MANAGEMENT OF STATE-FUNDED PENSION SCHEME ASSETS 

GENERAL INFORMATION

On 31 December 2004, State-funded pension scheme (second-tier pension scheme) assets were managed by eight investment management companies (joint stock investment company Ieguldījumu sabiedrība Astra fondi, joint stock investment management company BALTIKUMS ASSET MANAGEMENT, investment company Hansa Fondi, JSC LVA ieguldījumu sabiedrība, joint stock investment management company NORD/LB Fondi, investment company Optimus Fondi, investment JSC Parekss ieguldījumu sabiedrība and JSC Ieguldījumu sabiedrība Suprema fondi) and the State Treasury. A licence to the joint stock investment management company NORD/LB Fondi was issued on 17 December 2004. Five investment management companies are subsidiaries of Latvian banks (JSC Akciju komercbanka Baltikums, JSC Hansabanka, JSC Latvijas Unibanka, JSC NORD/LB Latvija, JSC Parekss-banka) and one was established by major Latvian insurance companies.   

On 31 December 2004, investment management companies and the State Treasury offered a total of 19 investment plans to participants in the State-funded pension scheme, compared to 17 investment plans at the end of 2003. 

STATE-FUNDED PENSION SCHEME PARTICIPANTS
Before 31 December 2004, 633,685
 participants or 27% of Latvian residents had joined the second-tier pension scheme
 (compared to 495,062 participants, or 21% of Latvian residents having joined the State-funded or second-tier pension scheme before 31 December 2003). The sex structure of participants reflected the population breakdown typical of Latvia: female – 54% and male – 46%. The average age for scheme participants in 2004 slightly increased to 31 as compared to 30 in 2003, incl. the average age of 26 for persons subject to compulsory registration and the average age of 42 for voluntary participants.

By the end of the reporting year, of 633,685 scheme participants, 65% had joined the scheme on a compulsory basis
 while 224,219 participants or 35%, on a voluntary basis (see Figure 1). By the end of 2003, 138,138 participants or 28% of total scheme participants had joined the scheme on a compulsory basis. 

Upon the basis of investment policies, all investment plans may be broken down into three groups
: conservative, balanced and active investment plans. 

In 2004, residents tried to more actively influence the amount of their future pensions by opting for investment plans with a dynamic investment policy. Thus, during the reporting period, 52% of all State-funded pension scheme participants opted for active investment plans. 43% of all these participants joined the scheme on a voluntary basis. Participation in active investment plans was chosen by 51% of all male participants and 52% of all female participants. 

Figure 1

STRUCTURE OF STATE-FUNDED PENSION SCHEME PARTICIPANTS 
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Of total State-funded pension scheme participants, 44% opted for conservative investment plans in the reporting period. Participation in conservative plans was chosen by 46% of all male participants and 44% of all female participants. 

At the end of 2004, 4% of all State-funded pension scheme participants opted for balanced investment plans. Their choice in favour of balanced investment plans was made by 3% of all male participants and 4% of female participants. 

At the end of 2004, there were 555,563 active participants in the State-funded pension scheme (participants who made contributions in 2004), or 86% of all State-funded pension scheme participants. At the end of September of 2003, there were 448,767 active scheme participants, or 91% of all State-funded pension scheme participants. 

STATE-FUNDED PENSION SCHEME ASSETS

In 2004, net assets of the State-funded pension scheme’s investment plans rose by 89% as compared to the end of 2003, reaching 48.1 million lats. 

As the amount of obligations under investment plans of the State-funded pension scheme was small, the volume of investments of the State-funded pension scheme’s investment plans increased to 47 million lats on 31 December 2004, 86% more than on 31 December 2003.  

Return on investment plans
 in 2004 ranged from 0.8% to 7.0%, compared to 0.2% to 6.9% in 2003. In the aggregate, the weighted average return on conservative investment plans was the lowest, i.e. 3.5% per annum, which was surpassed by that of investment plans of balanced investment policy (4.4% per annum) and active investment plans (6.1% per annum).

Investment plan management expenses are comprised of remuneration to the asset manager
, remuneration to the custodian bank
 as well as of other investment plan management expenses
. In 2004, on average, 1.1% of investment plan assets were used for investment plan management. Depending on the degree of activity of investment plan managers and the chosen investment policy, expenses relating to individual investment plans varied between 0% and 1.7% of net investment plan assets, including, on average, 0.8% of investment plan net assets in conservative investment plans and 1.5% of net assets in balanced and active investment plans.

The investment structure changed as compared to the end of 2003; namely, 26 million lats or 56% of total investments were invested in debt securities and other fixed-income securities, compared to 73% of total investments at the end of 2003, and 17 million lats or 35% of total investments were invested in time deposits with credit institutions, compared to 26% at the end of 2003. Thus, the high share of low risk investments was retained. It should be noted that the amount of funds invested in investment fund investment certificates increased as much as 26 times in 2004, reaching 6% of total investments or 3 million lats.

In 2004, the geographical concentration of investment risk slightly lowered. On 31 December September 2004, 85% of total investments or 40 million lats were invested in Latvia and 7 million lats were invested in 21 other countries, including Estonia, France and Luxembourg, as well as in securities issued by international financial institutions (the Nordic Investment Bank, the European Bank of Reconstruction and Development, the World Bank), compared to 89% of State-funded pension scheme assets invested in Latvia on 31 December 2003 (see Figure 2).   

Figure 2

GEOGRAPHICAL BREAKDOWN OF STATE-FUNDED PENSION ASSETS
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� This report incorporates data collected by the State Social Insurance Agency on State-funded pension scheme participants.


� Data of the Central Statistics Board / www.csb.lv.


� All persons born after 1 July 1971 and registered for State pension insurance are registered by the State Social Insurance Agency as scheme participants on a compulsory basis.


� Breakdown according to the information published by the Association of Latvian Commercial Banks. 


� Return on investment plans is changes in investment plan units during a period to their value at the beginning of the period, expressed in annual percentage terms.


� Commission due to the asset manager under the management agreement.


� Commission due to the custodian bank under the management agreement and custodian bank agreement.


� Remuneration due to auditors as well as other investment plan management expenses.
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