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THE LEGAL REGIME OF LIMITATION OF RISK IN BUSINESS OF 

SECURITIES DEALERS 

 

Apstract 

 

      In the first chepter Introduction the author will show the object of dissertation The legal 

regime of limitation of risk in business of securities dealers. The subject of dissertation refer 

on fundamental goals of financial regulation, with special focus on operations of broker-

dealer firms and authorized banks, and their special regulatory regime, eg set of measures and 

instruments which is an indirectly and directly regulate, control their operations.  

      The second chepter will refer on financial markets and financial institutions, which have 

central role in the modern economies. The level of regulation and control of financial flows 

on the capital market and activity of financial institutions, differs from one country to 

another, because of specific economic, political, historical and cultural conditions of a 

country.  

      In the third chepter will be cover the main participants on the capital market – broker-

dealer firm and authorized bank. The broker-dealer firm is investment company which means 

any legal person whose regular occupation or business is the provision of one or more 

investment services to third parties and/or the performance of one or more investment 

activities on a professional basis. The authorized bank is investment company which 

representing the organizational unit of credit institution whose ordinary business is to provide 

thr investment services to client.   

      The following chepter will show the historical review of the institution of limitation of 

risk in business of securities dealers. It point to development of this institution on the 

international level, that started in the mid-seventies of the twentieth century with collapse of 

banking system. This has initiated the establishment of Basel Comitte of Banking 

Supervision, which until now adopted several accords. This accords have been implemented 

in the Capital Adequacy Directive in the EU, thus become binding for all Member States in 



9 

 

the EU. Ultimately, will show the application and implementation this rules in the national 

legislation.  

      The next chapter is completely dedicated to the main goals of business regulation of 

securities dealers, which is reflected in the creation of the possibility of the existence and 

maintain a stable financial system, that based on the fair and safe operations of securities 

dealers, and achieving adequate protection to other participants on financial market. The 

securities dealers are obliged to operate fairly and honestly, so as not to damage its economic 

collapse of their clients amd possibly caused a disruption in the financial markets. Securities 

dealers are required to operate in accordance with the standards of good professionals, to 

avoid a conflict of their interests with the interests of their clients. From them are expected to 

have an honest relationship with their clients, to take action only in their favor, even if they 

are contrary to their interests.   

      The sixth chepter will examine the risk exposure of securities dealers. Risk exposure 

related to the possibility thet dealers become unable to meet obligations to creditors, because 

unable to meet claims against its debtors. Therefore, the dealers forbidden to exhibit 

excessive exposure to a single debtor or a small number of related borrowers. They are an 

obligation of calculating limits of exposure to a single person or group of connected persons. 

      The next chapter deals with the capital and required reserves which securities dealers 

must possess. The broker-dealer firm and authorized bank must have general and special 

reserves. While the general reserves cover losses that may arise for any reason in their 

business, special reserve cover losses in certain transactions in securities. Securities dealers 

are required to create special reserves and to express a special account within liabilities. 

Latest revision of Basel Accord introduced additional levels of capital as countercyclical 

capital and capital conservation buffer.  

      The following chapter deals with the liquidity of securities dealers. Liquidity is a state in 

the property of dealers in which they have sufficient funds at any time to comply in a timely 

manner due monetary obligations. Securities traders are required to manage liquidity, plan 

inflows and outflows of funds and to monitor dayli liquidity.  

      The ninth chapter is devoted to capital adequacy. Adequacy, respectively appropriateness 

of the capital, is the ratio of net capital value of securities dealers to the risk of the business. 

Risks of the securities dealers may include: credit, operational, trade (commodity, currency, 
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interest rate risk, etc.). Capital of a broker-dealer firm or an authorized bank is adequate to 

risk exposure in the trading of securities if amounts to eight percent of the total exposure in a 

given period.   

      The tenth chapter will be dedicated to the metodology for measuring and managing risk. 

Effective risk management involves a developed system of internal control, the extent of 

control and supervisors competences, the importance of competent management and good 

corporate governance. Among the important organizational aspects of the broker-dealer firm 

and an authorized bank is the risk management department, which is usually consists of three 

levels. At the highest level, formulate risk policy, which is then implemented at lower levels 

of the risk management and portfolio management. The purpose of risk management is to 

achieve a balance between risk and return. The modern concept of risk management is the 

separation of risk assessment in the form of reserves and capital of the broker-dealer firm and 

an authorized bank.  

      In the last chapter will examine the implementation of the supervision of securities 

dealers. Supervision of operations of securities dealers is one of the basic principles of the 

Basel standards. One of the main requirement relating to the organization and function of 

supervisors is that supervisors do not perform only a documentary control, but also to carry 

out the inspection. The staff of regulatory agencies, such as Securities Commission, must 

have a permanent relationship with the management of dealers to gain insight into their 

business.  
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