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This document provides information for clients established in 
the European Economic Area (EEA) that execute OTC derivative 
products with BNP Paribas.  

Summary of obligations & deadlines: 
EMIR introduced a number of risk mitigation obligations with respect to non-cleared 
OTC derivatives contracts. These obligations are being phased in during the course of  
2013 (as set out below) and from 2015 with respect to bilateral margining. 

The first “early stage” risk mitigation obligations came into force on 15 March 2013: 
a) The obligation on all financial and non-financial counterparties to obtain timely 

confirmation of new OTC derivatives transactions. There are no exceptions to 
this requirement for EU established financial and non-financial counterparties 
within the scope of EMIR;  

b) The obligation that all financial counterparties and non-financial counterparties 
(which have crossed the clearing threshold) must begin, if they are not already 
doing so, conducting daily mark-to-market valuations of non-cleared OTC 
derivative transactions that are outstanding on or after 15 March 2013. 

On 15 September 2013,  the second group of risk mitigation obligations come into 
force, namely portfolio reconciliation, dispute resolution and portfolio compression.   
These obligations are the immediate focus of this communication. 
 

Portfolio Reconciliation and Dispute Resolution 

What are our obligations? 
a) The basic requirements are that: 

a. Counterparties must agree processes, either directly with each other or 
through a qualified third party (such as TriOptima), for portfolio 
reconciliation (PR) of non-cleared (collateralised or non-collateralised) OTC 
derivatives; and 

b. Counterparties must also agree on monitoring and dispute resolution (DR) in 
a timely manner, with a specific escalation process for those disputes that 
are not resolved within five business days.  BNP Paribas will have to report 
to its Competent Authority any disputes that are outstanding for more than 
15 business days where the amount in dispute is over 15 Million EUR. 

b) These obligations are imposed directly on all EU established financial 
counterparties (FC), non-financial counterparties (NFC) and non-financial 
counterparties which exceed the clearing threshold (NFC+) and who enter into 
OTC derivative contracts which are not cleared.  

c) From 15 September 2013, PR and DR processes should be agreed between 
counterparties before trading. 
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Timelines  

15 March 2013 
The first “early stage” risk mitigation 
obligations came into force 

15 September 2013 
The second group of risk mitigation 
obligations come into force, namely 
portfolio reconciliation, dispute resolution 
and portfolio compression 

Further information 

If you wish to discuss further, please 
contact the BNP Paribas European 
Regulatory Reforms team 
(Regreform.eu@uk.bnpparibas.com) or 
your BNP Paribas Relationship Manager or 
Sales Representative. 
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The frequency with which PR needs to be undertaken depends 
upon the classification of the counterparty as an FC/NFC+ or an 
NFC and the number of trades outstanding between the 
relevant counterparties: 

 
 

 Counterparty  
type Portfolio size Frequency 

 Financial  
or NFC + 

 Portfolio ⇒500 swaps 
 50 swaps ˃portfolio  

˃ 500 swaps 
 Portfolio = ˂50 swaps 

 Daily 
 Weekly 
 Quarterly 

 NFC  Portfolio ˃ 100 swaps 
 Portfolio = ˂ 100 swaps 

 Quarterly 
 Annually 

 

What is portfolio reconciliation? 
A portfolio reconciliation process enables two counterparties 
to undertake a comprehensive review of a portfolio of  
transactions with a view to identifying any discrepancies of 
material trade terms. 
What reconciliation options are available? 
BNP Paribas is proposing three options to facilitate compliance 
with the portfolio reconciliation obligation:  

 One-way delivery (or circularisation): 
– BNP Paribas provides portfolio data to its 

counterparty 

– BNP Paribas’ counterparty reviews the portfolio 
data and identifies discrepancies. In order to 
facilitate the process, and subject to the relevant 
regulatory approvals, BNPP will propose a 
“negative affirmation” approach (i.e. that the 
portfolio data is deemed accepted unless 
discrepancies are identified in a pre-defined 
timeframe)  

– Both BNP Paribas and its counterparty resolve 
portfolio breaks in a timely fashion. 

 TriOptima adherent reconciliation: 
– Each Party provides portfolio data to TriOptima 

– TriOptima  performs a reconciliation of such portfolio 
data 

– Each party  reviews the portfolio data in accordance 
with the relevant  notice dates or the applicable 
frequency as set out above  

– Portfolio breaks to be resolved in a timely fashion. 

 Bilaterally agreed process: 

– Each Party provides portfolio data to the other Party 
in accordance with the notice procedures  agreed 
bilaterally 

– Either Party  performs a reconciliation of such 
portfolio data (as agreed bilaterally in the 
documentation between them) 

– Portfolio breaks to be resolved in a timely fashion. 

 

What documentation will need to be put in place 
between BNP Paribas and its counterparties in 
relation to portfolio reconciliation and dispute 
resolution? 
ISDA has released a protocol (ISDA Protocol) which is designed 
to allow parties to meet the relevant requirements under EMIR.  
The ISDA Protocol is broad enough to cover relationships in 
relation to non-cleared OTC Derivatives which are not 
governed by an ISDA Master Agreement. We encourage parties 
to adhere to this protocol as this avoids the need for bilateral 
negotiation of separate agreements with each of your 
counterparties (including BNP Paribas), as long as they too 
have adhered to this protocol. We also note that other industry 
bodies have either issued or are contemplating documentation 
in this regard for other local law governed OTC documentation. 
 

Portfolio compression 
 

What are our obligations? 
a) EMIR imposes an obligation on all FC, NFC and NFC+ 

counterparties established in the EU, who have 500 or 
more non-cleared OTC derivative contracts outstanding 
with a counterparty, to have in place procedures to 
regularly analyse the possibility to compress their 
portfolio in order to reduce their counterparty credit risk. 
a. This portfolio compression analysis must be 

performed at least twice a year. 
b) If an FC, NFC or NFC+ concludes that portfolio 

compression is not appropriate, it must be able to provide 
a reasonable and valid explanation to its relevant 
competent authority for such conclusion.  Examples 
include: the portfolio is purely directional and does not 
allow any offsetting transactions,  multilateral  
compression services are not available in the relevant 
markets or products, and bilateral compression is not 
feasible. 

c) Portfolio compression does not prevent an offsetting 
transaction from being concluded with a counterparty 
that is different from the counterparty in the initial 
transaction. 
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What is a compression? 
Portfolio compression is an exercise by which two (bilateral  
compression) or several (multilateral compression) entities 
attempt to reduce the total gross notional and the number of  
outstanding non-cleared OTC derivatives trades without 
changing the risk exposure and present value of the portfolio.  
This is achieved by the termination of existing trades and their 
replacement by a smaller number of new trades (potentially 
with a different counterparty when undertaken on a 
multilateral basis). 
What is BNP Paribas doing? 
BNP Paribas is currently conducting an internal analysis to 
identify impacted counterparties. To comply with its EMIR 
obligations, BNP Paribas will conduct regular analysis of the 
portfolios of  outstanding non-cleared OTC derivatives with its 
counterparties. The purpose of this exercise is to identify the 
potential compression opportunities prior to contacting their 
counterparty to organise it. Do not hesitate to contact us 
should you have any question relating to this process. 

 

What documentation will need to be put in place 
between BNP Paribas and its counterparties? 
The industry bodies have not produced any protocol or specific 
documentation to address portfolio compression concerns. 
Should you choose to go through entities such as Trioptima to 
perform your compression, we expect them to provide you 
with their own standard terms and conditions to which you 
will have to sign up.  
Where clients do not have the facility or systems to interface 
with Trioptima (and others) directly, bilateral compression 
with BNP Paribas will be required. BNP Paribas will assist in 
processing your compression on a bilateral basis. Terms and 
conditions will be agreed at the time of the portfolio analysis 
based on the population of trades you have with us. 

 

 

Disclaimer 
This document has been prepared in good faith by BNP Paribas. This document is provided to you by BNP Paribas or any of its affiliates for 
informational purposes only, is intended for your use only and may not be quoted, circulated or otherwise referred to without BNP Paribas’ 
express consent. This document is not a research report or a research recommendation and does not constitute a personal recommendation. 
This document should not be considered as an offer or a solicitation to engage in any trading strategy or to purchase or sell any financial 
instruments. The information and opinions contained in this document have been obtained from sources believed to be reliable, but BNP 
Paribas makes no representation, express or implied, that such information and opinions are accurate or complete. In any event, information in 
this publication is intended to provide only a general outline of the subjects covered. This material is not intended to provide, and should not be 
relied on for, legal, tax, accounting, regulatory or financial advice. Other financial institutions or persons may have different opinions or draw 
different conclusions from the same facts or ideas analysed in this document. No BNP Paribas Group Company accepts any liability whatsoever 
for any direct, indirect or consequential loss arising from any use of material contained in this document.  
BNP Paribas does not provide legal or regulatory advice and, in all cases, recipients should conduct their own investigation and analysis of the 
information contained in this document and should consult their own professional advisers.  
BNP Paribas SA is authorised by the Autorité de Contrôle Prudentiel and regulated by the Autorité des Marchés Financiers in France. BNP 
Paribas SA is incorporated in France with Limited Liability. Registered Office: 16 Boulevard des Italiens, 75009 Paris, France. 
www.bnpparibas.com. © BNP Paribas. All rights reserved. 

United Kingdom 
BNP Paribas London Branch (registered office: 10 Harewood Avenue, London NW1 6AA; tel: [44 20] 7595 2000; fax: [44 20] 7595 2555) is 
authorised by the Autorité de Contrôle Prudentiel and the Prudential Regulation Authority and subject to limited regulation by the Financial  
Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation 
Authority, and regulation by the Financial Conduct Authority are available from us on request. BNP Paribas London Branch is registered in 
England and Wales under no. FC13447. www.bnpparibas.com  

United States 
This report is being distributed to US persons by BNP Paribas Securities Corp., or by a subsidiary or affiliate of BNP Paribas that is not 
registered as a US broker-dealer to US major institutional investors only. BNP Paribas Securities Corp., a subsidiary of BNP Paribas, is a broker-
dealer registered with the U.S. Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority and other 
principal exchanges. For the purposes of, and to the extent subject to, §§ 1.71 and 23.605 of the U.S. Commodity Exchange Act, this report is a 
general solicitation of derivatives business.  BNP Paribas Securities Corp. accepts responsibility for the content of a report prepared by another 
non-U.S. affiliate only when distributed to U.S. persons by BNP Paribas Securities Corp.  
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