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BACKGROUND
The Directors of the Managing Fund (the “Management” or “Directors”) present the report and the financial statements of "KD Pelikan” AD (“the Fund”) prepared in accordance with International Financial Reporting Standards as adopted by the European Union (“IFRS”)  for the year ended 31 December 2007. These financial statements have been audited by PricewaterhouseCoopers Audit OOD.
"KD Pelikan” AD (“the Fund”) is a Bulgarian public shareholder Fund with one-tier management system, incorporated on 5 August 2004 in Sofia as an open-type investment Fund. The investment Fund performs its activity in accordance with the requirements of the Commercial Law and the Law on Public Offering of Securities (“LPOS”).

BUSINESS OVERVIEW

The main objective of the Fund is to provide its shareholders with the opportunity to increase the value of their investments by realisation of relatively stable income, by taking medium risk (“balanced investment Fund”). The investment Fund follows the investment policy required by the investors that seek relatively stable income, while taking medium risks. For this purpose the Fund follows a policy of active management of its portfolio.

The activity of the investment Fund is managed by KD Investments EAD (the Investment Manager) in accordance to a concluded contract.

The Fund’s activity following the investment policy by the Investment Manager includes security market analysis, establishing of securities portfolio and review of this portfolio as well as assessment of its effectiveness. For this purpose the Investment Manager takes investment decisions and orders their execution by investment mediators, authorised by the Board of Directors of the Fund.

Group structure and personnel

The Fund has a ‘Director for relationship with the shareholders’ and ‘Internal Control Director’. There are no other positions because all other activities, related to the Fund’s activity are performed by the Investment Manager (“KD Investments” EАD).
Group structure and personnel (continued)
Structure of share capital as at 31 December 2007
	
	

	Shareholders
	

	
	Number of shares
	Share in %

	
	
	

	KD Life Bulgaria
	626
	0%

	Slovenika Zivljenje, D.D.
	139,265
	47%

	Other individuals
	154,402
	53%

	
	294,293
	100 %


	MANAGEMENT

	

	“KD Pelikan” AD has a one-tier management system.

As at 31 December 2007 the Board of Directors consists of:
· Yanko Nikolov
· Dag Kralj
· Sophia Christova


FINANCIAL RISK MANAGEMENT

The Fund is exposed to various financial risks described in note 3 to the financial statements as at 31 December 2007.
EVENTS AFTER THE BALANCE SHEET DATE 
No significant events have occurred after the balance sheet date.
FINANCIAL PERFORMANCE
The Fund increased its net assets attributable to holders of redeemable units from its operations in the year ending 31 December 2007 by BGN 1,943 thousand (2006: BGN 618 thousand).
STRATEGY AND GOALS FOR 2008
The main goal of the Fund for 2008 would be to increase the net assets attributable to the shareholders, realizing profit margins comparable or outstanding those of the industry as a whole.

The strategy of the Fund would be that stipulated in the Fund’s Prospectus.

MANAGEMENT RESPONSIBILITIES

The Directors are required by the Bulgarian law to prepare financial statements as at 31 December each financial year that give a true and fair view of the state of affairs and financial results of the Fund as at the year then ended.

The Directors are responsible for the preparation and fair presentation of the enclosed financial statements in accordance with International Financial Reporting Standards as adopted by the European Union. 

This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

The Directors confirm that they have complied with the above responsibilities in preparing the financial statements for the year ended 31 December 2007.
Signed on behalf of the Board of Directors:
______________________

Yanko Nikolov, Krasimir Mishlakov


Executive Directors of KD Investments EAD,
Investment manager of
КD Pelikan ЕАD
28 March 2008, Sofia, Bulgaria

	
	
	

	
	
	

	
	
	      As at 31 December

	
	Notes 
	2007 
	2006 

	
	
	
	

	ASSETS
	
	
	

	Cash and cash equivalents
	5
	2,139
	1,366

	Financial assets at fair value through profit or loss
	7,15
	4,576
	3,761

	Due from brokers
	
	122
	53

	Interest and dividends receivable
	
	37
	15

	
	
	
	

	TOTAL ASSETS
	
	6,874
	5,195

	
	
	
	

	LIABILITIES
	
	
	

	Payables to the Investment Manager
	12
	27
	2

	Due to brokers
	
	58
	18

	Liabilities (excluding net assets 
attributable to holders of redeemable shares)
	
	85
	20

	
	
	
	

	Net assets attributable to holders of redeemable shares
	9
	6,789
	5,175

	
	
	
	

	TOTAL LIABILITIES
	
	6,874
	5,195


The financial statements on pages 4 to 23 were approved by the Board of Directors and signed on its behalf by: 

	______________

Yanko Nikolov, Krasimir Mishlakov
Executive Directors
28 March 2008
	____________________

Silvia Doncheva
Chief Accountant
28 March 2008

	Initiated for identification purposes in the reference to the audit report:
____________________

Rositsa Boteva
Registered Auditor
28 March 2008

	
	


	
	
	 Year ended 31 December

	
	Note
	2007 
	2006 

	Revenue
	
	
	

	Proceeds from issue of redeemable shares
	
	14
	45

	Net gain on financial assets at fair value through profit or loss
	7
	2,016
	703

	Dividend income
	
	40
	16

	Interest income
	10
	189
	115

	Total net income
	
	2,259
	879

	
	
	
	

	Expenses
	
	
	

	Investment Manager’s fees
	12
	(269)
	(205)

	Bank and audit fees
	
	(15)
	(40)

	Other operating expenses
	
	(32)
	(16)

	Total operating expenses
	
	(316)
	(261)

	Increase in net assets attributable to holders of redeemable shares from operations
	
	1,943
	618

	
	
	
	


NB: EPS information is not disclosed as the class of shares that are publicly traded are redeemable shares, which are considered debt instruments in accordance with IAS 32 requirements.
The financial statements on pages 4 to 23 were approved by the Board of Directors and signed on its behalf by: 
	______________

Yanko Nikolov, Krasimir Mishlakov
Executive Directors
28 March 2008
	____________________

Silvia Doncheva
Chief Accountant
28 March 2008

	Initiated for identification purposes in the reference to the audit report:
____________________

Rositsa Boteva
Registered Auditor
28 March 2008

	
	


	
	
	

	
	Notes
	For the year-ended 31 December

	
	
	2007
	2006

	
	
	Number 
of shares
	BGN thousand
	Number 
of shares
	BGN thousand

	
	
	
	
	
	

	Net assets attributable to holders of redeemable shares at 1 January
	8, 9
	305,084
	5,175
	355,252
	5,332

	
	
	
	
	
	

	Proceeds from redeemable shares
	14
	67,708
	1,422
	100,516
	1,553

	
	
	
	
	
	

	Redemption of redeemable shares
	
	(78,499)
	(1,751)
	(150,684)
	(2,328)

	
	
	
	
	
	

	Net increase from share transactions
	
	(10,791)
	(329)
	(50,168)
	(775)

	
	
	
	
	
	

	Increase in net assets attributable to 
holders of redeemable shares from operations
	
	-
	1,943
	-
	618

	
	
	
	
	
	

	Net assets attributable to holders of redeemable participating shares 

at 31 December
	8, 9
	294,293
	6,789
	305,084
	5,175


The financial statements on pages 4 to 23 were approved by the Board of Directors and signed on its behalf by: 

	______________

Yanko Nikolov, Krasimir Mishlakov
Executive Directors
28 March 2008
	____________________

Silvia Doncheva
Chief Accountant
28March 2008

	Initiated for identification purposes in the reference to the audit report:
____________________

Rositsa Boteva
Registered Auditor
28 March 2008

	
	


	
	
	Year ended 31 December

	
	Note
	2007 
	2006 

	
	
	
	

	Cash flows from operating activities
	
	
	

	Purchase of financial assets
	
	(2,307)
	(2,234)

	Proceeds from sale of investments
	
	3,428
	2,270

	Amount paid to the Investment Manager
	12
	(242)
	(213)

	Interest received
	
	228
	91

	Dividends received
	
	38
	16

	Other proceeds
	
	4
	-

	Other expenses
	
	             (68)
	             (49)

	
	
	
	

	Net cash from/(used in) operating activities
	
	1,081
	(119)

	
	
	
	

	Cash flows from financing activities
	
	
	

	Proceeds from redeemable shares issued
	14
	1,423
	1,598

	Redemption of shares
	
	(1,732)
	(2,285)

	
	
	
	

	Net cash used in financing activities
	
	(309)
	(687)

	
	
	
	

	
	
	
	

	Net increase/(decrease) in cash and cash equivalents
	
	772
	(806)

	
	
	
	

	Cash and cash equivalents at the beginning of the year
	
	1,366
	2,172

	
	
	
	

	Cash and cash equivalents at 31 December
	5
	2,138
	1,366


The financial statements on pages 4 to 23 were approved by the Board of Directors and signed on its behalf by: 

	______________

Yanko Nikolov, Krasimir Mishlakov
Executive Directors
28 March 2008
	____________________

Silvia Doncheva
Chief Accountant
28 March 2008

	Initiated for identification purposes in the reference to the audit report:
____________________

Rositsa Boteva
Registered Auditor
28 March 2008


	1
	General Information

	
	

	
	KD Pelikan AD (“the Fund”) is an open-ended mutual fund incorporated and domiciled under the Trade Law of Bulgaria on 5 August 2004. The Fund’s shares are secondary traded on the Bulgarian Stock Exchange (“BSE”). The Fund offers its shares for issue and redemption at the issue price, based on the current net assets value of the Fund plus up front fee, according to the rules implied by the Law on Public Offering of Securities (“LPOS”).

The Fund’s investment activities are managed by KD Investments EAD (the “Investment Manager”). 

The registered office of the Fund is:

9 Fritiuf Nansen Street 

Sofia , Bulgaria



	
	The Fund aims to generate significant medium-term capital growth within a rigorous risk management framework, as per the objectives stated in the Fund’s Prospectus. It aims to achieve these objectives by trading a diversified portfolio of listed debt and equity securities of Bulgarian companies within strict risk management guidelines, applying techniques more fully defined in the Fund’s Prospectus.

The Fund offers its shares for issue/redemption at the issue price, based on the current net assets value of the Fund plus up front fee, according to the rules implied by the Law on Public Offering of Securities.  The nominal value of each share unit is BGN 10.

The Fund’s financial instruments are in custody of UnicreditBulbank AD, which is also the Fund’s depository.

	
	

	2
	Summary of significant accounting policies

	
	

	
	The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been consistently applied to all periods presented, unless otherwise stated in the following text.

	
	

	2.1
	Basis of preparation

	
	

	
	The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), as adopted by the European Union. The financial statements have been prepared under the historical cost convention in Bulgarian leva.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires the Board of Directors to exercise its judgement in the process of applying the Compay’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the financial statements, are disclosed in Note 4.



	2.1
	Basis of preparation (continued)

	
	

	
	(а) Standards, amendments and interpretations effective in 2007


	
	Certain new standards and interpretations have been published that are mandatory for the Fund’s accounting periods beginning on or before 1 January 2007 and have been applied in the financial statements:

	
	

	
	· IFRS 7, 'Financial instruments: Disclosures', and the complementary amendment to IAS 1, 'Presentation of financial statements – Capital disclosures', introduces new disclosures relating to financial instruments and does not have any impact on the classification and valuation of the Fund’s financial instruments.

	
	

	
	(b) Standards, amendments and interpretations effective in 2007 but not relevant to the activities of the Fund



	
	The following standards, amendments and interpretations to published standards are mandatory for accounting periods beginning on or after 1 January 2007 but they are not relevant to the Fund’s operations:



	
	· IFRIC 8, 'Scope of IFRS 2'

	
	· IFRIC 10, 'Interim financial reporting and impairment', 

	
	· IFRIC 11, 'IFRS 2 – Group and treasury share transactions'.

	
	· IFRS 4, 'Insurance contracts'”;

	
	· IFRIC 7, 'Applying the restatement approach under IAS 29, Financial reporting in hyper-inflationary economies'

	
	· IFRIC 9, 'Re-assessment of embedded derivatives'

	
	

	
	(c) Standards, amendments and interpretations to existing standards that are not yet effective and have not been early adopted by the Fund 


	
	The following interpretations to existing standards have been published and are mandatory for the Fund’s accounting periods beginning on or after 1 January 2008 or later periods, but the Fund has not early adopted them:


	
	· IAS 1, Presentation of Financial Statements (revised September 2007); (effective for annual periods beginning on or after 1 January 2009). The main change in IAS 1 is the replacement of the income statement by a statement of comprehensive income which will also include all non-owner changes in equity, such as the revaluation of available-for-sale financial assets. Alternatively, entities will be allowed to present two statements: a separate income statement and a statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a statement of financial position (balance sheet) at the beginning of the earliest comparative period whenever the entity restates comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The Fund expects the revised IAS 1 to affect the presentation of its financial statements but to have no impact on the recognition or measurement of specific transactions and balances.


	2.1
	Basis of preparation (continued)

	
	

	
	(d) Standards, amendments and interpretations to existing standards that are not yet effective and are not relevant to the activities of the Fund


	
	· IFRS 3, Business Combinations (revised January 2008); (effective for business combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 2009). IFRS 3 will not affect the Fund’s statements.

	
	· IFRS 8, 'Operating segments ' (effective from 1 January 2009). This interpretation does not have an impact on the Fund’s financial statements.

	
	· Puttable financial instruments and obligations arising on liquidation—IAS 32 and IAS 1 Amendment (effective from 1 January 2009). The amendment requires the classification as equity of some financial instruments which comply with the definition of financial liability.

	
	· IAS 27 Consolidated and Separate Financial Statements (revised January 2008); effective for annual periods beginning on or after 1 July 2009). The standard is not relevant for the Fund.

	
	· IFRIC 12, 'Service concession arrangements' (effective from 1 January 2008). IFRIC 12 is not relevant to the Fund’s operations because the Fund does not provide services for public sector.

	
	· IFRIC 13, 'Customer loyalty programmes' (effective from 1 July 2008).  IFRIC 13 is not relevant to the Fund’s operations because the Fund does not operate any loyalty programmes.

	
	· IFRIC 14, 'IAS 19 – The limit on a defined benefit asset, minimum funding requirements and their interaction' (effective from 1 January 2008). The Fund will apply IFRIC 14 from 1 January 2008, but it is not expected to have any impact on the Fund’s accounts.

	
	· IAS 23 (Amendment), 'Borrowing costs' (effective from 1 January 2009). The amendment to the standard is still subject to endorsement by the European Union. The Fund will apply IAS 23 (Amended) from 1 January 2009 but is currently not applicable to the Fund as there are no qualifying assets. 

	
	

	
	(e) Standards, amendments, interpretations and clarifications that are not approved by the European Union

	
	

	
	· IFRS 2, Share based payments, vesting conditions and cancelations;

· IFRS 3, Business Combinations (revised January 2008); 
· IAS 1, Presentation of Financial Statements (revised September 2007); 
· IAS 23 (Amendment), 'Borrowing costs' (effective from 1 January 2009). 
· IAS 27, Consolidated and Separate Financial Statements (revised January 2008);
· IFRIC 12, 'Service concession arrangements' (effective from 1 January 2008). 
· IFRIC 13, 'Customer loyalty programmes' (effective from 1 July 2008).  
· IFRIC 14, 'IAS 19 – The limit on a defined benefit asset, minimum funding requirements and their interaction' (effective from 1 January 2008).


	2.2
	Foreign currency translation

	
	

	
	(a) Functional and presentation currency

	
	

	
	Items included in the financial statements are measured using the currency of the primary economic environment in which the entity operates (‘the functional currency’).

The financial statements are presented in thousands of Bulgarian Leva (BGN), which is the Fund’s functional and presentation currency.

	
	

	
	(b) Transactions and balances

	
	

	
	Foreign currency transactions are translated into the measurement currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation of monetary assets and liabilities denominated in foreign currencies are recognized in the income statement.

	
	

	Significant exchange rates are:
	31 December 2006 and 2007 

	
	

	EUR 1 equals
	BGN 1.95583

	
	

	2.3
	Fee and commission expense

	
	

	
	Fees other than those directly connected with the purchase of securities are charged directly to the income statement.

	
	

	2.4
	Interest income and expenses 

	
	

	
	Interest income and expense are recognised in the income statement for all debt instruments using the effective interest method.


	
	The effective interest method is a method of calculating the amortised cost of a financial asset or financial liability and of allocating the interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts throughout the expected life of the financial instrument, or a shorter period where appropriate to the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate, the Fund estimates cash flows considering all contractual terms of the financial instrument, but does not consider future credit losses. The calculation includes all fees and commissions paid or received between parties to the contract that are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.

	
	

	
	

	2.5
	Financial assets at fair value through profit or loss 

	
	

	
	(a) Classification

	
	

	
	The Fund classifies its investments in debt and equity securities, and related derivatives, as financial assets or financial liabilities at fair value through profit or loss. These financial assets and financial liabilities are classified as held for trading or designated by the management at fair value through profit or loss at inception.

Financial assets or liabilities held for trading are acquired or incurred principally for the purpose of selling or repurchasing in the short term.

Financial assets and financial liabilities designated at fair value through profit or loss at inception are those that are managed and their performance evaluated on a fair value basis in accordance with the Fund’s documented investment strategy. The Fund’s policy is for the Investment Manager and the Board of Directors to evaluate the information about these financial assets on a fair value basis together with other related financial information

	
	

	
	(b) Recognition

	
	

	
	Regular-way purchases and sales of investments are recognised on the settlement date - the date on which the Fund receives or transfers the investment.

	
	

	
	(c) Measurement

	
	

	
	Financial assets and financial liabilities at fair value through profit or loss are initially recognised at fair value. Transaction costs are expensed in the income statement. Subsequent to initial recognition, all financial assets and financial liabilities at fair value trough profit or loss are measured at fair value. Gains and losses arising from changes in the fair value of the ‘financial assets or financial liabilities at fair value through profit or loss’ category are presented in the income statement in the period in which they arise. Interest income from financial assets at fair value through profit or loss is recognised in the income statement within interest income using the effective interest method. Dividend income from financial assets at fair value through profit or loss is recognised in the income statement within dividend income when the Fund’s right to receive payments is established.

	
	

	
	(d) Fair value estimation

	
	

	
	The fair value of financial instruments traded in active markets (such as trading securities) is based on quoted market prices at the balance sheet date. The quoted market price used for financial assets held by the Fund is the current bid price; the appropriate quoted market price for financial liabilities is the current asking price.

The Fund may invest in bond instruments not traded at regular markets. The fair value of financial instruments that are not traded in an active market is determined by using valuation techniques. The Fund uses a variety of methods and makes assumptions that are based on market conditions existing at each balance sheet date. Valuation techniques used include the use of discounted cash flow analysis and other techniques commonly used by market participants.


	2.6
	Offsetting financial instruments

	
	

	
	Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

	
	

	2.7
	Cash and cash equivalents 

	
	

	
	Cash and cash equivalents includes cash in banks, deposits with original maturities of three months or less.

	
	

	2.8
	Due from brokers and due to brokers

	
	

	
	Amounts due from and to brokers represents receivables for securities sold and payables for securities purchased that have been contracted for but not yet settled or delivered on the balance sheet date respectively.

These amounts are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method, less provision for impairment for amounts due from brokers. 
A provision for impairment of amounts due from brokers is established when there is objective evidence that the Fund will not be able to collect all amounts due from the relevant broker. The difference between the proceeds and the liabilities is recognised for the period of the liability by using the effective interest method.

	
	

	2.9
	Redeemable shares

	
	

	
	Redeemable shares are redeemable at the shareholder’s option and are classified as financial liability in the balance sheet of the Fund. The up-front fee on the issue of those redeemable participating shares paid by the participant is recognized in the income statement as financial income over their useful life.


	
	Redeemable shares can be put back to the Fund at any time for cash equal to a proportionate share of the Fund’s net asset value.
The redeemable participating share is carried at the redemption amount that is payable at the balance sheet date if the shareholder exercised its right to put the share back.

Any difference between this amount and the net liability to holders of redeemable participating shares according to IFRS basis of measurement is shown as an adjustment to this amount in these financial statements.


	
	The Fund has not issued shares but redeemable participating shares.

	
	

	2.10
	Taxation

	
	

	
	Under the current laws of Bulgaria, the Fund is not subject to income, estate, corporation, capital gains or other taxes.

	3
	Financial Risk Management

	
	

	
	(i) Strategy in using financial instruments

	
	

	
	The Fund’s objective is to achieve investment growth through investing in a selection of debt and equity securities instruments issued by companies listed on Bulgaria Stock Exchange, and to the lesser degree in debt instruments and instruments of the monetary market. 

The Fund’s assets are exposed to a variety of financial risks, including currency risk and interest rate risk. The Investment Manager’s overall risk management programme seeks to minimise potential adverse effects on the Fund’s financial performance.

	
	

	
	(ii) Market price risk

	
	

	
	The Fund trades in financial instruments, taking positions in traded and over-the-counter instruments to take advantage of short-term market movements in the equity and bond markets. Equity, bond and derivative instruments are exposed to market risk due to the uncertainty of future instrument prices.



	
	The Fund’s market price risk is managed through diversification of the investment portfolio ratios by exposures. The equity and bond securities are selected from the BSE and other markets, and are among the most frequently traded ones. 
At 31 December 2007, the overall market exposures were as follows:

	
	
	2007 
	2006 

	
	
	Fair value
	% of net assets
	Fair value
	% of net assets

	
	Financial assets at fair value through profit or loss
	4,576
	67%
	3,761
	73%

	
	
	
	
	
	

	
	If the SOFIX equity index at 31 December 2007 had increased by 45% (2006: 35%) with all other variables held constant, this would have increased net assets attributable to holders of redeemable shares by approximately BGN 1,845 thousand (2006: BGN 1,190 thousand). Conversely, if the SOFIX equity index had decreased by the same percentage this would have decreased net assets attributable to holders of redeemable shares by approximately the same amounts.

	
	

	
	The SOFIX index calculated by the Bulgarian Stock Exchange – Sofia at 31 December was 1,767.88 (2006: 1,224.12).

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	(iii) Interest rate risk

	
	

	
	Any excess cash and cash equivalents are invested at short-term market interest rates, with little exposure to interest rate risk.

	
	

	
	The management follows the exposure of the Fund to interest rate risk and takes action for its limitation when it considers necessary. In order to decrease the exposure to interest rate risk the Fund may transfer assets from long-term to short-term interest bearing asstes, as well as to assets with floating interests. 

	
	

	
	On the basis of the simulations done, the impact on the profit after tax of change from 0.5% of the interest rates is amounting to thousand 13 BGN (2006: thousand 14 BGN).

	
	

	
	
	
	
	
	

	(in BGN thousand)
	Less than 1 month
	1 month to 1 year
	1 to 5 years
	Non-interest bearing
	Total 

	At 31 December 2007
	
	
	
	
	

	Assets
	
	
	
	
	

	Cash at bank
	1,815
	324
	-
	-
	2,139

	Financial assets at fair value through profit or loss
	-
	-
	1,231
	3,345
	4,576

	Receivables
	-
	-
	-
	159
	159

	Total assets
	1,815
	324
	1,231
	3,504
	6,874

	
	
	
	
	
	

	Due to the Investment Manager
	-
	-
	-
	27
	27

	Due to brokers
	-
	-
	-
	58
	58

	Redeemable shares
	-
	-
	-
	6,789
	6,789

	Total liabilities
	-
	-
	-
	6,874
	6,874

	Total interest sensitivity gap
	1,815
	324
	1,231
	(3,370)
	-

	
	
	
	
	
	

	At 31 December 2007
	
	
	
	
	

	Assets
	
	
	
	
	

	Cash at bank
	759
	607
	-
	-
	1,366

	Financial assets at fair value through profit or loss
	-
	-
	1,248
	2,543
	3,761

	Receivables
	-
	-
	-
	68
	68

	Total assets
	759
	607
	1,248
	2,611
	5,195

	
	
	
	
	
	

	Due to the Investment Manager
	-
	-
	-
	2
	2

	Due to brokers
	-
	-
	-
	18
	18

	Redeemable shares
	-
	-
	-
	5,175
	5,175

	Total liabilities
	-
	-
	-
	5,175
	5,195

	Total interest sensitivity gap
	759
	607
	1,248
	(2,564)
	-


	
	

	
	(iv) Credit risk

	
	

	
	The Fund’s exposure to credit risks mainly relates to the settlement on securities investment transactions. All transactions in listed securities are paid upon delivery using approved brokers. The risk of default is considered minimal, as delivery of securities sold is only made once the broker has received payment. Payment is made on a purchase once the securities have been received by the broker. The trade will fail if either party fails to meet their obligations.

There are also several legal requirements as the Law on Public Offering of Securities that minimise and prescribe the credit risk exposure that the Fund could take. The management is responsible for following the legislation requirements.

	
	

	
	The Fund is exposed to daily cash redemptions of redeemable shares. Prudent liquidity risk management implies sufficient cash and marketable securities, the availability of funding through adequate amount of committed credit facilities and the ability to close out market positions.

	
	

	
	The Fund may not be able to liquidate quickly its investments in these instruments at an amount close to their fair value in order to meet its liquidity requirements or to respond to specific events. Prudent liquidity risk management implies sufficient cash and marketable securities, the availability of funding through adequate amount of committed credit facilities and the ability to close out market positions.
As at 31 December 2007 approximately 31% from the assets of the Fund are cash and the rest are securities which are listed and are considered liquid investments.

	
	
	
	
	

	
	
	Rating
	2007
	2006

	
	
	
	
	

	
	Balances with banks
	BBB+
	2,139
	1,366

	
	Debt securities
	below BB
	1,231
	1,218

	
	
	
	
	

	
	Total
	
	3,370
	2,584


	
	(v) Liquidity risk

	
	

	
	Prudent liquidity risk management implies sufficient cash and marketable securities, the availability of funding through adequate amount of committed credit facilities and the ability to close out market positions. In accordance with the Fund’s policy, the Investment Manager monitors the Fund’s liquidity position on a daily basis, and the Board of Directors reviews it on a quarterly basis.


	
	The Fund is exposed to daily cash redemptions of redeemable shares. It therefore invests the majority of its assets in investments that are traded in an active market and can be readily disposed of; it invests only a limited proportion of its assets in investments not actively traded on a stock exchange.



	3
	Financial Risk Management (continued)

	
	

	
	(v) Liquidity risk (continued)

	

	The Fund may not be able to liquidate quickly its investments in these instruments at an amount close to their fair value in order to meet its liquidity requirements or to respond to specific events. All investments held at the balance sheet date are highly liquid.



	The table below analyses the Fund’s financial liabilities into relevant maturity groupings based on the remaining period at the balance sheet date to the contractual maturity date. The amounts in the table are the contractual undiscounted cash flows. Balances due within 12 months equal their carrying balances, as the impact of discounting is not significant.
The remaining period at the balance sheet date to the contractual financial liabilities of the Fund is less than one month both as of 31 December 2007 and 31 December 2006.
The shares of the Fund are redeemable at 3-day notice (see note 2.10).


	(vi) Currency risk

	

	The Fund does not hold monetary assets denominated in currencies other than its functional currency (BGN) or the EUR to which the local currency is fixed. It is therefore not exposed to currency risk.
The Fund’s policy is not to enter into any currency hedging transactions.

	

	In accordance with the Fund’s policy, the Investment Manager monitors the Fund’s currency position on a daily basis, and the Board of Directors reviews it on a quarterly basis.



	4
	Critical accounting estimates and judgments

	
	

	
	The Fund makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. Estimates are continually evaluated and based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances.

	
	

	
	Fair value of securities

The fair value of securities that are not quoted in active markets is determined by using valuation techniques, primarily discounted cash flows models. The models used to determine fair values are validated and periodically reviewed by experienced personnel independent of the area that created them. The models are based on generated cash flows and observable market data on interest rates and equity returns. The discount rates used for valuing equity securities are determined based on historic equity returns for other entities operating in the same industry for which market returns are observable.


	5
	Cash and cash equivalents

	
	

	
	Cash and cash equivalents as at inception of the Fund and as at the year end represents cash in BGN in short-term deposits in bank accounts with original maturity of up to three months.

	
	

	
	

	6
	Reconciliaiton of IAS 39 categories of financial assets and liabilities

	
	
	
	

	
	
	2007
	2006

	
	IAS 39 category
	
	

	
	
	
	

	(i)
	Loans and receivables
	
	

	
	
	
	

	
	Cash and cash equivalents
	2,139
	1,366

	
	Due from brokers
	122
	53

	
	Dividends and interest receivable
	37
	15

	
	
	
	

	
	Total loans and receivables
	2,298
	1,434

	
	
	
	

	(ii)
	Financial assets at fair value through profit or loss (Note 7)
	
	

	
	
	
	

	
	Designated at inception at fair value through profit or loss
	4,576
	3,761

	
	
	
	

	(iv)
	Financial liabilities at amortised cost
	
	

	
	
	
	

	
	Due to the Investment Manager
	27
	2

	
	Due to brokers
	58
	18

	
	
	
	

	
	Total financial liabilities at amortised cost
	85
	20

	
	
	
	

	(v)
	Financial liabilities at fair value thorugh profit or loss
	
	

	
	(designated as such upon initial recognition)
	
	

	
	
	
	

	
	Net assets attributable to owners of redeemable units
	6,789
	5,175


	
	

	7
	Financial assets at fair value through profit or loss

	
	
	2007 
	2006 

	
	Equity securities
	
	

	
	- listed equity securities
	3,025
	2,535

	
	- equity securities traded over-the-counter 
	320
	8

	
	
	
	

	
	Total equity securities
	3,345
	2,543

	
	
	
	

	
	Debt securities
	
	

	
	- Bulgarian government bonds
	-
	235

	
	- corporate bonds traded on official markets
	1,079
	983

	
	- corporate bonds traded over-the-counter
	152
	-

	
	
	
	

	
	Total debt securities
	1,231
	1,218

	
	
	
	

	
	Total financial assets at fair value through profit or loss
	4,576
	3,761

	
	
	
	

	
	Net gains recognized in relation to 
financial assets at fair value through profit or loss
	
	

	
	- realized
	478
	201

	
	- unrealized
	1,538
	502

	
	
	
	

	
	Total gains
	2,016
	703

	
	
	
	

	
	The Fund has not pledged any of the securities stated above.

	
	

	
	For further information, please see Note 15.


	8
	Net asset value per share

	
	

	
	In accordance with the provisions of the Fund’s Prospectus, some of the investment positions are valued based on the quoted price at the nearest day, when they were traded in volumes exceeding the quantity of these investments in the portfolio of the Fund, for the purpose of determining net asset value per share for share subscriptions and redemptions.


	
	


	8
	Net asset value per share (continued)

	
	

	
	As at 31 December 2007 the difference between both valuation approaches is insignificant (2006: nil).

Net asset value per redeemable participating share was BGN 23.07 at 28 December 2007 (2006: 16.96).

	
	


	9
	Redeemable participating shares

	
	

	
	All issued shares are fully paid and have been included in the official listing of the Bulgarian Stock Exchange. Preference shares carry one voting right each.
Participating preference shares are issued and redeemed at the holders’ option at prices based on the value of the Fund’s net assets at the time of issue/redemption.


	
	Participating Shareholdings:
	     31 December 2007
	     31 December 2006

	
	Number of shares
	Ownership
	Number of shares
	Ownership

	KD Life Bulgaria
	626
	0%
	
	

	KD Group (Ljubljana)
	-
	-
	50,000
	16%

	Slovenika Zivljenje, D.D.
	139,265
	47%
	102,557
	34%

	Other individuals
	154,402
	53%
	152,527
	50%

	
	
	
	
	

	Total  
	294,293
	100%
	305,084
	100%


	10
	Interest income

	
	
	2007 
	2006 

	
	
	
	

	
	Cash and current bank deposited
	101
	63

	
	Debt securities
	88
	52

	
	
	
	

	
	Total interest income
	189
	115


	11
	Taxes

	
	

	
	The Fund is domiciled in Bulgaria. Under the current laws of Bulgaria, the Fund is not subject to income, estate, corporation, capital gains or other taxes.


	12
	Related party transactions and balances

	

	Parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other party in making financial or operational decisions. The Fund is managed by KD Investments EAD, an investment manager incorporated in Bulgaria, under the terms of the management agreement dated 14 April 2004. KD Investments EAD receives in return a fee based on the net asset value estimated based on traded values, payable monthly in advance using the averaged annual rate of no more 4%.

	

	Management fees to KD Investments EAD
	2007 
	2006 

	
	
	

	Outstanding as at 1 January
	2
	10

	
	
	

	Fees accrued during the year
	269
	205

	Fees paid during the year
	(242)
	(213)

	
	
	

	Outstanding as at 31 December
	27
	2

	
	
	


	13
	Issue value of shares

	
	

	
	The issue value of one share comprises the net assets attributable to holders of redeemable participating shares divided by the number of the issued redeemable participating shares plus an up front fee of 1% (from 1 January 2005 until August 2006: 3%).

	
	

	Date  
	Nominal value of 1 share
	
	Number of issued shares
	
	Issue value of 1 share

	
	BGN
	
	Count
	
	BGN

	
	
	
	
	
	

	As at 31 December 2006 
	10
	
	305,084
	
	17.13

	As at 31 December 2007 
	10
	
	294,293
	
	23.30

	
	


	14
	Proceeds from issue of redeemable participating shares

	

	
	2007 
	2006 

	
	
	

	Gross proceeds from redeemable participating shares
	1,423
	1,598

	Less fees for issuing shares recognized in the income statement
	(14)
	(45)

	
	
	

	Net cash proceeds from issue of shares
	1,409
	1,553


	15
	Financial assets at fair value through profit or loss

	
	
	

	
	
	Count 
	Fair value
(BGN‘000)
	% of net assets

	
	As at 31 December 2007
	
	
	

	
	
	
	
	

	
	Debt securities
	
	
	

	
	Eurolease
	78
	155
	2.3%

	
	Royal Patatoes
	75
	152
	2.2%

	
	TBI Credit 5
	65
	127
	1.6%

	
	Euroholding Bulgaria
	60
	126
	1.5%

	
	TBI Leasing
	60
	122
	1.9%

	
	TBI Credit 4
	102
	106
	1.5%

	
	I Build AD
	50
	104
	1.5%

	
	Balkanstroy AD
	50
	102
	1.5%

	
	Etap Address
	100
	97
	1.4%

	
	St. Konstantin and Elena
	30
	59
	0.9%

	
	Fair play
	25
	51
	0.7%

	
	Sopharma
	30
	20
	0.3%

	
	BL Lease
	5
	10
	0.2%

	
	
	
	
	

	
	Total debt securities
	
	1,231
	18.0%

	
	
	
	
	

	
	Equity securities
	
	
	

	
	Zarneni hrani AD
	141,782
	639
	9.3%

	
	Orgachim AD
	797
	513
	7.5%

	
	Evroholding Bulgaria AD
	48,812
	333
	4.8%

	
	Albena AD
	2,450
	291
	4.2%

	
	Sinergon Holding AD
	17,700
	259
	3.8%

	
	Industrial Holding Bulgaria -rights
	42,000
	197
	2.9%

	
	Chimimport AD
	12,557
	195
	2.8%

	
	Monbat AD
	6,100
	186
	2.7%

	
	Industrial Holding Bulgaria
	14,245
	162
	2.4%

	
	First Investment Bank
	13,279
	153
	2.2%

	
	Toplivo AD
	3,971
	116
	1.7%

	
	Transgas
	572
	106
	1.5%

	
	Prouchvane i dobiv neft i gas
	7,370
	98
	1.4%

	
	Corporate commercial bank
	373
	36
	0.5%

	
	Sopharma AD
	2,971
	26
	0.4%

	
	Kauchuk
	306
	18
	0.3%

	
	Balgarska Rosa Sevtopolis
	6,830
	17
	0.3%

	
	
	
	
	

	
	Total equity securities
	
	3,345
	48.70%

	
	
	
	
	

	
	Total financial assets at fair value through profit or loss
	
	4,576
	66.70%
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	Financial assets at fair value through profit or loss (continued)

	
	
	

	
	As at 31 December 2006
	Count 
	Fair value
(BGN ‘000)
	% of net assets

	
	
	
	
	

	
	Debt securities
	
	
	

	
	TBI Credit
	207
	275
	5.30%

	
	7.5% Bulgarian Government Bonds
	2,000
	235
	4.53%

	
	Royal Patatoes
	75
	153
	2.94%

	
	I Build AD
	50
	103
	1.98%

	
	Balkanstroy AD
	50
	102
	1.97%

	
	Etap Address
	100
	100
	1.93%

	
	Eurolease
	70
	73
	1.40%

	
	St. Konstantin and Elena
	30
	59
	1.13%

	
	Sopharma
	30
	58
	1.11%

	
	Fair play
	25
	50
	0.97%

	
	BL Lease
	5
	10
	0.19%

	
	
	
	
	

	
	Total debt securities
	
	1,218
	23.45%

	
	
	
	
	

	
	Equity securities
	
	
	

	
	Industrial Holding Bulgaria
	72,000
	436
	8.40%

	
	Prouchvane neft i gas
	31,000
	253
	4.88%

	
	Deusche Bank AG
	1,100
	219
	4.21%

	
	BMW AG
	2,500
	213
	4.10%

	
	Chimimport AD
	26,539
	202
	3.89%

	
	Albena AD
	2,360
	182
	3.50%

	
	Sinergon Holding AD
	20,720
	167
	3.20%

	
	Orgachim AD
	1,200
	138
	2.66%

	
	Prime properties BG 0
	82,108
	136
	2.61%

	
	Allianz AG
	400
	122
	2.34%

	
	Sopharma AD
	15,066
	102
	1.96%

	
	Premier fund
	100,000
	84
	1.62%

	
	Doverie obedinen holding
	23,000
	62
	1.20%

	
	Shipyard Odesos
	330
	46
	0.88%

	
	Toplivo AD
	2,500
	44
	0.84%

	
	Balgarska Rosa Sevtopolis
	6,430
	43
	0.83%

	
	Slanchev Briag
	995
	18
	0.34%

	
	St. Konstantin and Elena
	500
	18
	0.34%

	
	Kapitan Diado Nikola
	200
	18
	0.34%

	
	Kremikovci AD
	1,200
	17
	0.33%

	
	Duropak Trakia papir
	147
	9
	0.18%

	
	Monbat AD
	1,090
	8
	0.15%

	
	Кauchuk AD
	100
	7
	0.13%

	
	
	
	
	

	
	Total equity securities
	
	2,543
	48.94%

	
	
	
	
	

	
	Total financial assets at fair value through profit or loss
	
	3,761
	72.39%
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