
511 

Commodity Futures Trading Commission § 23.601 

(1) Require all trading policies be ap-
proved by the governing body of the 
swap dealer or major swap participant; 

(2) Require that traders execute 
transactions only with counterparties 
for whom credit limits have been es-
tablished; 

(3) Provide specific quantitative or 
qualitative limits for traders and per-
sonnel able to commit the capital of 
the swap dealer or major swap partici-
pant; 

(4) Monitor each trader throughout 
the trading day to prevent the trader 
from exceeding any limit to which the 
trader is subject, or from otherwise in-
curring unauthorized risk; 

(5) Require each trader to follow es-
tablished policies and procedures for 
executing and confirming all trans-
actions; 

(6) Establish means to detect unau-
thorized trading activities or any other 
violation of policies and procedures; 

(7) Ensure that all trade discrep-
ancies are documented and, other than 
immaterial, clerical errors, are 
brought to the immediate attention of 
management of the business trading 
unit; 

(8) Ensure that broker statements 
and payments to brokers are periodi-
cally audited by persons independent of 
the business trading unit; 

(9) Ensure that use of trading pro-
grams is subject to policies and proce-
dures governing the use, supervision, 
maintenance, testing, and inspection of 
the program; and 

(10) Require the separation of per-
sonnel in the business trading unit 
from personnel in the risk management 
unit. 

(e) Review and testing. (1) Risk Man-
agement Programs shall be reviewed 
and tested on at least an annual basis, 
or upon any material change in the 
business of the swap dealer or major 
swap participant that is reasonably 
likely to alter the risk profile of the 
swap dealer or major swap participant. 

(2) The annual reviews of the Risk 
Management Program shall include an 
analysis of adherence to, and the effec-
tiveness of, the risk management poli-
cies and procedures, and any rec-
ommendations for modifications to the 
Risk Management Program. The an-
nual testing shall be performed by 

qualified internal audit staff that are 
independent of the business trading 
unit being audited or by a qualified 
third party audit service reporting to 
staff that are independent of the busi-
ness trading unit. The results of the 
quarterly reviews of the Risk Manage-
ment Program shall be promptly re-
ported to and reviewed by, the chief 
compliance officer, senior manage-
ment, and governing body of the swap 
dealer or major swap participant. 

(3) Each swap dealer and major swap 
participant shall document all internal 
and external reviews and testing of its 
Risk Management Program and writ-
ten risk management policies and pro-
cedures including the date of the re-
view or test; the results; any defi-
ciencies identified; the corrective ac-
tion taken; and the date that correc-
tive action was taken. Such docu-
mentation shall be provided to Com-
mission staff, upon request. 

(f) Distribution of risk management 
policies and procedures. The Risk Man-
agement Program shall include proce-
dures for the timely distribution of its 
written risk management policies and 
procedures to relevant supervisory per-
sonnel. Each swap dealer and major 
swap participant shall maintain 
records of the persons to whom the risk 
management policies and procedures 
were distributed and when they were 
distributed. 

(g) Recordkeeping. (1) Each swap deal-
er and major swap participant shall 
maintain copies of all written approv-
als required by this section. 

(2) All records or reports that a swap 
dealer or major swap participant is re-
quired to maintain pursuant to this 
regulation shall be maintained in ac-
cordance with Commission Regulation 
§ 1.31 and shall be made available 
promptly upon request to representa-
tives of the Commission and to rep-
resentatives of applicable prudential 
regulators. 

§ 23.601 Monitoring of position limits. 
(a) Each swap dealer and major swap 

participant shall establish and enforce 
written policies and procedures that 
are reasonably designed to monitor for 
and prevent violations of applicable po-
sition limits established by the Com-
mission, a designated contract market, 
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or a swap execution facility, and to 
monitor for and prevent improper reli-
ance upon any exemptions or exclu-
sions from such position limits. For 
purposes of this regulation, such poli-
cies and procedures shall be referred to 
as ‘‘Position Limit Procedures.’’ The 
Position Limit Procedures shall be in-
corporated into the Risk Management 
Program of the swap dealer or major 
swap participant. 

(b) For purposes of the Position 
Limit Procedures, each swap dealer 
and major swap participant shall con-
vert all swap positions into equivalent 
futures positions using the method-
ology set forth in Commission regula-
tions. 

(c) Each swap dealer and major swap 
participant shall provide training to all 
relevant personnel on applicable posi-
tion limits on an annual basis and shall 
promptly notify personnel upon any 
change to applicable position limits. 
Each swap dealer and major swap par-
ticipant shall maintain records of such 
training and notifications including 
the substance of the training, the iden-
tity of those receiving training, and 
the identity of those notified of 
changes to applicable position limits. 

(d) Each swap dealer and major swap 
participant shall diligently monitor its 
trading activities and diligently super-
vise the actions of its partners, offi-
cers, employees, and agents to ensure 
compliance with the Position Limit 
Procedures of the swap dealer or major 
swap participant. 

(e) The Position Limit Procedures of 
each swap dealer and major swap par-
ticipant shall implement an early 
warning system designed to detect and 
alert its senior management when posi-
tion limits are in danger of being 
breached (such as when trading has 
reached a percentage threshold of the 
applicable position limit, and when po-
sition limits have been exceeded). Any 
detected violation of applicable posi-
tion limits shall be reported promptly 
to the firm’s governing body. Any de-
tected violation of applicable position 
limits, other than on-exchange viola-
tions reported to the Commission by a 
designated contract market or a swap 
execution facility, shall be reported 
promptly to the Commission. Each 
swap dealer and major swap partici-

pant shall maintain a record of any 
early warning received, any position 
limit violation detected, any action 
taken as a result of either, and the 
date action was taken. 

(f) Each swap dealer and major swap 
participant that transacts in instru-
ments for which position limits have 
been established by the Commission, a 
designated contract market, or a swap 
execution facility shall test its Posi-
tion Limit Procedures for adequacy 
and effectiveness at least once each 
calendar quarter and maintain records 
of such tests; the results thereof; any 
action that is taken as a result thereof 
including, without limitation, any rec-
ommendations for modifications to the 
firm’s Position Limit Procedures; and 
the date action was taken. 

(g) Each swap dealer and major swap 
participant shall document its compli-
ance with applicable position limits es-
tablished by the Commission, a des-
ignated contract market, or a swap 
execution facility in a written report 
on a quarterly basis. Such report shall 
be promptly reported to and reviewed 
by the chief compliance officer, senior 
management, and governing body of 
the swap dealer or major swap partici-
pant, and shall include, without limita-
tion, a list of all early warnings re-
ceived, all position limit violations, 
the action taken in response, the re-
sults of the quarterly position limit 
testing required by this regulation, any 
deficiencies in the Position Limit Pro-
cedures, the status of any pending 
amendments to the Position Limit 
Procedures, and any action taken to 
amend the Position Limit Procedures 
to ensure compliance with all applica-
ble position limits. Each swap dealer 
and major swap participant shall re-
tain a copy of this report. 

(h) On an annual basis, each swap 
dealer and major swap participant 
shall audit its Position Limit Proce-
dures as part of the audit of its Risk 
Management Program required by 
Commission regulations. 

(i) All records required to be main-
tained pursuant to these regulations 
shall be maintained in accordance with 
Commission Regulation § 1.31 and shall 
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be made available promptly upon re-
quest to representatives of the Com-
mission and to representatives of appli-
cable prudential regulators. 

§ 23.602 Diligent supervision. 
(a) Supervision. Each swap dealer and 

major swap participant shall establish 
and maintain a system to supervise, 
and shall diligently supervise, all ac-
tivities relating to its business per-
formed by its partners, members, offi-
cers, employees, and agents (or persons 
occupying a similar status or per-
forming a similar function). Such sys-
tem shall be reasonably designed to 
achieve compliance with the require-
ments of the Commodity Exchange Act 
and Commission regulations. 

(b) Supervisory System. Such super-
visory system shall provide, at a min-
imum, for the following: 

(1) The designation, where applicable, 
of at least one person with authority to 
carry out the supervisory responsibil-
ities of the swap dealer or major swap 
participant for all activities relating to 
its business as a swap dealer or major 
swap participant. 

(2) The use of reasonable efforts to 
determine that all supervisors are 
qualified and meet such standards of 
training, experience, competence, and 
such other qualification standards as 
the Commission finds necessary or ap-
propriate. 

§ 23.603 Business continuity and dis-
aster recovery. 

(a) Business continuity and disaster re-
covery plan required. Each swap dealer 
and major swap participant shall estab-
lish and maintain a written business 
continuity and disaster recovery plan 
that outlines the procedures to be fol-
lowed in the event of an emergency or 
other disruption of its normal business 
activities. The business continuity and 
disaster recovery plan shall be designed 
to enable the swap dealer or major 
swap participant to continue or to re-
sume any operations by the next busi-
ness day with minimal disturbance to 
its counterparties and the market, and 
to recover all documentation and data 
required to be maintained by applica-
ble law and regulation. 

(b) Essential components. The business 
continuity and disaster recovery plan 

of a swap dealer or major swap partici-
pant shall include the following compo-
nents: 

(1) Identification of the documents, 
data, facilities, infrastructure, per-
sonnel and competencies essential to 
the continued operations of the swap 
dealer or major swap participant and 
to fulfill the obligations of the swap 
dealer or major swap participant. 

(2) Identification of the supervisory 
personnel responsible for implementing 
each aspect of the business continuity 
and disaster recovery plan and the 
emergency contacts required to be pro-
vided pursuant to this regulation. 

(3) A plan to communicate with the 
following persons in the event of an 
emergency or other disruption, to the 
extent applicable to the operations of 
the swap dealer or major swap partici-
pant: employees; counterparties; swap 
data repositories; execution facilities; 
trading facilities; clearing facilities; 
regulatory authorities; data, commu-
nications and infrastructure providers 
and other vendors; disaster recovery 
specialists and other persons essential 
to the recovery of documentation and 
data, the resumption of operations, and 
compliance with the Commodity Ex-
change Act and Commission regula-
tions. 

(4) Procedures for, and the mainte-
nance of, back-up facilities, systems, 
infrastructure, alternative staffing and 
other resources to achieve the timely 
recovery of data and documentation 
and to resume operations as soon as 
reasonably possible and generally with-
in the next business day. 

(5) Maintenance of back-up facilities, 
systems, infrastructure and alternative 
staffing arrangements in one or more 
areas that are geographically separate 
from the swap dealer’s or major swap 
participant’s primary facilities, sys-
tems, infrastructure and personnel 
(which may include contractual ar-
rangements for the use of facilities, 
systems and infrastructure provided by 
third parties). 

(6) Back-up or copying, with suffi-
cient frequency, of documents and data 
essential to the operations of the swap 
dealer or major swap participant or to 
fulfill the regulatory obligations of the 
swap dealer or major swap participant 
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