OPERATION OF INVESTMENT MANAGEMENT COMPANIES AND INVESTMENT FUNDS

GENERAL INFORMATION 

In 2004, two new investment management company operating licences were issued (to the investment company BTB Asset Management and the joint stock investment management company Nord/LB Fondi).

In the reporting year (in the first quarter of 2004), two new open-end investment funds were registered and, based on a decision taken by investment management companies, two closed-end investment funds (in the 2nd quarter of 2004) and one open-end investment fund up (in the 4th quarter of 2004) were wound up. 

Thus, at the end of the reporting year, there were 10 investment management companies that managed 15 investment funds (11 open-end and four closed-end funds).  

In 2004, new investment fund certificates were issued and their amount made up 6.7 million on 31 December 2004. 

In the 4th quarter of 2004, authorisation for public trading in securities in Latvia was received by the investment company with variable capital AVIVA FUNDS registered in Luxembourg, as well as by the open-end investment funds Hansa Venemaa Aktsiafond and Hansa Balti Kasvufond registered in Estonia. Thus, in 2004 such authorisation was received by seven foreign investment funds.

In the reporting year, the number of those investment management companies having received authorisation for managing State-funded pension scheme assets increased by two (in the 2nd and the 4th quarter of 2004). 420 thousand
 Latvian residents opted for their participation in investment plans of State-funded pension scheme assets set up by investment management companies.

INVESTMENT COMPANIES

Investment management companies ended the reporting year with a profit of 292.4 thousand lats, compared to a loss of 91.0 thousand lats in 2003. Vault cash and claims on credit institutions constituted 69% of the total balance sheet of investment management companies, or 1.4 million lats. In 2004, transactions in equities by using short-term loans were completed and the balances on the corresponding balance accounts comprised 11% of the total balance sheet on 31 December 2004, or 0.2 million lats (compared to 2.2 million lats or 61% a year earlier).

INVESTMENT FUNDS

In 2004, total assets of investment funds grew by 37% as compared to the end of 2003 and reached 36.4 million lats by the end of the reporting period (see Figure 1).   
Figure 1

ASSETS OF INVESTMENT FUNDS

(in millions of lats)
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In 2004, investments in securities remained the most significant asset item. Upon an increase in the amount of investments made in securities by 58%, totalling 24.0 million lats, their share in total assets amounted to 66% by the end of the 4th quarter. As a number of time deposits became due and these funds were not invested repeatedly in full, the amount of claims by investment funds on demand to credit institutions significantly rose, namely, nine times, totalling 4.2 million lats on 31 December 2004. The share of this item in the asset structure accounted for 12%. In the reporting year, investments were diversified as compared to the end of 2003 by their placement in variable-yield securities, i.e. investments in shares grew fourfold, reaching 2.6 million lats, while investments in investment fund certificates, 20 times, reaching 0.4 million lats. As the prices in the Latvian real estate market continued to rise in 2004, investment fund activities in the real estate market increased as well. Investments by investment funds in real estate rose threefold, totalling 2.6 million lats or 7% of total investment fund assets at the end of the year. 

As a result of transactions conducted in financial instruments, on 31 December 2004, the largest share of the securities portfolio of investment funds was comprised of central and local government debt securities and debt securities of companies, 49% and 39%, respectively, compared to 64% and 31%, respectively, on 31 December 2003 (See Figure 2).

Figure 2

SECURITIES PORTFOLIO OF INVESTMENT FUNDS,
 BROKEN DOWN BY TYPE OF SECURITY   
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The year 2004 witnessed major changes in the geographical breakdown of the securities portfolio of investment funds. The amount of investments made in Latvia made up 49% of total investments, totalling 11.9 million lats. Simultaneously, investments in foreign securities by investment funds, in turn, increased 2.6 times, amounting to 12.2 million lats on 31 December 2004. At the end of the year, 19% of the securities portfolio of investment funds or 4.6 million lats were placed in Russian issuers’ securities while 4% or 1.0 million lats, in Ukrainean and Polish issuers’ securities, 3% or 0.7 million lats on average, in Kazahstanian, Lithuanian, Estonian, Croatian and Roumanian issuers’ securities, 2% or 0.4 million lats, in Bulgarian and German issuers’ securities and the other 5%, in securities issued by 13 other countries, as well as in securities issued by an international financial institution (Nordic Investment Bank). 

Figure 3

SECURITIES PORTFOLIO OF INVESTMENT FUNDS 

IN BREAKDOWN BY COUNTRY
(as a percentage)

	                       31.12.2003
	                                              31.12.2004
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In 2004, the increase in net assets of investment funds as a result of investments accounted for 1.2 million lats, i.e. 2.2 times more than the year before (561 thousand lats). [image: image4.emf]0
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Investment fund management expenses comprise remuneration to the investment management company
, remuneration to the custodian bank
 and other investment fund management expenses
. In the reporting year, on average, 1.4% of investment plan assets were used for the investment fund management (the same as in 2003). Depending on the activity of investment management companies and their chosen investment policy, management expenses of individual investment companies ranged from 0.5% per year to 3.7% of investment fund net assets. 

The average annual profitability of open-end investment funds was 1.6% to 26.1%.







� Data of the State Social Insurance Agency. 


� Remuneration due to the investment company according to the provisions of the fund prospectus.


� Commission due to the custodian bank according to the provisions of the fund prospectus.


� Remuneration due to fund auditors, as well as other fund management expenses. 
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