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Interest Rate Swaps – Product Approach Audit
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	Market Risk

	1.
	Market risk limits (e.g. Basis Point Value, Interest Rate Mismatch) for the Branch have been approved at the appropriate Head Office level. 
	
	
	

	2.
	The Branch ensures that the effects of each new swap on the approved market risk limits are established prior to entering the transaction.
	
	
	

	3.
	The Branch provides a control function, independent of the dealing room, to verify that swaps are transacted at market rates. 
	
	
	

	4.
	An independent control function assures that  over-limit deals have received appropriate pre-approval.  This control function also provides independent over-limit reporting to the appropriate local and Head Office managing entities.
	
	
	

	5.
	Any optionality embedded in a swap deal is clearly identified and captured within the dealing system.
	
	
	

	6.
	The risks associated with each swap option are independently accounted for and included in the Branch’s risk management measurements and reporting.
	
	
	

	Credit Risk

	7.
	Credit risk limits have been established for swap deals for each counterpart at the appropriate level. 
	
	
	

	8.
	The correct approved credit limits for interest rate swaps are readily available to the dealers permitted to transact the deals.
	
	
	

	9.
	The Branch ensures that the effects of each new swap on the approved credit risk limits are established prior to entering the transaction.
	
	
	

	10.
	An independent control function assures that  over-limit deals have received appropriate pre-approval.  This control function also provides independent over-limit reporting to the appropriate local and Head Office managing entities. 
	
	
	

	Operational Risks

	Accounting Risk

	11.
	Each swap deal is clearly identified as being included in the “Mark-to-Market Book” or the “Hedge Accounting Book”.
	
	
	

	12.
	Revaluation of the mark-to-market swap book is performed independently of the dealing room, and the results of the process are appropriately reflected in the general ledger.
	
	
	

	13.
	The asset or liability being hedged by each swap in the hedge accounting swap book is clearly identified.  If the swap is acting as a “macro-hedge”, the “scope” of the hedge is clearly identified.
	
	
	

	Processing / Fraud Risk

	14.
	Each deal entered into the system by the dealing room receives an independent second input by the back office based on a deal ticket that contains the corresponding dealer’s initial or signature.
	
	
	

	15.
	The back office validates every swap deal by comparing the Branch’s outgoing confirmation against an incoming confirmation from the counterpart.  Every detail of the confirmation is checked, and a back office signature or initial evidences the checking.
	
	
	

	16.
	All incoming confirmations are received in the back office without any intervention from the dealing room. 
	
	
	

	17.
	All deals receive the independent confirmation check in a timely manner, prior to the first cash settlement date.  An appropriate follow-up control is in place for unconfirmed deals.
	
	
	

	18.
	Deal data captured and validated in the dealing system is accurately transferred to the risk management and general ledger systems.
	
	
	

	19.
	Processing controls in the back office ensure that deal documentation is well organized and readily available for examination by appropriate parties.  Records retention is in agreement with relevant Branch policies. 
	
	
	

	20.
	Processing controls are in place that ensure all transaction “events” (e.g. interest rate resets, notional amortizations, option-exercise notifications, etc.) are handled in a correct and timely manner.
	
	
	

	Settlement Risk

	21.
	Any validated standing settlement instructions provided by counterparts / clients are entered into the processing system and verified by a second individual.  Both the input and verification are evidenced by the initials of the parties concerned.
	
	
	

	22.
	Override of standing settlement instructions requires the independent approval of the back office supervisor, at minimum (i.e., the supervisor may not serve as the approver of his/her own override of the SSI).
	
	
	

	23.
	Any netting arrangements with counterparts / clients are clearly specified in the swap deal documentation.
	
	
	

	24.
	Swap settlements take place in accounts that are reconciled by an area independent of the dealing room and the back office. 
	
	
	

	Legal / Regulatory Risk

	25.
	The Branch’s Customer Appropriateness Policy is observed at all times regarding swap counterparts / clients.
	
	
	

	26.
	The Branch has valid ISDA agreements in place with all swap counterparts / clients.  The agreements have been validated by the local and/or Head Office legal departments, as appropriate.
	
	
	

	27.
	An independent control function is in place to ensure that the specific entities that are swap counterparts are covered by a valid ISDA.  Exceptions are appropriately reported by the independent control function, and effective follow-up controls are in place. 
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