BANKING OPERATION

GENERAL INFORMATION

On 31 December 2007, there were 21 banks and four branches of foreign banks operating in the Republic of Latvia: Allied Irish Banks Plc. Latvia branch, Nordea Bank Finland Plc. Latvia branch, SKANDINAVISKA ENSKILDA BANKEN AB Riga branch and Svenska Handelsbanken AB Latvia branch. 

By the end of the year, branches of several Latvian banks operated in foreign countries: JSC DnB NORD Banka – in Estonia (Tallinn), JSC Parex banka – in Estonia, Germany and Sweden (Tallinn, Berlin, Stockholm), JSC PARITATE BANKA – in Portugal (Lisbon), JSC TRASTA KOMERCBANKA – in Cyprus (Nicosia) and JSC UniCredit Bank – in Lithuania and Estonia.

Until 31 December 2007, licences from the financial sector supervisory authorities of member states of the European Economic Area regarding the intention to undertake financial services in Member States without opening a branch were issued to the following banks: JSC Akciju komercbanka Baltikums, the State JSC Latvijas Hipotēku un zemes banka and JSC NORVIK BANKA – in Lithuania and Estonia, JSC Rietumu Banka – in the United Kingdom and Ireland, JSC SEB Latvijas Unibanka – in Ireland and Lithuania, but JSC Parex banka – in Denmark, Italy, Norway and Finland. 

By 31 December 2007, 181 notifications from the financial sector supervisory authorities of member countries of the European Economic Area were received regarding the exercise of the freedom to provide services in Latvia without opening a branch. 

Changes in the shareholder structure of several banks in the Latvian banking sector, as well as changes in the names of several banks took place during the reporting year. 

In January 2007, Bank Austria Creditanstalt AG (UniCredit Group) acquired 100% of share capital of the JSC HVB Bank Latvia, but in February 2007, the JSC HVB Bank Latvia changed its name to the JSC UniCredit Bank. 

In the reporting year, the names were changed also by the JSC LATEKO BANKA (since January 2007 – JSC NORVIK BANKA) and JSC PARITĀTE BANKA (since 16 August 2007 – JSC PrivatBank, thus changing its name to the name of its parent bank (AKB PrivatBank (Ukraine)).

In spring 2007, the largest Danish financial group Danske Bank became the sole owner of JSC Sampo Banka, taking over shares of the Latvian JSC Sampo Banka Plc (Finland).
In summer 2007, the AKB Pivdennyi (Ukraine) increased its qualifying holding in the JSC Reģionālā investīciju banka, thus becoming its parent company.

For the further development purposes the JSC AKB "Baltikums, JSC DnB NORD Banka, JSC HANSABANKA, JSC Latvijas Krājbanka, JSC NORVIK BANKA, JSC PrivatBank, JSC Reģionālā investīciju banka, JSC Sampo Banka and JSC TRASTA KOMERCBANKA raised their share capital in the reporting period thus the total banking paid-up share capital increased by 51.1% and at the end of the year reached 888.9 million lats, incl. the share of foreign capital totalling 78.2% (compared to 67.8% on 31 December 2006) (see Figure 1). The share of the Latvian State in the total paid-up capital of banks at the end of 2007 reached 5.5% (compared to 8.4% on 31 December 2006).

Figure 1

BANKING PAID-UP SHARE CAPITAL BROKEN BY COUNTRIES 
(at end of period; %)
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At the end of 2007, 10 banks operated as subsidiaries of foreign banks, and on 31 December 2007 the share of these banks constituted 55.9% of total banking sector assets, incl. six subsidiary banks of the EU
 Member States banks, 51.7%, and the share of four subsidiary banks of CIS
 countries’ banks, 4.2%. 

MARKET CONCENTRATION

The Herfindhal–Hirschman index (HHI)
 and determining of the market share of five largest market participants (CR5) are frequently applied methods for an analysis of the level of concentration in a market. 

During the year 2007, the market share of five largest banks dropped in assets, as well as loans and deposits, and by the end of the year CR5 stood at 66.6%, 74.1% and 65% respectively (compared to 69.4%, 77.3% and 69.9% on 31 December 2006) (see Figure 2).

Figure 2

MARKET SHARE OF FIVE LARGEST LATVIAN BANKS

(at end of period; %)
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The HHI index for banking assets, loans and deposits also slightly decreased in the Latvian banking sector and at the end of the year accounted for 0.113, 0.135 and 0.105, respectively (compared to 0.127, 0.154 and 0.118 on 31 December 2006) (see Figure 3).
Figure 3

HHI INDEX FOR BANKING ASSETS, LOANS AND DEPOSITS 

(at end of period)
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The higher HHI, the higher is the level of concentration and the lower is competition in the market. (HHI may vary between 0 and 1. In cases where HHI approaches 1, absolute concentration or monopoly is observed.) A gradual decrease in the market share of the largest banks furthered a HHI decrease in the reporting year; this in turn indicates a competition upsurge in the Latvian banking sector. Sufficiency of banks is an impediment to the predominance of any of banks in the market. 

STRUCTURE OF ASSETS AND LIABILITIES

During 2007, the banking assets increased by 6,008.7 million lats or 37.8%, and their share at the end of December totalled 21.9 billion lats. In the reporting year, the growth rate of loans outpaced the growth rate of deposits only by 6 percentage points, and that was considerably than a year before when the loan growth rate exceeded the deposit growth rate more than twofold (see Figure 4). 

Figure 4

ASSETS, LOANS AND DEPOSITS 

(at end of period; million lats)
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By the end of 2007, loans accounted for a major share of loans in the banking asset structure, 68.1%, while the share of banking claims on monetary financial institutions (MFI)
, 16%, and banking claims on the Bank of Latvia, 6.5% (compared to 68.4%, 12.9% and 7.6% on 31 December 2006) (see Figure 5). 

Figure 5

STRUCTURE OF ASSETS

(percentage)
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At the end of the year, the share of deposits in banking liabilities structure constituted 46.4% and banking liabilities to MFI reached 40.1% (compared to 48.8% and 37.3% on 31 December 2006) (see Figure 6). 

Figure 6

STRUCTURE OF LIABILITIES 

(as percentage) 
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Of total banking liabilities to MFI, 91.4% were liabilities to MFI of OECD countries 
(compared to 88.9% on 31 December 2006), while foreign banks’ financing to their Latvian subsidiaries and branches accounted for 67.2% (compared to 68% on 31 December 2006). 

LOANS 

As from the second half of 2007, a gradual decline in loan growth rate has been observed in the Latvian banking sector. The Ant-Inflation Plan adopted by the Latvian government at the end of March 2007 (effective as of June-July 2007), which comprised changes also in the banking credit conditions, namely, a requirement regarding loans to be issued with a greater customer participation  (mandatory first instalment) and accepting only legally proven income (a statement from the State Revenue Service requested regarding customer legal income), had a certain impact on the process, as well as a more conservative lending policy applied by banks. During the reporting year, credit institutions began to feel an effect also in the attracting of financial resources, i.e. the banks lent money to other banks with more circumspect because of the lending crisis in the US and growing credit risk premium had raised loan interest rates. 

In 2007, the total amount of loans issued to non-banks rose by 4,043.3 million lats, or by 37.2% (compared to 56.2% in 2006) and by the end of December totalled 14,916.1 million lats.

Credit portfolio broken down by national economy sector

During the reporting year, the amount of loans issued to the Latvian national economy development rose by 1,644 million lats, or 30.3% (compared to 47.1% in 2006). By the end of December, a total of 7,064.4 million lats were issued for the development of the national economy. Largest amounts of loans were still granted to such national economy sectors as real estate transactions, manufacturing industry, financial intermediation and trade, which received: 30.4%, 13.9%, 12.6% and 12.3%, respectively, of total loans granted to national economy sectors (compared to 27.8%, 12.6%, 16.1% and 12.2% on 31 December 2006) (see Figure 7). 
Figure 7

SHARE OF LOANS ISSUED TO NATIONAL ECONOMY SECTORS OF BANKING ASSETS IN CREDIT PORTFOLIO* AND ANNUAL GROWTH RATE OF SUCH LOANS

(31.12.2007; percentage)
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* Banking loan portfolio comprises loans issued to resident financial institutions, state enterprises and private companies. 

Loan portfolio broken down by borrowers (residents)

By the end of 2007, of total amount of loans to non-banks, 87.9% were issued to residents, incl. private non-financial undertakings, 45.6%, households, 45.4%, while financial institutions received 6.4% (compared to 45.5%, 43.7% and 8.7% on 31 December 2006) (see Figure 8). 

Figure 8 

BORROWERS BROKEN BY SECTORS 

(as a percentage)
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The amount of housing loans issued in the reporting year shrank to 44.5% 
(compared to 86.5% on 31 December 2006). By the end of December, 4,707.9 million lats were issued to households in housing acquisition loans, whereas 716.4 million lats – in consumption loans, i.e. 79% and 12%, respectively, of total loans issued to households (compared to 76.1% and 13.8% on 31 December 2006). During the year 2007, 
3,031.4 million lats were granted for household loans anew*, incl. for housing acquisition, 2,156.5 million lats, but for consumption loan, 364.5 million lats (see Figure 9). 

Figure 9

TOTAL OF HOUSING LOANS ISSUED ANEW*

(in million lats)
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* incl. loans with unforeseen changes in contractual conditions.

By the end of 2007, the number of loans issued to households exceeded one million, of which the greater part, or 668 thousand, were payment card and current account loans, while the number of loans issued or consumption totalled 201 thousand, but for purchase, reconstruction and repair of housing, 153 thousand. 

Average amount of a loan issued to one household for purchase, reconstruction and repair of housing kept growing in 2007 and at the end of December totalled 31 thousand lats. Whereas average amount of a loan issued to one household for consumption decreased down to 
2.6 thousand lats at the end of the year, but average amount of loans for payment cards accounted for 356 lats (compared to 24.8 thousand lats, 2.9 thousand lats and 268 lats on 31 December 2006) (see Figure 10).

Figure 10

AVERAGE AMOUNT OF A LOAN ISSUED TO HOUSEHOLD

(thousand lats)
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Loan portfolio broken down by currency 

In the reporting year, the share of loans issued both in lats and US dollars continued decreasing in credit portfolio of residents amounting to 13.6% and 2.4% at the end of December (compared to 23.1% and 3.6% on 31 December 2006), while the share of loans issued in euro grew by 11.4 percentage points and reached 83.4% on 31 December (see Figure 11). 

Figure 11

LOAN PORTFOLIO OF RESIDENTS, BROKEN DOWN BY CURRENCY 

(as a percentage)
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In the loan portfolio of non-residents still prevailed euro, 57.4%, and US dollars, 36.6% (compared to 49.9% and 46.9% on 31 December 2006). 

Loan portfolio, broken down by type of loan 
In the reporting year, essential changes were observed in the growth rate of various types of loans, i.e. though the amount of mortgage loans
 in the reporting year increased by 2,269.2 million lats, the annual growth rate decreased more than twice as compared to the previous year, or from 92.1% to 40.6% at the end of 2007, while, upon an increase in loans issued for acquisition of fixed assets and financing of long-term investment projects (industrial loans), the growth rate of these loans considerably rose and on 31 December 2007 totalled 39.3% 
(compared 16.1% on 31 December 2006). The share of mortgage loans, commercial loans (for raising the current assets of undertakings) and industrial loans in the credit portfolio at the end of the year totalled 52.9%, 20.3% and 13.4%, respectively (compared to 51.8%, 22.5% and 13.2% on 31 December 2006) (see Figure12).

Figure 12

TYPES OF LOANS AND THEIR ANNUAL GROWTH RATE 

(31.12.2007; as a percentage)
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* Banking loan portfolio comprises loans issued to residents except the loans to central/local governments and transit loans.

Term structure of loan portfolio

At the end of 2007, long-term loans (over five years) constituted 56.5% of the banking loan portfolio and medium-term loans (between one and five years), 30.8% 
(compared to 52.2% and 35.2% on 31 December 2006) (see Figure 13).

Figure 13

TERM STRUCTURE OF LOAN PORTFOLIO

(as a percentage)
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Quality of loan portfolio
Though during the year 2007, classification of banking loan portfolio did not change materially and on 31 December the banks still assessed 99.2% of the loan portfolio as standard and 0.4% as non-performing loans (NPL), (compared to 99.3% and 0.4% on 31 December 2006), however upon an increase in the amount of close-watch loans more than two times, their share in loan portfolio also increased up to 0.4% respectively (compared to 0.2% on 31 December 2006) (see Figure 14). 

Though the amount of specific provisions for claims on non-banks grew almost by 30% in the reporting year and at the end of the year reached 72.5 million lats, the ratio of specific provisions to total loans still was 0.5%, while their ratio to NPL reached already 129.8% at the end of the year (compared to 0.5% and 116.6%, respectively, on 31 December 2006).

Figure 14

DYNAMICS OF NON-PERFORMING LOANS 

(to loan balance)
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In the reporting year, the market share of banks (% of total assets), where NPL share in the loan balance did not exceed 0.5%, grew up to 70.4%. At the end of December 2007, the share of non-performing loans was below 1% in 19 banks, and the share of assets of these banks in total assets of the banking sector amounted to 97.1% (see Table 1). For individual banks, the share of non-performing loans in the loan balance on 31 December 2007 fluctuated between 0% and 4.2%. 

Table 1
BANKS BROKEN ACCORDING TO RATIO OF NPL TO LOAN BALANCE 

	Non-performing loans to total loans 

(%) 
	31.12.2006
	31.12.2007

	
	Number of banks
	Market share of banks

(% of total

 banking assets)
	Number of banks


	Market share of banks

(% of total

 banking assets))

	0-0.5
	11
	62.1
	12
	70.4

	0.6-1
	6
	29.5
	7
	26.7

	1.1-2
	5
	6.2
	3
	2.3

	Above 2.1
	2
	2.2
	1
	0.6


In 2007, the share of overdue payments in the banking total loan portfolio slightly increased, i.e. by the end of December the loans with payments overdue up to 30 days constituted 4.9%, with payments overdue between 31 and 90 days, 1.2%, but with payments overdue above 91 days – 0.8% (compared to 3.1%, 0.4% and 0.4% on 31 December 2006). Though by the end of the reporting year, the borrowers of 93.2% of total loans issued had delayed neither the refund of interest nor refund of principal loan (compared to 96.1% on 31 December 2006), however this ratio broken by economic sectors fluctuated from 78.8% in the health and social care sector to 99.6% in the financial intermediation (see Figure 15). 

Figure 15

OVERDUE LOAN PAYMENTS BROKEN BY ECONOMIC SECTORS 

(31.12.2007; %)
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Loan portfolio collateral
By the end of 2007, of total loans issued 71.8% were secured by mortgage
 (compared to 69.4% on 31 December 2006). At the end of December, a major part, or 88.9%, constituted first mortgage, incl. 49.6% were housing mortgages, 36%, commercial property mortgages, but 14.4% – land mortgages (compared to 79.7%, 54.2%, 27% and 18.7% on 31 December 2006). Of other types of loan collateral, most popular were commercial pledges – 9.1% (compared to 9.4% on 31 December 2006) (see Figure 16).

Figure 16

TYPES OF LOAN PORTFOLIO COLLATERAL 

(% to the loan balance)
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Mortgages prevailed as collateral type for loans issued to such sectors as, for instance, hotels and restaurants, 93%, real estate transactions, 88.6% and construction sector, 88.2%. Commercial pledges were a popular type of loan collateral with a number of sectors, for instance, quarry and mining industry, trade, manufacturing industry, as well as transport, storage and communications sector, serving as collateral for loans issued to relevant sector, and accounted for 38.4%, 29.8%, 27.9% and 25.9%, respectively, of total loans. Whereas least popular types of loan collateral were shares and debt securities, as well as deposits, for only about 2% of total loans issued by banks (see Figure 17). 

A considerable part of loans, issued to the state and local government enterprises which represent such sectors as electricity, water and gas supply as well as state administration and security, were granted without any collateral, i.e. 50.3% and 75.9%, respectively.

Of loans granted to households, 90.6% were secured by mortgage, incl. first mortgage for housing as collateral, 81.2%, land as first mortgage, 8.4%, first mortgage for commercial property, 3.6%, but other types of mortgages, 6.8% (compared to 90.4%, 75.8%, 9.9%, 3.8% and 10.5% on 31 December 2006). Whereas the loans issued to households for housing acquisition, reconstruction or repair were secured by mortgage by 99.4%.

Figures 17

SECTORAL BREAKDOWN OF LOAN PORTFOLIO COLLATERAL 
(31.12.2007; %)
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DEPOSITS 

In 2007, the amount of non-bank deposits rose by 2,421.7 million lats, or 31.2%, and at the end of December accounted for 10,179.1 million lats. 

In the reporting year, as the growth rate of residents’ deposits considerably fell behind the growth rate of non-residents’ deposits, their share in the total deposits shrank by 6.4 percentage points and at the end of December was 54%. The greater part of total residents’ deposits was constituted by household deposits, 55.3%, and deposits of private non-financial undertakings, 28.4% (compared to 56.3% and 31.2% on 31 December 2006) (see Figure 18). 

Figure 18
SECTORAL BREAKDOWN OF DEPOSITORS (RESIDENTS)

(as a percentage)
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Of total deposits attracted from residents, 53.2% were deposits in lats, 38.4%, deposits in euro, 7.7%, deposits in US dollars (compared to 59.7%, 29.8% and 9.7% on 31 December 2006) (see Figure 19).

Figure 19
RESIDENT DEPOSITS BROKEN BY CURRENCY 

(as a percentage)
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Upon an increase in the amount of non-resident deposits by 52.7% in 2007, their share in total deposits also increased and at the end of December totalled 46% (compared to 39.6% on 
31 December 2006).

By the end of the reporting period, deposits of private non-financial undertakings traditionally retained a major share of total non-resident deposits, 86.5% (compared to 88.3% on 31 December 2006). A major part, or 68.4%, of total non-resident deposits were in US dollars 
(compared to 70.7% on 31 December 2006).

In the reporting year, considerable changes were observed in the term structure of deposits, i.e. upon an increase in short-term deposits (up to one year) by 70%, their share in total deposits grew by 7.8 percentage points and at the end of December accounted for 34.1%. Though demand deposits still prevailed in total deposits, their share in the term structure of deposits diminished by 7.4 percentage points and at the end of the year was 60.9%. The share of medium-term (one to five years) and long-term (above five years) deposits in total deposits did not change materially in the reporting year and at the end of the year reached almost 5% (compared to 5.4% on 31 December 2006). 

PERFORMANCE INDICATORS 

The bank sector ended the year 2007 with a profit
 of 371.3 million lats (after tax) (except one bank which ended the year with losses), i.e. by 40% up from the previous year when the profit was 265.9 million lats. 

Profitability ratios (ROA and ROE)

In the reporting year, upon an outstripping growth in the amount of bank capital and reserves over the bank profit, by 43.6% and 39.6%, respectively, the return on equity (ROE) decreased by 1.5 percentage points and at the end of December accounted for 24.2% in the reporting period, the return on assets (ROA) in the banking sector did not change significantly and at the end of the year was 2% (compared to 2.1% on 31 December 2006) 
(see Figure 20). At the end of 2007, ROA for individual banks ranged from –2.5% to 5.5%, whereas ROE from –4.7% to 68.8%.

Figure 20

PROFITABILITY RATIOS 

(as a percentage)
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Income and expense structure

The lending growth rate and a rise in the price of financial resources in the reporting year had an impact on the income and expense structures of banks. Banking income from interest on loans issued to non-MFI exceeded those of the previous year by 76.1%, and their share in total banking income on 31 December totalled 57.6% (compared to 50.9% on 31 December 2006). As the growth rate of the second major source of income for banks - fee and commission income – was considerably slower in the reporting year, i.e. 22%, their share in total banking structure decreased by 3.9 percentage points and at the end of the year accounted for 13.9% (see Figure 21). 

Figure 21

INCOME STRUCTURE

(as a percentage)
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Interest expenses and administrative expenses were the major banking expense structure items, their share in total expenses by the end of 2007 amounted to 52.4% and 30% (compared to 42.9% and 36% on 31 December 2006) (see Figure 22). 

Figure 22

EXPENSE STRUCTURE

(as a percentage)
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In the reporting year, the volume of liabilities of banks to MFI continued growing (by 47.9%), as well as prices for financial resources – efficient banking borrowing interest rate grew and at the end of the year totalled 4.9% (compared to 3.8% on 31 December 2006). Interest expenses on these attracted funds also increased rapidly (by 127%), and at the end of December constituted already 53.6% of total interest expenses (compared to 46.6% on December 2006). 

At the end of December, a major part of administrative expenses was still comprised by other expenses
 (55.4%) and expenses related to staff remuneration (41.7%) (compared to 54.5% and 41.4% on 31 December 2006). 

In the reporting year, efficiency of banking activities slightly improved and the proportion of banking expenses to income
accounted for 45.6% at the end of December (compared to 47.6% on 31 December 2006).

EXPOSURES FOR BANKS 

Credit risk and market risks

In 2007, total amount of capital adequacy requirement
 rose by 29.7% and at the end of December totalled 1,201.9 million lats. At the end of the year, of total capital adequacy requirement, 97.9% were capital requirements for credit risk in a bank’s portfolio, whereas a total of market risk capital requirements constituted only 2.1% (compared to 97.4% and 2.6% on 31 December 2006).

In the reporting year, as the amount of bank equity climbed more swiftly than total bank capital adequacy requirements (by 10.6 percentage points), total capital adequacy requirement ratio of the banking sector also increased and at the end of December was 11.1% (compared to 10.2% on 31 December 2006) (see Figure 23). 

Figure 23

CAPITAL ADEQUACY RATIO

(as a percentage)


[image: image23.wmf]11.1

11.0

10.5

10.4

10.2

9.8

9.8

9.4

9.1

8.8

0

4

8

12

31.12.2006.

31.03.2007.

30.06.2007.

30.09.2007.

31.12.2007.

0

4

8

12

Capital adequacy ratio

First level capital adequacy ratio

Minimum capital adequacy requirement (8%)


In the reporting year, upon an increase in the number of banks with capital adequacy ratio above 10% (minimum capital adequacy ratio is set at 8%), the market share of these banks in total banking assets also increased (see Table 2). As for individual banks, their capital adequacy ratio on 31 December 2007 ranged between 8.2% and 20.6% (except one bank the ratio of which was 139.7%). 

Table 2
BANK GROUPS BROKEN DOWN BY CAPITAL ADEQUACY RATIO 

	Capital adequacy ratio

(%)
	31.12.2006
	31.12.2007

	
	Number of banks
	Banking market share

(% of total

 banking assets)
	Number of banks


	Banking market share

(% of total

 banking assets)

	8-10
	6
	69.0
	4
	33.1

	10.1-15
	7
	23.3
	11
	63.6

	15.1-20
	5
	7.0
	4
	2.9

	above 20
	3
	0.7
	2
	0.4


Liquidity risk

In the second half of 2007, upon a gradual decrease in the crediting growth rate, the annual growth rate of banking liquid assets
 in December (37.9%) considerably exceeded the annual growth rate of current liabilities 
 (26.4%) (compared to 21.7% and 30.3% on 30 June 2007) and the liquidity ratio for the banking sector rose by 4.6 percentage points, 
and on December 31 totalled 55.7% (credit institutions must maintain adequate liquid assets in sufficient amounts, but not less than 30% of total current liabilities) (see Figure 24). 

Figure 24

LIQUID ASSETS, CURRENT LIABILITIES AND LIQUIDITY RATIO FOR BANKS
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By the end of the reporting year, for a majority of banks liquidity ratio exceeded 40% and the market share of these banks in total banking assets reached 87.4% (see Table 3). The liquidity ratio for individual banks at the end of December ranged between 39% and 89% (except three banks the ratios of which exceeded 100%).

Table 3
BANK GROUPS BROKEN DOWN BY THEIR LIQUIDITY RATIO

	Liquidity ratio

(%)
	31.12.2006
	31.12.2007

	
	Number of banks
	Market share of banks

(% of total 

 banking assets)
	Number of banks


	Market share of banks

(% of total 

 banking assets)

	30-40
	2
	17.9
	2
	12.6

	41-50
	7
	60.6
	3
	39.3

	51-70
	5
	8.4
	11
	39.5

	above 71
	7
	13.1
	5
	8.6


CONSOLIDATION GROUPS

Banking consolidation groups
At the end of 2007, 15 banks registered in Latvia were managed by the groups subject to consolidated supervision (JSC Aizkraukles banka, JSC Baltic Trust Bank, JSC DnB NORD Banka, JSC Hansabanka, JSC Latvijas Biznesa banka, State JSC Latvijas Hipotēku un zemes banka, JSC Latvijas Krājbanka, JSC Multibanka, JSC NORVIK BANKA, JSC Parex banka, JSC PrivatBank, JSC Rietumu Banka, JSC SEB Latvijas Unibanka, JSC Trasta komercbanka and JSC VEF banka) which had 70 subsidiaries in total (see Table 4).

Table 4

TYPES OF ACTIVITY OF SUBSIDIARIES INCLUDED IN BANKING CONSOLIDATION GROUPS

	Type of subsidiaries
	31.12.2007
	31.12.2007

	
	total
	incl. foreign
	total
	incl. foreign 

	Leasing companies (LEC)
	20
	10
	22
	11

	Investment brokerage firms (IF)
	5
	2
	5
	3

	Investment management companies (IMC)
	9
	-
	11
	-

	Banks (BNK)
	3
	3
	3
	3

	Pension funds (PFU)
	5
	-
	5
	-

	Insurance companies (ISC)
	1
	-
	1
	-

	Auxiliary undertakings (AUU)
	9
	3
	12
	4

	Other financial institutions (OFI)
	9
	6
	11
	5

	Total
	61
	24
	70
	26


In the reporting period, investments by the Latvian banking groups were mostly made in subsidiaries registered in Latvia (44), Russia (6) and Estonia (5), as well as in Lithuania (3), Cyprus (3), Ukraine (3), Great Britain (1) and in five subsidiaries registered in non-European Union states (see Table 5).

Table 5

SUBSIDIARIES INCLUDED IN BANKING CONSOLIDATION GROUPS

	Banks and their subsidiaries
	Type of company
	Country

	JSC Aizkraukles banka
JSC AB.LV Asset Management
AB.LV Capital Markets

SIA Elizabetes 21a
JSC AB KONSULTĀCIJA 
	IMC

IF

AUU

AUU
	Latvia

Latvia

Latvia

Latvia

	JSC Baltic Trust Bank
IMC BTB Asset Management
JSC BALTIC TRUST BANK atklātais pensiju fonds
	IMC

PFU
	Latvia

Latvia

	JSC DnB NORD Banka
SIA DnB NORD Līzings
IMJSC DnB NORD Fondi
AS DnB NORD Liising

SIA Skanstes 12
	LEC

IMC

LEC

AUU
	Latvia

Latvia

Estonia

Latvia

	JSC Hansabanka
SIA Hansa Līzings
JSC investment management company Hansa Fondi
JSC Hansa atklātais pensiju fonds
	LEC

IMC

PFU
	Latvia

Latvia

Latvia

	JSC Latvijas Biznesa banka
Eesti Krediidipank AS

Krediidipanga Liisingu AS

Martinoza AS

Aigrumae Kinnisvara AS
	BNK

LEC

OFI

AUU
	Estonia

Estonia

Estonia

Estonia

	State JSC Latvijas Hipotēku un zemes banka
SIA Hipolīzings
SIA Hipotēku bankas nekustamā īpašuma aģentūra
KS Mazo un vidējo komersantu atbalsta fonds
SIA Riska investīciju sabiedrība
	LEC

AUU

OFI

CFI
	Latvia

Latvia

Latvia

Latvia

	JSC Latvijas Krājbanka
Pirmais atklātais pensiju fonds

SIA Baltic Property Projects
SIA LKB Līzings
SIA Krājinvestīcijas
IMC LKB Asset Management
IMC Astra Krājfondi
	PFU

OFI

LEC

OFI

IMC

IMC
	Latvia

Latvia

Latvia

Latvia

Latvia

Latvia

	JSC Multibanka
JSC Multilīzings
	LEC
	Latvia

	JSC NORVIK BANKA
JSC NORVIK Ieguldījumu pārvaldes sabiedrība
NORVIK UNIVERSAL CREDIT ORGANISATION CJSC

SIA NORVIK LĪZINGS
	IMC

OFI

LEC
	Latvia

Armenia

Latvia

	JSC Parex banka
Investment management joint stock company Parex Asset Management
Regalite Holdings Limited  

JSC Parex Bank 

SIA Parex Express Kredīts
JSC Parekss atklātais pensiju fonds
Parex Group Representation Limited
Parex Leasing &Factoring, OU 

JSC Parex Asset Management
SIA Aktīvu pārvaldīšanas kompānija un pensiju fondu administrators –"Parex Asset Management Ukraina"
SIA E&P Baltic Properties
Closed JSC Parex faktoringas ir Lizingas
Closed JSC Parex investiciju valdymas
AP Anlage & Privatbank AG
SIA Pareks Lizing and Faktoring
SIA Ekspress līzing
SIA Laska Lizing
SIA Pareks lizing
SIA Pareks lizing
SIA Extroleasing
Calenia Investments Limited

SIA Parex Līzings un faktorings
Closed JSC Financial Company "Parex Capital Ukraine"

JSC Parex
SIA Rīgas Pirmā Garāža
SIA Extrocredit
SIA Parex Private Banking
Parex Leasing and Factoring
	IMC

AUU

BNK

OFI

PFU

AUU

LEC

IF

IF

IMC

LEC

IF

BNK

LEC

LEC

LEC

LEC

LEC

LEC

AUU

LEC

OFI

OFI

AUU

OFI

AUU

LEC
	Latvia

Cyprus

Lithuania

Latvia

Latvia

Great Britain 

Estonia 

Russia

Ukraine

Latvia

Lithuania

Lithuania

Switzerland

Azerbaijan

Russia

Ukraine

Russia

Belarus

Russia

Cyprus 

Latvia

Ukraine

Latvia

Latvia

Russia

Latvia

Georgia

	JSC PrivatBank
SIA PrivatLīzings
SIA "DIGIPRO"
	LEC

AUU
	Latvia

Latvia

	JSC Rietumu Banka
JSC RB securities IBS
RB Securities Limited 

IJSC RB Securities
JSC RB Asset Management IMC
	IF

OFI

OFI

IMC
	Latvia

Cyprus 

Russia

Latvia

	JSC SEB Latvijas Unibanka
JSC atklātais pensiju fonds SEB Unipensija
Investment company SEB Unifondi
SIA Unilīzings
IJSC SEB Dzīvības apdrošināšana
	PFU

IMC

LEC

ISC
	Latvia

Latvia

Latvia

Latvia

	JSC Trasta komercbanka
SIA TKB Līzings
SIA TKB nekustamie īpašumi
	LEC

AUU
	Latvia

Latvia

	JSC VEF banka
SIA Veiksmes līzings
	LEC
	Latvia


Total assets of the bank subsidiaries at the end of the period accounted for 17.7% of total assets of parent banks. The major share in the assets of subsidiaries constituted leasing companies, 54.3%, as well as banks, 18.5%, and investment management companies, 12.9%. 

The amount of loans issued by the subsidiaries of banks (leasing companies, banks, and other financial institutions, basic business activity of which is crediting) totalled 
2,122.4 million lats at the end of the year. As a number of subsidiaries provide their services in foreign countries, then a considerable share, or about 25% of total credit portfolio, were issued to non-residents. Of total loans issued to residents, a major share or 81%, were issued to companies, while 19% - to private individuals. On 31 December 2007, 95.1% of subsidiaries’ credit portfolio was assessed as standard, 4.2% – as close-watch and 0.8% – as NPL.

On 31 December 2007, the average capital adequacy ratio calculated basing on the consolidated financial statements of banking groups was 15.9%. 

Financial holding companies included in consolidation groups

In the reporting year, the JSC Akciju komercbanka Baltikums, the responsible bank of a financial holding group, was also subject to consolidated supervision. The said financial holding group comprises the JSC Baltikums Bankas Grupa, a financial holding company registered in the Republic of Latvia, and its three Latvia-registered financial subsidiaries: 
JSC Akciju komercbanka Baltikums (BNK), IMJS Baltikums Asset Management (IMC), SIA Baltikums Līzings (LEC).
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� EU – European Union.


� CIS – Commonwealth of Independent States.


� Herfindhal-Hirschman index (HHI) – sum of the squares of the market shares of individual companies.


�      


N – number of companies; MS – market share of individual companies.


� Monetary financial institutions (MFI) – credit institutions and money market funds.


� Mortgage loans – long-term loans issued to clients against mortgage for the acquisition of real estate (housing and buildings for business activities), construction or reconstruction.


� Mortgage is a pledge of real estate property registered with the Land Register, retaining a mortgager’s property rights under restrictions set by a pledge holder. In case of a mortgager’s default, the pledged property goes on sale.


� Non-audited data.


� ROA – the ratio of the profit/loss (annualised) to average assets.


 ROE – the ratio of the profit/loss (annualised) to average capital and reserves.





� Other administrative expenses must include expenses on insurance premiums, business trips, telecommunication and information, computer services, etc.


�Proportion of expenses to income = (administrative expenses + depreciation of cost of intangible assets and fixed assets)/net interest income + interest from dividends + net commission fee + profit /loss of financial instruments transactions + result of financial instruments adjustments + other ordinary income – other common expenses + adjustment for decrease in the value of financial assets due for sale. 


� The capital adequacy requirement reflects the bank’s capital required for hedging against credit risk and market risks.


� Liquid assets = vault cash + claims on central banks and other credit institutions + fixed-income debt securities of central governments.


� Current liabilities – claim liabilities and liabilities with a residual maturity of not more than 30 days.
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		Commercial pledge		1,027		1,175		1,320		1,275		1,351

		Suretyship		411		411		418		441		514

		Deposit		87		64		60		25		68

		Other type of collateral		1,004		1,071		1,063		981		957

		No collateral		651		742		752		1,048		1,099
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Sheet3

		

				31.12.2006.		31.03.2007.		30.06.2007.		30.09.2007.		31.12.2007.

		ROA (left axis)		2.1		2.1		2.1		2.0		2.0

		ROE (right axis)		25.6		27.7		25.9		24.2		24.2
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Sheet1

		

				31.12.2006.		31.03.2007.		30.06.2007.		30.09.2007.		31.12.2007.

		Capital adequacy ratio		10.2		10.41		10.53		11.01		11.05

		First level capital adequacy ratio		8.84		9.11		9.4		9.8		9.8

		Minimum capital adequacy requirement (8%)
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ROA_ranžēts

		1		2		3		4		5

		ROA		30.06.2003.		31.03.2003.		31.12.2002.		30.09.2002.

		A/s "Ogres komercbanka"		0.23		0.52		0.56		0.53

		A/s "Latvijas Krājbanka"		0.41		0.59		1.27		0.86

		A/s Banka "Paritāte"		0.59		1.11		0.18		-2.6

		Nordea bank Finland Plc. Latvijas fil.		0.70		0.61		0.07		-0.19

		A/s "Baltijas starptautiskā banka"		0.76		1.18		1.31		1.26

		A/s "Latvijas ekonomiskā komercbanka"		0.85		1.21		2.01		2.01

		VAS "Latvijas hipotēku un zemes banka"		0.88		0.96		0.87		1

		A/s "NORD/LB Latvija"		1.06		1.34		1.19		1.82

		A/s "Akciju komercbanka "Baltikums""		1.08		0.74		0.39		-1.02

		A/s "Multibanka"		1.24		1.12		1.01		1.05

		A/s "Vereinsbank Rīga"		1.26		1.06		0.65		0.36

		AKB "Baltijas tranzītu banka"		1.45		1.53		1.55		1.41

		A/s "Parekss-banka"		1.47		1.35		1.09		1.21

		A/s "Rietumu banka"		1.48		1.38		1.67		1.28

		A/s komercbanka "VEF banka"		1.52		1.42		1.09		0.96

		A/s "Hansabanka"		1.69		0.82		1.82		1.69

		A/s "Latvijas Unibanka"		1.71		1.55		2.03		1.92

		A/s "Trasta komercbanka"		2.19		1.7		1.21		1.41

		A/s "Latvijas tirdzniecības banka"		2.27		3		0.95		1.38

		A/s "Māras banka"		2.43		2.1		1.99		1.99

		A/s "Latvijas biznesa banka"		2.58		2.15		0.54		-0.27

		Reģionālā investīciju banka		2.69		3.3		5.75		7.32

		A/s "Aizkraukles banka"		2.89		3.23		2.75		3.03

		KB Bankas		1.44		1.29		1.46		1.41
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grafiks_nozares

		Financial intermediation		Financial intermediation		Financial intermediation		Financial intermediation		Financial intermediation		Financial intermediation		Financial intermediation

		State administration and security		State administration and security		State administration and security		State administration and security		State administration and security		State administration and security		State administration and security

		Elektricity, gas and water supply		Elektricity, gas and water supply		Elektricity, gas and water supply		Elektricity, gas and water supply		Elektricity, gas and water supply		Elektricity, gas and water supply		Elektricity, gas and water supply

		Transport, storage and communications		Transport, storage and communications		Transport, storage and communications		Transport, storage and communications		Transport, storage and communications		Transport, storage and communications		Transport, storage and communications

		Quarry and mining industry		Quarry and mining industry		Quarry and mining industry		Quarry and mining industry		Quarry and mining industry		Quarry and mining industry		Quarry and mining industry

		Other public utility, social and individual services		Other public utility, social and individual services		Other public utility, social and individual services		Other public utility, social and individual services		Other public utility, social and individual services		Other public utility, social and individual services		Other public utility, social and individual services
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		Manufacturing industry		Manufacturing industry		Manufacturing industry		Manufacturing industry		Manufacturing industry		Manufacturing industry		Manufacturing industry
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		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities		Real estate transactions, leasing and other commercial activities

		Households		Households		Households		Households		Households		Households		Households

		Hotels and restaurants		Hotels and restaurants		Hotels and restaurants		Hotels and restaurants		Hotels and restaurants		Hotels and restaurants		Hotels and restaurants
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dati_nozares

		

				Mortgages		Debt securities and shares		Commercial pledge		Suretyship		Deposit		Other type collateral		No collateral

		Financial intermediation		21,602		13,162		108,022		114,014		300		453,839		180,257		0.0242393368		891,196

		State administration and security		215		0		207		0		0		214		2,009		0.0812854442		2,645

		Elektricity, gas and water supply		36,530		35,219		54,829		4,876		0		1,106		134,105		0.1369883562		266,665

		Transport, storage and communications		135,050		97		83,511		10,886		4		53,345		39,443		0.4189727489		322,336

		Quarry and mining industry		5,083		0		4,147		24		0		1,426		126		0.4703868221		10,806

		Other public utility, social and individual services		129,659		5,354		59,471		6,265		623		29,892		27,473		0.5011227617		258,737

		Trade		488,105		4,057		260,202		62,671		211		14,946		41,809		0.5597527984		872,001

		Manufacturing industry		586,126		3,927		273,669		78,869		1,311		5,501		31,903		0.5972917724		981,306

		Fishery		10,676		0		3,128		22		0		172		1,536		0.6872666409		15,534

		Agriculture, hunting and forestry		222,967		1,675		50,397		2,010		59		19,004		7,027		0.7355272664		303,139

		Health and social care		12,075		0		2,146		1,609		0		80		382		0.7411613062		16,292

		Education		3,934		0		441		15		7		66		71		0.8676665196		4,534

		Construction		580,912		34		24,920		16,915		442		19,296		16,185		0.8819014307		658,704

		Real estate transactions, leasing and other commercial activities		2,037,617		7,734		108,892		31,724		6,444		58,878		47,564		0.8863624599		2,298,853

		Households		5,411,492		34,690		32,677		69,223		23,185		172,637		226,811		0.906339023		5,970,715

		Hotels and restaurants		150,313		913		4,697		1,550		846		1,371		1,949		0.9299302767		161,639

		Other		25,082		0		18477		16196		464		6247		27468		0.2670172674		93,934

				9,857,438		106,862		1,089,833		416,869		33,896		838,020		786,118		10		13,129,036
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ROA_ranžēts

		1		2		3		4		5

		ROA		30.06.2003.		31.03.2003.		31.12.2002.		30.09.2002.

		A/s "Ogres komercbanka"		0.23		0.52		0.56		0.53

		A/s "Latvijas Krājbanka"		0.41		0.59		1.27		0.86

		A/s Banka "Paritāte"		0.59		1.11		0.18		-2.6

		Nordea bank Finland Plc. Latvijas fil.		0.70		0.61		0.07		-0.19

		A/s "Baltijas starptautiskā banka"		0.76		1.18		1.31		1.26

		A/s "Latvijas ekonomiskā komercbanka"		0.85		1.21		2.01		2.01

		VAS "Latvijas hipotēku un zemes banka"		0.88		0.96		0.87		1

		A/s "NORD/LB Latvija"		1.06		1.34		1.19		1.82

		A/s "Akciju komercbanka "Baltikums""		1.08		0.74		0.39		-1.02

		A/s "Multibanka"		1.24		1.12		1.01		1.05

		A/s "Vereinsbank Rīga"		1.26		1.06		0.65		0.36

		AKB "Baltijas tranzītu banka"		1.45		1.53		1.55		1.41

		A/s "Parekss-banka"		1.47		1.35		1.09		1.21

		A/s "Rietumu banka"		1.48		1.38		1.67		1.28

		A/s komercbanka "VEF banka"		1.52		1.42		1.09		0.96

		A/s "Hansabanka"		1.69		0.82		1.82		1.69

		A/s "Latvijas Unibanka"		1.71		1.55		2.03		1.92

		A/s "Trasta komercbanka"		2.19		1.7		1.21		1.41

		A/s "Latvijas tirdzniecības banka"		2.27		3		0.95		1.38

		A/s "Māras banka"		2.43		2.1		1.99		1.99

		A/s "Latvijas biznesa banka"		2.58		2.15		0.54		-0.27

		Reģionālā investīciju banka		2.69		3.3		5.75		7.32

		A/s "Aizkraukles banka"		2.89		3.23		2.75		3.03

		KB Bankas		1.44		1.29		1.46		1.41
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dati_nozares

		

				Without overdue payments		Overdue payments up to 30 days		Overdue payments between 31 and 90 days		Overdue payments between 91 and 180 days		Overdue payments above 180 days		Nav sadalīti		TOTAL

		Health and social care		12,842		1,373		2,052		0		26		0		16,293		78.8191247775

		Fishery		12,320		2,194		1,019		0		1		0		15,534		79.3099008626

		Quarry and mining  industry		8,662		1,869		76		140		60		0		10,807		80.1517534931

		Households		5,402,027		400,454		108,138		30,389		28,538		1,169		5,970,715		90.4753785769

		Hotels and restaurants		148,521		9,283		938		1,934		956		8		161,640		91.8838158872

		Agriculture, hunting and forestry		282,290		16,576		1,628		457		2,190		0		303,141		93.1216826493

		Real estate transactions, leasing and other commercial activities		2,146,249		113,674		26,788		9,560		2,567		16		2,298,854		93.3616923911

		Manufacturing industry		924,284		35,931		7,153		8,309		5,607		22		981,306		94.1891723886

		Other public utility, social and individual services		245,119		11,964		719		73		326		536		258,737		94.7367403966

		Transport, storage and communications		306,821		10,688		3,444		162		1,210		11		322,336		95.186699593

		Construction		631,203		14,713		9,800		714		2,273		2		658,705		95.8248381294

		Trade		851,228		15,055		2,189		458		3,041		31		872,002		97.6176660145

		Electricity, gas and water supply		261,460		4,756		8		0		440		1		266,665		98.0481128007

		State administration and security		2,625		13		0		1		7		0		2,646		99.2063492063

		Education		4,504		28		0		1		0		0		4,533		99.360247077

		Financial intermediation		887,252		1,737		273		48		1,887		1		891,198		99.5572252182

		Other		92,811		593		374		11		136		7		93,932		98.8065834859

				12,127,407		640,308		164,225		52,246		49,129		1,797		13,035,112				13,033,315
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		Liabilities to MFI and the Bank of Latvia		5,939		6,837		7,385		8,361		8,787
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