OPERATION OF INVESTMENT MANAGEMENT COMPANIES AND INVESTMENT FUNDS

GENERAL INFORMATION 

In the 4th quarter of 2006, a licence for operation of the investment management company was issued to the investment management JSC Finasta Asset Management, and at the end of the year there were 13 investment management companies in the Republic of Latvia that managed 20 investment funds (15 open-end and five closed-end funds). The number of the issued investment fund certificates totalled 38.5 million by the end of 2006.  

By the end of the year, 67.1% of Latvia’s economically active population
 had joined the participation in investment plans of State-funded pension scheme assets set up by investment management companies (compared to 63.2% on 30 September 2006). 

INVESTMENT MANAGEMENT COMPANIES

In the reporting quarter, total assets of investment management companies increased by 17% and at the end of December reached 14.2 million lats. 

In 2006, investment management companies earned a total of 992 thousand lats (after tax) compared to 653 thousand lats in 2005. 

INVESTMENT FUNDS

In 2006, total assets of investment funds grew by 47%, and at the end of December totalled 112.4 million lats (see Figure 1). 
Figure 1

ASSETS OF INVESTMENT FUNDS 

(in millions of lats)
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The structure of investment fund assets displays the types of investments authorized for the funds, namely, permission to invest fund assets in financial instruments and deposits in credit institutions, while for the closed-end funds – to invest also in real estate. Investments in financial instruments still remained the most significant asset item for the investment funds at the end of 2006. At the end of the year, the share of investments in financial instruments totalled 51.2 million lats, or 46% of total investment fund assets. Investments were mostly made in debt securities and other fixed-income securities, 71%, as well as in shares and other variable-yield securities, 26%. By the end of the period, of total investment fund assets, 28% were investments placed in credit institutions, totalling 32 million lats. Investments by closed-end investment funds in real estate on 31 December 2006 reached 11.4 million lats, or 10% of total investment fund assets.

Of transactions conducted in financial instruments, debt securities of companies made up the largest share at the end of the year, 54%, as well as the share of central and local government debt securities, 17% (compared to 55% and 16% on 30 September 2006) (see Figure 2).

Figure 2

FINANCIAL INSTRUMENTS PORTFOLIO OF INVESTMENT FUNDS,
BROKEN DOWN BY TYPE OF FINANCIAL INSTRUMENTS 
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The volume of investments placed in Latvia during the 4th quarter of 2006 rose by 8% and at the end of December reached 16.2 million lats, or 32% of total investments. Investments in foreign financial instruments by investment funds in the reporting period grew by 14% and totalled 34.9 million lats, of which a largest share, i.e. 15.2 million lats, or 30%, were placed in the Russian issuers’ financial instruments. Of total investments in foreign financial instruments, 9.7 million lats, or 28%, were invested in financial instruments issued by the European Union states. 

At the end of the reporting year, the increase in net assets of investment funds as a result of investments accounted for 6.8 million lats (compared to 7.5 million lats in the year 2005). 

A major share of investment fund management expenses in the reporting year was remuneration to the investment management company
, 71.4%, other investment fund management expenses
, 16.3%, and remuneration to the custodian bank
, 11.5% (compared to 71.1%, 17.1% and 10.8% in three quarters of 2006). In the reporting year, 1.6% of investment plan assets
, on the average, were used for the investment fund management (compared to 1.9% on 30 September 2006). 

In four quarters of 2006, the average annual profitability of open-end investment funds
 ranged between -4.2% and 47.3%.













� According to data from the Central Statistical Bureau – www.csb.lv.


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


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


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


� Investment fund management expenses in the reporting period /average asset amount (annualized).


� Changes in investment certificate value during the reporting period /value of investment certificate at the beginning of the period.
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