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REPORT ON THE OPERATION OF THE SECURITIES INVESTOR COMPENSATION FUND FOR 2005 
INTRODUCTION
The Securities Investor Compensation Fund (the Fund) is established by the amended and supplemented issue of the Law on Public Offering of Securities adopted by the National Assembly in May, 2005. 
The first Management Board of the Fund is elected by the Financial Supervision Commission on August 24th, 2005. For that reason the Report on the operation of the Fund included the period of 01/09/2005 – 31/12/2005. 
The Report on the operation of the Fund is developed in two parts. The organization and operation of the Fund are presented in the first part as the second part presents the trends for the development of the Fund.
The main function of the Fund is to provide protection to investors in securities by contributing to the stability, transparency and credibility in the financial market in Bulgaria. 
The Fund provides payments of compensation to the clients of financial intermediaries in accordance with the requirements set in the Law on Public Offering of Securities in cases where the investment intermediary is not able to repay its duties due to reasons related to its financial state. 
The main activities of the Fund are:

· collection of contributions from companies licensed by the Financial Supervision Commission and Bulgarian National Bank to act as investment intermediaries;

· payment of compensation to the clients of investment intermediaries in accordance with the limits set in the Law on Public Offering of Securities (LPOS);

· investment of the funds gathered in securities issued or guaranteed by the state, short-term deposits in commercial banks and deposits in the Bulgarian National Bank.

The operation of the Fund during the last four months of 2005 is mainly focused on the institutional development of the organization, recruitment of general information about investment intermediaries, development of legal framework (incl. internal regulation), office equipment, staff recruitment, etc.
I. Operation of the Fund in 2005
1. Scope

At the beginning of the reporting period (September 2005) the number of licensed investment intermediaries was 89 of which:

· 29   commercial banks and 

· 60 investment intermediaries licensed by the Financial Supervision Commission /22 – established with a minimum capital of 1 000 000 BGN, 33 - established with a minimum capital of 250 000 BGN and 5 - established with a minimum capital of 200 000 BGN/


At the end of the reporting period there were 90 investment intermediaries participating in the scheme of which:

· 29   commercial banks and
· 61 investment intermediaries licensed by the Financial Supervision Commission /21- established with a minimum capital of 1 000 000 BGN, 35 - established with a minimum capital of 250 000 BGN and 5 - established with a minimum capital of 200 000 BGN/

· This change is due to the fact that one investment intermediary seized its activities and other two were licensed by the Financial Supervision Commission as investment intermediaries.
2. Own Funds and Arrangements of the Fund
The revenues of the Fund in 2005 were of investment intermediaries entrance contributions as well as interest payments on funds placed as deposits. In accordance with Art.77 m (1) in LPOS the entrance contribution to the Fund should be paid as a single payment and it is 1% of the minimum required capital for the investment intermediaries in compliance with the authorized services and activities under Art.54

The funds collected from entrance fees by the Fund are 593 000 BGN of which 290 000 BGN are contributions made by the commercial banks-investment intermediaries and 303 000 BGN – by the non bank investment intermediaries.

All commercial banks acting as investment intermediaries transferred their entrance contributions to the Fund. 

Of all 60 investment intermediaries being on the market at the beginning of the reporting period 57 paid their entrance contributions to the fund. The license of one of the three investment intermediaries that haven’t paid their contributions is revoked by the FSC and the other two do not perform any activities as investment intermediaries but they have not made proceeds in front of the FSC for a refusal of their license. 

According to § 144, par. 1 in Transitional and Final Provisions of LPOS investment intermediaries that have been licensed as such up to the time when the Law is in force, are due to due to make entrance contributions to the Fund not later than one month after the first Management Board has been elected. It means that investment intermediaries should deposits to the Fund their entrance contributions not later than September 26th, 2005. 

Of all 86 investment intermediaries that have paid their entrance contributions, 70 investment intermediaries paid the money due on time as the total amount comes to 480 500 BGN and the other 16 that paid 107 500 BGN were accrued interest for the period of delay. 
  Two investment intermediaries that have been licensed during the period of October-December 2005 paid their entrance contribution which total amount is 5 000 BGN. 
In 2005 the total amount of money accumulated in the Fund amounted to 593 000 BGN and they were placed in short-term deposits in commercial banks of which 4 230,64 BGN were accrued as interest. 
3. Compulsory Administrative Provisions and Administrative Penalties
All investment intermediaries, that did not pay their entrance contributions within the deadline, were imposed interest for delay of 373, 68 BGN. The interest was collect in its full amount.

The Fund informed in due course the FSC for all investment intermediaries that have not paid their entrance contribution. 
3. Payment of Compensation

According to § 143 in Transitional and Final Provisions of LPOS the amount of compensation set in Art. 77 (d), para 1 in the same law, the Fund should pay 90% of the claim but not more than 12 000 BGN. 
During the period there were no preconditions for paying compensation to investment intermediaries. 
5. Structure of the Fund
In October 2005 the Management Board of the Fund decided and the FSC confirmed the organizational structure of the Fund. 
The Fund is structured in four divisions /“Information and analyses”, “Legal Division”, “Financial and Accounting Division” and „Supplementary Activities”/ as the staff has to support the Management Board and its Chairman in realizing their decisions, to provide technical assistance as well as the administrative service of legal bodies and civil persons. 
In 2005” Information and analyses” Division: 

1. collected, aggregated and analyzed the information gathered from commercial banks and non bank institutions, licensed to act as investment intermediaries

2. provided information on the branches of foreign investment intermediaries as well as the circumstances related to their participation in the scheme;

3. collected, aggregated and analyzed the information on investment intermediaries clients’ assets; 
4. made proposals on the investment intermediaries’ annual contributions to the Fund for 2006;

5. collected and processed information about the entrance contributions as well as about investment intermediaries licensed 2005;

6. prepared standpoints and proposals on the measures taken against the investment intermediaries that did not pay their entrance contributions or did it not within the required period; 
7. provided methodological help to the investment intermediaries in their activities related to the Fund; 
8. participated in the preparation of legal drafts as well as amendments in the existing legal acts related to the activities of the Fund; 
During the period „Legal” Division:
1. provided for the legal framework of the activities of the Fund; 
2. developed drafts of two ordinances that were presented at the FSC; 
3. developed standpoints and organized consultations to all divisions in the Fund on legal issues related to the activities of the Fund. 
„Financial and Accounting” Division:
1. prepared the regular schedule of the Fund as well as the documentation related to employing, promoting and dismissing staff employees in accordance with the labor legislation. It also prepares the labor agreements of the staff;

2.   developed staff’s work records; 
3. organized financial and accounting activity of the Fund, e.g. planning and reporting of financial and economic indicators, incl. Fund’s investment; 

4. participated in the development of the internal rules and regulations relates to the financial and accounting activity of the Fund, e.g. budget, salary and other type of remuneration;
5.  provided on time recording of all accounting operations; 

6. organized preliminary, current and final on keeping financial discipline and correct filling in the primary payment documents 

 „Supplementary Activities” Division is responsible for he office equipment as well as supplying with materials necessary for performing the operation of the Fund; 
The average monthly gross salary is 615 BGN.
Due to delay in approving the budget of the Fund for 2005, a staff of four people – Head of Information and Analyses Division, Chief Accountant, Technical Assistant and Housekeeper - was employed on December, 1st, 2005.  

The staff of the Fund is employed after consideration of their education, qualification, knowledge of foreign languages, professional experience and skills. 
6. Operation of the Management Board 
In the period of September-December 2005 the operation of the Management Board of the Fund was in line with its duties set in LPOS and Regulation of Organization and Operation of Securities Investor Compensation Fund (the Regulation

During the above mentioned period the Fund carried out 8 meetings, discussed 36 questions and adopted 19 decisions.


The Management Board of the Fund:


1. took actions on defining and collecting entrance contributions of investment intermediaries;

            2. defined the size of annual contributions of investment intermediaries for 2006.

3. decided which branches of investment intermediaries should participate in the scheme;

4.  took decisions for investing the accumulated funds; 


5.  approved the annual budget of the Fund on administrative expenditures for 2005 and 2006;


6. discussed and approved drafts of the ordinances for valuation of clients’ assets and rules for compensation payments and presented them to the FSC for discussion and further implementation;


7. approved the regular schedule of the Fund as well as the amount of the remuneration of the staff and presented them for approval in the FSC. 
Legal Framework  
The operation of the Fund is regulated by the LPOS /Chapter 4/ and the Regulation adopted by the FSC.  
According to the LPOS the Fund adopted and sent for approval to the FSC the following documents:  

· Ordinance on the terms and procedures for client assets valuation regarding issues related to the scope of clients’ assets at the investment intermediaries and their valuation (coming in force since March, 2nd 2006); 
· Ordinance on the circumstances for paying out compensation regarding issues on the terms, conditions, time limits, amount and organization for paying out compensation by the Fund. 
These legal acts were developed in accordance with the requirements set in the Directive 97/9 ЕС.

The Management Board adopted and sent for approval to the FSC Internal Rules for Salary to the staff working in the Fund in accordance with the Regulation.
The Management Board adopted and sent for approval to the FSC the budget for administrative expenditures for 2005 and 2006.

II. Development of the Fund in 2006
1.  At the beginning of 2006 a number of internal legal acts were developed and approved by the Fund: Internal rules related to the structure and operation of the Fund; Rules for professional ethics, Internal rules for implementing, adopting and reporting the budget for the administrative expenditures, Internal rules for fire-precaution and labor safety. Employees working files were approved and the Internet site was created. 

2.  When the Fund started its activities the Management Board found some difficulties related to its activities and for that reason changes in the LPOS as well as the Regulation were suggested to the FSC. 

3. In relation with the main activities to the Fund – to provide investors’ protection the following activities were performed:  
3.1 Clients’ assets database is being created and information on the number of investment intermediaries is also collected. 
3.2 The amount of funds necessary for payment of clients’ claims in case of investment intermediaries default is being analyzed;  

3.3 The amount annual contributions of investment intermediaries were specified for 2005 and 2006 as well as verification of the data is being performed.  

3.4 Legal, financial and administrative capacity of the Fund in cases investment intermediaries default is being prepared. 

4.  The fund stars to establish contacts with foreign institutions in the field of investor compensation. 

 Some activities aiming at increasing the staff qualification, seminar and conferences are foreseen to take place in 2006.   
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