified exposure to an entire market through market indices.

-Achieving transactional efficiency through reducing the cost of achieving a required exposure.

Risk analysis

The trustee is responsible for the risk management and investment decisions of the fund, including those 
relating to derivatives. Although professional advice may be sought, the ultimate responsibility remains with 
the trustee.  There are various types of risks associated with derivatives. These can be broadly categorized 
under the headings of market risk, basis risk, liquidity risk, credit risk, and legal risk. These risks are described 
below.

Market Risk

Market risk is the risk of adverse movements in markets. It arises through the holding of any financial 
instrument, physical or derivative, which creates exposure to movements in prices of a security or market. The 
market risk associated with the use of derivatives is assessed in the context of the risk profile of the total 
portfolio. 

The predominant market risks involved with derivatives include:

For “buy to open” options positions the inherent higher volatility of derivatives compared to physical positions 
and the time decay, which reduces the market value of the position over time.

For “sell to open” options positions if not covered by physical stock, losses are potentially unlimited.  If 
exercised, the fund may not be able to fulfill the contract’s obligation.

For futures contracts the inherent higher volatility of derivatives compared to physical positions and the internal 
leverage involved can lead to higher than normal losses.  Losses can be potentially unlimited

Digita
lly 

Signed with
 BGL SmartS

ign on 27/04/2022

(See atta
ch

ed BGL SmartS
ign Digita

l C
ertif

ica
te)



Basis Risk

Basis risk is the risk that the value of a derivative will not move in line with the related physical position.

Liquidity Risk

There are two types of liquidity risk that arise from investing in derivatives. These are:

Market Liquidity Risk - the risk that the trustees may not be able to, or cannot easily, unwind or offset a 
particular position due to inadequate market depth or disruptions in the market place.

Funding Liquidity Risk - the risk that the trustees may not be able to meet the future cash flow obligations from 
the derivative activities such as meeting margin calls on futures contracts. 

Counter-party (Credit) Risk

Counter-party risk is the risk that a counter-party will fail to perform contractual obligations, that is default 
either in whole or part, under a contract.

Legal Risk

Legal risk is the risk that a derivative contract will not be legally enforceable.

Managing Risks

In order to manage & control the risks inherent with Derivatives, the Trustee undertakes to consider and, 
where appropriate, implement the following restrictions, controls, and processes:

-All open derivative positions are monitored closely on a daily basis.

-Ensuring prior to and during all derivative contracts that any and all potential expiry exercise obligations can 
be fulfilled by the fund, and that the exercise event is still consistent with the fund’s overall investment strategy.

-Ensuring that positions in derivatives are covered. For the purposes of this DRS, cover consists of cash, or 
assets that are equivalent to cash and can be converted to cash within the settlement period. They must be 
sufficient to meet all potential obligations arising from the underlying asset exposure represented by the 
derivative position. Cover may also consist of securities in the case of options contracts.

-The setting and execution of a “stop loss” level for all futures and open “sold” option positions, to reduce 
“unlimited loss” risk on ‘cash settled’ contracts. 

-Asset allocation targets and exposure limits specified in the investment strategy(s) of the fund include both 
physical and derivative exposures of the portfolio. The trustees must manage portfolios to these target 
allocations.

-When a derivative contract is entered into, the trustee takes into consideration the likelihood that the price of 
a derivative will move in line with the underlying physical position and assesses whether the level of basis risk 
is acceptable.

-The market depth of the derivative will be assessed to control liquidity risk. 

-Sufficient cash reserves are maintained in the fund to fund deposits and margin calls equal to the impact of 
a considered maximum movement of the net (short plus long) derivative position.

-In order to minimize both counter-party and legal risk, the trustee will use exchange traded options and 
futures, which are subject to market standard documentation and settlement procedures. Participants in the 
exchange are subject to regulation.

Compliance Processes
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The compliance process for the fund includes ongoing monitoring by the trustee to ensure that the above 
controls and procedures are effective in controlling and managing the identified risks in the use of derivatives. 
If deficiencies are identified, the trustee will take corrective action. The trustee will review its policies and 
procedures in an effort to keep current with the evolving derivatives markets and to ensure that they use 
derivative instruments appropriately and in the best interests of fund members. The trustee will seek advice 
from an expert investment professional when required to assist with this process.

This derivatives risk statement has been in place since the purchase of derivatives within the fund.

Dated:

Signed by the trustee/s of the fund:

 
 .................................................................
 Bruce Davey
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