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July 3, 2007 
052/2007-DG 
 


BM&F CIRCULAR LETTER 
 
To: Clearing Members, Brokerage Houses and Locals 
 
Re.: Financial and Agricultural Futures Contracts – Position Limits. 
 
We hereby inform you that, as of July 10, 2007, BM&F will adopt new parameters for the 
calculation of the position limits which are applicable to the futures contracts held by 
customers or groups of customers acting in concert. 
 
In essence, the purpose of these new parameters is to better adjust the position limits 
utilized by BM&F to the market risk and liquidity level of the several traded contracts, as 
well as to the duration differences existing between the various months of the ID futures 
contract. 
 
It is important to note that, as per the criteria adopted by BM&F, all limits are defined as 
the maximum between (i) a certain percentage of the total number of contracts outstanding 
in the market and (ii) a fixed number of contracts. With this measure, it is ensured that 
whenever a significant growth is verified in a certain contract’s total open interest, the 
limits applicable to this contract will be automatically expanded. 
 
BM&F will establish a position limit for each futures contract maturity. For the ID futures 
in particular, the position limit will be defined as corresponding to a theoretical contract 
expiring in 252 business days. The position limits applicable to the other ID futures months 
will be calculated as a function of the ratio between the duration of the contract expiring in 
one year and the duration of the other month in question. 
 
More details of the new position limit calculation and the parameters that will be in effect 
as of July 10, 2007, are shown below. 
 
Limits Applicable to the Futures Contracts 
In order to define the position limits that will apply to each futures contract maturity, the 
following variables are used: 
 
Q(t) = the total open interest in month t of the futures contract; 
Qi(t) = the total open interest in month t of the futures contract registered on behalf of 


participant i; 
p(t) = the percentage, established by BM&F, corresponding to month t of the futures 


contract; 
L(t) = the limit number of contracts, established by BM&F, corresponding to month t 


of the futures contract. 
 
The position limit applicable to month t of the futures contract is given by: 
 







 


 


 


limit(t) = max [p(t)×Q(t); L(t)] 
 
Thus, participant i will be in compliance with the limit if: 
 


Qi(t)   max[p(t)×Q(t); L(t)] 
 
Tables 1, 2 and 3 display the parameters p(t) and L(t) that will prevail for the several 
BM&F futures contracts as of July 10, 2007. 
 
Table 1 – Parameters Used in the Determination of the Position Limits that Apply to 


the Financial Futures Contracts 
Futures Contract Maturity Individual Limit per Maturity 


 p(t) L(t) 
US Dollar All months 20% 10,000 
ID x U.S. Dollar spread, 
SCC 


All months 20% 10,000 


Bovespa Index All months 20% 10,000 
IBrX-50 Index All months 20% 5,000 
Gold All months 20% 3,000 
Euro All months 20% 3,000 
Global Bonds All months 20% 3,000 
A-Bond All months 20% 3,000 
US T-Note All months 20% 3,000 
IPCA index (IAP) All months 20% 5,000 
IGP-M index (IGM) All months 20% 5,000 
ID x IPCA spread All months 20% 10,000 
ID x IGP-M spread All months 20% 10,000 


 
Table 2 – Parameters Used in the Determination of the Position Limits that Apply to 


the ID Futures Contract 
Individual Limit per Maturity Business Days to Maturity 
p(t) L(t) 


Up to 63 20% 162,000 
From 64 to 84 20% 123,000 
From 85 to 105 20% 99,000 
From 106 to 126 20% 83,000 
From 127 to 189 20% 57,000 
From 190 to 252 20% 44,000 
From 253 to 378 20% 30,000 
From 379 to 504 20% 24,000 
From 505 to 630 20% 20,000 
From 631 to 756 20% 18,000 
From 757 to 1,008 20% 15,000 
From 1,009 to 1,260 20% 13,000 







 


 


 


From 1,261 to 1,512 20% 12,000 
From 1,513 to 1,764 20% 11,000 
From 1,765 to 2,016 20% 11,000 
From 2,017 to 2,268 20% 11,000 
From 2,269 to 2,520 20% 11,000 
Over 2,521 20% 10,000 


 
Table 3 – Parameters Used in the Determination of the Position Limits that Apply to 


the Agricultural Futures Contracts 
Individual Limit per Maturity Futures Contract Maturity (*) 


p(t) L(t) 
Arabica coffee All months 25% 1,100 
Robusta-conillon coffee All months 25% 500 
Live cattle All months 25% 1,000 
Feeder cattle All months 25% 900 
Soybean All months 25% 1,800 
Corn All months 25% 1,400 
Alcohol All months 25% 800 
Ethanol All months 25% 800 
Sugar All months 25% 1,800 
Cotton All months 25% 500 
(*) The percentage p(t) is reduced from 25% to 20% when the contract is physically delivered and is 10 


business days or less from the first day of the delivery period. 
 
In addition to the limits defined in Tables 1, 2 and 3, BM&F may establish limits for the 
sum of a participant’s total positions in the same futures contract, regardless of their 
maturity dates. In this situation, and in the particular case of the contracts based on interest 
rates, the number of contracts corresponding to the different months might be weighted by 
their corresponding durations. 
 
The following aspects are also noteworthy: 
 
(a) At any time and whenever it deems necessary, BM&F may alter the position limits for 


one or more participants either on an individual basis or for the market as a whole, also 
in consideration of the nature of risk of the set of transactions in the participant’s 
portfolio; 


(b) Whenever the established limits are violated, BM&F may, at its sole discretion, 
determine that the number of positions be reduced or require the pledge of additional 
collateral. In the latter case, additional collateral may be calculated as a proportion of 
the limit violation or in accordance with another criterion established by BM&F; 


(c) The member Brokerage House may, at its own discretion, establish position limits for 
its customers which are lower than the ones defined by BM&F; 


(d) In order to control the position limits, BM&F may consider the overall positions of each 
customer or group of customers acting in concert, regardless of the Brokerage House 







 


 


 


and Clearing Member that are responsible for them. In this case, BM&F may contact all 
of the Brokerage Houses where the customer holds positions; 


(e) Whenever an open interest reduction occurs, BM&F may, at its own discretion, allow 
the holders who are not responsible for the fact that their positions have fallen outside 
the limits to maintain those positions at their current levels. In a similar manner, BM&F 
may allow the holders whose positions comply with the limit established for a certain 
maturity to roll those positions over to another maturity, even if they remain 
temporarily outside the limit of the new maturity by virtue of an open interest reduction. 


 
Further information may be obtained from the Derivatives Clearinghouse (Cícero and 
Daniel Granja) and the Risk Management Systems area (Luis Antonio and Alan). 
 
Edemir Pinto 
Chief Executive Officer 








FORM FBOT—EXHIBIT G-4 


Request:  A description of the market surveillance program (and any related rules), addressing 
the following – 
 
The dedicated market surveillance department or the delegation or outsourcing of that function, 
including a general description of the staff; the data collected on traders’ market activity; data 
collected to determine whether prices are responding to supply and demand; data on the size and 
ownership of deliverable supplies; a description of the manner in which the foreign board of 
trade detects and deters market manipulation; for cash-settled contracts, methods of monitoring 
the settlement price or value; and any foreign board of trade position limit, position management, 
large trader or other position reporting system. 
 
Response: 
 
The market surveillance team of BSM monitors the market by reviewing post-trade data as soon 
as possible after the information becomes available. Usually, the raw market data is first 
analyzed using data mining programs, SAS and SMART (statistical analysis tool), which results 
in indicators that measure: 


 overall financial performance 


 day-trade performance 


 unusual activity in specific markets 


 trades between companies from the same financial group 


 trades between funds managed by the same institution. 


If an exception report is generated based on the post-trade data, the market surveillance team will 
make further specific inquiries relating to the flagged trading.  In this regard, surveillance staff 
will open an inquiry when suspicious trades or trading patterns have been identified through 
various electronically-generated exception reports.  The exception reports highlight various data, 
such as the price of a trade in comparison to general market conditions, and comparing current 
futures market data with respect to the price levels across commodities, across geographic 
markets and inter-temporally.   
 
Also, BVMF monitors the market in real time in order monitor compliance with certain 
requirements, such as position limits with respect to the size of customer positions. Position 
limits are calculated both as an absolute number as well as a percentage of open interest and can 
be adjusted based upon BVMF’s assessment of various risk factors.1 In addition, BVMF applies 
intra-day Daily Price Fluctuation Limits to the contracts traded on the Exchange.2 
 
The Exchange has available to it traders’ position information with respect to traders’ market 
positions through the clearing system. In this regard, each trader’s positions at the end-customer 
level are separately identified through the account structure of the clearing system. Accordingly, 


                                                 
1  See Clearing House Operations Manual 
2  Id. 







the positions for all traders, not just large traders, are known by the Exchange and a separate 
reporting system is not necessary to collect this information. Because this information is used for 
clearing purposes, it is highly reliable and verifiable. The regulators do not maintain a duplicate 
reporting system. The regulatory authorities have full access to any information, without 
restriction, about the participants’ trading activity, regardless of the type/class of participant 
(clearing members, brokers, end-customers). 
 
As noted above, BVMF imposes position limits on position size, which are actively monitored. 
The relevant rules and criteria are described in Circular Letter 052-2007, Attachment G-4-1. To 
monitor position limits, automated programs are used that generate exception reports. Staff will 
conduct individual monitoring, including personally contacting the Trading Rights Holder, in 
connection with positions that have resulted in an exception report being generated. BVMF 
monitors position size on a daily basis, with close scrutiny during a contract’s delivery month or 
if the market participant is at the limit. 
 
In addition to its routine surveillance with respect to position size, staff monitors the price of the 
futures contracts in relation to prices in the cash market. It may obtain cash market information 
through published sources or through direct discussions with knowledgeable persons. 
 
As part of the overall surveillance of the markets, BVMF maintains a high level of surveillance 
with respect to trading on the exchange floors. Specifically, as discussed in more detail in 
Exhibit G-2, the Floor Director is responsible for monitoring the trading process. As described in 
Exhibit G-2, the trading area staff oversees the markets using the auction mechanism to correct 
or prevent practices that may result in price distortions or abnormal trading conditions. If the 
market is not able to correct the price distortion through the auction, the Floor Director will 
inform the Derivatives Clearinghouse and the Audit Officer to carry on the appropriate post-
trade checks. 
 





