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Committee on Appropriations Committee on Appropriations
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Dear Senators Inouye and Cochran and Representatives Rogers and Dicks:

I am pleased to transmit the Commodity Futures Trading Commission (CFTC) Budget and
Performance Estimate for FY 2013. The CFTC’s budget request strikes a balance between important
investments in technology and human capital, both of which are essential to carrying out the agency’s
mandate under the Commodity Exchange Act and the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act).

Congress has mandated that the CFTC oversee both the approximately $37 trillion U.S. futures
markets, as well as the $300 trillion U.S. swaps market. It is essential that the derivatives markets —
both the futures and swaps markets — work for the benefit of the American public; that they are
transparent, open and competitive; and that they do not allow risk to be spread through the economy.

In addition to directing the CFTC to oversee the swaps market, the Dodd-Frank Act also provides the
Commission with specific authorities to address areas of need under its traditional mission in the
oversight of commodity-based futures markets. Included in the law is specific direction with regard
to the protection of the retail investing public in foreign exchange and other commodities.

The CFTC’s new responsibilities to oversee both swaps and futures markets necessitated an agency
restructuring to ensure the Commission uses its resources as efficiently as possible. The Commission
created the Division of Swap Dealer and Intermediary Oversight and the Office of Data and
Technology. The reorganization was put in place October 9, 2011.



As we move into FY 2013, the CFTC will need additional resources consistent with the agency’s
expanded mission and scope. The challenge before the agency is significant, but manageable,
provided we are sufficiently resourced.

In FY 2012, the Commission expects to utilize 710 staff-years. At this size, we are but 10 percent
larger than our peak in the 1990s. Since then, though, the futures market has grown fivefold, and
Congress added oversight of the swaps market, which is far more complex and eight times the size of
the futures market the agency currently oversees.

The budget request estimates the need for an appropriation of $308,000,000 and 1,015 staff-years for
the agency. This amount is a $102,706,000 increase over the $205,294,000 FY 2012 enacted
appropriations level and a 305 staff-years increase over the anticipated staff-years for FY 2012.

In addition, I am pleased to present the CFTC's Annual Performance Report (APR) for FY 2011, which
provides a detailed analysis of the CFTC’s performance. The agency’s performance measures for 2011
were strengthened and expanded under the CFTC’s new strategic plan for fiscal years 2011-2015. As
described in the report, the agency’s performance is affected by the challenges of limited resources.
The Commission has validated the accuracy, completeness, and reliability of the performance data
contained in this report.

A well-funded CFTC is a good investment for the American public. Three years ago, the financial
system failed, and the financial regulatory system failed as well. It is evident that swaps played a
central role in these twin failures. When financial institutions fail, real people’s lives are affected.
More than eight million jobs were lost. Millions of Americans lost their homes. Today, families
continue struggling to make ends meet.

The CFTC will continue working hard to effectively oversee the futures market and write new rules of
the road for the unregulated swaps market. We anticipate completing these rules this year. In
addition, though the agency has already put in place some important enhancements to customer
protection, including protection of the investment of customer funds, there is more work to be done.
Without sufficient funding, however, the nation cannot be assured that this agency can oversee the
futures and swaps markets, that customers are protected, and that the public gets the benefit of
transparent markets and lower risk.

I am available to discuss this budget request and to answer any questions you may have.

Sincerely yours,
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Executive Summary

The CFTC regulates a futures and options industry that increased from 250 million contracts in 2001
to more than 2.5 billion contracts in 2011. The value of customer funds held in Futures Commission
Merchants Accounts, during the same period, increased from $56.7 billion to more than $203.7
billion, and the value of these contracts is notionally estimated at $40 trillion. With the passage of the
Dodd-Frank Act, the CFTC is tasked with regulating the swaps markets with an estimated notional
value of approximately $300 trillion — roughly eight times the size of the regulated futures markets.

The Commission made significant progress in implementing its new mandate under the Dodd-Frank
Act in FY 2011. During the year, 59 proposed rules were published and 15 rules were finalized; an
estimated 45 rules are to be finalized in the upcoming year. The timeline for finalizing the regulatory
framework necessary to provide the protections offered by Dodd-Frank has been delayed from the
twelve months laid out in the Act. This delay has afforded the Commission the opportunity to more
fully engage with industry, the U.S. Securities and Exchange Commission and other federal
stakeholders, and the international community in bringing transparency to, and reducing the
uncertainty in, the global swaps market.

Implementation of the new Dodd-Frank rules began in FY 2011, with the Commission receiving data
on cleared swaps. The pace of implementation will accelerate in FY 2012, with provisional and full
registration of new entities in the swaps market. And, in FY 2013, the Commission’s focus will shift to
the full implementation of the swaps market regulation. The budget request presented in this
document represents the Commission’s best judgment on the scope of final regulation, the span of
regulated entities, and the resources required to fulfill the Commission’s statutory and regulatory
mandate.

This budget request builds on four main elements:
e Organizational changes to support the Dodd-Frank mandate,
e Tactical efforts to bridge the resource gap in FY 2012,
e Abalance of investments in technology and human capital in FY 2012 and 2013, and
e The articulation of mission-specific activities and the requisite resources to carry them
out.

Organizational Changes

The Commission has undertaken a series of internal realignments of its management structure and
business processes to improve its efficiency and effectiveness in delivering its mission. Two new
offices have been created to provide dedicated focus on the swaps market and data analytics. To
address the scope of the swaps marketplace and ensure that the CFTC is well-situated to fulfill its
expanded mission of overseeing swaps markets, the CFTC created a new division for oversight of swap
dealers and intermediaries. This group will report to the Chairman’s office, and will facilitate standing
up the new regulatory regime for the swaps marketplace by creating a group whose primary focus is
on the regulation and oversight of swap dealers. It will also provide consolidated oversight over other
regulated intermediaries.

Second, technology will play a critical role in leveraging financial and human resources as the CFTC
executes its expanded oversight and surveillance responsibilities over both the futures and swaps
markets pursuant to the Dodd-Frank Act. Accordingly, the Commission has reorganized its
technology programs by establishing a new group reporting to the Chairman’s office for the collection,
management and analysis of data. This group is staffed by personnel drawn from multiple disciplines
and existing divisions and offices and will facilitate the improved oversight and enforcement of the
derivatives markets by providing tools and analytics to support the individuals charged with those
responsibilities. It will also serve as the primary interface for market participants in adapting to the
new data standards and reporting requirements for market data required under the Dodd-Frank Act.
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The Commission has also undertaken significant efforts to build flexibility into its business processes.
The most significant example of this is the changes the Division of Enforcement has introduced to
promote efficiency, the effective use of resources, and take better advantage of the considerable
expertise of its staff. The Division implemented four changes to accomplish these goals:
e Movement to a case-based assignment system within regions. By eliminating pre-set team
rosters, the new approach allows teams to be assigned based on the demands of the docket.
For each new matter, a team will be assembled with the size and expertise demanded by the
scope and complexity of the matter. Not only will this method allow the deployment of teams
targeted to the matter at hand, with gains in both efficiency and effectiveness, but this
flexibility will promote professional development as team members are exposed to a wider
group of colleagues and matters.

e Establishment of two cross-divisional squads to bring focus to new Dodd-Frank mission
areas. The Manipulation and Disruptive Trading Squad and a Swaps Squad will be comprised
of trial attorneys and investigators selected from across the regions, giving the Commission a
jump-start on developing the deep expertise needed to enforce the new authorities in a short
period of time. The squads will evaluate leads and act as a clearinghouse for related issues
and policies, while matters will be addressed by both squad members and non-members. The
goal of the new squad structure is to balance the need to develop focused expertise with the
need to create opportunities for diversification of experience for all staff.

e Flattening the internal Division review process, moving the approval for final
recommendations to the Commission from a centralized review team to the trial attorneys
and their supervisors closest to the matter. This will expedite the review process and free up
resources that can be redeployed to other advisory and oversight functions.

e Improving internal communication and consistency. The Division is establishing a formal
committee structure, to be apprised of proposed charges and settlements, and consider
policies and practices that can be leveraged across the Division.

Likewise, the Commission has undertaken steps to improve its recruitment processes, on-boarding
over 100 new employees in FY 2011. The ability to develop position descriptions, recruit, hire and on-
board employees is a critical area of focus for the Office of the Executive Director to support the
expanded needs of the Commission. In FY 2012, the Office will expand its focus to developing a more
robust resource planning and execution process, as demanded by the expanded mission-driven
requirements and the greater complexity in the operation of the Commission’s business.

These internal changes, as well as others across the CFTC, will position the Commission to deliver on
its expanded authorities within the current operating constraints, and prepare it to absorb the
additional workload outlined in this request in FY 2013.

Tactical Efforts in FY 2012

Implementation of the Dodd-Frank regulations will begin in earnest for CFTC in FY 2012. In its
internal planning, the Commission must anticipate resources below the President’s FY 2012 Budget of
$308 million and 1,015 FTE, while still fulfilling its mandate. The Commission must be prepared for
a surge of registration applications; requests from the National Futures Association seeking to process
registration applications; requests for reviews of products and rules of operation by exchanges,
clearing organizations, and self-regulatory organizations; requests from international bodies for
standardization and harmonization; as well as efforts to develop examination programs for previously
unregulated entities. While enforcement efforts for Dodd-Frank registrants will lag somewhat, the
Commission continues its efforts to enforce the registration requirements of the retail foreign
exchange dealers mandated by the 2008 Farm Bill and 2010 implementing regulations.

The Commission will redeploy resources internally to process the surge of Dodd-Frank registrations
and reviews during FY 2012. Staff will be reassigned from examinations and enforcement as
necessary to support registration and reviews. The Commission acknowledges that this realignment
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creates risks in its critical oversight roles. CFTC has identified robust and systematic examination
programs as essential to early identification of weaknesses in customer and market protections.
Likewise, visible and public enforcement actions are one factor in deterring retail fraud and ensuring
redress for consumers. Nonetheless, the overarching concerns of bringing transparency and certainty
to the $300 trillion swaps market must take precedence. As such, the Commission will make a series
of tactical decisions over the course of the year (beyond those specifically identified) to balance the
risk of operating under constrained resources.

The FY 2013 budget as presented here assumes that personnel hired to support the initial surge in
Dodd-Frank activity will be redeployed in future years to examinations. The Commission has been
unable to muster the resources necessary to conduct annual examinations on major entities in prior
years — even biennial reviews have been foregone in some instances.

Balancing Investments in Technology and Human Capital

The budget request presented here attempts to strike a balance between investments in technology
and human capital. It is clear that the Commission is facing an enormous technical challenge under
the Dodd-Frank regulatory framework. Prior to the Dodd-Frank Act, the Commission processed over
5 billion records per month for market surveillance, financial and risk surveillance, and business
analytics applications. The Commission anticipates a tripling in the number of exchanges and/or
trading platforms under its purview between FY 2011 and FY 2013 and many new significant data
streams will be added. FY 2013 estimates for increased Commission infrastructure capacity are based
on current rates of growth, project related estimates to launch Dodd-Frank projects based on
experience with prior projects, and anticipated technology industry reductions in cost per unit of
storage, processing, and communication bandwidth. Given the uncertainty over the actual volume
and growth rate of volume of trading on these new platforms as well as the size of the subset of
information stored at SDRs that will need to be ingested by the CFTC, we have planned for roughly
doubling the capacity of our infrastructure related to market surveillance. More important, the
capacity can be scaled when needed based on sustained demand.

In conjunction with managing the increased flow of data, the Commission will have an increased need
for analytics. In order to understand the behavior of the derivatives market and its participants, to
identify circumstances and behaviors that increase the risk to investors and the overall marketplace,
this vast quantity of data has to be organized, processed, and analyzed to identify significant events.
This requirement depends on high-performance computing hardware and software; the creation,
testing, and refinement of models to identify risk; the development of the analytical alerts to “push”
findings to individuals for evaluation; and the ability to evolve as the Commission’s experience base as
expertise grows. Surveillance and enforcement focused technology investments will rise to almost 55
percent of the information technology portfolio in FY 2012, an increase of $23 million based upon
current planning estimates).

At the same time, the Commission requires subject matter experts and managers to perform the full-
scope of regulatory and support activities. These individuals require on-the-job training in many
cases, as those with industry knowledge need grounding in the CFTC’s regulatory framework, while
those with a regulatory background need to understand the specifics of the industry the Commission
regulates. In addition, many of the activities require incremental travel funding, expert support and
other day-to-day operational expenses. The Commission has endeavored to reflect the true cost of
maintaining a highly-skilled workforce in its request, while realizing that offsets within its base
programs can be realigned to support new priorities.

By presenting a budget request that integrates the technology requirements into the discussion of the
mission-requirements, the CFTC hopes to present a picture of how investments in technology and
staff provide unique yet necessary and complementary resources to fulfill the Commission’s mission.
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Mission Activities and Resource Planning

The FY 2013 budget as presented here has been restructured to articulate resource requirements in
support of specific mission activities. By examining the activities that the Commission performs and
how the scope and complexity of those activities have expanded with the new statutory and regulatory
mandates, requested increases can be tied directly to the expanded mission. This allows the reader
deeper insight into the how the CFTC conducts its work and the commensurate resources required.

Despite delays in finalization of Dodd-Frank rules necessitated by the notice and comment process,
the Commission is aggressively positioning itself for full implementation in FY 2013. To that end, the
Commission requires an increase of $102.7 million and 305 FTE over FY 2012, for a total request of
$308 million and 1,015 FTE.
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Overview of the FY 2013 Budget & Performance Estimate

Summary of Requested Increases of $102.7 Million by Activity

FY 2012 FY 2013 FY 2013 Percent of
Base Request Increase $ Increase
$ (000) FTE $ (000) FTE $(000) FTE %
Total All Mission Activities $205,2 10 $308,000 1,01 $102,706 o 100%
5,294 7 3095, ,015 57! 305
Registration and Registration Compliance $11,073 34 $19,188 63 $8,115 29 8%
Reviews of Products and Rules of Operation 7,540 38 17,585 79 10,045 41 10%
Data Acquisition, Analytics and Surveillance 43,399 140 65,614 205 22,215 65 22%
Examinations 15,937 89 34,907 161 18,970 72 18%
Enforcement 44,293 175 60,394 225 16,101 50 16%
Commission-Wide Economic and Legal Analysis 20,947 64 27,787 88 6,840 24 7%
Commission-Wide International Policy 1%
Coordination 3,553 10 5,023 16 1,470 6
Commission-Wide Data Infrastructure 31,214 41 48,449 52 17,235 11 17%
Commission-Wide Management and 1%
Administrative Support 26,204 14 27,674 120 1,470 6
Inspector General 1,134 5 1,379 6 245 1 0%
Table 1: Summary of Requested Increases of $102.7 Million by Activity
Regi . d Review of Products and
3 egls.tratlon an. Rules of Operation
Registration Compliance 10%
8%
Inspector General Data Acquisition,
>1% Analytics and Surveillance
22%
Commission-Wide
Management and
Administrative Support
1%
Commission-Wide Data
Infrastructure
17%
Commission-Wide L
International Policy Examinations
Coordination 18%
1%
Commission-Wide
Economic and Legal
Analysis Enforcement
7% 16%
Figure 1: $102.7 Million Budget Increase by Activity
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Breakout of $308 Million Budget Estimate by Division

FY 2011 FY 2011 FY 2012 FY 2013
EOY Actual Base Request?
Employment FTE $ (000) FTE $ (000) FTE $ (000)
Agency Direction 35 35 $7,907 34 $8,167 34 $8,167
Administrative Management 74 74 16,718 80 18,150 86 19,620
& Support
Chief Economist 15 13 2,037 17 3,630 29 7,530
Clearing & Risk 54 50 11,296 56 12,705 103 24,220
Data & Technology 80 80 60,073 85 62,139 122 96,204
Enforcement 161 164 37,051 166 38,198 214 51,979
General Counsel 49 48 10,844 55 12,478 69 15,908
International Affairs 8 9 2,033 10 2,042 16 3,512
Inspector General 5 4 904 5 1,134 6 1,379
Market Oversight 118 118 26,658 123 28,812 206 49,147
Swap Dealer & 70 71 16,040 79 17,839 130 30,334
Intermediary Oversight
Total 669 666 $192,461 710 $205,294 1,015 $308,000

Table 2: Budget Estimate by Program

Data and Technology
Clearing and Risk 31%
8%

Chief Economist
3%

Administrative
Management and
Support
6%

Agency Direction
3%

Enforcement
Swap Dealer and 17%
Intermediary
Oversight

10% G .
enera

Onc::;(iztht Inspector  International  Counsel

General Affairs 5%

16% >1% 1%

Figure 2: $308.0 Million Budget Estimate by Program

! After submission to OMB MAX, the Commission refined its request for FY 2013.
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Breakout of $308.0 Million Budget Estimate by Object Class

FY 2011 FY 2012 FY 2013
Estimate Estimate Budget
Request

000 000 000
11.1-11.5 Personnel Compensation $95,439 $100,723 $145,059
12.1 Personnel Benefits: Civilian 27,336 28,637 41,101
13.0 Benefits for Former Personnel o) o) o)
21.0 Travel & Transportation of Persons 1,374 2,000 2,500
22.0 Transportation of Things 76 100 100
23.2 Rental Payments to Others 15,686 16,300 19,500
23.3 Comm., Utilities & Miscellaneous 4,712 5,700 7,500
24.0 Printing and Reproduction 986 1,000 1,500
25.0 Other Services 40,798 40,634 75,640
26.0 Supplies and Materials 1,086 2,000 3,100
31.0 Equipment 4,967 8,200 11,000
32.0 Building/Fixed Equipment 1 (o] 1,000
99.0 Total Obligations $192,461 $205,294 $308,000

Table 3: Budget Estimate by Object Class

Compensation &
Benefits
60%

Equipment
4%

Supplies &
Printing
1%

Other Services Travel &
25% Transportation
Communications Space Rental 1%
& Utilities 6%
3%

Figure 3: $308.0 Million Budget Estimate by Object Class
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Statement of Availability on Basis of Obligations

Estimates for 2011, 2012 and 2013

FY 2011 FY 2012 FY 2013
Amount Amount Amount
$ (000) FTE $ (000) FTE $ (000) FTE
Total Obligations and Expenditures $192,461 666 $205,204 710 $308,000 1,015
Unobligated balance lapsing - - -
Unobligated balance from recoveries of prior year - - -
Unobligated balance forward to the prior years - (9,809) -
Unobligated balance forward to the next year 9,809 - -
Total Available or Estimate $202,270 666 $195,485 710 $308,000 1,015

8 Introduction



FY 2013 President’s Budget & Performance Plan

Purpose Statement

The mission of the Commodity Futures Trading Commission (CFTC or Commission) is to protect
market users and the public from fraud, manipulation, abusive practices and systemic risk related to
futures, options and swaps and to foster open, competitive, and financially sound markets. Congress
established the CFTC as an independent agency in 1974, after its predecessor operated within the
Department of Agriculture. Its mandate was renewed and/or expanded in 1978, 1982, 1986, 1992,
1995, 2000, 2008 and 2010. The CFTC and its predecessor agencies were established to protect
market users and the public from fraud, manipulation and other abusive practices in the commodity
futures and options markets. After the 2008 financial crises and the subsequent enactment of the
Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act or DFA), the CFTC’s
mission expanded to include oversight of the swaps marketplace.

The Commission administers the Commodity Exchange Act (CEA), 7 U.S.C. section 1, et seq. The
1974 Act brought under Federal regulation futures trading in all goods, articles, services, rights and
interests; commodity options trading; leverage trading in gold and silver bullion and coins; and
otherwise strengthened the regulation of the commodity futures trading industry. It established a
comprehensive regulatory structure to oversee the volatile futures trading complex.

On July 21, 2010, President Obama signed the Dodd-Frank Act. The Dodd-Frank Act amended the
CEA to establish a comprehensive new regulatory framework for swaps, as well as enhanced
authorities over historically regulated entities. Title VII of the DFA, which relates to swaps, was
enacted to reduce systemic risk, increase transparency and promote market integrity within the
financial system by, among other things:
e Providing for the registration and comprehensive regulation of swap dealers and major swap
participants;

e Imposing clearing and trade execution requirements on standardized derivatives products;
e Creating robust recordkeeping and real-time reporting regimes; and

¢ Enhancing the Commission’s rulemaking and enforcement authorities with respect to, among
others, all registered entities and intermediaries subject to the Commission’s oversight.

Though the Commission has much experience regulating the on-exchange derivatives marketplace—
having done so for more than 70 years— the Dodd-Frank Act presents new responsibilities and
authorities. The U.S. swaps and futures market estimate $300 trillion and $40 trillion, respectively—
that is more than $22 of derivatives for every dollar of goods and services produced in the U.S.
economy. That is why it is essential that the Commission ensure that these markets work for the
benefit of the American public; that they are transparent, open and competitive; and that they do not
allow risk to spread through the economy

The Dodd-Frank Act gives the CFTC flexibility to set effective dates and a schedule for compliance
with rules implementing Title VII of the DFA, consistent with the overall deadlines in the DFA. The
order in which the Commission finalizes the rules does not determine the order of the rules’ effective
dates or applicable compliance dates. Phasing the effective dates of the DFA’s provisions will give
market participants time to develop policies, procedures, systems and the infrastructure needed to
comply with the new regulatory requirements.

In February 2011, the Commission published a new Strategic Plan integrating the expanded
responsibilities under the Dodd-Frank Act with its existing mission and goals. The goals of the CFTC
largely remain the same with the regulation of swaps being incorporated within the regulatory
structure currently applied to the futures and options markets. The CFTC’s primary focus will be to
write the rules to regulate the swaps markets, implement those rules, test and adjust those rules and
write new rules as necessary to bring effective regulation to all derivatives markets over the next five
years.

Purpose Statement 9
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The Commission’s strategic goals for FY 2011-2015 are:
e Goal One. Protect the public and market participants by ensuring market integrity,
promoting transparency, competition and fairness and lowering risk in the system.

e Goal Two. Protect the public and market participants by ensuring the financial integrity of
derivatives transactions, mitigation of systemic risk, and the fitness and soundness of
intermediaries and other registrants.

e Goal Three. Protect the public and market participants through a robust enforcement
program.

e Goal Four. Enhance integrity of U.S. markets by engaging in cross-border cooperation,
promoting strong international regulatory standards, and encouraging ongoing convergence
of laws and regulation worldwide.

e Goal Five. Promote Commission excellence through executive direction and leadership,
organizational and individual performance management, and effective management of
resources.

The focused rule writing efforts required by the Dodd-Frank Act are not being treated as a “Strategic
Goal” but as a tactical goal that has an Objective, Strategy and Performance Measure. The CFTC
believes developing and implementing the Dodd-Frank Act rules is one of the most important and
difficult efforts it has ever undertaken. The Dodd-Frank Act set a timeframe of 360 days (or less in a
few instances) for completion of the rules, but the agency was unable to comply with this for several
reasons:

¢ The Commission operated under a Continuing Resolution for most of FY 2011 and was unable

to hire needed staff and apply their critical effort and skills to the completion of this effort.

e Significant and open interaction with Congress, industry, and the public was necessary and
appropriate to ensure development and implementation of rules that are well balanced
between risk mitigation and cost to the industry and public.

e While some rules are fairly straight forward, many are intricate and raise interrelated and
complex issues. Staff requires appropriate time to analyze, summarize, and consider all
comments and aspects of a proposed rule, present and discuss the proposed rule and
considerations with the Commissioners, gain feedback and develop draft final rules for
deliberation by the Commission.

The comment and consideration aspects of the rule-making process take an enormous amount of time
and the Commission will continue to ensure all appropriate thought is given to rule development. At
this point the CFTC anticipates completion of the vast majority of the rules within 24 months of
enactment of the Dodd-Frank Act.

The Commission consists of five Commissioners. The President appoints and the Senate confirms the
CFTC Commissioners to serve staggered five-year terms. No more than three sitting Commissioners
may be from the same political party. With the advice and consent of the Senate, the President
designates one of the Commissioners to serve as Chairman. The Commission is headquartered in
Washington D.C. with regional offices in Chicago, Kansas City and New York.
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Regulated Entities

The Commission’s regulatory scope spans the full array of participants across the derivatives markets:
contract markets and soon-to-be established swap execution facilities (SEFs) and swap data
repositories; derivatives clearing organizations (DCOs); swap dealers, registered futures associations,
and a host of intermediaries. The Dodd-Frank Act established a number of new market participants,
the registration and regulation of which have been identified as priorities in the new Strategic Plan.
Within this plan, the Commission set specific strategic goals to ensure market participant compliance
with the core principles, timely identification of deficiencies and corrective measures, and
enforcement actions to be taken where warranted.

Designated Contract Markets and Swap Execution Facilities

Designated contract markets (DCMs) and SEFs provide transparent, liquid, and competitive
marketplaces for trades occurring on regulated exchanges. Historically, contract market futures
and/or options contracts have been traded by both institutional and retail participants. Beginning in
the second half of FY 2012, the Commission will have established the regulatory framework for the
execution of swaps by eligible contract participants on a new type of regulated trading platform, the
swap execution facility.

The Commission anticipates a tripling in the number of exchanges and/or trading platforms under its
purview between FY 2011 and 2013. In FY 2011, CFTC regulated 16 DCMs. This number is anticipated
to grow to 21 DCMs in FY 2013, as new entrants seek designation. It is highly likely that some DCMs,
which in the past only listed futures and options, will start listing swaps. And, an additional 20 to 30
entities are likely to become SEFs, based on the number of exempt commercial markets, exempt
boards of trades, interdealer brokers, information service providers and swap dealers that have
formally or informally expressed an interest in registering. See Appendix 5.

DCMs currently have to comply with certain core principles, including requirements to perform basic
self-regulatory functions regarding their trading platforms. Under the Dodd-Frank Act, these core
principles have been expanded from 18 to 23. SEFs will also have core principles and self-regulatory
responsibilities. A key objective of the Strategic Plan is ensuring that U.S. DCMs and SEFs have the
systems, procedures and resources necessary for effective self-regulation and ongoing compliance
with core principles.

Foreign Boards of Trade

Authority for the Commission to register foreign boards of trade (FBOTs) that wish to make their
order entry and trade matching systems available from within the United States to their identified
members and other participants (direct access) was provided by the Dodd —Frank Act. The
registration of such FBOTs will replace the practice of issuing direct access no-action relief letters.
The registration rule, expected to become effective in January, 2012, provides, among other things,
the procedures for registration, including a limited application procedure for FBOTSs currently
operating under existing no-action relief. It also identifies the requirements that the FBOT must meet
before it can be registered and, once registered, the conditions that the FBOT must continue to satisfy
in order to remain registered. The Commission anticipates that 21 FBOTs will submit applications for
registration in 2012.

Exempt boards of trade and exempt commercial markets

Exempt boards of trade and exempt commercial markets are subject only to the CEA’s anti-fraud and
anti-manipulation provisions. Both entities are prohibited from claiming that the facility is registered
with, or recognized, designated, licensed, or approved by the Commission. In addition, if the entities
perform a price discovery function, they must provide certain pricing information to the public. A
total of 37 exempt commercial markets and 29 exempt boards of trade filed notices with the
Commission in FY 2011. In FY 2011, 21 exempt commercial markets and 21 exempt boards of trade
were in business during the fiscal year. The CFTC expects that a number of exempt commercial
markets and exempt boards of trade will apply to be SEFs.
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Swap data repositories

The category of swap data repository was created by the Dodd-Frank Act and the CFTC identified in
its Strategic Plan that it must establish new regulations to register swap data repositories and ensure
that swap data is collected, maintained and made available to the Commission and other regulators
consistent with the new statutory and regulatory mandates which include requirements for real-time
public reporting. A swap data repository is a centralized recordkeeping facility for the collection and
maintenance of information and records with respect to swaps transactions and positions. The Dodd-
Frank Act specifically requires that all cleared and uncleared swaps be reported to a swap data
repository. Swap data repositories will have, in turn, a set of registration, regulation, reporting and
recordkeeping obligations that will require oversight by the CFTC. These services in the non-security
futures and options markets are performed by exchanges, other contract markets and DCOs. As many
swap transactions are anticipated to be conducted outside of exchanges and clearing organizations,
swap data repositories will establish transparency at the transaction level by accepting and
maintaining trade information, providing access to the data to the CFTC and other regulators. The
swaps data held at SDRs will be invaluable for many regulatory functions, such as evaluating systemic
risk monitoring the swaps markets for manipulation, and publishing aggregate market information.
The Commission estimates that a total of five to eight data repositories will apply for registration. In
addition, the Commission anticipates that at least one SDR will be established and registered for each
swap asset class. This will preclude the need for any counter-party to report a swap transaction
directly to the Commission and the need for the Commission to establish an SDR.

Derivatives clearing organizations

DCOs play an important role in mitigating risk in the markets that the CFTC regulates. A DCO’s
registration is predicated on its demonstration of compliance with the core principles contained in the
CEA. The CEA requires that any entity that seeks to provide clearing services with respect to futures
contracts, options on futures contracts, or swaps must first obtain registration as a DCO. In addition,
the Dodd-Frank Act expanded the scope of the CFTC’s regulatory mandate significantly with respect
to the clearing of swaps and operation of DCOs. This expansion includes:

e Mandating clearing for most swaps;

¢ Expanding the core principles with which a clearing organization must comply to gain and
maintain its registration; and

e Establishing heightened risk management and prudential standards for systemically
important DCOs.

The Commission’s Strategic Plan addresses its statutory responsibility to ensure the financial integrity
of derivatives transactions and avoid systemic risk. Commission staff conduct daily risk surveillance
across all markets regulated by the Commission by reviewing the risk profiles of DCOs, clearing firms
and market participants with large positions. To discharge this responsibility, staff receives and
reviews reports that detail positions in the regulated markets. Staff calculates margin requirements,
conducts stress tests, and compares potential losses to available resources such as futures commission
merchant capital and the DCO guarantee fund. Staff contacts DCOs, futures commission merchants,
and large market participants regularly, on a proactive basis, to discuss risk posed by large positions
and the measures in place to mitigate those risks. In addition, the Commission periodically reviews
DCOs’ procedures for monitoring risks and protecting customer funds.

The Commission anticipates an estimated 18 DCOs will be registered by the beginning of FY 2013, up
from 17 registered in FY 2011. Four to five of these may be located outside the United States, based
upon current information. The Commission estimates that no more than four of the 18 will be
designated as systemically important by the Financial Stability Oversight Council.2 Systemically-

2 Title I of the Dodd-Frank Act creates the Financial Stability Oversight Council to serve as an early warning system identifying
risks in firms and market activities, to enhance oversight of the financial system as a whole and to harmonize prudential
standards across agencies.
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important DCOs will be subject to higher standards for financial resources, risk management, and
other operational standards.

Intermediaries and swap dealers/major swap participants

Futures market intermediaries are entities that act on behalf of another person in connection with the
purchase or sale of any commodity for future delivery, security futures product, swap, or commodity
option. These intermediaries are generally required to register with the Commission3 in order to
ensure that futures industry professionals meet minimum standards of fitness and competency, and
the Commission and members of the public have a means of addressing wrongful conduct by industry
professionals. Intermediaries may also be, depending on the nature of their activities, subject to
various financial, disclosure, reporting, and recordkeeping requirements. Intermediaries include:

e Futures commission merchants, who solicit or accept orders from customers for the purchase
or sale of any commodity for future delivery, a security futures product, a swap, or commodity
options and, in or in connection with such solicitation or acceptance of orders, accept any
money, securities, or property to margin, guarantee, or secure any trades or contracts that
result or may result from the solicitation or acceptance of orders.

e Introducing brokers, who solicit or accept orders for the purchase or sale of any commodity
for future delivery, a security futures product, a swap, or commodity options. Introducing
brokers are prohibited, however, from accepting any money, securities, or property from any
customer to margin, guarantee, or secure any trades or contracts.

e Commodity pool operators (CPOs), who engage in the operation of commodity pools that are
formed for the purpose of trading in any commodity for future delivery, security futures
products, swap, or commodity options. CPOs solicit or accept funds, securities, or property
from participants who obtain an ownership interest in the commodity pool.

¢ Commodity trading advisors (CTAs), who (for compensation or profit) engage in the business
of advising others, either directly or through publications, writings, or electronic media, as to
the value of or the advisability of trading in, any futures or options contract traded on or
subject to the rules of a contract market, or any commodity option; or as part of a regular
business, issue or promulgate analyses or reports concerning any of the activities referred to
above.

The Commission regulates approximately 65,000 intermediaries, including over 50,000 salespeople
(see Appendix 5) and anticipates no material change in the number of historically regulated
intermediaries between 2011 and 2013.

With the promulgation of final rules in October 2010, the Commission established a comprehensive
regulatory regime for off-exchange foreign currency transactions involving retail participants. This
regime included a new class of registered entity, retail foreign exchange dealers (RFEDs). An RFED is
an individual or organization that acts, or offers to act, as a counterparty to an off-exchange foreign
currency transaction with a person who is not an eligible contract participant and the transaction is
either a futures contract, an option on a futures contract or an option contract (except options traded
on a securities exchange); or offered or entered into, on a leveraged or margined basis, or financed by
the offeror, counterparty or person acting in concert with the offeror or counterparty on a similar
basis. At the end of FY 2011, fourteen such dealers are registered.

As part of comprehensive reform under the Dodd-Frank Act, swap dealers and major swap
participants4 must also register with the CFTCs. These entities will be required to meet reporting

3 The Commission has delegated the registration processing of intermediaries to the only U.S. registered futures association,
the National Futures Association — see follow-on discussion.

4 A Major swap participant is defined as any person who is not a swap dealer and: (1) maintains a substantial position in swaps
for any of the major swap categories as determined by the Commission; (2) whose outstanding swaps create substantial
counterparty exposure that could have serious adverse effects on the financial stability of the United States banking system or
financial markets; or (3) is a financial entity that is highly leveraged relative to the amount of capital that it holds and is not
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requirements, minimum capital requirements, margin requirements, and business conduct standards.
There is significant uncertainty in the number of swap entities that will seek to register in FY 2012
and 2013. However, the Commission’s currently estimates that approximately 125 entities will register
as swap dealers or major swap participantss.

Registered Futures Associations

Companies and individuals who handle customer funds, solicit or accept orders, or give trained advice
on futures and options must apply for CFTC registration through a registered futures association
under the CEA. Currently, the National Futures Association is the only registered futures association
with delegated oversight authority from the Commission. In 1983, the Commission began a series of
delegations to the National Futures Association regarding the registration of intermediaries. Over the
course of the last 28 years, the Commission’s delegations have assigned nearly the entirety of
registration and fitness examination activities for futures and options to the National Futures
Association. The Commission retains an oversight role over the execution of these activities by the
National Futures Association.

The National Futures Association’s financial surveillance and compliance oversight program entails
examinations of commodity pool operators, commodity trading advisors and introducing brokers.
The National Futures Association also has been delegated or directed to perform other non-financial
functions for the Commission that will be subject to ongoing Commission monitoring and assessment.
Non-financial functions performed by NFA include commodity pool operator/commodity trading
advisor disclosure document reviews, registration processing, telemarketing reviews, and operating a
dispute resolution program.

Likewise, under proposed Commission regulations, swap dealers and major swap participants will be
required to register with the National Futures Association (as the only registered futures association)
and be subject to National Futures Association’s oversight. This oversight will involve National
Futures Association staff conducting examinations to assess swap dealers’ and major swap
participants’ compliance with the CEA, Commission regulations, and National Futures Association
rules including compliance with certain financial requirements (e.g., capital, margin, segregation of
counterparty funds, and financial reporting) and non-financial requirements (e.g., business conduct
requirements).

Regulatory Activities

Registration and Registration Compliance

The Commission performs a thorough review of the registration applications of all entities seeking to
be registered as DCMs and DCOs. Multi-disciplinary review teams of attorneys, industry economists,
trade practice analysts and risk analysts are needed to ensure that the Commission undertakes a
thorough analysis of such applications to ensure compliance with the applicable statutory core
principles and Commission regulations. Site visits may be required to validate needed technical and
self-regulatory capabilities.

Implementation of Dodd-Frank regulations will begin in FY 2012 with a surge of new registration
activity in all market segments. This activity will include an increase in the number of entities, as well
as an expansion of the scope of registration requirements as a result of amendments to and the
addition of new core principles. To facilitate the orderly transition to a regulated marketplace, the
Commission will undertake a phased approach to implementation for SEFs. This phased approach
includes temporary registrations, which grant “grandfather” relief for those entities that currently
provide a marketplace for the listing and trading of swaps. Under the proposed rule, upon the request
of an applicant, the Commission may grant temporary relief for qualifying entities that, due to their

subject to capital requirements established by an appropriate Federal banking agency, and maintains a substantial position in
outstanding swaps in any major swap category as determined by the Commission.

5 Swap dealers and major swap participants must register with the CFTC, even if they are registered as security-based swap
dealers or major security-based swap participants with the Securities and Exchange Commission.

6 See the Commission’s final rulemaking establishing the registration process for swap dealers and major swap participants, 77
FR 2613, 2622 (January 19, 2012).

14 Purpose Statement



FY 2013 President’s Budget & Performance Plan

operations, will be required to register as a SEF in order to continue operating as of the effective date
of the regulations. It will enable a qualifying entity to operate without full registration on a short-
term basis during the pendency of the application review process on the condition that it otherwise
operate in compliance with requirements under the Dodd-Frank Act. Many applicants will be able to
continue operations under temporary registration, while the Commission performs the due diligence
necessary for full registration. Likewise, the Commission intends to undertake a phased approach to
implementation for swap data repositories, by allowing provisional registrations. There is currently
no provision for comparable, phased implementation for DCMs, designated clearing houses, or other
entities.

The Commission anticipates that it will receive a surge in applications of SEFs for registration
beginning in the second half of FY 2012 through the beginning of FY 2013, as rules are finalized. The
Commission intends to re-prioritize staff to meet this one-time expected surge.

The Commission’s Strategic Plan emphasizes the importance of working closely with the NFA to
ensure that intermediaries meet high qualification and fitness standards through the registration
process. In addition, the Commission thoroughly reviews the registration processes and conducts
direct examinations of swap dealers and major swap participants to identify deficiencies and confirm
that they are corrected in a timely manner.

Reviews and assessments of products and rules relating to products

The Commission has obligations to review new product filings and amendments to rules relating to
products by registered entities, as well as issuing no-action letters related to product issues. The
current scope of work includes reviewing new futures and option contract filings, reviewing contract
rule submissions, participating in reviews of applications for designation as contract markets, and
developing new rules and policies to accommodate innovations in the industry. Currently, the
Commission conducts due diligence reviews of new contract filings to ensure that the contracts are
not readily susceptible to manipulation or price distortion, and that the contracts are subject to
appropriate position limits or position accountability. The Commission also analyzes amendments to
contract terms and conditions to ensure that the amendments do not render the amended contracts
readily susceptible to manipulation and do not otherwise affect the value of existing positions. In
order to prioritize work with product reviews and rulemakings, the Commission has begun to
implement a procedure that assigns greater review priority to contracts that have achieved certain
thresholds of trading volume and open interest.

Regulation of the swaps marketplace will drive the need to review a large number of new products
introduced by DCMs and SEFs to verify that the contracts are not readily susceptible to manipulation
and are subject to appropriate position limits or position accountability. In addition, the Commission
will have several product-review responsibilities. The Commission will need to evaluate transaction
and pricing data collected by swap data repositories to determine appropriate block trade threshold
levels that registered SEFs, DCMs, and market participants may use to delay public reporting of swap
transaction and pricing data. In addition the Commission may need to evaluate market data and
characteristics to determine whether a swap contract that is listed on a DCM or SEF has been “made
available to trade” and, accordingly, is subject to the trade execution mandate of the Dodd-Frank Act.
In this regard, the Commission expects that SEFs and DCMs will actively seek such determinations
for swaps that are subject to the mandatory clearing requirement. Moreover, the Commission expects
to evaluate event contracts under a special review process to determine if they involve prohibited
activities and other DCM contracts to determine whether a sufficient proportion of trades occur on
the centralized marketplace in compliance with the Core Principle 9 requirement that the price
discovery process of listed contracts be protected. The Commission has established a new objective
and performance measure in its Strategic Plan to ensure that reviews of swaps submitted to the
Commission are completed within statutory and regulatory deadlines.

Reviews of aggregate position limits for physical commodity derivatives

A primary mission of the CFTC is to foster the fair, open and efficient functioning of the commodity
derivatives markets. Critical to fulfilling this statutory mandate is the protection of market users and
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the public from undue burdens that may result from excessive speculation. Large concentrated
positions in the physical commodity markets can potentially facilitate price distortions given that the
capacity of any market to absorb the establishment and liquidation of large positions in an orderly
manner is related to the size of such positions relative to the market and the market’s structure.
Concentration of large positions in one or a few traders’ accounts can also create the unwarranted
appearance of appreciable liquidity and market depth which, in fact, may not exist. Trading under
such conditions can result in sudden changes to commodity prices that might otherwise not have
occurred if traders’ positions were more evenly distributed among market participants. Position limits
address these risks by ensuring the participation of a minimum number of traders that are
independent of each other and have different trading objectives and strategies. Consistent with the
Strategic Plan, the Commission anticipates performing risk analysis and stress-testing on large trader
and clearing member positions, a total of approximately 600,000 positions in FY 2013, to ascertain
those with significant risk and confirm that such risks are being appropriately managed.

The Commission currently sets and enforces position limits with respect to certain agricultural
products. In addition, the Commission authorizes DCMs to set position limits and accountability
rules to protect against manipulation and congestion and price distortions. The proliferation of
economically-equivalent instruments trading in multiple trading venues, however, warrants extension
of the Commission-set position limits beyond agricultural products to metals and energy
commodities. The Commission anticipates that this market trend will continue as, consistent with the
regulatory structure established by the Dodd-Frank Act, economically-equivalent derivatives based on
exempt and agricultural commodities are executed pursuant to the rules of multiple DCMs, SEFs, and
other Commission registrants. Under these circumstances, uniform position limits should be
established across such venues to prevent regulatory arbitrage and ensure a level playing field for all
trading venues. Because it has the authority to gather data and impose regulations across trading
venues, the Commission is uniquely situated to establish uniform position limits and related
requirements for all economically-equivalent derivatives.

Reviews of block trade sizes for swaps

A block trade is a large transaction that is negotiated off a trading floor or facility and then executed
on an exchange’s trading facility, as permitted under exchange rules. The size of the transaction is
presumed to be of a sufficient size that its execution on the centralized market could not be filled at a
single price and would move the market. The trade would then be transacted off the centralized
market, with the details of the trade reported to the exchange as soon as practicable. The exchange
then reports the trade to the market, with an appropriate time delay. The Dodd-Frank Act expands
the Commission’s authority to swaps, requiring that appropriate block sizes be established.

Mandatory clearing determination for swaps

The Commission will be required to review, evaluate, and make a determination on the eligibility of a
swap to be cleared, as well as the eligibility or continuing qualification of the DCO to clear such a
swap. All DCOs that clear swaps must submit the contracts to the Commission, who must then make a
decision as to whether the swaps are subject to mandatory clearing. The CFTC has 9o days after the
submission, including a 30-day comment period, to make such determinations. There currently is no
requirement for the CFTC to make similar determinations in the futures market. Though estimates of
the total number of contracts that will be submitted for clearing, and how they will be handled with
the Commission (e.g., the Commission may be able to group many by class) are highly uncertain, one
data point is that the largest swaps clearinghouse currently clears nearly one million unique contracts.
Furthermore, according to data from the Bank for International Settlements, the total notional
amount of over-the-counter derivatives outstanding as of the end of December 2010 is $415 trillion
for interest rates; $29 trillion for credit default swaps and $2 trillion for commodities. It is safe to
assume there will be more DCOs clearing more products and that the risk profile of these cleared
products will be more complex than the historically regulated futures and options.
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Reviews of registered entities’ rules of operation

The Commission routinely reviews new rules and rule changes adopted by registered entities to assure
they meet the statutory core principles of the CEA and the regulations of the Commission. The CEA
and Commission regulations establish procedures for certification and/or approval of new contracts,
new rules and rule amendments submitted by existing registered entities— DCMs and DCOs — as well
as new registered entities — SEFs and swap data repositories. Under the enhanced certification
review procedures, staff must determine whether rules subject to the 10-day review timeline present
novel or complex issues, are certified with inadequate explanation, or are potentially inconsistent with
the CEA or Commission regulations, requiring a stay of the certification to conduct a more in-depth
90-day review.

In addition, the Commission must undertake a review of all current regulated entities to ensure they
meet the new and amended core principles, and Commission regulations implementing such core
principles, set forth in the Dodd-Frank Act. The Commission’s Strategic Plan includes specific
performance measures that address the review of entity rules.

Data acquisition and analysis for oversight and surveillance

Market oversight and surveillance are highly dependent on the ability to acquire large volumes of data
and the development of sophisticated analytics to identify trends and/or outlying events that warrant
further investigation. To the extent possible, the CFTC is seeking to leverage applications and
analysis across the organization through the use of XML-based industry standardized data sets. It is
anticipated that through the collection of standardized data sets, the Commission will have the unique
and essential ability to aggregate data received by all market participants, allowing a more
encompassing view of futures, options and swaps transactions. This aggregated data will allow the
Commission to conduct market-level surveillance and perform financial risk analyses of market
participants. This capability is particularly important with the expansion of the Commission’s
mandate in the disaggregated swaps markets, as market participants may have swaps data residing in
multiple swap data repositories, multiple DCMs, and multiple SEFs. The Commission’s ability to view
aggregated data across this industry landscape is essential. Investment in information technology
(IT) is mandatory for this aggregation and also supports all facets of Commission market, financial,
and risk surveillance programs. Furthermore, to address this need the Commission established a
Strategic Plan objective to ensure that information technology systems support the Commission’s
existing and expanded responsibilities to ensure financially sound markets, mitigate systemic risk,
and monitor intermediaries.

Market and trade practice surveillance

The Commission monitors trading and the positions of market participants on an on-going basis.
Commission staff screen for potential market manipulations and disruptive trading practices, as well
as trade practice violations. Staff also monitors changing market conditions and developments, such
as shifting patterns of commercial or speculative trading or the introduction of new trading activities,
to assess possible market impacts on internal review techniques and/or evaluate the impact such
changes may have on exchange trading rules and contracts.

Market and trade practice surveillance technology receives and processes seven to eight million
transaction records multiple times a day for multiple scenarios, taking less than 15 minutes per
scenario. Where previously eight hours were needed to review approximately 1,000 transactions
manually, Commission staff is now alerted to questionable activity in the millions of daily transaction
records and thousands of daily position records so that they may analyze market activity and
systematically identify market manipulations and suspicious market activity. Automated surveillance
tools allow staff to identify market participants that have concentrated market power and arms the
CFTC with the knowledge and analytic capabilities necessary to take appropriate market surveillance
actions. Futures and options end-of-day position data for large traders are collected from reporting
firms and open interest, volume, price, and clearing member data is collected from exchanges.
Exchanges electronically transmit to the CFTC the daily positions of each clearing member. Clearing
members, futures commission merchants and foreign brokers (that is, the reporting firms)
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electronically file daily reports consisting of the futures and option positions of traders that hold
positions above specific reporting levels set by CFTC regulations. This data is used to monitor futures
and options trading in order to detect any market anomalies that may occur and to identify situations
that could pose a threat of manipulation so that appropriate preventive actions can be initiated.
Automated alerts and profiles enable staff to conduct surveillance in the rapidly expanding area of
electronic trading, both intra and inter-exchange and across side-by-side platforms. The details of
each individual trade are collected from exchanges overnight and loaded and processed for reporting,
analysis, and profiling, providing staff with greater efficiency and flexibility by performing
sophisticated pattern recognition and data mining and helping detect novel and complex abusive
practices. Alerts of potential trade practice violations are generated for review by market compliance
and surveillance staff. In FY 2012, CFTC will begin receiving large trader commodity swaps position
data that will be integrated with futures and options data to enhance market surveillance.

Beginning in FY 2012, the Commission anticipates enhancing its automated surveillance tools to: 1)
include participant profiling (to determine trading/activities out of the norm), 2) include new alert
models and additional analytic reports based on new data types not currently received at the
Commission (e.g., order data), 3) build upon the existing list of automated alerts to refine existing
alerts and create new ones, and 4) incorporate ownership and control records data. In FY 2013, CFTC
anticipates receiving ownership and control records in order to associate end-of-day position data
with the intra-day trade data, building an integrated view of this data that allows the market
surveillance staff to better oversee the markets. This functionality will culminate in the detection of
intra-day position limit violations.

Financial and risk surveillance

Staff conducts risk and financial surveillance of DCOs, clearing futures commission merchants, and
other market participants such as swap dealers, major swap participants, and large traders that may
pose a risk to the clearing process.

Financial and risk surveillance technology allows staff to identify large traders whose positions may
pose financial risk to the industry or a clearing firm, analyze an owner's holdings and project the
effect of market moves on these holdings, perform "what if" stress testing and risk scenarios to
determine the effect of market movement on margin, and evaluate overall portfolio risk under
different market conditions. Financial and risk surveillance technology also allows staff to monitor
futures commission merchants by storing and analyzing monthly financial statements and annual
reports provided to the Commission to report net capital positions and other financial information.
The Commission’s current financial and risk surveillance technology has been primarily applied to
futures and options on futures products. Following the collection of position data on cleared swaps
and over-the-counter products, which began in a limited capacity for existing DCOs in FY 2011 and
will continue expanding through FY 2013, the Commission will update existing and introduce new
financial and risk surveillance technology to expand data intake, surveillance, analysis, and reporting.
This effort will begin in FY 2012 and continue into FY 2013, focusing on the different requirements
for each asset class (e.g., interest rate swaps and credit default swaps).

Business analytics

CFTC also maintains a business analytics platform that provides staff with a powerful set of tools for
performing data analysis. The platform allows staff analyzing industry data to keep pace with the
continuing growth in industry data volume and complexity. The Commission will improve its ability
to conduct economic analysis by providing additional data partitioning, parallel processing, high-
performance indexing, and query optimization. These improvements will allow staff to more quickly
gather subsets of enterprise data for analysis, optimize the analytics performance, and reduce
extraction, transformation and loading times for very large order message volumes, market
reconstructions and simulation, complex swap valuation, and high frequency and algorithmic
datasets. In FY 2012 and FY 2013 the Commission anticipates deploying hardware and software tools
to increase the loading and analysis of high volume datasets, and facilitating the sharing and reuse of
independently-developed analytic routines and problem-specific datasets.
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The implementation of automated surveillance systems is designed to improve the efficiency and
effectives of the Commission’s surveillance programs across four dimensions: first, staff will have
more time for analyzing pre-screened data, and allow them to focus on the participants, issues and
trends that have the biggest market impact. Second, it will expand the breadth of surveillance by
using computer algorithms to routinely scan data for potential trade violations or market conditions
that may have previously been overlooked. Third, documented staff analyses can be used as an
additional source of information to identify trends or patterns of concern; and fourth, potential
violations will be recorded, tracked and referred to other divisions (e.g., enforcement) to ensure
appropriate follow-up. The Commission anticipates building upon the automated surveillance
capability, started in its trade practice compliance area and expanded into the large trader reporting
area, to also cover financial and risk surveillance functions.

Examinations

Examinations are formal, structured assessments of a regulated entities’ operations or oversight
programs to assess on-going compliance with statutory and regulatory mandates. Regular
examinations are the most effective method of ensuring that the entities’ are complying with the core
principles established in the CEA:
e Reviews of DCMs (and SEFs and swap data repositories in the future) focus on the structural
sufficiency of their self-regulatory and compliance programs.

¢ Examinations of DCOs’ compliance with core principles, and regulations implementing such
core principles, to ensure the soundness of the financial condition of those entities. The
Commission is required to examine systemically important DCOs at least annually.

e Reviews of registered intermediaries ensure compliance with mandated standards regarding
the fitness and conduct necessary to ensure the protection of market participants and the
financial soundness of the market.

e Examinations of futures commission merchants’ and retail foreign exchange dealers’
compliance with applicable capital, segregation, and financial reporting requirements help
ensure that markets are protected from systemic risk and that the funds belonging to
customers are protected from loss.

e Oversight of the financial surveillance and compliance programs of self-regulatory
organizations (the exchanges and RFAs) are designed to ensure that the SROs are effectively
monitoring the financial integrity of market intermediaries and protecting customer funds.

Examinations are performed by multi-disciplinary teams of individuals, attorneys, industry
economists, trade practice analysts, risk analysts and accountants depending on the scope. As
described in Goal Two of the Strategic Plan, it is the Commission’s goal to move to annual reviews of
significant entities, to ensure the effectiveness of Commission regulations.

Enforcement

The Commission protects market participants and other members of the public from fraud,
manipulation and other abusive practices in the commodities, futures and swaps markets. Its cases
range from quick strike actions against Ponzi enterprises that victimize investors across the country,
to sophisticated manipulative and disruptive trading schemes in markets the Commission regulates
including oil, gas, precious metals and agricultural goods. The importance of the Commission’s
enforcement responsibilities are specifically addressed in Strategic Plan Goal Three, which
emphasizes cooperative enforcement to increase the Commission’s effectiveness in identifying and
deterring illegal conduct.

The Commission has the authority to: 1) shut down fraudulent operations and immediately preserve
customer assets through asset freeze and receivership orders, 2) terminate manipulative and
disruptive schemes, 3) ban defendants from trading and being registered in its markets, and 4) seek
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restitution, disgorgement and monetary penalties up to the greater of three times the amount of a
defendant’s gain or a fixed statutory amount. From FY 2002 to date, orders for more than $3 billion
in civil monetary penalties, restitution and disgorgement have been imposed in Commission cases.

For example, in FY 2011, the Court ordered an interim distribution of nearly $800 million to Ponzi
victims, equivalent to more than 60 percent of the victims’ losses in that case. In another case, the
Commission charged a group of defendants with manipulating the price of crude oil, and alleged they
made in excess of $50 million in ill-gotten gains (that case is pending in Federal court in New York).

Since FY 2009, the Commission has received more than 2,500 leads from multiple sources
concerning potential wrongdoing. Most of these leads were from members of the public and other
miscellaneous sources. While all leads merit careful attention, most leads do not ultimately result in
an enforcement action for a number of reasons including limitations on CFTC jurisdiction. Experience
proves that leads generated internally at the CFTC, or from others in law enforcement or self-
regulatory organizations, are much more likely to lead to a CFTC enforcement action.

As the outreach and education activities, funded through the Customer Protection Fund in FY 2012,
reach a wide audience, it is likely that the number of leads will increase and strain the Commission’s
ability to triage and investigate them efficiently.

During the past two fiscal years, the Commission has opened more than 800 investigations including
a record number of new investigations in FY 2011. The scope and level of effort associated with
investigations varies widely. Manipulation investigations are generally far more time consuming than
fraud and other types of investigations. For example, based on a review of length of time spent on
investigations for approximately 150 enforcement actions filed by the Division of Enforcement, the
average length of time spent on investigations resulting in charges filed involving fraud and trade
practice have been less than one year, investigations leading to charges for supervision have been
open for slightly more than one year, while investigations leading to charges of manipulation have
taken more than two years to complete.

Enforcement of the Dodd-Frank Act and regulations promulgated thereunder will increase the
Commission’s enforcement burdens for a number of reasons. For example, the Dodd-Frank Act
extends the Commission‘s anti-fraud jurisdiction to the swaps markets, and clarifies its jurisdiction
with respect to certain retail off-exchange transactions, including transactions in precious metals.
This expansion is expected to translate into more investigations, and more enforcement actions.
Indeed, in just the first wave of DFA enforcement, concerning registration violations, the Commission
filed 23 actions in FY 2011.

As a result of the Dodd-Frank Act, there will be new types and an increase in the number of CFTC
registrants including exchanges, SEFs, swap data repositories, clearing organizations, intermediaries
and dealers that require the Commission to issue concomitant regulations. The Commission’s
enforcement workload will include investigations concerning any violations by these new registrants
of these new rules.

In addition, the Dodd-Frank Act established anti-manipulation authority over swaps and new broader
anti-manipulation authority in the futures markets. While preventing manipulation is critical to the
Commission’s mission to help protect taxpayers and the markets, as noted above manipulation
investigations and litigations are quite time consuming. The Dodd-Frank Act also includes a
prohibition on disruptive trading. The Commission anticipates that disruptive trading investigations
and litigation will be time intensive, particularly when high-frequency and algorithmic trading is
involved, due to an inherent complexity comparable to that of market-wide manipulation
investigations.

The Commission will continue to aggressively pursue domestic and international cooperative
enforcement efforts. The Commission routinely works with domestic and international financial
regulatory and criminal counterparts on multi-jurisdictional and multi-national investigations. There
has been a significant increase in both the number of outgoing and incoming international requests
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each year since FY 2008. This change is directly related to the increase in enforcement cases in
general, but is likely to be accelerated given the global nature of the swaps marketplace.

Legal Support Technology

The new CFTC oversight of the swaps market, new anti-manipulation and other authorities,
incentives for whistleblowers, and the increasing effectiveness of market surveillance, financial and
risk surveillance, and business analytics technology will require expanding the capacity and
increasing the capability of legal support technology that is provided through the Commission’s case
management system (eLaw). eLaw provides a variety of critical automated litigation support services
to Commission staff in connection with their investigative and litigation matters. These services
include technology designed to assist with the overall management of documents and data that may
be relevant to a matter, case or request. The eLaw Electronic Data and Discovery Group processes
data either received or to be produced by the Commission for further review by staff. The Litigation
Support Group helps staff search and review potentially relevant documents using a suite of
applications. The Computer Forensics Group employs specialized tools and techniques to properly
identify, preserve, recover and analyze digital evidence.

The Commission increasingly relies upon digital evidence to establish and prosecute violations of the
CEA. This evidence may include, for example, website content, audio tapes of trader calls with
customers, customer account statements, bank records, and/or a computer hard drive or corporate
server. The body of active enforcement digital evidence has grown from less than one terabyte or
approximately 200 million pages in 2006 to over 15 terabytes today, the equivalent of 3 billion pages,
and is expected to continue to increase. With eLaw technology support, staff is able to review
significantly larger amounts of evidentiary material in a fraction of the time it would take to conduct a
manual review. For example, with automated tools staff can search for certain keywords in the more
than 500,000 documents in a typical price investigation in less than 30 seconds rather than taking
50,000 hours to conduct the same search manually. Staff can search the more than 250,000 audio
files in a large price investigation in less than 30 seconds rather than taking 20,000 hours to review
the evidence manually. The eLaw PreDiscovery tool rapidly ingests digital evidence and loads it into
Commission databases, providing the evidence to Enforcement staff in one to two days rather than
the several days it would normally take to outsource such processing.

In addition to supporting enforcement, eLaw supports: 1) legal activities throughout the Commission,
which are also expanding with increased CFTC authorities, 2) the increased scope of the market, and
3) increased Commission legal activity in support of Dodd-Frank implementation. eLaw supports the
Commission’s defensive litigation, internal investigations, and the processing of privacy and Freedom
of Information Action (FOIA) requests, all of which involve the management of large volumes of
information. eLaw Forensics supports the preservation of electronically stored information that is
subject to a “litigation hold” or other preservation obligations.

Commission-Wide Economic and Legal Analysis

Commission-wide economic analysis

As the Commission’s statutory and regulatory mandate vastly expands, it is imperative that the
Commission continues to invest in building robust economic analysis teams.

The Commission supports an in-depth, analytical research program that focuses on innovations in
trading technology, developments in trading instruments, and the role of market participants in the
futures, options, and swap markets. This team of specialized economists supports the Commission’s
numerous divisions by analyzing these constantly evolving components of markets to help anticipate
and mitigate significant regulatory, surveillance, clearing, and enforcement challenges. Economic
expertise is especially important for the development and implementation of new financial
regulations related to the Dodd Frank Act and the oversight of a new swaps regime.

Economic analysis is pervasive in supporting the regulatory activities in:
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e Assessing whether newly developed products/contracts have a price discovery function and
whether those products/contracts are eligible for trading;

e Determining the requirements for reporting and data rules;

e Developing analytical tools and methods in support of the Commission’s automated
surveillance initiatives, especially as they pertain to SEFs and the connections between SEFs
and DCMs;

e Determining whether certain products/contracts are eligible for clearing and the levels for
capital and margin;

e Valuation of complex swaps in support of clearing functions;
e Assessing the impact of position limits on markets, and

e Developing analytical tools and methods in support of the Commission’s enforcement
activities, including economic and statistical analysis or expert testimony to promote
compliance with and deter violations of commodity laws.

The Commission is committed to integrating robust economic analysis into its regulatory activities
and has established a network of well-renowned researchers and academics in quantitative financial
methods, applied mathematics, econometrics, and statistics. By engaging the academic community in
developing the necessary ground-breaking analyses, the Commission has access to a pool of credible,
independent experts to support its regulatory activities. Furthermore, the Commission’s continued
engagement with an extended network of experts across the Federal government has fostered the
necessary dialogue to promote a common framework for interagency consensus-building. For
example, the Commission’s involvement with the Financial Stability Oversight Council (FSOC)
ensures financial regulatory agencies communicate perceived financial and economic issues with one
another. This dialogue allows for a well-coordinated approach to address these potential issues.

Commission-wide legal analysis

The Commission’s legal services include: 1) engaging in defensive, appellate, and amicus curiae
litigation; 2) interpreting the CEA; 3) providing legal advice and support for Commission programs;
4) drafting and assisting other program areas in preparing Commission regulations; 5) assisting the
Commission in the performance of its adjudicatory functions; and 6) providing advice on legislative
and regulatory issues.

e Regulatory Issues. The Commission’s legal analysis teams provide written interpretations of
Commission statutory and regulatory authority and, where appropriate, provide exemptive,
interpretive, and no-action letters to regulatees and potential regulatees of the Commission.
Legal analysis also supports all substantial Commission actions such as registrations,
Commission rules and regulations, product reviews, and clearing and market issues.

e Litigation Program. Through the litigation program, legal teams represent the Commission
in appellate litigation, including participation as amicus curiae; certain trial-level cases,
including bankruptcy cases involving futures industry professionals; and certain kinds of
administrative litigation. Following the implementation of DFA regulations, the Commission
anticipates a significant amount of litigation in FY 2012 and FY 2013. The Commission also
maintains the capability to personnel, labor, contract, and employment law matters,
including cases arising under Title VII of the Civil Rights Act of 1964 and other
antidiscrimination statutes, and Merit Systems Protection Board cases arising under the Civil
Service Reform Act of 1978.

e General Law. In the area of General Law, OGC manages the Commission’s Information
Governance Program. Information Governance describes how the CFTC manages its
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information in compliance with applicable laws. This program includes three major
activities: Freedom of Information Act (FOIA) compliance, the Privacy Act, and Electronic
Discovery (e-Discovery). The Commission maintains a robust capability with respect to all
matters related to requests received under FOIA, and responds to requests for non-public
Commission records. In addition, the Commission also handles administrative appeals from
initial determinations regarding FOIA requests for records. There has been a marked
increase in the number of FOIA requests since the Commission began implementing the
Dodd-Frank Act. Additionally, the Commission maintains the capability to review and
process all Privacy Act requests, and it reviews proposed Privacy Act Systems of Records and
Privacy Impact Assessments. The Commission also maintains an e-discovery program
manages the processes, policies, and information systems to ensure that the Commission
appropriately manages electronically stored information as set forth in the Federal Rules of
Civil Procedure and relevant judicial decisions. As the enforcement caseload increases, the e-
Discovery staff will have an increased role in advising on litigation holds and discovery
strategies.

The Commission maintains the ability to assure compliance with laws of government-wide
applicability such as the Administrative Procedure Act as well as the Government in the
Sunshine, Regulatory Flexibility, Paperwork Reduction, and Federal Advisory Committee
Acts. And, the Commission maintains an effort to manage all matters related to the
Commission’s ethics standards and compliance with its Code of Conduct, as well as with
government-wide ethics regulations promulgated by the Office of Government Ethics.

e Adjudicatory Opinions. The Commission also supports its adjudicatory functions through its
Opinions and Review program, and responds to appeals from decisions by an Administrative
Law Judge or a Judgment Officer in administrative reparations or enforcement actions.

e Legislation and Intergovernmental Affairs. Through the legislation and intergovernmental
affairs program, the Commission monitors, reviews, and comments on proposed legislation
affecting the Commission or the derivatives industry, and prepares technical assistance
regarding draft legislation as requested by members of Congress or their staff. Additionally,
the program staff liaisons with other Federal regulators to analyze and resolve jurisdictional
issues, as well as address specific matters implicating the jurisdiction of multiple agencies.
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Commission-Wide International Policy Coordination

The global nature of the swaps markets makes it imperative that the United States consult and
coordinate with foreign authorities. The Commission is actively communicating internationally to
promote robust and consistent standards and avoid conflicting requirements, wherever possible. For
example, the Commission has engaged in bilateral discussions and shared many of our pre-decisional
memos, term sheets and draft proposals with international regulators, such as the European
Commission, the European Central Bank, the United Kingdom Financial Services Authority and the
new European Securities and Markets Authority. The Commission participates in numerous
international working groups regarding swaps, including the International Organization of Securities
Commissions (I0OSCO) Task Force on OTC Derivatives, which the CFTC co-chairs. The CFTC, SEC,
European Commission and European Securities Market Authority are intensifying discussions
through a technical working group. The Commission also is consulting with many other jurisdictions
such as Hong Kong, Singapore, Japan, and Canada. Discussions have focused on the details of the
Dodd-Frank rules, including mandatory clearing, trading, reporting and regulation of derivatives
market intermediaries. The Commission’s international outreach efforts directly support global
consistency in the oversight of the swaps markets. This important, evolving aspect of CFTC’s mission
is specifically addressed in Goal Four of the Strategic Plan.

Commission-Wide Data Infrastructure

The Commission’s over-arching information technology (IT) strategy is to increase the integration of
IT into the Commission operating model, which is described in Goal Five of the Strategic Plan. This
strategy has become increasingly more important and complex as the Commission’s regulatory scope
has expanded faster than its resources. In order to do this rapidly with the most practical investment,
the Commission’s approach is to manage data as an enterprise asset, promote and adopt industry data
standards, give priority to services that provide the greatest mission benefit, architect services using
small components that can be assembled and reassembled with agility, and deliver solutions in short,
iterative phases. The first area of focus must be on data understanding and ingestion—particularly
because CFTC has a unique imperative to aggregate various types of data from multiple industry
sources across multiple markets, much of which is new to the Commission staff. Receipt and analysis
of the first wave of registrant reporting will give Commission staff insight into the markets and
business process, which can be used to firm-up requirements and designs for internal surveillance
systems. Likewise, the same business analytics tools used for data understanding and ad hoc mining
of mature datasets will also be used to automate transparency reporting.

This approach is supported by several strategic objectives:
e Provide accurate, centralized source and reference data;

e Protect proprietary industry, individual, and sensitive government information;

e Connect industry straight-thru processing to automated internal processes;

e Exploit publicly available and industry-provided information and facilities;

e Leverage data as an enterprise asset, avoid redundant or “siloed” data collections;
e Develop software components for enterprise use;

e Consider total cost of ownership and use or buy or build to achieve best value with acceptable
risk; and

e Provide a secure and stable technology infrastructure to receive, ingest, store, mine, and
analyze data, including acquisition of commercial, off-the-shelf products when possible.
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From an implementation planning perspective, the Commission examines existing software
technology prior to building software solutions. The Commission explores open technology solutions
that allow for the integration of software and data between software products and custom-built
systems. Similarly, the Commission considers whether systems are suitable for cloud-based hosting.
Security, privacy, and integration are strategic considerations of hosted solutions. It is essential that
the Commission is able to aggregate data and integrate software to provide support for a wide variety
of analytical functions. As a result, the Commission utilizes a combination of commercial, off-the-
shelf products, and custom-built software and has adopted cloud-based solutions wherever practical.

The Commission is adopting a service-oriented approach to building technology systems. The
objective is to design and build technology components once, but leverage those components
throughout the Commission. Similarly, efforts are focused on building a “straight-thru processing”
capability as a core requirement of its implementation efforts — collecting information directly from
the industry source and automating the ingestion into CFTC internal systems. This approach will
reduce the amount of manual data entry required of Commission staff, improve data quality, and
increase information availability. For large volumes of data, data will be received and processed based
on industry data standards and automatically loaded into CFTC systems. For low volume and forms-
based data, CFTC will be creating a web-based portal to enable data collection and “straight-thru
processing” into CFTC systems.

As emphasized throughout the Strategic Plan, transparency is a key component of Commission
surveillance, enforcement, and policy-making strategy. The Commission uses transparency reporting
to involve the public and industry in the market oversight process, significantly increasing the effect
of Commission activity. The CFTC.gov website provides that transparency. Hundreds of information
content changes are updated to the CFTC.gov website each day. The Commission is committed to
providing excellent external communications through its public website and other social network
outreach initiatives. The CFTC.gov website communicates the Commission’s mission, actions, and
activities to all stakeholders, including the Dodd-Frank Act activities, pending industry filings,
solicitations of comments on those filings and proposed rules, links to all open comment periods, and
highlights on the home page that contains deadlines for comment periods for Federal Register
releases. The CFTC.gov website also includes webcasts of all open meetings and archives of previous
webcasts, as well as contact information for futures market customer protection; Equal Employment
Opportunity; Freedom of Information Act compliance; employment and information quality; fraud,
waste, and abuse; procurement opportunities; NFA registration; small businesses; and website
accessibility and technical issues. The CFTC.gov website also disseminates market reports to provide
information to industry participants and the public about the futures, options, and swaps markets.
The Commission promotes communication and transparency through its social media presence on
Facebook, Flickr, Twitter, and YouTube.

Data Management is integral to all new program initiatives and integrating swaps oversight into
existing program initiatives. The Office of Data and Technology (ODT) will implement CFTC
enterprise technology solutions that enable the sharing and reuse of data for cross-divisional
purposes. Policy, procedures, and resources established in FY 2012 to govern, manage, and access
data using a Commission-wide information architecture and framework will allow ODT to coordinate
the definition, collection, loading, and availability of data from external parties (e.g., DCMs, swap data
repositories) for use in automated systems and independently by CFTC analysts.

ODT will continue to improve information technology and management capabilities in the areas of
data management to support analytics, statistical processing, and market research. CFTC will provide
quality data to empower its staff to perform the complex data analyses needed to regulate the futures
market. To ensure that CFTC staff has access to quality data, ODT will continue to lead efforts to
provide a consolidated data set that is the single source of reference for its operational production
systems.

Prior to the Dodd-Frank Act, the Commission processed over 5 billion records per month into market
surveillance, financial and risk surveillance, and business analytics applications. The Commission
anticipates a tripling in the number of exchanges and/or trading platforms under its purview between
FY 2011 and FY 2013, as a result of the Dodd-Frank Act, and many new significant data streams will
be added. These streams will continue to increase in variety, complexity, and volume and will come
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from an increasing number of participants. CFTC will support this expanding data ingest using
strategies that limit the amount of manual intervention required by both industry and Commission
staff, and at the same time ingesting only data that is clean and reliable. New datasets ingested
include:

e Large trader swaps position data;

e Designated clearing organization margin, position, and cash flow information;
¢ Form 40 and 102 swaps participant registration data streams; and
e Order message data.

The Commission undertook a reorganization in FY 2012 to better integrate the technical and mission
drivers for IT investment. The new data management program will manage these data streams
effectively, facilitate using the streams in new and innovative ways to increase the efficiency and
effectiveness of Commission oversight, and help to identify gaps that might reduce the effectiveness of
the Commission.

Following technology best practices, the Commission seeks to build software solutions using an
iterative, rapid application development approach. IT development, integration, and enhancements
support critical business requirements through delivery of technological capability represented by
quick, secure information access, analytical capabilities, and successful business process automation.
To effectively accomplish its mission, the CFTC adapts to frequent and innovative changes in the
derivatives markets, increasing use of technology and growing market complexity. The Commission
must invest in IT to timely track market activity, understand the markets, and provide effective
oversight. Prior year investments in infrastructure and system capabilities must be leveraged and
built upon to provide services that multiply the effectiveness of staff, accomplishing integration
between futures and swaps data and increased integration of CFTC systems and processes for
monitoring registered entities, market and financial risk, market integrity, and trade practice as well
as systems and processes for enforcement and economic analysis.

Maintaining a blended workforce that optimizes the use of contract services through effective
management is a key component of the Commission IT strategy. As the size and complexity of the
Commission’s investment in IT increases, it is essential to maintain a cadre of FTE with industry,
technical, and contract oversight expertise who ensure that IT investments are managed effectively
and provides reliable business continuity support, ultimately lowering IT ownership costs and
reducing the risk inherent in large IT projects.

Commission-Wide Management and Administrative Support

As stated in the CFTC’s Strategic Plan, the Commission’s ability to achieve its mission of protecting
the public, derivative market participants, U.S. economy and the U.S. position in global markets is
driven by well-informed and reasoned executive direction, strong and focused management, and an
efficiently-resourced, dedicated, and productive workforce — this is a top-to-bottom requirement.
These attributes of an effective organization combine to lead and support the critical work of the
Commission to provide sound regulatory oversight and enforcement program for the U.S. public. To
ensure the Commission’s continued success, continuity of operations, and adaptation to the ever-
changing markets it is charged with regulating, the Commission must lead effectively and maintain a
well-qualified workforce supported by a modern IT infrastructure and working environment.

Starting in 2011 and carrying through 2013, the Commission will develop and implement a host of
rules, many of which address the Dodd-Frank Act requirements and many of which will significantly
alter and expand the Commission’s mission and operation. To successfully develop, implement, and
manage these rules, as well as perform its existing mission, the Commission requires unambiguous
and timely direction, and the right quantity and quality of staff, aligned in an optimal operating
structure supported by the necessary training, development, tools, resources and working
environment.
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The Commission said it will take a number of actions to ensure its ability to perform with excellence.
Accomplishments have been achieved in each area and further work is needed and will be completed.
We have followed through and in section ---- we chronicle many of the accomplishments and expected
outcomes for 2012 and 2013. Broadly the efforts align as shown below and established in Goal Five
of the CFTC’s Strategic Plan:
e Organization is structured, aligned and streamlined to successfully carry out its mission while
flexible and adaptable to changes to its mission and available resources;

e Planning Program effectively develops and implements a resource management program to
support the optimal operation and maintenance of a growing agency (scope and staff) with
the capability and tools to achieve its mission;

e Human Capital Program attracts, retains and continuously develops an exceptionally
qualified, diverse, dedicated, capable and productive staff; and

e Technology Program is engineered at the enterprise level to support the mission as it:

o Sustains and maximizes the return on investment in various aspects of the program
(infrastructure, systems and services);

o Provides the capability and transparency to capture access, analyze and report on
data and mission critical information;

o Transforms CFTC-wide business processes to benefit staff and to adapt to evolving
markets; and

o Financial Management Program judiciously manages and administers the financial
resources provided to the Commission while taking measures through integrity and
management controls to prevent waste, fraud and abuse.
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Justification of Increases by Mission Activity

Registration and Registration Compliance (29 FTE, $8.115 million)
Registration of Swap Execution Facilities and Designated Contract Markets

The Commission anticipates that, beginning in the second quarter of FY 2012 through FY 2013, four
DCMs will file for registration and another 26 SEFs will file for temporary registration. The
Commission is under a statutory mandate of 180 days to complete an application of a DCM. In
addition, the Commission is mindful of the competitive nature of the derivatives market and the
advantages a registered SEF could garner over one operating under a temporary registration. Given
these constraints, the Commission sees the need to complete the full application reviews of both
DCMs and SEFs as expeditiously as possible. To that end, the Commission will dedicate four review
teams of six FTE each to review applications. In order to address the significant staffing needs that
will be engendered by such a surge of applications, the Commission will temporarily re-allocate
resources from across the organization. In this regard, the Commission will re-allocate staff
conducting examinations in the Division of Market Oversight and will reassign attorneys from
enforcement activities. While even a short-term diminution of the examination and enforcement
program is not ideal, this approach should enable the CFTC to process the initial surge of applications
in FY 2012 and the first half of 2013 by newly established entities in a timely manner without
seriously compromising its ability to carry out other key responsibilities.

Concurrently with registering new entities, the Commission will need to evaluate all existing DCMs to
ensure that the exchanges are in compliance with the expanded core principles and Commission
regulations implementing such core principles, and that the public is appropriately protected. On-
going resources will also be needed to support the additional volume of work for compliance reviews
for the three-fold expansion in registrants. While there are currently 14 FTE to support the DCM
registration and compliance review effort, the Commission seeks an additional five FTE to support the
on-going expanded workload. (5 FTE, $1.225 million)

Registration of Swap Data Repositories

The Commission assumes that five to eight swap data repositories will submit registration
applications in FY 2012 and 2013. The activities necessary to ensure timely review of the applications
for compliance with core principles and regulations are comparable to those for DCM and SEF
applications. The Commission will use the provisional registration approach, which requires under
its rules that the swap data repository show operability and compliance with regulations. Resources
will continue to be needed to support on-going compliance-based reviews, including annual Chief
Compliance Officer and financial reports. The Commission anticipates needing a single team of six
FTE to perform swap data repository registration and reviews in FY 2012, which will also support
swap product reviews on a capacity-available basis, redeploying resources from the Division of
Enforcement and other divisions as necessary. On an on-going basis, the Commission anticipates a
significant effort in registration, review and policy development in support of these new entities and
requests one dedicated FTE to support SDR registrants. (1 FTE, $0.245 million)

Registration of Foreign Boards of Trade

The Commission is anticipating that 21 FBOTs will seek registration; most of these will come from
those currently operating with no-action relief letters. A significant effort will be necessary up-front
to standardize the comparability review of foreign regulatory regimes of the home countries under
which the FBOTs operate. As with registration of other new entities, the Commission will seek to use a
phased approach to application review beginning in FY 2012. During FY 2012, the current two FTE
dedicated to review FBOTs, along with additional personnel drawn from other areas of the
Commission on an as-needed basis, will be assigned to two-person teams to handle each registration.
After disposing of the expected initial surge of applications, the staff will, on an ongoing basis,
maintain relationships with FBOTs for the purpose of reviewing required supplemental filings,
assessing changes to the FBOT rules and regulatory regimes, and ensuring compliance with any
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conditions imposed, including position limits and position transparency requirements for contracts
linked to DCM contracts. With the increased volume of work in moving from operating under no-
action relief letters to a more standardized and stringent regulatory framework, the Commission
anticipates a need for three additional FTE to implement the FBOT registration program. (3 FTE,
$0.735 million)

Registration of Swap Dealers and Major Swap Participants

The Commission requests an additional seven FTE for FY 2013 to develop and implement a program
to oversee the National Futures Association’s program for monitoring swap dealers’ and major swap
participants’ compliance with applicable business conduct standards. DFA directs the Commission to
adopt both external and internal business conduct standards for these entities. The proposed
business conduct standards address such areas as: risk management, monitoring position limits,
diligent supervision, business continuity and disaster recovery, conflicts of interest, recordkeeping,
reporting, swap confirmation, portfolio reconciliation, portfolio compression, and disclosure. These
detailed business conduct standards are new regulatory requirements, and generally outside of the
scope of CFTC requirements for other registrants such as futures commission merchants or
introducing brokers. The additional FTE are necessary to develop and implement a program to assess
National Futures Association’s swap dealer and major swap participant compliance program to assess
such entities’ compliance with these fundamentally new business conduct requirements.

An initial component of this program will require Commission staff to work with the staff of the
National Futures Association in the design and implementation of an effective National Futures
Association examination program. Once such a program has been established and implemented by
National Futures Association, the Commission’s role will switch to one of oversight over National
Futures Association’s execution of the business conduct program. Commission staff also will conduct
direct examinations of certain swap dealers and major swap participants to access their compliance
with the business conduct requirements. Such direct examinations may be part of Commission’s
assessment of National Futures Association’s execution of its oversight program. Alternatively, the
direct examinations may be conducted in response to a specific issue or general Commission concern
with a particular swap dealer or major swap participant. Direct examinations also are necessary to
ensure that Commission staff maintains an adequate understanding of the operations at major swap
participants and swap dealers so that staff is better positioned to respond to evolving business
processes and other developments, particularly in responding to urgent situations.

The request for seven additional FTE to fulfill these responsibilities is based upon the Commission’s
overall experience with the staffing resources needed to conduct financial surveillance oversight of
self-regulatory organizations. (7 FTE, $1.715 million)

The National Futures Association expects to establish membership categories for swap dealers and
major swap participants during the course of FY 2012. The Commission will be required to respond
to numerous requests for information regarding the registration obligations of certain entities,
including domestic and foreign-based swap dealers and major swap participants in FY 2012 and
beyond. In addition, the Commission will also be required to review numerous National Futures
Association rule submissions in support of registration of these entities, to assess whether the
proposed rules are consistent with the CEA and Commission regulations. Four additional FTE are
requested to respond to issues in registration and retail foreign currency issues. (4 FTE, $0.980
million)

The Commission also anticipates that numerous registration issues will arise regarding foreign-
domiciled entities that would otherwise be required to register as swap dealers or major swap
participants as those terms are defined under the CEA and Commission regulations. These issues
may require the establishment of a program to assess the comparability of developing swap
regulations in foreign jurisdictions in a manner consistent with the Commission’s current Part 30
program. The Commission anticipates that it will need four additional FTE to properly staff this
function. (4 FTE, $0.980 million)
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Streamlining the entity submission process

The Commission will be applying technology to improve the efficiency of the process by which
registered entities submit applications for registration and other filings. The current submission
process is highly manual. Applications, filings, and requests are received via email and broadly
distributed throughout the CFTC. Metadata from the submission is extracted from the submitted
materials and manually entered into existing systems. This data is not shared with other Commission
systems, leading to duplicative data entry efforts and the possibility of missing or erroneous data. In
FY 2013, the CFTC will be continuing the phased deployment of a web-based registration system,
called OPERA (organizations, products, events, rules and actions). The OPERA system will allow for
the direct registration of entities, registration of FBOTs, rule and product filings, and requests for
Commission actions or interpretations. With OPERA, market participants will be able to apply
directly using CFTC.gov and the information collected will flow directly into internal CFTC systems (2
FTE, $0.770 million)

Direct submission by registered entities

The Online Portal (Portal) located on the CFTC.gov website will be a secure online gateway that will
provide a more efficient method of submitting entity registration applications and other submissions
to the Commission. The Portal will become a central location for all external business interactions
with the Commission. The Portal will improve data quality, minimize the need for CFTC to update
participant data, and provide those interacting with the Commission with a view of their submissions
to the CFTC. The Portal will improve transparency of CFTC processes and procedures, providing
automated notifications to those interacting with the Commission regarding required actions. (3 FTE,
$1.465 million)

Summary

Organizationally, the Commission’s registration and registration compliance related increases will
support the requirements of four program areas:

Table 4: Registration and Registration Compliance Increases

FTE Personnel IT Total
($000) ($000) ($000)
Data & Technology 5.00 $1,225 $1,010 $2,235
General Counsel 1.00 245 o] 245
Market Oversight 8.00 1,960 0 1,960
Swap Dealer and Intermediary
Oversight 15.00 3,675 0 3,675
TOTAL 29.00 $7,105 $1,010 $8,115
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Figure 4: Registration and Registration Compliance Increases by Program
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Reviews of Products and Rules of Operation (41 FTE, $10.045 million)

Products and rules introduced by designated contract markets, swap execution facilities and swap data
repositories

As indicated above, the Commission anticipates a surge in requests for new product approvals with
the expansion of authority under the Dodd-Frank Act. An estimated 26 FTE are required to support
the increased volume of work associated with new product approval requests and certifications
implementing the Core Principle 9 provisions, and reviewing novel products raising SEC and CFTC
jurisdictional issues. Staff also will be deployed to evaluate block trade threshold levels in addition to
“made available for trade” determinations for swaps.

Furthermore, consistent with its current experience, the Commission anticipates numerous rule
filings from registered entities that must be reviewed. Under the Dodd-Frank Act, the rule review
process will be more resource-intensive due to the more rigorous 10/90-day review track for rule
submission, the increased number of registered entities, and the new or amended core principles.
Reviews to evaluate the effectiveness of rules adopted and consider whether any modifications are
warranted will be on-going. Staff increases will support product reviews, reviews of new rules and rule
amendments, event contracts, quarterly reports on financial resources, and rule effectiveness.
Moreover, the Commission expects to evaluate event contracts under a special review process to
determine if they involve prohibited activities and other DCM contracts to determine whether a
sufficient proportion of trades occur on the centralized marketplace in compliance with the Core
Principle 9 requirement that the price discovery process of listed contract be protected. (26 FTE,
$6.370 million)

Mandatory clearing determination

DFA imposes a new requirement on the CFTC to review, evaluate, and make a determination
concerning a swap as to whether the swap should be cleared — i.e., a mandatory clearing
determination — as well as evaluate the continuing qualification of the DCO to clear such a swap. As
noted above, data from the Bank for International Settlements indicates that the total notional
amount of over-the-counter derivatives outstanding as of the end of December 2010 is $415 trillion
for interest rates; $29 trillion for credit default swaps and $2 trillion for commodities. The
Commission will deploy seven current FTE to this high-priority activity that will require the review of
data relating to pricing, outstanding notional exposures, and trading liquidity. In addition, the
Commission requests an additional ten FTE to support this effort. (10 FTE, $2.450 million)

Registration of derivatives clearing organizations, rules review, applications for portfolio margining

CFTC will be required to review, evaluate and make recommendations to the Commission in response
to applications for registration as DCOs and in response to rule submissions submitted by them. As
noted earlier, the Commission is anticipating an increase in the number of DCOs, from 17 to 18 for the
beginning of FY 2013. Further, the Dodd-Frank Act amended the CEA to permit, pursuant to an
exemption, rule or regulation, futures and options on futures to be held in a portfolio margining
account that is carried as securities account and approved by the Securities and Exchange
Commission, and added a reciprocal provision to the Securities Exchange Act of 1934. The
Commission also will be required to process portfolio margining applications in accordance with rules
that will implement these statutory provisions. On average, these applications take about six months
to one year to process. (5 FTE; $1.225 million)
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Summary

Organizationally, the Commission’s increases related to reviews of products and rules of operation
will support the requirements of four program areas:

Table 5: Review of Products and Rules of Operation Increases

FTE Pay IT Total
($000) ($000) ($000)
Chief Economist 1.00 $245 $0 $245
Clearing and Risk 12.00 2,040 [} 2,040
General Counsel 5.00 1,225 o) 1,225
Market Oversight 23.00 5,635 o 5,635
TOTAL 41.00 $10,045 $0 $10,045

Clearing and Risk
29%

Chief Economist
3%

General Counsel
12%

Market Oversight
56%

Figure 5: Review of Products and Rules of Operation Increases by Program
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Data Acquisition, Analytics and Surveillance (65 FTE, $22.215 million)
Swap data acquisition and analytics for oversight and surveillance

This activity, coupled with any follow-on enforcement actions, represents the core of the
Commission’s expanded mandate. The Commission has identified a need for 25 FTE to oversee the
recordkeeping and reporting requirements applied to swap market participants and the management
and analysis of swaps data that would be reported to swap data repositories. These staff will conduct
information analysis; use economic analysis to develop requirements and data rules; develop and
maintain CFTC summaries and aggregation of swap repository data; report on findings; define
business data and process requirements; audit data submission quality; and assess reporting
compliance. They will also review and update data reporting standards; govern information policies
and standards; manage data taxonomies, dictionaries and inventories; manage information quality
and confidentiality; direct external information requests and data rulemaking; steward master data
and reference data; manage Commission dashboards and views of swap repository data; and provide
data mining and analysis support. And they will deploy and maintain data systems and data analytics
tools; implement and maintain direct access, data transfer, and data loading between the Commission
and data repositories; and deploy information quality and confidentiality controls.

It is anticipated that the Commission will leverage existing repositories wherever possible. The
standardized data sets that will be submitted to CFTC are expected to represent only the subset of
data required for internal analysis and aggregation purposes. In FY 2012, the Commission will be
implementing direct access to external swap data repositories for the purposes of market oversight
activities, but to also further define data submission requirements for standardized data feeds. The
Commission anticipates defining the data standards across multiple data categories including:
position data, transaction data, and reference data. Once defined, the Commission will work with
industry participants on the application and testing of those standards to their data submission
processes. Similarly, the Commission will be developing software to load swaps data into a
Commission data warehouse for use by CFTC staff for market surveillance, risk monitoring,
enforcement, and economic analysis. The Commission anticipates that it will conduct data analysis,
working with industry to define data standards, and develop data loading software to support
Commission systems for swaps data.

The CFTC has looked for efficiencies in carrying out its surveillance obligations. In that regard, the
market surveillance (monitoring of positions) and trade practice surveillance (monitoring of trading
activity) have been consolidated into a single branch. Combining these functions will achieve
synergies that will make the CFTC’s surveillance efforts more effective with available staff. Staff will
be better able to address violations that blur the distinction between market and trade practice
surveillance and staff can readily be shifted to evaluation of emerging issues, to work on reviews of
potential violations, and to work with enforcement staff in the prosecution of violations.

Additional capabilities will also be required to support swaps position and transaction surveillance,
enhancing surveillance systems to collect and incorporate that data into analyses covering both swaps
and futures markets. The Commission anticipates developing automated surveillance capabilities by
building new models to generate alerts, thereby facilitating market and financial surveillance. The
Commission also anticipates needing to modify its large trader reporting and financial and risk
surveillance systems to support new swaps data analysis, internal reporting requirements, and
transparency reporting on the CFTC.gov website. (25 FTE, $9.435 million)

Aggregate Position Limits

The Commission is requesting additional staffing to monitor aggregate position limits adopted by the
Commission; manage the hedge exemption process and evaluate the effectiveness of limits adopted
and consider whether any modifications are warranted. The Commission will begin collecting
commodity swap positions in future equivalent standards in FY 2012. Once data is collected,
modifications will need to be made to the existing surveillance reports and new or modified
surveillance processes will need to be developed. In addition, alerts will be written to notify staff
when position limits have been violated and incorporated into the business process for surveillance.
The CFTC will seek to acquire or develop a system that will support the analysis and monitoring of
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position limits and hedge exemptions, aggregating futures positions with enumerated commodity
swap positions, and develop surveillance processes that combine swaps, futures and options for intra-
day and end-of-day position limits surveillance. (15 FTE, $4.715 million)

Order message data

In the support of market surveillance in the futures industry, a project to define order message
standards and data loading procedures is anticipated by the Commission. Order message data is
needed in order to analyze for disruptive trading activities, such as when a market participant places
multiple orders into the market that are not filled but impact market prices. Without order message
data, the Commission is not able to conduct such pre-trade market analyses on a routine or
automated basis. The ability to conduct additional automated market surveillance activities, such as
identifying withheld orders, is impaired by this lack of data. Access to order message data will
improve the quality and scope of economic analysis for surveillance, compliance, and enforcement
activities by providing transparency into the entire lifecycle of trades. The Commission will define the
data requirements for order messages and begin developing data loading software in FY 2012. We
anticipate phasing the receipt of data by industry participant and also phasing by subset of data based
on surveillance priorities. (2 FTE; $2.980 million)

Electronic Forms

The CFTC needs to develop the capability to receive electronic forms from traders, reporting firms,
and exchanges. Currently, the process is managed by the receipt of paper forms that require a
significant manual process to ingest into CFTC systems. It is anticipated that automating this process
through the receipt of electronic forms will improve data quality while decreasing the cost of ingesting
the information. Electronic implementations of CFTC Form 102 and Form 40, which collect account
and trader identification data, will be initiated in FY 2012. CFTC anticipates continuing the phased
deployment of these and other electronic forms on the CFTC.gov website in FY 2013 to allow direct
submission of forms data to facilitate straight-through processing into internal Commission systems.
(3 FTE, -$0.275 million). This transition will include an increase in FTE and a small offset in overall
funding.

Risk Surveillance of futures, options and cleared swaps

The CFTC will have to conduct risk surveillance of futures and options and cleared swaps. It is
estimated that the notional value of cleared swaps that will require surveillance is about seven times
that of futures and options. This responsibility will be discharged through the use of automated
surveillance systems and applications and other risk assessment tools to assess, evaluate and report
financial and market risk and risk management procedures at DCOs, clearing futures commission
merchants, non-futures commission merchant clearing participants, and other market participants
that may pose a risk to the clearing process, including swap dealers, major swap participants, and
large traders. Current financial and risk surveillance systems will be modified to monitor volatility,
variation margin, and increased financial reporting. The Commission anticipates that it will require
six teams to discharge this responsibility in a comprehensive manner. Risk surveillance will
approximately be divided by asset class, e.g., interest rates (eight FTE), equity index products (four
FTE), foreign currencies (four FTE), broad-based index CDs (eight FTE), agricultural products (two
FTE), energy products (six FTE), and metals products (two FTE). The Commission currently has 23
FTE performing this function and seeks an additional 10 FTE in FY 2013.

The Commission’s current financial and risk surveillance applications were designed to address
futures and options on futures products. Unlike futures margin setting where each DCO uses the
same application to margin positions, each DCO margining swaps positions will be using a unique
margin methodology and a unique way to stress test positions. Futures and swaps risk management
software will be implemented to enable the CFTC to analyze margin requirements; determine price
impact on portfolios; conduct margin trend analyses and back testing; and stress test swaps positions
- including interest rate swaps, energy swaps and credit default swaps. To support this expansion of
capabilities, the Commission requires an additional three FTE and a technology investment of an
estimated $0.460 million (13 FTE, $3.645 million)
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Capital, Margin and Segregation requirements for intermediaries

The capital, margin, and segregation level of effort is currently eight FTE. The staff is responsible for
responding to requests for guidance or informal interpretation of the Commission’s capital,
segregation, and financial reporting regulations. In addition, staff also provide guidance and
interpretation on the financial reporting and capital requirements for retail foreign exchange dealers,
and provide guidance on the financial reporting requirements imposed upon commodity pool
operators. The staff also provides guidance on the applicability of generally accepted accounting
principles to the regulatory accounting requirements of futures commission merchants, introducing
brokers and commodity pool annual reports. Staff further provides assistance and technical support
in the analysis of potential regulatory violations and other issues.

The Commission requests an additional seven FTE in FY 2013 to respond to requests for clarification,
guidance, and interpretation promptly and completely. The Commission further anticipates that
revised or new regulations will be necessary after the implementation of the proposed regulations to
address issues that were not foreseen in the original rule proposals. Finally, additional FTE are
necessary for the Commission to respond to the anticipated requests of numerous major swap
participants and swap dealers to compute both initial margin and market risk and credit risk capital
charges using proprietary mathematical models. After the initial review and assessment of such
models, staff will be required to perform periodic reviews of such models to assess their performance.

While of limited scope in FY 2013, the Commission anticipates a major effort in 2014 to review bank
entities that are registered with the Commission to assess their compliance with certain restrictions or
limitations on proprietary trading and investments in hedge funds (i.e., the Volcker Rule). (7 FTE,
$1.715 million)

Summary

Organizationally, the Commission’s increases related to data acquisition, analytics, and surveillance
will support the requirements of five program areas:

Table 6: Data Acquisition, Analytics, and Surveillance Increases

FTE Pay IT Total
($000) ($000) ($000)
Chief Economist 4.00 $980 $0 $980
Clearing and Risk 10.00 2,450 0 2,450
Data and Technology 19.00 4,655 6,290 10,945
Market Oversight 26.00 6,370 0 6,370
Swap Dealer and Intermed.iary 6.00 1,470 o 1,470
Oversight
TOTAL 65.00 $15,925 $6,290 $22,215

36 Justification of Increases—Data Acquisition, Analytics and Surveillance



FY 2013 President’s Budget & Performance Plan

B : Clearing and Risk
Chief Economist 11%

4%

Swap Dealer and
Intermediary
Oversight
7%

Market Oversight

29% Data and Technology

49%

Figure 6: Data Acquisition, Analytics, and Surveillance Increases by Program
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Examinations (72 FTE, $18.970 million)

Designated Contract Markets, Swap Execution Facilities, and Swap Data Repositories

The Examinations staff performs direct oversight of self-regulation at all DCMs to help ensure market
integrity, customer protection, and compliance with the CEA and Commission regulations. The
cornerstone of the work is the rule enforcement reviews (RERs), which consist of detailed
examinations assessing DCMs’ compliance with applicable “core principles” under the CEA. Different
aspects of DCMs’ self-regulatory programs are reviewed, including: audit trail creation and retention;
trade practice surveillance; market surveillance; disciplinary proceedings; system safeguards (e.g.,
information security, business continuity, physical security and environmental controls); and dispute
resolution mechanisms. RER results for each DCM are documented in comprehensive public reports,
including specific recommendations to remedy any deficiencies identified by Examinations staff. In
the future, the Commission will be required to conduct comparable RERs of SEFs and swap data
repositories, swap-market entities brought under the Commission’s jurisdiction by the Dodd-Frank
Act.

Examinations staff will begin to establish a program for routine examinations (RERs) of new
registered entities (SEFs and swap data repositories), while continuing our focus on reviews of the
DCMs. These reviews are necessary to ensure compliance with statutory and regulatory requirements,
including those applicable to market continuity. The additional resources requested are based upon
the assumption that there will be a total of approximately 57 registered DCMs, SEFs and swap data
repositories. The Commission plans to begin conducting RERs to ensure compliance with any one of
the six core principles. Large exchanges will be examined annually and smaller entities every two to
three years. Currently these examinations are being conducted infrequently or not at all with respect
to specific core principles. Without these examinations, RERs lose their value as a Commission tool
for promoting effective self-regulation and market integrity, and ensuring compliance with the CEA
and Commission regulations. The Examinations section has attempted to use its limited resources in
the most efficient manner possible, and has focused its RER program on the areas of highest need and
risk. In the future, however, the number of regulated entities subject to RERs is expected to increase
from the current 16 DCMs to a projected 50 or more DCMs, SEFs and swap data repositories. The
Commission estimates that the level of effort for examinations of large exchanges is one FTE for each
review, while medium to small exchanges that about one-half of an FTE per review. General market
continuity examinations take approximately one FTE for each review. In general, the Commission is
staffed at just over 0.6 staff years for each registered exchange. A meaningful injection of new staff
resources is vital for examinations to meet even minimum expectations for effective oversight of both
futures and swaps market platforms in FY 2013 and beyond. While the Commission seeks to move
towards annual examination of the major entities?, while scheduling reviews of non-major entities
less frequently, the current request of 21 FTE will provide for just under 0.6 staff years per registered
entity. While reducing the overall focus on examinations, this increase will ensure that the
Commission can conduct for-cause examinations and a limited number of routine examinations of
exchanges as resources become available. (21 FTE; $5.145 million)

Derivatives Clearing Organizations

The DFA requires annual examinations of systemically important DCOs. DCOs that are determined
to be systemically important under Title VIII of DFA must comply with heightened risk management
and prudential standards concerning payment, clearing, and settlement supervision. The mandatory
annual examinations of systemically important DCOs must review the entities’ adherence to these
heightened standards. Title VIII also requires ongoing consultation between the CFTC, the SEC, and
the Board of Governors of the Federal Reserve System, including the scope and methodology of
planning examinations of systemically important entities. The Commission currently anticipates no
more than four entities will be determined to be systemically important.

The Commission currently has 14 staff on board to conduct examinations of DCOs. On average, an
examination requires a team of eight FTE dedicated for six months. Examinations of larger entities,

7 A major designated contract market or swap execution facility will be defined as the largest entities that contribute to at least
75 percent of observed volumes in the overall futures and swaps markets.
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particularly those determined to be systemically important, will require 12 to 16 FTE and up to a year
to complete.

While the Commission ultimately will seek resources to perform annual reviews of all major DCOs,
the Commission is currently seeking an increase of 24 FTE to support annual examinations of the four
systemically important entities. Including the 14 staff on-board, the Commission will be able to
provide 10 FTE per review team, for a 12 month period. As the Commission gains experience with the
Dodd-Frank requirements, additional resources may be required or resources could be deployed to
support reviews of other clearing organizations. (24 FTE, $5.880 million)

Major Swap Participants, Swap Dealers and Managed Funds

Currently, the Commission has no staff devoted to the examinations and financial statement reviews
of major swap participants and swap dealers. The Commission requests an increase of 15 FTE to
support this requirement. The additional FTE resources would allow the Commission to initiate a
program for the oversight of swap dealers and major swap participants, including:

e Review monthly financial statements submitted by the 150 entities;

¢ Review and respond to regulatory notices filed by swap dealers and major swap participants,
and, if necessary, make determinations when entities fail to meet certain regulatory
requirements (including being undercapitalized or failing to maintain current books and
records); and

e Perform limited direct examinations of the entities.

While the bulk of the examinations of major swap participants and swap dealers will be performed by
the NFA, the Commission will be required to undertake direct examinations of these entities in
response to possible violations of the Commission’s regulations, or as part of the oversight of the
NFA’s major swap participant and swap dealer surveillance program. The Commission also supports
routine direct examinations of these entities as necessary for staff to obtain an understanding of the
books and records, and general back-office operations. Such knowledge and familiarity of the
operations of a major swap participant or swap dealer is necessary in order for staff to be properly
prepared to respond in situations when these entities fail to meet its minimum financial requirements
or other regulatory requirements. The Commission would focus its direct examinations that are not
conducted on a for-cause basis on those entities that present the greatest potential exposure. These
entities generally would be the most active and largest major swap participants and swap dealers,
including the six members of the “G-14” dealers that are part of domestic banking organizations.

Approximately three-to-five staff members are required to conduct a limited scope direct examination
of a large FCM or, as measured by regulatory capital and customer funds on deposit, other
comparable intermediary. These examinations generally run for six months from start to report
generation. Staff currently performs approximately 20 direct examinations each year. An increase of
15 FTE would allow the Commission to conduct limited scope direct examinations of selected swap
dealers or major swap participants annually on a for-cause and routine basis, while also performing
the other functions highlighted above.

In addition, the Commission requires two additional FTE to be allocated to the review of financial
data submitted by the operators of large funds, including hedge funds. Under the Dodd-Frank Act,
the operators of large funds that are subject to the jurisdiction of both the CFTC and SEC are
required to file financial data with the SEC through the Financial Industry Regulatory Authority
(FINRA). Operators of large funds that are only registered with the CFTC as commodity pool
operators will file financial data with NFA. Both the CFTC and SEC would review the financial data
for potential systemic risk issues and provide information to the Financial Stability Oversight Council.
The two additional FTE would review such data to identify potential systemic risk issues. Financial
and risk surveillance systems will be augmented or modified to support this monitoring (15 FTE,
$4.265 million).
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National Futures Association

In addition to working with NFA on the development of NFA’s program to oversee major swap
participants and swap dealers, the CFTC also will develop a program to assess NFA’s self-regulatory
responsibilities with respect to major swap participants and swap dealers. The development of this
program began in the first quarter of 2012 in order to ensure that the Commission is prepared to
fulfill its regulatory responsibility to oversee the NFA once NFA commences its reviews.

The Commission currently has 20 FTE committed to conducting annual reviews of the financial
surveillance programs of the NFA and CME. In order to conduct an annual review of the NFA’s
oversight program over major swap participants and swap dealers, and to continue the current review
of self-regulating organization, it is estimated that an additional 12 FTE would be necessary to fulfill
the Commission’s mandate. The additional FTE reflect that NFA and CME currently oversee 123
futures commission merchants, while the Commission is anticipating approximately 200 swap-
related entities to register as a result of the DFA rulemakings. In addition, hedge funds, large
financial entities, large commercial entities and other major swap participants are likely to be much
more sophisticated from an operational and bookkeeping perspective than many of the current
futures commission merchants that have limited balance sheets and engage primarily in on-exchange
futures transactions and/or off-exchange retail forex transactions. These sophisticated institutions
will require additional staff for data acquisition and analysis. In addition, the staff assessing these
sophisticated institutions will be supported by the integration of NFA systems and data with CFTC
systems and data. Information will be presented for analysis in consolidated views so they can focus
on analysis and review and spend less time correlating data from multiple sources. (12 FTE, $2.940
million)

Pre-Examination Management Tools

An overarching goal of the CFTC is to leverage and connect common business processes and
technologies across the organization. The integration of examination tools and data with registration,
surveillance, and case management tools and data in FY 2013 will allow the Commission to more
effectively and efficiently conduct examinations and initiate and manage follow-on activities. The
Commission will be looking at tools that will support the pre-examination management process of
managing the selection and scheduling of examination activities, as well as the management of
examination activities in the field and post examination report development. ($0.740 million)

Summary

Organizationally, the Commission’s examinations-related increases will support the requirements of
four program areas:

Table 7: Examinations Increases

FTE Pay IT Total
($000) ($000) ($000)
Clearing and Risk 24.00 $5,880 $0 $5,880
Data and Technology 2.00 490 1,330 1,820
Market Oversight 21.00 5,145 0 5,145
Swap Dealer and Intermediary
Oversight 25.00 6,125 o} 6,125
TOTAL 72.00 $17,640 $1,330 $18,970
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Figure 7: Examinations Increases by Program
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Enforcement (50 FTE, $16.101 million)

In FY 2011 the Commission filed 99 enforcement actions, the highest annual number of filings in
program history, and opened more than 450 new investigations, also a program high. During the
same time period the Commission obtained orders imposing over $290 million in civil monetary
penalties, and directing the payment of more than $160 million in restitution and disgorgement,
which more than doubled the prior fiscal year’s imposition of such sanctions. At the same time, the
FTE level dedicated to enforcement matters has only reached the operating levels that it had nearly a
decade ago with a much smaller docket (in size and complexity).

The Dodd-Frank Act significantly enhances and expands the Commission‘s powers and responsibility
to police the markets for fraud, manipulation and other abuses and will, certainly by FY 2013 if not
much sooner, result in a substantial increase in our workload. Moreover, the size of the docket
stemming from pre-DFA enforcement authorities, particularly with respect to the investigation and
prosecution of frauds against retail customers, manipulation, supervision failures, recordkeeping,
reporting and trade practice violations, is projected to continue its upward trend.

By FY 2013, the Commission’s enforcement workload will increase for a number of reasons including:
e Addition of fraud-based manipulation to the Commission‘s existing “price-based” anti-
manipulation authority;

e New prohibitions targeting disruptive trading, practices and conduct on registered entities;
e Establishment of anti-fraud and anti-manipulation authority over swaps;
e New prohibitions against reporting false information;

e Clarified jurisdiction with respect retail foreign currency transactions and new authority over
retail commodity transactions such as precious metals;

e Increase in the number and types of registrants, including exchanges, SEFs, swap data
repositories, clearing organizations, intermediaries and dealers;

e New regulations applying to swaps and other intermediaries including those involving
business conduct standards, fraud, record-keeping, reporting and trade practice; and

e Anincrease in international scope of activities.

The enforcement activity generated by this broadened regulatory authority will necessitate the
development of specific areas of expertise, and require an increased capacity for proactive
identification of violations. Our litigated cases, particularly any involving anti-manipulation and
disruptive trading practices, will tax our resources more than in prior years.

To begin preparing for the increase regulatory scope the Commission made internal changes to the
management of its enforcement function to promote greater flexibility and efficiency in the
Commission’s enforcement team in FY 2011. These changes include flattening of the organization;
changing from small teams with pre-set rosters to a system that forms teams depending upon the
needs of cases; and developing areas of specialization for staff in certain enforcement areas.

In FY 2013, the Commission seeks an additional 50 FTE to support fraud enforcement matters,
including retail investor fraud (13 FTE); manipulation and disruptive trading enforcement matters (21
FTE); regulatory, supervision and trade practice matters (9 FTE); and enforcement matters related to
swaps (7 FTE). The largest increase for manipulation and disruptive trading matters reflects the
complexity and time intensity of those investigations. The smaller increase in staffing for swaps
enforcement reflects the newness of the regulatory framework. It is likely that the Commission will
request additional resources for enforcement matters related to the expanded swaps mandate in
future years. In addition to staff years, the Commission is requesting an increase in resources to
support the additional travel, expert services and transcript needs commensurate with an increase in
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case load. These costs are inherent in the successful investigation and litigation of enforcement
matters. (50 FTE, $14.271 million)

Additional funding will be necessary in FY 2013 to further automate investigation, discovery,
forensics, evidentiary analysis, and case management. The Commission will seek to expand its
current system or migrate to another commercial off the shelf product. Implementation of new tools
for forensics, eDiscovery, tips and referrals, and early case assessment together with enhancement of
existing tools for deposition management, case management, searching, and analytics will support
both a higher volume of investigations and more effective measurement of program results. Better
integration of unstructured investigation-related data with structured surveillance and position data
will enable more proactive identification of high-impact enforcement actions. The Commission will
seek to expand its current system or migrate to another commercial off the shelf product in support of
enterprise-wide case management, integrating surveillance referrals into the ingestion process for
enforcement cases. ($1.830 million)

Summary

Organizationally, the Commission’s examinations-related increases will support the requirements of
three program areas:

Table 8: Enforcement Increases

FTE Pay 1T Other Total
($000) ($000) ($000) ($000)
Chief Economist 2.00 $490 $0 $0 $490
Data and Technology 0.00 0 1,830 0 1,830
Enforcement 48.00 11,760 o} 2,021 13,781
TOTAL 50.00 $12,250 $1,830 $2,021 $16,101

Chief Economist Data and
3% Technology
11%

Enforcement
86%

Figure 8: Enforcement Increases by Program
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Commission-Wide Economic and Legal Analysis (24 FTE, $6.840 million)
Commission-wide economic analysis

The Commission’s economic analysis framework stems from an analytical research program focused
on answering some of the most complex issues facing derivatives markets. The ever-evolving changes
in trading technology, trading instruments, and types of market participants present a great challenge
to financial regulators and emphasize the need to thoroughly understand such developments. With
the implementation of DFA rules and jurisdiction over swap markets, research in these areas will
involve an added level of complexity. Specifically, the Commission focuses its quantitative research
program to analyze the following four broad areas:
e Analysis of the composition of speculative market participants;

e Analysis of the linkages between futures, option, swap, securities, and cash markets;

e Analysis of swap markets' and new participants' effects on existing exchanges and market
structure; and

e Analysis of high frequency and algorithmic trading.

The analysis of the composition of speculative market participants allows the Commission to make
informed policy decisions to address potential impact of these traders in markets. Such analyses
include identifying certain categories of traders and whether their individual or collective positions or
trading activity impact price, volatility, or liquidity in markets. Accordingly, the Commission will use
the results from these analyses to determine whether tools or regulations should be implemented in
order to correct any potential unwarranted impact.

The analysis of the linkages between various markets helps the Commission to assess the correlations
of markets and whether an event in one market can trigger similar events in related markets. Strong
market linkages between derivatives markets and securities and cash markets may present systemic
risk concerns. Understanding these linkages will aid the Commission in implementing sound policies
to mitigate cross-market effects.

After the implementation of DFA rules, the Commission will be responsible for assessing how swap
markets and swap participants affect existing exchanges and market structure. Analyzing these
effects allows the Commission to determine whether regulations are successful or have adverse
economic consequences. Further, economic analysis will serve as the basis for many studies
mandated after the DFA regulations are in effect.

The performance of new and existing derivatives markets has a potentially large impact on the
stability of domestic and international financial markets. Therefore, analytical market research helps
to ensure that the Commission has in place sound regulatory policies to reduce systemic risk across
financial markets. Economic analysis is also an essential component for protecting the economic
function of these markets without undermining innovation and the development of new approaches
to risk management.

High frequency and algorithmic trading analysis allows the Commission to analyze and detect market
anomalies caused by high-frequency algorithmic traders who execute large numbers of transactions in
a very short period of time. The effort will provide tools to help the Commission’s surveillance and
enforcement divisions to detect disruptive trading patterns and participants who unfairly manipulate
markets.

Valuation of complex swaps will support comparative and economic analysis and modeling of
valuation methods, especially for complex swaps. This will be necessary to fully understand both
counterparty and clearing risk and provide insight into how the over-the-counter swap market affects
the overall economic environment. Phased implementation will begin in FY 2012 and continue into
FY 2013. (5 FTE $2.185 million)
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Research, analysis, and the initial development for these areas will identify methods and tools that
will be operationalized for ongoing enforcement, surveillance, and clearing activities. This process
will require services for planning, architecting, and performing the integration of the tools and
methods with Commission systems. Processing and storage intensive infrastructure will also be
required.

Commission-wide legal counsel

FY 2013 will be the first full year under DFA rules. The complexity and scope of the Commission’s
regulatory framework, pursuant to its new statutory mandate, will meet with the day-to-day reality of
a significantly expanded and global marketplace, including fundamental changes to historically
regulated entities as well as to participants in the previously unregulated swap markets.

e Interpretation and Guidance. Market participants will have requests for clarification and
guidance once the new regulations are adopted and during the implementation period.
Further, rules that have been proposed jointly by the CFTC and SEC would establish a formal
process to address inquiries regarding the treatment of products as swaps or security-based
swaps and the applicable regulation of mixed swaps. Staff will be required to review and
develop proposed interpretations, policies, and possibly regulations for all aspects of the DFA
changes. Based on experience over the years with the implementation of other new
registration schemes (e.g., for commodity pool operators and commodity trading advisors, for
introducing brokers, and for retail foreign exchange dealers), there are bound to be questions
arising that need a response — whether informally, by way of email or telephonic inquiry, or
formally, by way of a staff-issued interpretative, no-action or exemptive letter or a
Commission-issued order or regulation (or amendment thereto). Because of the tremendous
consequences of not providing adequate support for new regulated entities, the Commission
is requesting resources to ensure prompt, well-reasoned and accurate responses. Also,
because many of these issues will be questions of first impression, the time taken to provide
responses to the issues will be longer than it is today. The Commission also anticipates the
need to be actively involved in the preparation of interpretations relating to jurisdictional
issues arising under the Dodd-Frank Act amendments to the CEA. Timeliness is key to
minimizing disruption to the orderly workings of the marketplace. (12 FTE; $2.940 million)

In addition, the Commission is requesting an additional seven FTE to supplement the following
activities: (7 FTE; $1.715 million)

e Litigation. The Commission is called upon to support appellate litigation (including
participation as amicus curiae) and certain trial-level cases (including bankruptcy cases
involving futures industry professionals). Following the implementation of the Dodd-Frank
regulations, the CFTC could face rulemaking challenges, potentially beginning in the first
quarter of FY 2012. The actual number of challenges cannot be predicted; however, as
evidenced by the recent challenge to the SEC’s proxy access rule (which reportedly took 2700
staff hours to defend in the D.C. Circuit), these cases are both time and resource intensive.
Further, because of the increased enforcement activity expected in FY 2012 and 2013, the
CFTC anticipates an increase in the appellate litigation caseload. The Commission believes
that the cases that involve new enforcement authorities under the Dodd-Frank Act have a
higher chance of being appealed. The litigation program also encompasses personnel, labor,
contract, and employment law matters. The Commission will also likely see an increase in
personnel-related litigation proportional to the growth in the workforce. Attorneys
supporting the CFTC litigation program also respond to subpoena requests and review
enforcement matters for legal sufficiency and compliance with precedent; as noted,
enforcement actions are also expected to increase in FY 2013. In order to maintain the
litigation program, the CFTC is requesting one additional legal counsel and additional
contractor paralegal support.

e Legislation and Intergovernmental Affairs. The Commission monitors, reviews, and
comments on proposed legislation affecting the Commission or the derivatives industry, and
prepares technical assistance regarding draft legislation as requested by members of Congress
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or their staff. CFTC expects this workload to increase substantially in FY 2013 when Congress
is expected to consider reauthorization legislation for the CEA and will likely undertake a
thorough review of the substantial amendments that were enacted as part of the Dodd-Frank
Act. The CFTC also reviews and analyzes jurisdictional issues and liaisons with other Federal
regulators as necessary to address specific matters implicating the regulatory interests of
multiple agencies. In FY 2012 and FY 2013, the CFTC will continue to support the activities
of the Financial Stability Oversight Committee, and will require additional legal resources in
areas such as banking and securities law, given the need for cross-disciplinary coordination
and consistency to effectively implement the Dodd-Frank Act. To support this increase in
workload, the Commission requests an additional two FTE.

General Law: The Commission is requesting three additional FTE in the area of General Law.
One of these FTE will support the Information Governance program and ensure compliance
with CEA Section 8 confidentiality provisions. Under the Dodd-Frank Act, the Commission
will begin capturing, and have access to, substantial amounts of data related to swaps which
will be protected under Section 8. Having the appropriate staff to oversee the protection of
the statutory confidentiality of this data will be critical. Two additional FTE will also support
the Commission in interpreting and applying the Administrative Procedure Act in regulatory
actions taken to implement the Dodd-Frank Act, as well as the Regulatory Flexibility Act, and
the Paperwork Reduction Act. These FTE will also counsel the Commission to ensure
compliance with the Sunshine Act and the Federal Advisory Committee Act.

Ethics. The Commission maintains an active program with respect to all matters related to
the Commission’s ethics standards and compliance with its Code of Conduct, as well as with
government-wide ethics regulations promulgated by the Office of Government Ethics. To
maintain adequate response times for ethics issues and to process the required ethics forms
as the CFTC and its new responsibilities grow pursuant to the Dodd-Frank Act, the
Commission anticipates needing one additional FTE in FY 2013, bringing the total to three
FTE.

In addition, eLaw, which has been integrated with FOIA Express to support the Commission FOIA
program, extended to support the Commission rulemaking process, and extended to support case
and document management for certain functions within the General Counsel’s Office, will also
continue to be enhanced for Commission-Wide legal analysis and support activities. These costs are
captured in the requested increase under Enforcement, above.

Summary

Organizationally, the Commission’s examinations-related increases will support the Commission-
wide requirements through six program areas:
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Chief Economist
Clearing and Risk
General Counsel

Market Oversight

Swap Dealer and Intermediary
Oversight

TOTAL

Market Oversight
18%

Table 9: Economic and Legal Analysis Increases

FTE Pay Other Total
(3000) ($000) ($000) (3000)
5.00 $1,225 $0 $960 $2,185
1.00 245 o o 245
8.00 1,960 [} [} 1,960
5.00 1,225 0 0 1,225
5.00 1,225 o o 1,225
24.00 $5,880 $0 $960 $6,840

Swap Dealer and
Intermediary
Oversight
18%

General Counsel
29%

Chief Economist
32%

Figure 9: Economic and Legal Analysis Increases by Program

Clearing and Risk
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Commission-Wide International Policy Coordination (6 FTE, $1.470 million)

The Commission’s international policy coordination activities take place primarily within IOSCO and
within U.S. Treasury and G-20 working groups. The aftermath of the financial crisis has prompted
the formation of numerous initiatives in all of these forums, such as: cooperation and coordination in
the areas of swaps regulation, central counterparty clearing standards, the monitoring and control of
systemic risk, the protection of customer funds, and mechanisms to share systemically important
information internationally. International concerns regarding volatility in commodity futures
markets resulted in the formation of an IOSCO Task Force on Commodity Futures Markets, which is
co-chaired by the Commission’s international staff. Participation in these work-streams is critical
because the work-product is often transformed into international standards of best practice, which
are then subject to compliance assessment by the International Monetary Fund in its Financial Sector
Assessment program. The Commission’s participation historically has focused on incorporating the
Commission’s (and hence, the U.S.’s) regulatory approach into these internationals standards,
encouraging international harmonization.

The Commission’s international agenda also includes responding to requests by the U.S. Treasury to
participate in international dialogues (e.g., U.S.— China dialogue), participating in National Security
Council organized discussions to coordinate U.S. Government commodity policy, providing technical
assistance to developing market jurisdictions, and engaging in bilateral negotiations with foreign
regulators to resolve cross-border issues that affect the competitiveness of the U.S. futures industry.
The Commission’s current work is supported by 10 FTE.

The adoption of DFA legislation and the ongoing development of implementing rules by the
Commission have significantly increased demands on international staffing. For example, the
Commission’s international staff has engaged in an unprecedented outreach to European regulatory
authorities, most notably the European Commission. This effort has focused on encouraging foreign
regulatory authorities to adopt rules that are harmonized with the Commission’s DFA approach.
International staff also is participating in cooperation with the SEC in the DFA mandated study on the
approaches to over-the-counter derivatives swap regulation and the regulation of over-the-counter
clearing in major jurisdictions.

Once the new DFA regulations are in effect, international staff will be required to develop supervisory
coordination arrangements with foreign authorities in major jurisdictions where regulated entities
will reside, such as the European Union, Canada, and Japan. Focusing solely on the EU, the
Commission contemplate the need to engage not only the European Commission, but also the
European Securities and Markets Authority and relevant national regulators, such as the U.K. FSA,
French AMF and German BAFIN, to negotiate coordinating supervisory arrangements for entities
that likely will be subject to regulation in both the EU and the United States. Likewise, the
Commission anticipates that similar arrangement will be needed in major market jurisdictions such
as Australia, Canada and Japan.

Finally, IOSCO recently converted the Task Force on Commodity Futures Markets into a permanent
standing committee, which will require stable, long-term staffing if the Commission is to retain its
leadership role as co-chair of that standing committee.

In order to adequately staff the existing work-streams and accommodate the growing demands of
DFA rules, the Commission requests six additional FTE. (6 FTE, $1.470 million)
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Summary

Organizationally, the Commission’s examinations-related increases will support the Commission-
wide requirements through one program area:

Table 10: International Cooperation Increases

Pay IT Total

FIE ($000) ($000) ($000)

International Affairs 6.00 $1,470 $0 $1,470
TOTAL 6.00 $1,470 $0 $1,470
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Commission-Wide Data Infrastructure (11 FTE, $17.235 million)

The Commission will continue to sustain CFTC-wide enterprise technology solutions that enable the
sharing and reuse of software across the Commission. The Commission continues to sustain
technology to provide support for automated market and trade practice surveillance, enforcement and
other legal counsel matters (eLaw), financial and risk surveillance, the CFTC.gov website, and
document management. IT development, integration, and enhancements support critical business
requirements through delivery of technological capability represented by quick, secure information
access, analytical capabilities, and successful business process automation. To effectively accomplish
its mission, the CFTC must adapt to frequent and innovative changes in the derivatives markets,
increasing use of technology and growing market complexity. The Commission must invest heavily
and judiciously in IT to timely track market activity, understand the markets and provide effective
oversight. Prior year investments in infrastructure and system capabilities must be leveraged and
built upon to provide services that multiply the effectiveness of staff, accomplishing integration
between futures and swaps data and increased integration of CFTC systems and processes for
monitoring registered entities, market and financial risk, market integrity, and trade practice as well
as systems and processes for enforcement and economic analysis. The CFTC must sustain existing
program initiatives, providing mission operations and maintenance. Several systems and services will
require, in addition to ongoing routine maintenance and support, enhancements to support the
implementation of the Dodd-Frank Act. ($7.389 million)

The Commission is expected to receive a continually increasing volume of transaction, position,
reference, financial risk, and enforcement-related data. Each of these streams is increasing in variety
and complexity and is sourced from an increasing number of participants. Transaction data will
include pre-trade information and is complicated by the addition of swaps and high frequency
trading. Position data must be aggregated from multiple sources for participants with complex
organizational structures and must be correlated with transaction data. Definition and cataloguing of
reference data related to exchange-traded futures was relatively straight-forward. Product reference
data for standardized swaps transactions is significantly more complex and varies considerably by
asset class. Financial risk data varies significantly by asset class and must be evaluated at multiple
levels (trader, owner and counterparty; clearing member, clearing organization). Enforcement-
related data has connections to the other data streams that can be mined and patterned. It is
imperative that the CFTC have the appropriate capabilities to manage these data streams effectively,
assist in applying the data streams in new and innovative ways to increase the efficiency and
effectiveness of Commission oversight, and identify gaps that might reduce the effectiveness of the
Commission. (4 FTE, $1.679 million)

CFTC network services are responsible for the underlying infrastructure of every single IT program at
the Commission. The network enables messaging and communications, network security, database
administration, IT business continuity, and data storage management. Storage and servers are at the
core of our business. The CFTC network consist of over 300 servers between the primary network site
in Washington, D.C., three secondary sites in Chicago, Kansas City, and New York, and a continuity
facility at a remote site. The network handles internal email messages and the data transfer necessary
to support Commission-wide technology solutions. Mission critical data on the network is replicated
from the network hub site in Washington, D.C., to the co-location alternate computing facility.
Enforcement and other staff, on an as-needed basis are also provided alternative, “off-network” access
to the internet to support anonymity during investigations and access to external resources that pose
a potential information security risk to the CFTC production network. As the scope of CFTC oversight
increases and expands surveillance, analytics, enforcement, and transparency capabilities, the
Commission must continue to scale communication, processing, and storage infrastructure to meet
demand in both FY 2012 and FY 2013.

In addition to scaling up technology capacity, like industry participants and other regulators, the
Commission must also continue to increase, automate, and scale information security controls in the
face of evolving security threats. In FY 2012 the Commission will invest in automated physical
network access controls and additional traffic monitoring and scanning tools and in FY 2013 the
Commission will need to continue automating security controls and increasing the level of continuous
monitoring of threats. The Commission is charged with protecting sensitive information assets that
are critical to overseeing the markets, such as position data, and this data must be secured to ensure
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market integrity. CFTC anticipates continuing its investment in IT security to keep pace with ever
evolving threats to data and systems.

The Commission currently stores more than 350 terabytes of data with data storage requirements
increasing 64 percent annually. Implementation of the Dodd-Frank Act is anticipated to increase this
rate of increase, particularly in the initial years of implementation. Increasingly aggressive automated
surveillance strategies and analysis of very large datasets, as well as market reconstruction and
simulation, valuation of complex swaps, and analysis of high speed and algorithmic trading require
that the Commission acquire high speed computing capabilities for rapid analysis of datasets
approaching one petabyte in FY 2013. Data communication capacity must also be increased to
support connectivity to swap data repositories, high-volume DCMs, and increased communication
with newly-regulated industry participants as well as other regulators.

In FY 2012, the Commission will complete the first phase of a three-phase effort to improve business
continuity. The Commission has established an Alternate Computing Facility (ACF) as part of the
first phase and will complete the first phase by implementing the replication of mission critical and
mission essential data to the ACF. The second phase will implement the capability to restore mission
critical and mission essential systems from the ACF in accordance with recovery time and recovery
point objectives. With Phase 3, which will begin in FY 2013, we will implement recovery capability for
all Commission systems. (7 FTE, $8.167 million)

Summary

Organizationally, the Commission’s data infrastructure increases will support the Commission-wide
requirements through one program area:

Table 11: Data Infrastructure Increases

Pay IT Total
FTE ($000) ($000) ($000)
Data and Technology 11.00 $2,695 $14,540 $17,235
TOTAL 11.00 $2,695 $14,540 $17,235
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Commission-Wide Management and Administrative Support (6 FTE, $1.470
million)

The Commission’s expanded statutory mandate and accompanying resources requires a related
expansion in critical planning and resource management functions. In FY 2012, the Commission will
re-engineer its financial management processes to enhance funds control, increase the planning and
predictability of its spending, and facilitate priority-driven resource allocation. Based on the outcome
of these planned activities and its increased resources, the Commission requests one additional FTE
with budget and resource management skills.

To support its expanded workforce, the Commission requests five additional FTE, with skills sets
encompassing:

e Privacy and records issues, to ensure compliance with privacy and records-related legal
requirements, and advice on new systems, data collections and proposed rulemakings,
including matters pertaining to sensitive enforcement and internationally shared
information;

e Compensation, to ensure a correct and timely payroll, implement automated time and
attendance procedures, and to maintain pay parity with other financial regulatory agencies;
and

e Operations, to provide logistical and security support for employees in the Commission’s
regional offices in New York and Kansas City, which have been expanded to enhance our
oversight of continuity of operations, personnel and physical security, facilities and space
management.

These additional resources will provide the Commission with an enhanced ability to streamline its
processes, prudently invest and implement automated solutions, and comply with Federal regulatory
and legal requirements to ensure the effective, efficient allocation and use of Commission resources.
(6 FTE, $1.470 million)

Summary

Organizationally, the Commission’s management direction and administrative support increases will
support the Commission-wide requirements through two program area:

Table 12: Management Direction and Administrative Support Increases

FTE Pay IT Total
($000) ($000) ($000)
Executive Direction 6.00 $1,470 $0 $1,470
TOTAL 6.00 $1,470 $o0 $1,470
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Exhibit 1. Information Technology at CFTC

Introduction

The Commission’s over-arching information technology (IT) strategy is to manage data as an
enterprise asset, promote and adopt industry data standards, give priority to services that provide the
greatest mission benefit, architect services using small components that can be assembled and
reassembled with agility, and deliver solutions in short, iterative phases. The Dodd-Frank Act
expanded the regulatory scope of the CFTC nearly eight fold and the effective use of information
technology will help the CFTC exercise this unprecedented increase in authority by providing staff
with information and tools that serve as force multipliers.

IT Investment Portfolio:  Surveillance, Enforcement, Infrastructure and

Management

The Commission has organized its IT investments into three areas: Surveillance, Enforcement, and
Infrastructure. The Surveillance Investment supports market oversight, trade practice oversight, and
financial and risk oversight. Surveillance is highly dependent on the ability to acquire large volumes
of data and the development of sophisticated analytics to identify trends and/or outlying events that
warrant further investigation. The Commission’s ability to view aggregated data across the futures
and swaps landscape is essential. Surveillance technology receives and processes seven to eight
million transaction per day and alerts Commission staff to questionable activity. The details of each
individual trade are collected from exchanges overnight and loaded and processed for reporting,
analysis, and profiling, providing staff with greater efficiency and flexibility by performing
sophisticated pattern recognition and data mining, helping detect novel and complex abusive
practices. Alerts of potential trade practice violations are generated for review by market compliance
and surveillance staff. Surveillance technology also allows staff to identify large traders whose
positions may pose financial risk to the industry or a clearing firm, analyze an owner's holdings and
project the effect of market moves on these holdings, perform "what if" stress testing and risk
scenarios to determine the effect of market movement on margin, and evaluate overall portfolio risk
under different market conditions. It allows staff to monitor intermediaries by storing and analyzing
monthly financial statements and annual reports provided to the Commission to report net capital
positions and other financial information.

The Enforcement Investment provides a variety of critical automated litigation support services to
Commission staff that facilitate the overall management of documents and data:

e Provides the ability to rapidly query and retrieve information about investigations and
litigation;

e Provides recurrent and ad hoc analytics;

e Provides a collaborative electronic work environment across geographically dispersed
locations (Washington, Chicago, Kansas City, and New York);

¢ Manages client contacts, leads, investigations, litigation and trial schedules;
e Provides mobile access to and presentation of documentary and analytic evidence;
e Supports digital-based trial presentations; and

e Tracks forensics information on seized computer equipment.
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The investment also supports the Commission’s defensive litigation, internal investigations, the
processing of privacy and Freedom of Information Action (FOIA) requests, and the preservation of
electronically stored information that is subject to a “litigation hold” or other preservation obligations.

Both the Surveillance and Enforcement depend on the Infrastructure and Management, which
provides the underlying infrastructure for IT services including messaging and communications,
network security, database administration, IT business continuity, and data storage management. The
investment also provides transparency through the CFTC.gov website, staff collaboration and
knowledge management through the CFTCnet intranet, Commission-wide document and records
management, and internal management and administrative systems that supplement Commission
use of financial and human resource services provided by government service providers.

Management of the IT Portfolio in FY 2012

e The Commission planned spending for FY 2012 is $45.0 Million for services and $16.2
Million for FTE.

e Surveillance:

o Implement software to load swaps data into a Commission data warehouse for use by
CFTC staff for market surveillance, risk monitoring, enforcement, and economic
analysis.

o Work with industry to define data standards and will develop data loading software to
support Commission systems for swaps data.

o Integrate NFA systems and data stored at NFA with CFTC systems and data.

o Implement futures and swaps risk management software to enable the CFTC to
analyze margin requirements; determine price impact on portfolios; conduct margin
trend analyses and back testing; and stress test swaps positions - including interest
rate swaps, energy swaps and credit default swaps.

o Modify current financial and risk surveillance systems to monitor volatility, variation
margin, and increased financial reporting.

e Enforcement:

o Complete eDiscovery implementation and FOIAExpress integration to manage
improve litigation, reduce litigation risk, and improve transparency through FOIA.

o Complete FIS software implementation to improve acquisition of case-specific
financial data.

o Continue to refresh Enforcement COTS to adapt to financial industry adoption of new
technology.

e Infrastructure and Management:

o Begin the phased deployment of a web-based registration to allow for the direct
registration of entities, registration of foreign boards of trade, submission of rules
and products, and requests for Commission actions or interpretations and to flow
information directly into internal CFTC systems.

o Host on CFTC.gov an Online Submission and Communication Portal to and provide
industry users with an account-specific view of their submissions to the CFTC to
improve transparency of CFTC processes and procedures, providing automated
notifications to external accounts regarding required actions.
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o

Receive electronic forms from traders, reporting firms, and exchanges to improve
data quality and decrease industry costs for providing the information and CFTC
costs for ingesting the information.

Scale communication, processing, and storage infrastructure to meet demand.

Continue business continuity and security control automation (continuous
monitoring) implementation to reduce operational risk.

Management of the IT Portfolio in FY 2013

The Commission’s request for FY 2013 is $70.0 Million for services and $26.2 Million for

FTE.
Surveillance:

o Enhance surveillance systems to collect and incorporate that data into analyses
covering both swaps and futures markets.

o Develop new models to generate alerts, thereby facilitating market and financial
surveillance.

o Modify large trader reporting and financial risk surveillance systems to support new
swaps data analysis, internal reporting requirements, and transparency reporting on
CFTC.gov.

o Begin using market order data to monitor disruptive trading activities and conduct
additional automated market surveillance activities such as identifying withheld
orders.

o Augment or modify financial and risk surveillance systems to monitor Commodity
Pool Operators and Commodity Trading Advisors.

Enforcement:

o Provide support for enforcement tips, referrals and early case assessment to exercise
new authority.

o Expand case management component to support enterprise-wide case management
and integrate surveillance referrals into the ingestion process for enforcement cases.

o Update Forensics, eDiscovery, deposition management, trial support, and analytics to

support both a higher volume of investigations and more effective measurement of
program results

Infrastructure and Management:

o

Implement Enterprise Search (including integrated search of unstructured
investigative-related and structured surveillance data) and automate electronic
records management processes to improve productivity.

Support Integrated Strategic, Budget, Operating Plan Processes and BPAC
Modernization initiatives to improve resource prioritization and utilization.

Scale communication, processing, and storage infrastructure to meet demand.

Continue business continuity and security control automation (continuous
monitoring) implementation to reduce operational risk.
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Total IT Budget ($000s)
FY 2011 FY 2012 FY 2013
Actual Estimate Estimate

Surveillance 17.64 26.61 43.32
DME 6.12 12.71 22.04
Services 4.98 11.31 20.17

FTE 1.13 1.40 2.77

O&M 11.52 13.90 20.38
Services 6.33 7.52 9.09

FTE 5.19 6.38 11.29
Enforcement 7.73 4.91 9.79
DME 1.35 1.10 2.66
Services 1.20 0.90 2.45

FTE 0.15 0.20 0.21

O&M 6.38 3.81 7.13
Services 5.78 3.01 6.28

FTE 0.60 0.80 0.85
Infrastructure and Management 27.87 30.62 43.09
DME 5.03 5.99 6.23
Services 4.33 4.99 5.16

FTE 0.70 1.00 1.07

O&M 22.84 24.63 36.86
Services 16.51 17.27 26.85

FTE 6.34 7.36 10.01

Total IT Budget 53.25 62.14 96.20
Non-personnel IT 39.13 45.00 70.00
FTE 14.11 17.14 26.20

DME - Costs related to the development, modernization, and enhancement of technology.
O&M - Costs related to the operations and maintenance of technology.

FTE — Costs of government personnel.

IT — Hardware, software, and contracted data and technology services and labor.
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Exhibit 2. Whistleblower Program and CFTC Customer
Protection Fund

Introduction

To enhance regulatory enforcement, the Dodd-Frank Act established the “Commodity Futures
Trading Commission Customer Protection Fund” (the Fund), which mandates that the Commission
set aside funds from monetary sanctions to award whistleblowers who voluntarily provide
information related to violations of the CEA, as well as provide education initiatives to help customers
protect themselves against fraud or other violations of the CEA or Commission regulations. Corrupt
practices and fraud in the securities and commodity businesses now face increased scrutiny with this
Act. Whistleblowers are encouraged to report and assist in preventing any illegal practices affecting
the CEA.

Section 748 of the Dodd-Frank Act regarding “Commodity Whistleblower Incentives and Protection,”
obligates the CFTC to pay an award to eligible whistleblowers who voluntarily provide the
Commission with original information about violations of the CEA that lead to the successful
enforcement of a covered judicial or administrative action, or any other related action, as defined by
the CEA. The term “covered judicial or administrative action” means any judicial or administrative
action brought by the Commission that results in total monetary sanctions exceeding $1,000,000.
The term “monetary sanctions” refer to monies that are ordered to be paid, including (1) penalties,
disgorgement, restitution and interest; and (2) any monies deposited into a disgorgement fund or
other fund pursuant to section 308(b) of the Sarbanes Oxley Act of 2002. An award to a whistleblower
cannot be less than 10 percent or more than 30 percent of what has been collected of the monetary
sanctions imposed in the Commission action or related actions.

To implement the Dodd-Frank Act, the CFTC issued final regulations that were published in the
Federal Register on August 25, 2011. Whistleblowers are eligible for an award based on any judgment
after the date of the Dodd-Frank Act, even if such violations occurred prior to the passage of the
Dodd-Frank Act. The CFTC has the authority to pay whistleblowers as the final regulations were
effective on October 24, 2011.

Operation of Fund in FY 2012

e CFTC deposited $23.755 million into the Fund in FY 2011.
e In Fiscal Year 2012 the CFTC estimates that it will use $15.6 million of these funds:

o Approximately $1 million of the Fund will be used for customer education initiatives
and funding an estimated three staff of the Consumer Outreach Office.

o Approximately $14.6 million of the Fund will be used for the Commission’s
Whistleblower Program; payments of whistleblower awards could equal $13 million
and administrative costs could be approximately $1.6 million, including funding of
three staff of the Whistleblower Office.

Management of the Whistleblower Program

In FY 2012, the Commission will establish the Whistleblower Office to will perform ministerial
functions and determination of preliminary award eligibility, which will involve both factual and legal
determinations. More specifically, the Office will be responsible for:

e Performing intake, tracking and recordkeeping of whistleblower tips;

e Reviewing whistleblower tips;

Exhibit 2 —\X/histleblower Program and CFTC Customer Protection Fund 57



FY 2013 President’s Budget & Performance Plan

Communicating with whistleblowers and their representatives;

Communicating with DOE staff regarding the status of whistleblower related matters,
including the level of the whistleblower’s assistance;

Communicating with other authorities (i.e., the Department of Justice, an appropriate
department/agency of the Federal Government, registered entities, registered futures
associations or self-regulatory organizations, or State criminal or appropriate civil agencies)
regarding the status of related actions that are based upon the information submitted by a
whistleblower to the Commission;

Communicating with the Whistleblower Award Determination Panel (to be established in FY
2012), including providing the panel with the record for its determination; and

Reporting to the Commission and to Congress on the whistleblower program.

The Commission anticipates establishing the Whistleblower Award Determination Panel in FY 2012.

Operation of Fund in FY 2013

The Commission does not anticipate an increase in the Consumer Outreach staff during FY
2013.

The Commission’s final rulemaking estimates that once the program is established and
publicized, the CFTC will receive approximately 100 whistleblower tips per year. The
Commission also estimates that, of the 100 tips, approximately nine will result in a
whistleblower claim application. The Commission will evaluate the level of effort necessary to
support the whistleblower program in FY 2012, based on actual number of tips received and
investigation time. At this time, the Commission does not anticipate an increase in staff
during FY 2013.

The Commission anticipates a number of claims will be paid to eligible whistleblowers in FY
2012, providing a basis for estimating future spending. At this time, the Commission
estimates $12.1 million in awards payment in FY 2013.

Table 13: CFTC Customer Protection Fund

FY 2011 FY 2012 FY 2013
Actual Estimate Estimate
(3000) ($000) ($000)

Budget Authority — Prior Year $18,000 $23,755 $23,155
Budget Authority — New Year 5,755 15,000 12,018
Total Budget Authority $23.755 $38.755 $36.,073
Planned Expenditures 0 15,600 15,050
Whistleblower Program Direction 0 1,000 1,050
Whistleblower Enforcement Activities 0 500 750
Whistleblower Awards o} 13,000 12,100
Customer Education Program (o} 1,000 1,050
Administrative Overhead 0 100 100
Unobligated Balance 23,755 23,155 21,023

58

Exhibit 2 —\Whistleblower Program and CFTC Customer Protection Fund



FY 2013 President’s Budget & Performance Plan

Division Summary

Administrative Management & Support

The Commission’s ability to achieve its mission of protecting the public, derivative market
participants, U.S. economy and the U.S. position in global markets is driven by well-informed and
reasoned executive direction, strong and focused management, and an efficiently-resourced,
dedicated, and productive workforce. To ensure the Commission’s continued success, the
Commission’s Executive Director directs the effective and efficient allocation of CFTC resources,
develops, implements and provides oversight to the management and administrative policy and
programs, and ensures program performance is measured and tracked Commission-wide.
Administration Management and Support is administered by the Office of the Executive Director,
which includes the following offices: Business Management and Planning, Counsel to the Executive
Director, Financial Management, Human Resources, Logistics and Operations, Privacy, Records,
Proceedings (reparations), Secretariat and the Library.

Budget Overview by Mission Activity

FY 2011 Actual FY 2012 Base FY 2013 Request
Positions  FTE  $ (000) FTE _ $ (000) FTE $ (000)
Administrative Management and Support 74 74 $16,718 8o 818,150 86 $19,620
FY 2012 FY 2013
Base Request Change
FTE $ (000) FTE $ (000) FTE $ (000)
Administrative Management and
Support 80 $18,150 86 $19,620 6 $1,470
Management and Administrative Support + 6 1,470

Administrative Management and Support

The Commission’s expanded statutory mandate and accompanying increase in program resources
requires a related expansion in critical planning and resource management functions.

To support its expanded workforce, the Commission requests six additional FTE, with skills sets
encompassing:

e Budget and resource management, to re-engineer its financial management processes to
enhance funds control, increase the planning and predictability of its spending, and facilitate
priority-driven resource allocation;

e Privacy and records, to ensure compliance with privacy and records-related legal
requirements, and advice on new systems, data collections and proposed rulemakings,
including matters pertaining to sensitive enforcement and internationally shared
information;

o Compensation, to ensure a correct and timely payroll, implement automated time and
attendance procedures, and to maintain pay parity with other financial regulatory agencies;
and

e Operations, to provide logistical and security support for employees in the Commission’s
regional offices in New York and Kansas City, which have been expanded to enhance our
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oversight of continuity of operations, personnel and physical security, facilities and space
management.

These additional resources will provide the Commission with an enhanced ability to streamline its
processes, prudently invest and implement automated solutions, and comply with Federal regulatory
and legal requirements to ensure the effective, efficient allocation and use of Commission resources.

Top FY 2011 Accomplishments
CFTC Reorganization approved and adopted.
CFTCnet (new Intranet) launched.
CFTC’s Management Framework Approach (Framework) developed, adoption initiated.
e Developed and implemented a set of governance processes to integrate strategic and
operational planning with budget and resource management to ensure successful outcomes in
support of mission delivery.

e Developed and began implementation of Planning Process guidelines.

e Utilized interdivisional leadership forums for strategic planning, priority setting and budget
formulation.

e Designed, developed and implemented Budget Process Activity Code repository.

Facilities: Construction and expansion in Washington DC and Kansas City to accommodate
Commission growth and modernization required to fulfill broadened mission scope

CFTC-wide learning strategy developed (See Strategic Plan Objective 5.3)

Top FY 2012 Planned Outcomes
Achieve significant efficiencies through restructuring the Office of Proceedings and the elimination of
two permanent Administrative Law Judge (ALJ) positions. The Commission will utilize borrowed,
detailed or retired ALJs as needed to manage the proceedings formerly handled by the permanent
ALJs, and will incorporate several other functions into existing and developing programes, e.g.,:

e  Consumer Outreach;

e Secretariat;

e Division of Enforcement; and

e Reorganized Office of Proceedings.

Reorganization: Complete implementation of new organizational structure.
e Identify and hire key leadership positions.

e Assign/re-assign staff to new divisions and offices as required.
e Draft new career ladder and associated position descriptions as needed.

Management Framework:
e Track High level priorities and projects as defined through planning process.

e Reengineer Budget Project Activity Codes.
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Learning & Development:

e Augment and expand in-house legal and technical training to a comprehensive CFTC
regulatory training program.

e  Develop leadership and management training curriculum.

Automate key business processes to improve efficiency and productivity.
e Pilot and implement web based time and attendance Implement automated hiring system.

e Explore risks/benefits of payroll conversion to different provider.

Electronic Records Document Management and CFTCnet Phase II.
e Pilot standardized record keeping governance processes.

e Increase utilization of agency intranet as collaborative workspace sharing and communication
portal.

Top FY 2013 President’s Budget & Performance Planned Outcomes

Management Framework and Governance — CFTC-wide annual operating plans developed and in
place.

Implement new Budget Project Activity Codes.
Track all costs, including staff hours, against major projects & activities.

Optimize automated hiring system demonstrating a reduction in FTEs dedicated to recruiting and
staffing.

Reduce time to hire by 10 percent over FY 2012.
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Chief Economist

The OCE provides economic support and advice to the Commission, conducts research on policy
issues facing the Commission, and educates and trains Commission staff. The OCE plays an integral
role in the preparation of new financial market regulations by providing economic expertise and
analysis of cost-benefit considerations underlying those regulations. As new financial market
regulations are implemented, the OCE will assess the impact of these regulations on derivatives
markets.

Budget Overview by Mission Activity

FY 2011 Actual FY 2012 Base FY 2013 Request
Positions FTE $ (000) FTE $ (000) FTE $ (000)
Chief Economist 15 13 $2,937 17 $3,630 29 $7,530
FY 2012 FY 2013
Base Request Change
FTE 000 FTE 000 FTE 000
Chief Economist 17 $3,630 29 $7,530 12 $3,900
Review of Products and Rules of Operation + 1 $245
Data Acquisition, Analytics, and

Surveillance * 4 $980
Enforcement + 2 $490
Economic and Legal Analysis + 5 $2,185

Review of Products and Rules of Operation

Products and rules introduced by designated contract markets, swap execution facilities and swap
data repositories. The OCE will support the Commission’s functions with respect to the review and
approval of products to be made available for trading. The OCE will also participate in the evaluation
of the real time reporting process, including the determination of block trade threshold levels. The
OCE will conduct economic analysis pertaining to exchange traded contracts and block trade levels so
that such contracts maintain the market’s price discovery function and offer market participants who
use these contracts sufficient ability to hedge their risk.

Data Acquisition, Analytics, and Surveillance

Swap data acquisition and analytics for oversight and surveillance. The OCE will help evaluate the
reporting requirements applied to swap market participants. The OCE will also conduct economic and
statistical analysis of swaps data that would be reported to swap data repositories. The OCE will
provide support in the development of automated surveillance capabilities by building new models to
generate alerts, thereby facilitating market and financial surveillance. Moreover, the OCE will provide
input into the modification of the Commission’s large trader reporting and financial and risk
surveillance systems to support new swaps data analysis, internal reporting requirements, and
transparency reporting on the CFTC.gov website.

Position Limits. The OCE will help to quantitatively evaluate the impact of position limits utilizing
data from both commodity futures and swap markets as it becomes available. Using this data and
analysis, the OCE will propose modifications to the existing surveillance reports and new or modified
surveillance processes that will need to be developed.
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Capital, Margin and Segregation requirements for intermediaries. The OCE will aid in responding
to the anticipated requests of numerous major swap participants and swap dealers to compute both
initial margin and market risk and credit risk capital charges using proprietary mathematical models.
After the initial review and assessment of such models, the OCE will assist in performing periodic
reviews of such models to assess their performance.

Enforcement

The OCE will provide significant analytical support to the Commission’s enforcement program to
police the markets for fraud, manipulation and other abuses. Specifically, the OCE will provide
economic expertise for the analysis and evaluation of data pertaining to anti-manipulation and
disruptive trading practice violations in both futures and swap markets.

Economic Analysis

Commission-wide economic analysis. The OCE maintains an economic research program focused on
the quantitative analysis of the ever-evolving changes in trading technology, trading instruments, and
types of market participants. Specifically, the OCE focuses its quantitative research program to
analyze the following four broad areas:

e Analysis of the composition of speculative market participants in futures and options
markets;

e Analysis of the linkages between futures, option, swap, securities, and cash markets;

e Analysis of the effects of swap markets and swap market participants on market structure;
and

e Analysis of high frequency and algorithmic trading.

The analysis of the composition of speculative market participants provides input into the
Commission’s policy decisions on the potential impact of these traders in markets. Such analyses
include identifying certain categories of traders and whether their individual or collective positions or
trading activity impact price, volatility, or liquidity in markets.

The analysis of the linkages between various markets helps to assess the transmission mechanisms
between derivatives markets and securities and cash markets in order to monitor systemic risk issues.
Such analysis includes identifying correlations among various markets and asset classes and
determining whether an event in one market may trigger similar events in other markets.

The analysis of the effects of swap execution facilities and swap market participants on the market
structure of derivatives markets provides input into the Commission’s assessment of new market
participants and trading venues. Further, economic analysis will serve as the basis for many studies
mandated after the DFA regulations are in effect.

The analysis of high frequency and algorithmic trading provides tools to help the Commission’s

surveillance and enforcement divisions to detect disruptive trading patterns and participants who
attempt to manipulate markets.

Top FY 2011 Accomplishments

Participated in the preparation of proposed and all finalized Dodd-Frank rulemakings, especially with
respect to the consideration of costs and benefits.

Provided quantitative analyses for at least 11 enforcement investigations.
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Organized and held the 1st annual CFTC Conference in Commodities Markets.

Composed at least 7 working papers on Commission oriented topics made available to the public with
25 presentations and 3 publications.

Participated in the preparation of the FSOC annual report.

Top FY 2012 Planned Outcomes

Participation in all proposed and finalized Dodd-Frank rulemakings, especially with respect to the
consideration of costs and benefits of the estimated 42 rules.

Provide quantitative analyses for 13 enforcement investigations.

Host the 2nd annual CFTC Conference in Commodities Markets and compose 10 working papers on
Commission oriented topics to make available to the public with 28 presentations and 6 publications.

Preparation of market simulation and reconstruction model and automated simulated alerts.

Publication of transparency measures based on transaction level data.

Top FY 2013 President’s Budget & Performance Planned Outcomes

Participation in the implementation of Dodd-Frank rules, including entity and product review, review
of trading and clearing facilities, valuation of complex swaps, and positions limits.

Provide quantitative analyses for 15 enforcement investigations.
Participation in data collection and analysis of swaps, futures, and options data.
Provide quantitative analysis of trading strategies of market participants in derivatives markets.

Host the 3rd annual CFTC Conference in Commodities Markets and compose 13 working papers on
Commission oriented topics to make available to the public with 31 presentations and 9 publications.
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Clearing & Risk

The DCR program oversees the clearing of futures, options on futures, and swaps by derivatives
clearing organizations (DCOs) and other market participants that may pose risk to the clearing
process including futures commission merchants, swap dealers, major swap participants and large
traders. The DCR staff prepare proposed regulations, orders, guidelines, and other regulatory work
products on issues pertaining to DCOs; review DCO applications and rule submissions and make
recommendations to the Commission; make determinations and recommendations to the
Commission to which types of swaps should be cleared; make determinations and recommendations
to the Commission as to the initial eligibility or continuing qualification of a DCO to clear swaps;
assess compliance by DCOs with the CEA and Commission regulations, including examining
systemically important DCOs at least once a year; and conduct risk assessment and financial
surveillance to identify, quantify, and monitor the risks posed by DCOs, clearing members, and
market participants and its financial impact.

Budget Overview by Mission Activity

FY 2011 Actual FY 2012 Base FY 2013 Request
Positions FTE $ (000) FTE $ (000) FTE $ (000)
Clearing and Risk 54 50 $11,296 56 $12,705 103 $24,220
FY 2012 FY 2013
Base Request Change
FTE $ (000) FTE $ (000) FTE $ (000)
Clearing and Risk 56 $12,705 103 $24,220 47 $11,515
Review of Products and Rules of Operation + 12 $2,940
Data Acquisition, Analytics, and
Surveillance * 10 $2,450
Examinations + 24 $5,880
Economic and Legal Analysis + 1 $245

Review of Products and Rules of Operation

Mandatory clearing determination. DFA imposes a new requirement on the CFTC to review,
evaluate, and make a determination concerning a swap as to whether the swap should be cleared —
i.e., a mandatory clearing determination — as well as evaluate the continuing qualification of the DCO
to clear such a swap. As noted above, data from the Bank for International Settlements indicates that
the total notional amount of over-the-counter derivatives outstanding as of the end of December 2010
is $415 trillion for interest rates; $29 trillion for credit default swaps and $2 trillion for commodities.
The Commission will deploy seven current FTE to this high-priority activity that will require the
review of data relating to pricing, outstanding notional exposures, and trading liquidity. In addition,
DCR requests an additional eight FTE to support this effort.

Registration of derivatives clearing organizations, rules review, applications for portfolio
margining. CFTC will be required to review, evaluate and make recommendations to the Commission
in response to applications for registration as DCOs and in response to rule submissions submitted by
them. As noted earlier, the Commission is anticipating an increase in the number of DCOs, from 17 to
18 for the beginning of FY 2013. Further, the Dodd-Frank Act amended the CEA to permit, pursuant
to an exemption, rule or regulation, futures and options on futures to be held in a portfolio margining
account that is carried as securities account and approved by the Securities and Exchange
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Commission, and added a reciprocal provision to the Securities Exchange Act of 1934. The
Commission also will be required to process portfolio margining applications in accordance with rules
that will implement these statutory provisions. On average, these applications take about six months
to one year to process.

Data Acquisition, Analytics, and Surveillance

Risk Surveillance of futures, options and cleared swaps. The CFTC will have to conduct risk
surveillance of futures and options and cleared swaps. It is estimated that the notional value of
cleared swaps that will require surveillance is about seven times that of futures and options. This
responsibility will be discharged through the use of automated surveillance systems and applications
and other risk assessment tools to assess, evaluate and report financial and market risk and risk
management procedures at DCOs, clearing futures commission merchants, non-futures commission
merchant clearing participants, and other market participants that may pose a risk to the clearing
process, including swap dealers, major swap participants, and large traders. Current financial and risk
surveillance systems will be modified to monitor volatility, variation margin, and increased financial
reporting. The Commission anticipates that it will require six teams to discharge this responsibility in
a comprehensive manner. Risk surveillance will approximately be divided by asset class, e.g., interest
rates (eight FTE), equity index products (four FTE), foreign currencies (four FTE), broad-based index
CDs (eight FTE), agricultural products (two FTE), energy products (six FTE), and metals products
(two FTE). DCR currently has 23 FTE performing this function and seeks an additional 10 FTE in FY
2013.

The Commission’s current financial and risk surveillance applications were designed to address
futures and options on futures products. Unlike futures margin setting where each DCO uses the
same application to margin positions, each DCO margining swaps positions will be using a unique
margin methodology and a unique way to stress test positions. Futures and swaps risk management
software will be implemented to enable the CFTC to analyze margin requirements; determine price
impact on portfolios; conduct margin trend analyses and back testing; and stress test swaps positions
- including interest rate swaps, energy swaps and credit default swaps.

Examinations

Derivatives Clearing Organizations. The DFA requires annual examinations of systemically
important DCOs. DCOs that are determined to be systemically important under Title VIII of DFA
must comply with heightened risk management and prudential standards concerning payment,
clearing, and settlement supervision. The mandatory annual examinations of systemically important
DCOs must review the entities’ adherence to these heightened standards. Title VIII also requires
ongoing consultation between the CFTC, the SEC, and the Board of Governors of the Federal Reserve
System, including the scope and methodology of planning examinations of systemically important
entities. The Commission currently anticipates no more than four entities will be determined to be
systemically important.

The Commission currently has 14 staff on board to conduct examinations of DCOs. On average, an
examination requires a team of eight FTE dedicated for six months. Examinations of larger entities,
particularly those determined to be systemically important, will require 12 to 16 FTE and up to a year
to complete.

While the Commission ultimately will seek resources to perform annual reviews of all major DCOs,
the Commission is currently seeking an increase of 24 FTE to support annual examinations of the four
systemically important entities. Including the 14 staff on-board, the Commission will be able to
provide 10 FTE per review team, for a 12 month period. As the Commission gains experience with the
Dodd-Frank requirements, additional resources may be required or resources could be deployed to
support reviews of other clearing organizations.
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Economic and Legal Analysis

Commission-wide legal counsel. FY 2013 will be the first full year under DFA rules. The complexity
and scope of the Commission’s regulatory framework, pursuant to its new statutory mandate, will
meet with the day-to-day reality of a significantly expanded and global marketplace, including
fundamental changes to historically regulated entities as well as to participants in the previously
unregulated swap markets.

Interpretation and Guidance. Market participants will have requests for clarification and guidance
once the new regulations are adopted and during the implementation period. Based on experience
over the years with the implementation of other new registration schemes (e.g., for commodity pool
operators and commodity trading advisors, for introducing brokers, and for retail foreign exchange
dealers), there are bound to be questions arising that need a response — whether informally, by way of
email or telephonic inquiry, or formally, by way of a staff-issued interpretative, no-action or
exemptive letter or a Commission-issued order or regulation (or amendment thereto). Because of the
tremendous consequences of not providing adequate support for new regulated entities, the
Commission is requesting resources to ensure prompt, well-reasoned and accurate responses. Also,
because many of these issues will be questions of first impression, the time taken to provide responses
to the issues will be longer than it is today. The Commission also anticipates the need to be actively
involved in the preparation of interpretations relating to jurisdictional issues arising under the Dodd-
Frank Act amendments to the CEA. Timeliness is key to minimizing disruption to the orderly
workings of the marketplace.

Top FY 2011 Accomplishments

Led eight Commission rulemaking teams to develop regulations mandated by the Dodd-Frank Act in
the following regulatory areas: Segregation and Bankruptcy; DCO Core Principles; Governance and
Possible Limits on Ownership and Control; Systemically Important DCO Rules Authorized under
Title VIII; Portfolio Margining Procedures; Conforming Rules; Client Clearing Documentation; and
Clearing Member Risk Management.

Reviewed the application for registration as a DCO of the CME Clearing Europe Limited and
recommended to the Commission that registration be granted. The Commission issued an Order
granting CME Clearing Europe Limited registration as a DCO effective September 2, 2011. Under the
terms of the Order, CME Clearing Europe Limited is authorized to clear swaps on energy, agricultural,
freight and metals products as specified by the Order, in addition to authorization to clear forward
contracts on such products.

Reviewed the application for registration as a DCO of the New York Portfolio Clearing LLC Limited
and recommended to the Commission that registration be granted. The Commission issued an Order
granting New York Portfolio Clearing LLC registration as a DCO effective January 31, 2011. Under
the terms of the Order, New York Portfolio Clearing LLC is authorized to clear U.S. dollar-dominated
interest rate futures contracts traded on NYSE Liffe U.S.

Initiated examinations of seven DCOs - CME Clearing House, ICE Clear Europe Limited, ICE Clear
US, LCH.Clearnet Ltd, Kansas City Board of Trade Clearing Corporation, North American Derivatives
Exchange Inc, and International Derivatives Clearinghouse LLC — to evaluate their compliance with
the Commodity Exchange Act and Commission regulations, including applicable Core Principles.

Prepared notice of proposed rulemaking for amendments to Commission regulations for Investment
of Customer Funds (published November 3, 2010).

Contributed to the development of the interagency report on “Risk Management Supervision of
Designated Clearing Entities,” a report mandated under Title VIII of the Dodd-Frank Act.

Developed an “option tree” that performs analysis on complex option positions and produces a
simplified output that allows risk analysts to identify each type of risk.
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Top FY 2012 Planned Outcomes

Complete and issue final regulations mandated by Dodd-Frank Act in the following regulatory areas:
Segregation and Bankruptcy; DCO Core Principles; Governance and Possible Limits on Ownership
and Control; Systemically Important DCO Rules Authorized under Title VIII; Portfolio Margining
Procedures; Conforming Rules; Client Clearing Documentation; and Clearing Member Risk
Management.

Complete and issue final regulations for Investment of Customer Funds and Acknowledgment Letters.

Complete and issue report of findings on examinations of DCOs commenced in FY 2011, and initiate
examinations of five DCOs to evaluate their compliance with the Commodity Exchange Act and
Commission regulations, including applicable Core Principles.

Complete the review of applications for registration as a DCO from the Eurex Clearing AG to clear
swaps and from the LCH.Clearnet SA to clear credit default swaps and make recommendations to the
Commission as to whether registration should be granted.

Review, evaluate and make determinations concerning the mandatory clearing of swaps from product
categories such as interest rate and currency products, credit and equity products, and commodity
products.

Review, evaluate and make public interest determination regarding exemption pursuant to CEA
84(c)(6) for Regional Transmission Organizations operating pursuant to Federal Energy Regulatory
Commission and Public Utility Commission of Texas Tariffs.

Review DCOs that clear swaps to evaluate and to make determinations concerning the acceptance of a
swap for clearing on the DCO as to its eligibility or continuing qualification of the DCO to clear such a
swap.

Review, evaluate and make determinations concerning portfolio margining applications, including the
review and assessments of margin models, methodologies, and systems used by DCOs for purposes of
calculating margin requirements and monitoring and managing risk.

Review, evaluate and make determinations concerning requests to commingle futures and swaps
positions pursuant to DCO rules or Commission 4d order and concerning quarterly financial resource
reports filed by each DCO.

Review, as part of the Designations Committee of the Financial Stability Oversight Council, six DCOs
to determine whether they are systemically important.

Develop and implement risk assessment and evaluation application tools necessary to evaluate on an
ongoing basis the risk of new cleared swap contracts, including the capacity to identify required data
to be transmitted by the appropriate market participants, to identify the enhancements that will
required of existing risk surveillance applications, and to identify third party software that may be
appropriate for these tasks.

Top FY 2013 President’s Budget & Performance Planned Outcomes

Develop and issue rulemakings, orders, interpretations, and other regulatory work product related to
the DCOs, clearing, and product review.

Review, evaluate and make determinations concerning the mandatory clearing of swaps from product
categories such as interest rate and currency products, credit and equity products, and commodity
products.
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Review, evaluate and make determinations concerning portfolio margining applications, including the
review and assessments of margin models, methodologies, and systems used by DCOs for purposes of
calculating margin requirements and monitoring and managing risk.

Initiate examinations of four DCOs that are determined to be systemically important, i.e., designated
clearing entities, to evaluate their compliance with heightened risk management, prudential
standards concerning payment, clearing and settlement supervision, and advance notice of changes to
their rules, procedures, or operations.

Review, evaluate and make determinations concerning requests to commingle futures and swaps
positions pursuant to DCO rules or Commission 4d order; concerning quarterly financial resource
reports filed by each DCO; and concerning the annual compliance report filed by each DCO.

Develop procedures for conducting firm level stress test across all registered DCOs.
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Data and Technology

The ODT is led by the Chief Information Officer and delivers services to CFTC through three
components: Systems and Services, Data Management, and Infrastructure and Operations. Systems
and Services focuses on several areas: market and financial oversight and surveillance; enforcement
and legal support; document, records, and knowledge management; CFTC-wide enterprise services;
and management and administration. Managing data as an enterprise asset and applying a data-
centric approach to service delivery, Data Management focuses on data analysis activities that support
data acquisition, utilization, management, reuse, transparency reporting, and data operations
support. Infrastructure and Operations organizes delivery of services around network infrastructure
and operations, telecommunications, and desktop and customer services. These three service delivery
components are unified by an enterprise-wide approach that is driven by the Commission’s strategic
goals and objectives and incorporates information security, enterprise architecture, and project
management.

Budget Overview by Mission Activity

FY 2011 Actual FY 2012 Base FY 2013 Request
Positions FTE  $ (000) FTE  $(000) FTE $ (000)
Data and Technology 80 8o $60,073 85 $62,139 122 $96,204
FY 2012 FY 2013
Base Request Change
FTE $ (000) FTE $ (000) FTE $ (000)
Data and Technology 85 $62,139 122  $96,204 37 $34,065
Registration and Registration Compliance + 5 2,235
Data Acquisition, Analytics, and 4 1 10

Surveillance 9 1945
Examinations + 2 1,820
Enforcement + 0 1,830
Data Infrastructure + 11 17,235

Over the last decade, the futures and other derivatives markets have grown exponentially in terms of
their innovation of products, trading practices, trading speed and complexity. These advances have
been the result of massive changes and investments in technology and data use. In order to supervise
the futures and derivatives markets effectively, the CFTC has to approach its use of data and
technology strategically and holistically. The creation and integration of the enterprise-focused data
function and the elevation of the Office of Data and Technology as a direct report to the Chairman are
designed to give the Commission the ability to effectively leverage Data and Technology to facilitate a
comprehensive approach to developing advanced technology investments, automate regulatory
functions and improve the Commission’s data analysis.

Registration and Registration Compliance

Streamlining the entity submission process. The Commission will be applying technology to improve
the efficiency of the process by which registered entities submit applications for registration and other
filings. The current submission process is highly manual. Applications, filings, and requests are
received via email and broadly distributed throughout the CFTC. Metadata from the submission is
extracted from the submitted materials and manually entered into existing systems. This data is not
shared with other Commission systems, leading to duplicative data entry efforts and the possibility of
missing or erroneous data. In FY 2013, the CFTC will be continuing the phased deployment of a web-
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based registration system, called OPERA (organizations, products, events, rules and actions). The
OPERA system will allow for the direct registration of entities, registration of FBOTSs, rule and
product filings, and requests for Commission actions or interpretations. With OPERA, market
participants will be able to apply directly using CFTC.gov and the information collected will flow
directly into internal CFTC systems.

Direct submission by registered entities. The Online Portal (Portal) located on the CFTC.gov website
will be a secure online gateway that will provide a more efficient method of submitting entity
registration applications and other submissions to the Commission. The Portal will become a central
location for all external business interactions with the Commission. The Portal will improve data
quality, minimize the need for CFTC to update participant data, and provide those interacting with
the Commission with a view of their submissions to the CFTC. The Portal will improve transparency
of CFTC processes and procedures, providing automated notifications to those interacting with the
Commission regarding required actions.

Data Acquisition, Analytics, and Surveillance

Swap data acquisition and analytics for oversight and surveillance. In support of this activity ODT
staff will review and update data reporting standards; govern information policies and standards;
manage data taxonomies, dictionaries and inventories; manage information quality and
confidentiality; direct external information requests and data rulemaking; steward master data and
reference data; manage Commission dashboards and views of swap repository data; and provide data
mining and analysis support. And they will deploy and maintain data systems and data analytics
tools; implement and maintain direct access, data transfer, and data loading between the Commission
and data repositories; and deploy information quality and confidentiality controls.

It is anticipated that the Commission will leverage existing repositories wherever possible. The
standardized data sets that will be submitted to CFTC are expected to represent only the subset of
data required for internal analysis and aggregation purposes. In FY 2012, the Commission will be
implementing direct access to external swap data repositories for the purposes of market oversight
activities, but to also further define data submission requirements for standardized data feeds. The
Commission anticipates defining the data standards across multiple data categories including:
position data, transaction data, and reference data. Once defined, the Commission will work with
industry participants on the application and testing of those standards to their data submission
processes. Similarly, the Commission will be developing software to load swaps data into a
Commission data warehouse for use by CFTC staff for market surveillance, risk monitoring,
enforcement, and economic analysis. The Commission anticipates that it will conduct data analysis,
working with industry to define data standards, and develop data loading software to support
Commission systems for swaps data.

Additional capabilities will also be required to support swaps position and transaction surveillance,
enhancing surveillance systems to collect and incorporate that data into analyses covering both swaps
and futures markets. The Commission anticipates developing automated surveillance capabilities by
building new models to generate alerts, thereby facilitating market and financial surveillance. The
Commission also anticipates needing to modify its large trader reporting and financial and risk
surveillance systems to support new swaps data analysis, internal reporting requirements, and
transparency reporting on the CFTC.gov website.

Aggregate Position Limits. The Commission will begin collecting commodity swap positions in future
equivalent standards in FY 2012. Once data is collected, modifications will need to be made to the
existing surveillance reports and new or modified surveillance processes will need to be developed. In
addition, alerts will be written to notify staff when position limits have been violated and incorporated
into the business process for surveillance. The CFTC will seek to acquire or develop a system that will
support the analysis and monitoring of position limits and hedge exemptions, aggregating futures
positions with enumerated commodity swap positions, and develop surveillance processes that
combine swaps, futures and options for intra-day and end-of-day position limits surveillance.
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Examinations

National Futures Association. The staff assessing these sophisticated institutions will be supported by
the integration of NFA systems and data with CFTC systems and data. Information will be presented
for analysis in consolidated views so they can focus on analysis and review and spend less time
correlating data from multiple sources.

Pre-Examination Management Tools. An overarching goal of the CFTC is to leverage and connect
common business processes and technologies across the organization. The integration of
examination tools and data with registration, surveillance, and case management tools and data in FY
2013 will allow the Commission to more effectively and efficiently conduct examinations and initiate
and manage follow-on activities. The Commission will be looking at tools that will support the pre-
examination management process of managing the selection and scheduling of examination activities,
as well as the management of examination activities in the field and post examination report
development.

Data Infrastructure

The Commission will continue to sustain CFTC-wide enterprise technology solutions that enable the
sharing and reuse of software across the Commission. The Commission continues to sustain
technology to provide support for automated market and trade practice surveillance, enforcement and
other legal counsel matters (eLaw), financial and risk surveillance, the CFTC.gov website, and
document management. IT development, integration, and enhancements support critical business
requirements through delivery of technological capability represented by quick, secure information
access, analytical capabilities, and successful business process automation. To effectively accomplish
its mission, the CFTC must adapt to frequent and innovative changes in the derivatives markets,
increasing use of technology and growing market complexity. The Commission must invest heavily
and judiciously in IT to timely track market activity, understand the markets and provide effective
oversight. Prior year investments in infrastructure and system capabilities must be leveraged and
built upon to provide services that multiply the effectiveness of staff, accomplishing integration
between futures and swaps data and increased integration of CFTC systems and processes for
monitoring registered entities, market and financial risk, market integrity, and trade practice as well
as systems and processes for enforcement and economic analysis. The CFTC must sustain existing
program initiatives, providing mission operations and maintenance. Several systems and services will
require, in addition to ongoing routine maintenance and support, minor enhancements to support the
implementation of the Dodd-Frank Act.

The Commission is expected to receive a continually increasing volume of transaction, position,
reference, financial risk, and enforcement-related data. Each of these streams is increasing in variety
and complexity and is sourced from an increasing number of participants. Transaction data will
include pre-trade information and is complicated by the addition of swaps and high frequency
trading. Position data must be aggregated from multiple sources for participants with complex
organizational structures and must be correlated with transaction data. Definition and cataloguing of
reference data related to exchange-traded futures was relatively straight-forward. Product reference
data for standardized swaps transactions is significantly more complex and varies considerably by
asset class. Financial risk data varies significantly by asset class and must be evaluated at multiple
levels (trader, owner and counterparty; clearing member, clearing organization). Enforcement-
related data has connections to the other data streams that can be mined and patterned. It is
imperative that the CFTC have the appropriate capabilities to manage these data streams effectively,
assist in applying the data streams in new and innovative ways to increase the efficiency and
effectiveness of Commission oversight, and identify gaps that might reduce the effectiveness of the
Commission.

CFTC network services are responsible for the underlying infrastructure of every single IT program at
the Commission. The network enables messaging and communications, network security, database
administration, IT business continuity, and data storage management. Storage and servers are at the
core of our business. The CFTC network consist of over 300 servers between the primary network site
in Washington, D.C., three secondary sites in Chicago, Kansas City, and New York, and a continuity
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facility at a remote site. The network handles internal email messages and the data transfer necessary
to support Commission-wide technology solutions. Mission critical data on the network is replicated
from the network hub site in Washington, D.C., to the co-location alternate computing facility.
Enforcement and other staff, on an as-needed basis are also provided alternative, “off-network” access
to the internet to support anonymity during investigations and access to external resources that pose
a potential information security risk to the CFTC production network. As the scope of CFTC oversight
increases and expands surveillance, analytics, enforcement, and transparency capabilities, the
Commission must continue to scale communication, processing, and storage infrastructure to meet
demand in both FY 2012 and FY 2013.

In addition to scaling up technology capacity, like industry participants and other regulators, the
Commission must also continue to increase, automate, and scale information security controls in the
face of evolving security threats. In FY 2012 the Commission will invest in automated physical
network access controls and additional traffic monitoring and scanning tools and in FY 2013 the
Commission will need to continue automating security controls and increasing the level of continuous
monitoring of threats. The Commission is charged with protecting sensitive information assets that
are critical to overseeing the markets, such as position data, and this data must be secured to ensure
market integrity. CFTC anticipates continuing its investment in IT security to keep pace with ever
evolving threats to data and systems.

The Commission currently stores more than 350 terabytes of data with data storage requirements
increasing 64 percent annually. Implementation of the Dodd-Frank Act is anticipated to increase this
rate of increase, particularly in the initial years of implementation. Increasingly aggressive automated
surveillance strategies and analysis of very large datasets, as well as market reconstruction and
simulation, valuation of complex swaps, and analysis of high speed and algorithmic trading require
that the Commission acquire high speed computing capabilities for rapid analysis of datasets
approaching one petabyte in FY 2013. Data communication capacity must also be increased to
support connectivity to swap data repositories, high-volume DCMs, and increased communication
with newly-regulated industry participants as well as other regulators.

In FY 2012, the Commission will complete the first phase of a three-phase effort to improve business
continuity. The Commission has established an Alternate Computing Facility (ACF) as part of the
first phase and will complete the first phase by implementing the replication of mission critical and
mission essential data to the ACF. The second phase will implement the capability to restore mission
critical and mission essential systems from the ACF in accordance with recovery time and recovery
point objectives. With Phase 3, which will begin in FY 2013, we will implement recovery capability for
all Commission systems.

Top FY 2011 Accomplishments

Partnering with DMO and DCIO, ODT continued refining and extending automated surveillance
systems to improve staff’s ability to conduct market, trade practice, and financial and risk oversight.
Market and trade practice surveillance systems were modified to profile market activity warranting
review and to alert staff to potential front running and position concentrations. Reports and user
views were also added and modified to improve usability to increase staff productivity. Financial
oversight systems were enhanced to increase usability and to process bank and mutual fund data,
variation margin data, and CDS data for currently-registered DCOs.

To support the Dodd-Frank rulemaking effort, a web-based online comment system was
implemented. This system facilitated industry and public participation in the rulemaking process. It
was integrated with CFTC eLaw technology, which has been providing legal support for enforcement
activities, to increase rulemaking staff productivity by providing them with powerful document
search, tagging, and analysis capabilities. Staff was also supported with customized SharePoint
portals to improve their ability to collaborate during the rule writing process. The CFTC Filings and
Actions System (FILAC) was modified to support the initial phase of Dodd-Frank rule
implementation.
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The Commission substantially completed the migration of Trade Capture Report (TCR) data to a
FIXML-based, open industry standard. CFTC had been receiving this data from futures exchanges in
disparate, legacy formats. The result is much-improved data quality which has produced a
commensurate improvement in the effectiveness of automated alert systems. Data transparency has
also been improved, increasing the effectiveness of data analysis for market and trade practice
surveillance and for economic research. The effort has also prepared staff for data standardization
activities in support of Dodd-Frank that will enable the effective correlation and aggregation of data
from multiple industry sources. The Commission began systematically receiving Time and Sales data
to improve surveillance and started a preliminary analysis of the potential receipt of order message
data to improve surveillance. Enhancements to data receipt and loading systems were implemented
that will also be applied to the receipt of swaps data.

In support of Commission transparency initiatives, the CFTC.gov public website was moved to a new
hosting facility. As a result, time-sensitive information is posted much more rapidly. The new site
will also better support future improvements to online services for industry and the public. Also, the
‘This Month in Futures Report’ was redesigned to improve usability, increase transparency, and
reduce report preparation time.

The Commission substantially completed the first phase of a three-phase effort to improve business
continuity. The Commission established an Alternate Computing Facility (ACF) and will complete
Phase 1 with the replication of mission critical and mission essential data to the ACF. The second
phase will implement the capability to restore mission critical and mission essential systems from the
ACF in accordance with recovery time and recovery point objectives. Phase 3, which will begin in FY
2013, will implement recovery capability for all Commission systems.

Top FY 2012 Planned Outcomes

The Commission will begin implementing software to load swaps data into a Commission data
warehouse for use by CFTC staff for market surveillance, risk monitoring, enforcement, and economic
analysis. The Commission will work with industry to define data standards and will develop data
loading software to support Commission systems for swaps data. Additionally, staff assessing swap
dealers and major swap participants will begin to be supported by the integration of NFA systems
and data stored at NFA with CFTC systems and data. Information will be presented to them in
consolidated views so they can focus on analysis and review and spend less time correlating data from
multiple sources.

The CFTC will begin the phased deployment of a web-based registration system, called OPERA
(Organizations, Products, Events, Rules and Actions). The OPERA system will allow for the direct
registration of entities, registration of foreign boards of trade, submission of rules and products, and
requests for Commission actions or interpretations. With OPERA, market participants will be able to
apply directly using CFTC.gov and the information collected will flow directly into internal CFTC
systems.

The CFTC will begin developing the capability to host on CFTC.gov and Online Submission and
Communication Portal that will be a secure online gateway providing a more efficient method of
submitting registration and other forms of data to the Commission. The CFTC Portal will become a
central location for business interactions with the Commission. The Portal will improve data quality,
minimize the need for CFTC to update submitted data, and provide users with an account-specific
view of their submissions to the CFTC. It will improve transparency of CFTC processes and
procedures, providing automated notifications to external accounts regarding required actions. The
CFTC will also begin receiving electronic forms from traders, reporting firms, and exchanges to
improve data and decrease the cost of ingesting the information. This will include the collection of
account and trader identification data and account ownership and control data.

Futures and OTC Risk Management. Using data standardized by asset class, futures and swaps risk
management software will begin to be implemented to enable the CFTC to analyze margin
requirements; determine price impact on portfolios; conduct margin trend analyses and back testing;
and stress test swaps positions - including interest rate swaps, energy swaps and credit default swaps.
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Current financial and risk surveillance systems will begin to be modified to monitor volatility,
variation margin, and increased financial reporting.

The Commission will begin implementing a system to support the analysis and monitoring of position
limits and hedge exemptions, aggregating futures positions with enumerated commodity swap
positions. CFTC will also begin developing surveillance processes that combine swaps, futures and
options for intra-day and end-of-day position limits surveillance.

eLaw technology will begin to be augmented to provide support for enforcement tips, referrals and
early case assessment.

Top FY 2013 President’s Budget & Performance Planned Outcomes

The Commission will enhance surveillance systems to collect and incorporate that data into analyses
covering both swaps and futures markets. CFTC will develop new models to generate alerts, thereby
facilitating market and financial surveillance. The Commission will also modify its large trader
reporting and financial risk surveillance systems to support new swaps data analysis, internal
reporting requirements, and transparency reporting on CFTC.gov.

The Commission will expand its current eLaw case management component or migrate to another
commercial off the shelf product to support enterprise-wide case management, integrating
surveillance referrals into the ingestion process for enforcement cases.

The Commission will begin using market order data to monitor disruptive trading activities and
conduct additional automated market surveillance activities such as identifying withheld orders. This
will also improve the quality and scope of and economic analysis for surveillance, compliance, and
enforcement activities by providing transparency into the entire lifecycle of trades.

The integration of examination tools and data with registration, surveillance, and case management
tools and data will allow the Commission to more effectively and efficiently conduct examinations and
initiate and manage follow-on activities. The pre-examination process of managing the selection and
scheduling of examination activities, the management of examination activities in the field, and post
examination reporting will also be addressed.

Financial and risk surveillance systems will be augmented or modified to monitor Commodity Pool
Operators and Commodity Trading Advisors.
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Enforcement

The DOE program investigates and prosecutes alleged violations of the CEA and Commission regula-
tions. Possible violations involve improper conduct related to commodity derivatives trading on U.S.
exchanges, or the improper marketing and sales of commodity derivatives products to the general
public.

Budget Overview by Mission Activity

FY 2011 Actual FY 2012 Base FY 2013 Request
Positions FTE $ (000) FTE $ (000) FTE $ (000)
Enforcement 161 164 $37,051 166 $38,198 214 $51,979
FY 2012 FY 2013
Base Request Change

FTE $ (000) FTE $ (000) FTE $ (000)
Enforcement 166 $38,198 214 $51,979 48 $13,781
Enforcement + 48 13,781

Enforcement

In FY 2011 the Commission filed 99 enforcement actions, the highest annual number of filings in
program history, and opened more than 450 new investigations, also a program high. During the
same period the Commission obtained orders imposing over $290 million in civil monetary penalties,
and directing the payment of more than $160 million in restitution and disgorgement, which more
than doubled the prior fiscal year’s imposition of such sanctions. At the same time, the FTE level
dedicated to the DOE program has only reached the operating levels that it had nearly a decade ago
with a much smaller docket (in size and complexity).

The Dodd-Frank Act significantly enhances and expands the Commission's powers and
responsibilities and will, certainly by FY 2013 if not much sooner, result in a substantial increase in
our workload. Moreover, the size of the docket stemming from pre-DFA enforcement authorities,
particularly with respect to the investigation and prosecution of frauds against retail customers,
manipulation, supervision failures, recordkeeping, reporting and trade practice violations, is
projected to continue its upward trend.

By FY 2013, the Commission’s enforcement workload will increase for a number of reasons including:

e Addition of fraud-based manipulation to the Commission‘s existing “price-based” anti-
manipulation authority;

e New prohibitions targeting disruptive trading practices and conduct on registered entities;
e Establishment of anti-fraud and anti-manipulation authority over swaps;
e New prohibitions against reporting false information;

e C(larified jurisdiction with respect retail foreign currency transactions and new authority over
retail commodity transactions such as precious metals;
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e Increase in the number and types of registrants, including exchanges, SEFs, swap data
repositories, clearing organizations, intermediaries and dealers;

e New regulations applying to swaps and other intermediaries including those involving
business conduct standards, fraud, record-keeping, reporting and trade practice; and

e Anincrease in international scope of activities.

The enforcement activity generated by this broadened regulatory authority will necessitate the
development of specific areas of expertise, and require an increased capacity for proactive
identification of violations. Our litigated cases, particularly any involving anti-manipulation and
disruptive trading practices, will tax our resources more than in prior years.

To begin preparing for the increased regulatory scope, the Commission made internal changes to the
management of its enforcement function to promote greater flexibility and efficiency in the
Commission’s DOE program in FY 2011. These changes include flattening of the organization;
changing from small teams with pre-set rosters to a system that forms teams depending upon the
needs of cases; and developing areas of specialization for staff in certain enforcement areas.

In FY 2013, the Commission seeks an additional 48 FTE to support fraud enforcement matters,
including retail investor fraud matters (13 FTE); manipulation and disruptive trading enforcement
matters (19 FTE); regulatory, supervision and trade practice matters (9 FTE); and enforcement
matters related to swaps (7 FTE). The largest increase for manipulation and disruptive trading
matters reflects the complexity and time intensity of those investigations. The smaller increase in
staffing for swaps enforcement reflects the newness of the regulatory frame