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1 INTRODUCTION.
In 2008 the challenges before Central Depository AD (CDAD) were related to
external and internal for the institution events and processes. The most significant of them
were as follows:
x

Aggravated conjuncture of the capital market, affecting also the financial
result of the company activities;

x

Introduction of a new type of transactions on the regulated market /for
margin purchases and short sales/ and respectively an up-date of Rules and
Regulations of CDAD and the relevant adjustment of the information system;

x

Establishment of direct links with other depository institutions;

x

Contradictory implementation of the legislation by private enforcement
agents and courts with regard to imposing of restrictive measures on
dematerialized securities;

x

Changes in the management of CDAD and ensuring of succession.

In 2008 the management and the employees of CDAD directed their efforts to
successful completion of the above mentioned tasks within the company`s competences
and resources.
According to Thomas Murray`s1 risk evaluation, the overall rating assigned to
CDAD, based on risk assessment criteria, is „Ⱥ”, which is in the middle of the scale.
Similar is the assessment of the depository in Poland as well as of the depositories in
Lithuania, Latvia and Estonia. The depository institutions in Romania, Slovenia, Slovakia
and the Czech Republic are assigned rating „Ⱥ-„. In respect of most of the indicators, the
rating assigned to CDAD is in the middle or above the middle range of the scale, except for
the financial risk where it is „ȼȼȼ–”, by 2 rates below the average of the depository
institutions in CEE. Financial risk assessment criteria include capital structure, profit,
ownership structure, access to credit lines, insurances covering damages caused by
operational problems, etc through fault of CDAD, and the exposure to liabilities resulting

1
International rating agency established in 1994. Subject of its ratings are custodian banks, central
depositories and other participants in the infrastructure of the capital markets worldwide.
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from operational risks. The lower rating on this indicator was assigned mainly due to the
small amount of the company’s capital and the limited resources of the Guarantee Fund.
2.LEGAL FRAMEWORK
2.1 Changes in the national legislation
In the period from 01 January 2008 to 31 December 2008 there were no significant
changes in the legislation that could seriously affect the activities of CDAD.
On 20 December 2007 Law on State Agency for National Security was promulgated
(SG 109/20 December 2007), together with amendments to Law on Public Offering of
Securities (LPOS) and Law on Markets in Financial Instruments (LMFI) which came into
force on 01 January 2008. These amendments - Art.133, para 5, p. 3 of LPOS and
respectively Art. 35, para. 6, p. 8 and para. 8 of LMFI, referred to defining of the official of
the State Agency for National Security, who have the right to call for information from
CDAD, according to the new law.
On 01 March 2008 the new Code of Civil Procedure (CCP) came into force
/promulgated, SG 59/20 July 2007/, where the introductions in regard to CDAD referred to
its obligation to provide information, check-ups, transcripts or excerpts from the registers
maintained by CDAD should such are directly requested by a private or public enforcement
agent /CCP, Art.431, para. 3/. The other obligations of the Depository with regard to levying
of distraints on dematerialized securities and execution of enforcement on them are
substantially the same whereas only the numbering of the respective texts in CCP was
changed.
On 13 May 2008 (SG 45/13 May 2008), Ordinance on Amendments and
Supplements to Ordinance ʋ 16/7 July 2004 of Financial Supervision Commission on the
Conditions and Procedure of Execution of Margin Purchases, Short Sales and Lending of
Financial Instruments was promulgated. The amendments came into force on 14 August
2008, and by the end of June 2008 CDAD`s experts developed internal regulations, a new
enclosure to Rules and Regulations of CDAD and the respective amendments in other
enclosures

thereto,

which

altogether

ensured

the

effective

implementation

of

Ordinance ʋ 16.
Art.173 of Law on Public Offering of Securities was amended /SG 67/29 July 2008/
by changing the requirements for Bank depository as specified in para 1, p. 3. According to
the previous wording Bank-depository should be included in the list of primary dealers of
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government securities, while according to the amendment – it shall have a permission to
conduct activities as depositary or custodian institution according to Art. 2, para 2, p. 4 of
Law on Credit Institutions.
Law on Markets in Financial Instruments (Art. 35, para. 6, p. 7 and para. 8) and Law
on Public Offering of Securities (Art 71, para 6, p. 7 and para 9 and Art 133, para 5, p. 3)
were again amended in order to be brought into line with the requirements of Law on the
Ministry of Interior by defining the new structural changes in the names of the positions of
the Ministry of Interior`s representatives in the particular texts, regulating disclosure of
information subject to trade secret.
Ordinance ʋ 38/25 July 2007 on the requirements to the activity of the investment
intermediaries (SG 60/4 July 2008, effective from 5 September 2008) was supplemented by
a new para 5 to Art. 35, while Art. 38, para. 4 was amended so that trading in “intraday”
securities was actually permitted.
2.2 Changes in the Rules and Regulations of CDAD
By Decision of the Board of Directors, on a meeting held on 06 June 2008, the
following amendments to Rules and Regulations of CDAD were approved:
Enclosure 16 /E16/ was repealed.
Enclosure 2 /E02/ to Rules and Regulations of CDAD was added by new p.14,
stipulating transfer of shares under the procedure of Art.157ɚ of LPOS.
Enclosure 7 /E07/, p.11.3.6 was amended and Tariff of Prices and Services of CDAD
was changed /in p. 21, p.23 and p. 46/
The above amendments came into force on 16 June 2008.
With regard to enforcement of Ordinance 16 of Financial Supervision Commission,
regulating margin purchases, short sales and lending of financial instruments, Enclosure 16
to Rules and Regulations was approved, effective from 14 August 2008.
Enclosure 7 to Rules and Regulations was supplemented by a regulation of the
accounts for margin purchases, short sales and lending of financial instruments, effective
from 14 August 2008.
Aiming to increase the requirements for the information provided by clients of
CDAD, some of the procedures for registration of new issues of securities and of changes in
the initially registered data were amended (Enclosure 02 as well as forms 01, 03, 04, and 12
to Enclosure 02, Form 01/E20 and Form 01/E29, effective from 12 November 2008)
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On 17 December 2008 the Board of Directors reviewed a proposal for changes in the
Tariff of CDAD, which to become effective from 01 February 2009. The proposal was
prepared based on a detailed analysis on their necessity, published on the company web-site,
and after conducting of meetings with the interested participants on the capital market –
members of CDAD. The Board of Directors approved the proposal in principle as the new
Tariff was planned to be approved in January 2009, after analyzing the standpoints
presented by the concerned parties.
3. REPORT ON THE ACTIVITY OF CDAD
3.1 Annual General Meeting of Shareholders
On 18 June 2008 General Meeting of Shareholders of CDAD was held, where the
following decisions were made:
x

Report of the Board of Directors on the activities of CDAD was approved
and 2007 Annual Accounting and Audit Reports were accepted;

x

The Rules and Regulations of the Arbitration Commission at CDAD,
approved by the General Meeting of Shareholders on 27 November 1997,
were repealed and new Rules and Regulations of the Arbitration
Commission at CDAD were approved.

x

Ms. G.Beremska, Ms. N.Micheva and Mr. L.Hristov were dismissed from
the Board of Directors;

x

New members of the Board of Directors were elected – Ms. P.Kratunova,
Ms. M.Boykova and Mr. I.Dimov.

3.2 Introduction of ISO
In the beginning of 2008 the CDAD management decided to introduce the
international quality standard called ISO 9001:2000 aiming to optimize the working process
and guarantee the appropriate and systematized performance of the activities by
development of an integrated system for documentation of the processes. After carefully
selection of a team of external ISO consultants and due to the intense work of all the
employees of CDAD, on 15 April 2008 the Quality Management System (QMS) was
successfully introduced. The documentation required, including 16 pcs of Procedures and
Quality Manuals covering all processes in the CDAD activities, was prepared in compliance
with the standard.

5

CENTRAL DEPOSITORY AD

An external certifying audit by an authorized company is required for obtaining an
official certificate for ISO 9001:2000. The first stage of the audit was completed on 01 June
2008 with affirmation of the successful introduction of QMS and the auditors recommended
further improvement of the system. The second and last stage of certification was completed
in September 2008. The second certifying audit confirmed that CDAD is in compliance with
the standard and the auditor SGS issued ISO 9001:2000 Quality Certificate to the Company.
3.3 International Relations
During the first half of 2008 the preparation for establishing a direct link with
RoClear, the Depository in Romania, was successfully finalized and CDAD joined RoClear.
This linkage enables the clients of both institutions to trade securities of issuers registered
on the Romanian capital market where CDAD is a depository of the investor /investor
CSD/. At this stage FOP transfers (transfers free of payment) of financial instruments can be
executed between both institutions. The transfers are made based on instructions sent via the
information interface of RoClear settlement system, successfully tested by CDAD.
At present, the linkage between CDAD and RoClear is not used for real transactions
due to the fact that the issuer, who wanted to provide its securities for trading on both
markets, has postponed its registration. The registration can be immediately restored should
the issuer register its issue for trading simultaneously on both capital markets.
ɄDPW, the Depository of Poland also desired to establish a direct link. Following
some correspondence and meeting with KDPW representatives, it was decided the Polish
institution to join CDAD and CDAD to maintain “Omnibus’ account for KDPW. This was
the second request from the Polish institution in the course of one year, as CDAD was
forced to freeze the project for a linkage, commenced in 2007, due to the lack of explicit and
clear regulation of the status of so called “omnibus” accounts in the Bulgarian legislation. In
2008 the legislative and formal aspects of the linkage once again turned out to impede the
fulfillment of the proposed project. The problems were related to the differences in the
structure of the securities accounts maintained by the two institutions. KDPW system
identifies only the members whereas the end investors are identified by the members. In this
way, CDAD is unable to execute its obligations to provide information to Financial
Supervision Commission about the end holders of securities in compliance with the legal
framework being currently into force in our country.
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Under these circumstances and due to the lack of clearly formulated rules in the
Bulgarian legislation for membership of foreign depository institutions in the system of
CDAD as well as for maintenance of omnibus accounts in their name, CDAD and KDPW
submitted letters to FSC with regard to the possibility to open and maintain an account
where securities of KDPW clients to be reported. The Commission’s standpoint of principle
is that there are no obstacles the link to be established, taking into consideration that the
details regarding the structure of the maintained accounts shall be regulated by both
depositories in their Operational Rules. The two institutions are about to coordinate the
legal, technical and operational aspects of the link for execution of „free of payment”
transfers, which will enable the double listing of Bulgarian securities – both on Bulgarian
and Polish markets. Regardless of the fact that the completion of the project may be
postponed for a latter period because of the negative impact of the world financial crises, the
technical preparation will continue as scheduled.
TARGET2–Securities Project (T2S)
In the end of June 2008, the European Central Bank organized a business meeting in
Frankfurt, Germany with European Central Depositories from the countries outside the
Eurozone to discuss some issues related to Ɍ2-Securities Project. Representatives of ECB,
National Central Banks and Central Depositories from countries outside the Eurozone
attended the meeting.
The organizations presented on the meeting raised the following issues:
x

Consequences of giving or non-giving consent to join the project in 2009;

x

Benefit for the small countries outside the Euro zone from joining T2S;

x

The currency that can be considered in T2S;

x

Participation of the Central Depositories maintaining accounts of end clients
in T2S;

x

Settlement costs and the way of linkage with T2S, etc.

With regard to joining of CDAD to Ɍ2S before adoption of the euro, a question
arises about out-sourcing of settlement of securities to Ɍ2S, including provision of the
technical administration of BGN cash accounts for settlement of transactions in securities on
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the platform. Further to this, an interface between RINGS and T2S should be developed and
the needed human and financial resources should be used. Taking into account the
commitment of Bulgaria to join the Euro zone and the time of platform launch (year 2013),
after consultations with the Bulgarian Central Bank and the other participants on the capital
market, the joining of CDAD to T2S was considered expedient after adoption of euro, when
the standardized interface between TARGET2 and T2S can be used.
3.4 Trade
During the first half of 2008 the number of concluded transactions compared to those
in the same period of 2007 increased by approximately 25%. It should be noted that despite
the enforcement of Law on Markets in Financial Instruments from 01 November 2007,
allowing issues listed on the BSE floor to be traded also on OTC, the transactions concluded
on regulated market had a larger share in the reported growth in the number of concluded
transactions.
Chart 1
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However, in the second half of the year, due to the World Economic Crisis, the
reported results were completely different – the number of transactions marked down, most
drastically in the last three months. So, in the end of the reported period, the number of
transactions reached the levels reported in 2003-2004. (Charts 1 and 2)
Chart 2
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The reduction in the number of transactions in 2008, though considerable, is less
than expected, due to the relatively active market in the first half of the year and the
succeeding inertia. However, the drop in the number of securities transferred in 2008 was
considerably higher (Charts 3 and 4). The financial instruments transferred on the regulated
market were less by two and a half times, while those on OTC – by over nine times.
Chart 3
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Chart 4
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NUMBER OF TRANSFERRED SECURITIES NOT RELATED TO TRADES
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The indicators on transactions and payments in compensatory instruments as well as
in regard to services related to non-commercial transfers arouse interest. The number of
transactions in 2008 is slightly lower than in 2007, but the number of patrimony procedures
was reduced by almost four times. Payments in compensatory instruments to state
institutions marked a slight increase in 2008, while the issuance of duplicates of depository
receipts was reduced by 57.9%.
Table ȱ

YEAR

TRANSACTIONS
IN
COMPENSATORY
INSTRUMENTS

2007
2008

7 625
6 719

REGISTERED
PAYMENTS IN
DUPLICATE
COMPENSATORY PATRIMONY
OF
INSTRUMENTS TO TRANSFERS DEPOSITORY
STATE
RECEIPT
INSTITUTIONS
542
7 539
32 584
793
2 643
13 720

Regardless of the fact that in the first half of 2008 the number of issuers that have
increased their capital by RIGHTS was relatively high, the total number of transactions in
RIGHTS for the whole year was more than twice less in comparison to 2007. However, it
was not a surprise considering that the registered increase of capital by RIGHTS in the
second half of 2008 was rather occasional. The situation was completely different with
regard to the number of transferred instruments, where the difference is about 40 % to the
advantage of 2008.
Chart 5
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To recapitulate, World Economic Crisis definitely changed the extremely increasing
trend of most of the above indicators, reported in the last five years. Most probably, this
trend will slow down in 2009 but certainly the shrink of the capital market world-wide will
continue to affect the market in Bulgaria.
3.5 Services for issuers and servicing of corporate actions
The influence of World Financial Crises ɨn the Bulgarian capital market had a
negative effect also on the activities of joint-stock companies, respectively on the volume of
services provided by CDAD for the issuers.
Compared to 2007 a trend of decrease was reported in the number of the companies
applied for registration of new issues of securities. As of 31 December 2008, 137 issues of
securities in total were registered, from which 58 companies registered issues of shares, 25
registered bond issues, 19 mutual funds and 35 issues of rights.
In the past year the corporate activities performed through CDAD remained without
reduction. Totally 211 public and private issuers submitted documents for registration of
changes in the companies’ capital, mainly through capital increase by own funds. The
number of the companies that increased their capital by primary offering of shares at BSE
and registration of rights was considerably smaller.
New service was provided in the past year in compliance with the amendments to
LPOS related to repurchase of shares. For that purpose Rules and Regulations of CDAD
were added by a new procedure for share repurchase as per Art.157ɚ of LPOS. This
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procedure was successfully implemented in regard to repurchase of shares of
“EIBANK”AD and”TOBACCO FACTORY –PLOVDIV”AD.
Lots of reorganizations of companies /merger, acquisition, split/ as well as in-kind
contributions of securities were registered during the year. To facilitate the work with the
companies – issuers, the procedure of registration of corporate actions were changed and the
forms of registration documents to Enclosure E02 of Rules and Regulations of CDAD were
up-dated.
Payments on 214 securities issues were made through the system of CDAD in 2008,
including payment of dividends for the year 2007 by 75 companies, some 210 interest
payments and repayments on bond issues of 103 companies. Through the system of CDAD
35 public companies that increased their capital by registration of issue of rights, payments
were made from the sale of rights.
In order to improve the quality of servicing of payments on corporate actions of the
issuers, a new system for e-communication with the investment intermediaries was
developed in 2008 for information exchange regarding paid or unpaid amounts to investors
within the deadlines set by the issuers.
In 2008 some 1749 registers of shareholders/bondholders and owners of interests
were prepared. Some of them were provided to the clients electronically – via the web-site
of CDAD, incl. 706 registers of shareholders/bondholders and 228 certificates of capital
structure. In 2008 some 417 issuers of securities took advantage from the opportunity to be
serviced electronically.
In its capacity of National Numbering Agency, CDAD issued and registered 157
ISIN codes of issues of dematerialized securities.
3.6 Servicing of Special Pledges and other collaterals
Servicing of special pledges and other financial collaterals is executed in compliance
with the requirements of Special Pledges Act, Rules and Regulations for Structure and
Activity of Special Pledges Central Registry at the Ministry of Justice, Law on Financial
Collaterals Agreements and Rules and Regulations of CDAD.
During the reporting period, the number of the registered special pledges decreased
while the number of the entries in the register of financial collateral agreements marked an
increase, in comparison to 2007. This could be explained by the fact that the realization of
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the latter in favor of lenders is faster and under shorter procedure in comparison to the
procedure for special pledges.
The interest in the public register of special pledges increased considerably– the
certificates of registered encumbrances issued from the beginning of the year have increased
a few times in comparison to the previous year.
The tendency of increase in the registered distraints is kept – 283 entries compared
to 200 in 2007.
The entries of changes in pledges and release of distraints remain almost the same.
3.7 Information system
In November 2007 KPMG audited the information system. The found weak points
bearing high risk were eliminated, and during the first half of 2008 the team of CDAD
worked on a plan for eliminating the weak points at middle and low risk as well as
completion of the policies, procedures and standards ensuring maximal information security
in the organization.
During the first quarter of 2008 the hardware equipment of disaster center was
replaced. The aim was to increase functionality and security of the disaster center at BNB
and to ensure incessancy of the business processes in the company.
During the reported period, the modules of „Payment of dividends” and „Processing
of the results with the information on dividends paid” were improved in order to minimize
the operational intervention in forming, sending and processing of the outgoing and
incoming information between CDAD and its members. The information exchange between
CDAD and the investment intermediaries in regard to paid and unpaid dividends, interests
and principals, is performed now via messages in XML format. However, by request of the
members of CDAD the actual exploitation of the new modules started from 01 October
2008, instead of June as being projected by CDAD.
Replacement of the existing digital certificates issued by CDAD with universal
electronic signature in virtue of Electronic Document and Electronic Signature Act
(EDESA) is in process.
Operations continue for development of the functionality of the system with regard
to the market demands for improvement of the quality of services and fulfillment of the
standards for technical and operative conformity with EU depository institutions.
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3.8 Free services for state institutions and judiciary authorities
Regardless of the fact that CDAD operates in market environment and pays all the
materials and services, needed for its normal functioning, at market and contractual prices,
the institution has to perform significant volume of operations related to processing and
providing of information free of charge as well as performing free services for certain state
and judiciary authorities.
During the reporting period detailed information is provided on 473 demands of
FSC. The total number of the requests for providing information and/or imposing security
measures /special pledges, distraints, agreements of financial collateral/, submitted by
bodies of the Ministry of Interior, State Receivables Collection Agency, National Revenue
Agency, investigating authorities, State Agency of National Security, private enforcement
agents, state enforcement agents, etc, reached 3676. The value of the services provided
under this procedure, according to the Tariff of CDAD currently effective, would amount to
approximately BGN 800 000, VAT excl.
At present CDAD prepare free of charge considerable amount of regular information
for BNB, the Ministry of Finance and Privatization Agency
Table ȱȱ

January 08
February 08
March 08
April 08
May 08
June 08
July 08
August 08
September 08
October 08
November 08
December 08

PUBLIC
ENFORCEMENT
AGENT
0
3
0
3
3
0
18
3
11
10
14
18
83

FREE SERVICES PROVIDED BY CDAD IN 2008
PRIVATE
ENFORCEMENT
AGENT
2
27
30
47
63
51
61
47
65
79
97
67
636

FINANCIAL
SUPERVISION
COMMISSION
43
57
41
54
32
46
33
35
40
34
28
30
473

STATE
RECEIVABLE
S
COLLECTION
AGENCY
1
15
9
4
2
2
2
15
4
10
6
3
73

PRIVATIZATI
ON AGENCY
3
5
4
3
1
9
2
2
3
3
4
2
41

OTHER
PHYSICAL
PERSONS
AND LEGAL
ENTITIES
298
340
250
209
191
253
242
173
240
239
204
204
2843

4. FINANCIAL STATEMENTS AS OF 31 DECEMBER 2008

INCOME STATEMENT
AS OF 31 DECEMBER 2008
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