







Unofficial translation
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Published in the newspaper Latvijas Vēstnesis
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With amendments promulgated on May 25, 2007

Amendments to: Law of 20 November 2003 (LV No. 175 11.12.2003;  
                                                      Latvijas Republikas Saeimas un Ministru  Kabineta   

                                                      Ziņotājs, No. 2; 29.01.2004)  

                                   Law of  25 May 2007 (LV No. 93 12.06.2007; Latvijas Republikas        

                                                     Saeimas un Ministru  Kabineta Ziņotājs, No. 13; 

                            12.07.2007)                                             

The Saeima
 has adopted and 

the President has proclaimed the following Law:

Investor Protection Law 

Chapter I. General Provisions

Section 1. The following terms are used in this Law:

1) [20 November 2003];

2) [20 November 2003];

3) investor – a person who transfers money or financial instruments to a scheme participant for the provision of investment services;

4) investment — money or financial instruments which are transferred by investors to a scheme participant for the provision of investment services; 

5) investor-protection scheme (hereinafter – scheme) — a set of measures for the protection of interests of investors, ensurance of financial resources necessary for such protection and payment of compensation in accordance with this Law; 

6) scheme participant— a legal person which in accordance with the prescribed procedures has received a special permit (licence) from the Financial and Capital Market Commission to provide investment services;

7) irreversible loss of financial instruments — a fact, established by the Financial and Capital Market Commission, that the data which attest to the ownership right of an investor to financial instruments and which are stored in the computer system of a scheme participant or are included in any other type of accounting, are irreversibly destroyed or damaged due to some act or failure to act or criminal offence and the scheme participant refuses to restore such data based on the documents presented by the investor;  

8) non-executed investment service — an investment service which a scheme participant has accepted for execution, but has not fully or partially carried out, and the investor has suffered losses or financial instruments have irreversibly been lost as a result; 

9) compensation — an amount of money payable to an investor in accordance with the procedures and in the amount specified by this Law if the scheme participant is not able to meet its obligations to the investor in full and within the prescribed term;

10) portfolio of financial instruments of a scheme participant — an aggregate amount of financial instruments which is owned by investors of a scheme participant who have the right to compensation in accordance with the procedures and in the amount specified by this Law and which has been calculated in accordance with this Law; 

11) aggregate portfolio of financial instruments of scheme participants — the aggregate amount of portfolios of financial instruments of scheme participants;

12) foreign company — an investment service provider which is registered in a foreign state other than a European Union Member State or a European Economic Area Member State and which in accordance with the procedures prescribed by law has undertaken investment services in the territory of Latvia. 

[20 November 2003]

 Section 2. (1) The purpose of this Law is to set up a scheme for the protection of the interests of investors in the scheme. 

(2) This Law determines the general principles of the scheme and the procedures for ensuring the financial resources required for its operation and compensation payments. 

(3) An investor has the right to receive compensation if a scheme participant is not able to meet its obligations to the investor in full and within the prescribed term. 

(4) This Law shall not apply to: 

1) providers of investment services which until the date of coming into force of this Law have been declared to be in liquidation, insolvent or gone bankrupt; 

2) cases where financial instruments have irreversibly been lost before the date of coming into force of this Law; and

3) cases where investors have suffered losses due to changes in the price of financial instruments, or financial instruments have become illiquid. 

(5) If a scheme participant terminates its activities, investment services provided by the scheme participant shall be guaranteed in accordance with the procedures and in the amount specified by this Law until the obligations are met in full. 

(6) Foreign branches of investment service providers registered in Latvia shall join a foreign investor-protection scheme if this is stipulated by foreign regulatory enactments. If the branch joins a foreign investor-protection scheme, it shall not become a participant in the scheme. 

(7) Branches of those investment service providers registered in Latvia which, in accordance with the procedures prescribed by law, have undertaken investment services in any European Union Member State or European Economic Area Member State (if the amount of compensation awarded by the investor-protection scheme of the relevant Member State exceeds that specified in this Law) are entitled to voluntarily join the investor-protection scheme of the relevant Member State. An investment service provider registered in Latvia that has voluntarily joined an investor-protection scheme of a European Union Member State or a European Economic Area Member State shall retain also the status of participant in the scheme stipulated by this Law.

[20 November 2003] 

 Section 3. (1) Compensation to one investor shall be calculated for:

1) irreversibly lost financial instruments; and

2) losses caused by a non-executed investment service.

(2) Irrespective of the date when a scheme participant has accepted an investment service for execution, compensation to one investor shall be as follows: 

1) from 1 January 2002 until 31 December 2003 — in the amount of 90 per cent of the value of irreversibly lost financial instruments or losses caused by a non-executed investment service but not more than LVL 3 000; 

2) from 1 January 2004 until 31 December 2005 — in the amount of 90 per cent of the value of irreversibly lost financial instruments or losses caused by a non-executed investment service but not more than LVL 6 000;

3) from 1 January 2006 until 31 December 2007 - 90 per cent of the value of irreversibly lost financial instruments or damage caused by a non-executed investment service but no more than EUR 15 000 converted in the equivalent sum in lats in accordance with the exchange rate specified by the Bank of Latvia on the day when the decision on  legitimacy of application for compensation  is taken;

4) from 1 January 2008 - 90 per cent of the value of irreversibly lost financial instruments or damage caused by a non-executed investment service, however, no more than EUR 20 000 converted in the equivalent sum in lats in accordance with the exchange rate specified by the Bank of Latvia on the day when the decision on legitimacy of application for compensation  is taken.

(3) Compensation shall be paid in lats.

 Section 4. The Financial and Capital Market Commission shall ensure payment of compensation and perform the following functions: 

1) organise and supervise payments effected by scheme participants for reasons of compensation; 

2) verify the validity of applications for compensation;

3) organise compensation payments; and 

4) decide on loans to enable compensation payments.

Chapter II. Payment of Compensation 

Section 5. (1) Compensation shall only be paid to those investors who have submitted an application to the Financial and Capital Market Commission regarding: 

1) irreversible loss of financial instruments; and 

2) losses caused by a non-executed investment service.

(2) An application for compensation shall be submitted within a one-year period as from the date the investor has become aware of the default by the scheme participant on obligations, but not later than five years from the date of default on obligations. 

(3) The Financial and Capital Market Commission shall:

1) determine the procedures as to how applications for compensation are accepted and the procedures as to how amounts of compensation shall be specified; 

2) , within a 30-day period, appraise an application for compensation and decide on the validity of the compensation payment or on the refusal to pay compensation; and 

3) compile information concerning investors whose applications for compensation have been found reasonable, and notify scheme participants of the payments they are to effect.  

 Section 6. (1) Compensation shall be paid within a three-month period from the date of taking a decision to acknowledge the application for compensation as reasonable. 

(2) In exceptional cases and special circumstances, the Financial and Capital Market Commission may extend the term referred to in Paragraph one of this Section for a period of three months. 

 Section 7. Compensation shall not be paid to: 

1) a person for transactions in respect of which a judgment of conviction in a criminal matter for money laundering has been made; 

2) scheme participants, insurance companies, investment companies or other investors which have informed of the fact that they are professional investors; 

3) persons which are in the same group of companies as the scheme participant; 

4) pension funds; 

5) the State and local governments; 

6) executive board and supervisory board members of a scheme participant, the head of an audit commission and members of such commission, the head of an internal audit service and members of such service, other employees of a scheme participant who are authorised to plan, manage and control activities of the scheme participant and who are responsible therefor, as well as to persons who have directly or indirectly acquired more than five per cent of the capital of a scheme participant; 

7) persons who are responsible for the audit of the accounting documents of scheme participants specified by law; 

8) persons who are relatives of the first degree of kinship, or spouses of the persons referred to in Clauses 6 and 7 of this Section;

9) persons who act on behalf of the persons referred to in Clause 7 of this Section; and

10) persons regarding whom the Financial and Capital Market Commission has established that, under special provisions of a contract concluded individually, they have received high interest rates or financial concessions, or have caused or have taken advantage of circumstances which have resulted in financial difficulties or have lead to deterioration in the financial situation of a scheme participant.   

 Section 8. (1) The amount of compensation shall be determined: 

1) in the case of irreversible loss of financial instruments — in conformity with the market price of the financial instruments owned by the investor at the date of submitting an application regarding irreversible loss of financial instruments to the Financial and Capital Market Commission. If the market price at the date of submitting the application cannot be determined, the last available market price of the financial instruments which existed before the date of submitting the application shall be applied; and

2) in the case of a non-executed investment service – in conformity with losses caused to the investor by the non-executed investment service.

(2) The value of irreversibly lost financial instruments or losses caused by a non-executed service shall be converted from foreign currency into lats according to the exchange rate determined by the Bank of Latvia at the date of taking a decision on the validity of the application for compensation. 

 Section 9. The Financial and Capital Market Commission shall publish information regarding the procedure and term for compensation payments in the newspaper Latvijas Vēstnesis and in at least one daily newspaper. 

Section 10. The supervision of compensation payments shall be carried out by the Consultative Council of the Financial and Capital Market of the Financial and Capital Market Commission.

Chapter III. Ensuring Financial Resources Required for Operation of the Scheme 

Section 11. (1) Scheme participants shall submit to the Financial and Capital Market Commission a quarterly report regarding their financial instrument portfolio.

(2) A portfolio of financial instruments of a scheme participant shall be calculated by adding up those investments which are held by the scheme participant or which are managed by the scheme participant and which within the relevant period of time:  

1) do not exceed the maximum compensation referred to in Section 3, Paragraph two of this Law and which are compensated in the amount of 90 per cent of the investment; and

2) exceed the maximum compensation referred to in Section 3, Paragraph two of this Law and which are compensated in the amount of 90 per cent of the investment within the limits of this maximum, counting only that part of the investment which is compensated for. 

(3) The procedures and term for drawing up a report as well as procedures for calculating the portfolio of financial instruments of a scheme participant shall be specified by the Financial and Capital Market Commission. 

 Section 12. (1) A scheme participant has the obligation to, in accordance with the procedures prescribed by this Law, enter monies to an account opened with the Bank of Latvia for compensation payments.   

(2) A scheme participant shall inform its present and prospective investors of its activities in the scheme and compensation amounts as well as of the provisions that should be complied with to get compensation in accordance with this Law. The information shall be easily perceptible and comprehensible. 

(3) A scheme participant shall not use the information available on scheme activities for advertising purposes.  

Section 13. (1) The Financial and Capital Market Commission has the right to request scheme participants to enter monies to an account opened with the Bank of Latvia to ensure compensation. Within a year from the date of sending the first request of the Financial and Capital Market Commission, the total amount of such monies may not exceed four per cent of the arithmetic average of the aggregate portfolio of financial instruments of the scheme participants in the preceding 12 months. 

(2) Payments of each scheme participant to ensure compensation shall be determined proportionate to its part in the aggregate portfolio of financial instruments of the scheme participants. When determining the part of payments of each scheme participant, the portfolio of financial instruments of that scheme participant whose investors have the right to compensation in accordance with this Law, shall, based on the data provided by reports submitted in the previous quarter regarding the portfolio of financial instruments of the scheme participant, be deducted from the aggregate portfolio of financial instruments of the scheme participants.  

(3) Within a 30-day period after the receipt of a request from the Financial and Capital Market Commission regarding payments to ensure compensation, scheme participants shall enter monies requested to an account opened with the Bank of Latvia.  

(4) Monies entered by scheme participants to an account opened with the Bank of Latvia may be used for the payment of compensation only. 

(5) Monies which have not been used for the payment of compensation shall, within a two-month period from the date they have been entered to the account, be repaid to the scheme participants in proportion to the payments they have made to ensure compensation. 

(6) The Financial and Capital Market Commission may extend the term referred to in Paragraph five of this Section for a period of three months.  

(7) The Financial and Capital Market Commission has the right to take loans for payment of compensation if scheme participant payments do not suffice to pay compensation in accordance with this Law.  

 Section 14. (1) If a scheme participant does not effect payments specified by this Law, the Financial and Capital Market Commission shall calculate a penalty of one per cent of the amount due for each delayed day. 

(2) If a scheme participant has delayed the term specified for the payment for more than 30 days, the Financial and Capital Market Commission has the right to decide on the suspension of the special permit (license) to provide investment services. 

(3) If, upon the said measures, the payment cannot be collected, the Financial and Capital Market Commission has the right to decide on the cancellation of the special permit (license) to provide investment services, notifying the scheme participant thereof 12 months beforehand.  

 Section 15. (1) The Financial and Capital Market Commission has the right of subrogation in the amount of the paid compensation against the scheme participant to whose investors compensation has been paid.  

(2) Monies recovered under subrogation procedures shall be entered to an account opened with the Bank of Latvia. 

(3) Monies recovered under subrogation procedures shall, within a one-month period from the date of recovery of the monies, be paid to the scheme participants which have made payments to ensure compensation. The amount of money payable to each scheme participant shall be determined in proportion to its part in the compensation paid.

(4) If the Financial and Capital Market Commission does not exercise the right referred to in Paragraph one of this Section within a one-year period from the date of paying compensation, it is entitled to transfer the right to the scheme participants which have made payments to ensure compensation. 

(5) If the Financial and Capital Market Commission has not succeeded in recovering funds by means of subrogation procedures, it has the right to transfer subrogation actions to those scheme participants which have made payments to ensure compensation. 

Chapter IV. Providers of Investment Services Registered in Foreign States, European Union Member States and European Economic Area Member States

[20 November 2003]

Section 16. An investment service provider registered in foreign states, prior to the receipt of a license to provide investment services within the territory of Latvia, shall submit to the Financial and Capital Market Commission documents proving that the Latvian investors who will use the investment services provided by this investment service provider will be entitled to receive compensation from the investor-protection scheme of the home country of the foreign company. 

[20 November 2003]

 Section 17. If the investor-protection scheme of the home country of a foreign company entitles Latvian investors to: 

1) a smaller amount of compensation than the scheme, the foreign company shall become a participant in the scheme;

2) a larger amount of compensation than the scheme, the foreign company shall not become a participant in the scheme. 

Section 18. (1) A foreign company shall provide its present and prospective investors with the information concerning activities of a branch in the investor-protection scheme to the same extent as investors in its home country, but not to a lesser extent than determined by regulatory enactments in force in Latvia.  

(2) A provider of investment services registered in European Union Member States and European Economic Area Member States that in accordance with the procedures prescribed by law has undertaken investment services in Latvia, shall provide its present and prospective investors with the information concerning its participation in the investor-protection scheme to the same extent as investors in its home country, but not to a lesser extent than determined by regulatory enactments in force in Latvia.  

[20 November 2003]
Section 19. If the right to compensation is acquired by an investor of a foreign company, it has the right to submit an application to the Financial and Capital Market Commission, which shall help the investor to recover compensation from the foreign investor-protection scheme. 

(2) If the right to compensation is acquired by an investor that uses investment services of such an investment service provider registered in a European Union Member State or a European Economic Area Member State as has undertaken investment services in Latvia in accordance with the procedures prescribed by law, this investor has the right to submit an application to the Financial and Capital Market Commission, which shall help the investor to recover compensation from the investor-protection scheme of the relevant European Union Member State or European Economic Area Member State.

[20 November 2003]

Transitional Provisions

1. The compensation referred to in Section 17, Clause 2 of this Law shall not exceed the amount specified in Section 3, Paragraph two for any longer than by 1 January 2008.  

 2. The Latvian Central Depositary shall be a participant in the scheme as long as it holds accounts of those investors who are not scheme participants. 

3. The coming into force of Section 1, Clause 12, Section 2, Paragraph seven, Section 18, Paragraph two and Section 19, Paragraph two of this Law shall be determined by a special law. 

[20 November 2003]

4. Until the date of coming into force of the special law referred to in Paragraph 3 of the Transitional Provisions, investment services providers registered in European Union Member States and European Economic Area Member States shall be regarded as foreign companies. 

[20 November 2003]

 

Informative Reference to the European Community Directive

[20 November 2003]

This Law incorporates the legal norms arising out of Directive 97/9/EC of the European Parliament and of the Council.

 

This Law shall come into force on 1 January 2002. 

This Law was adopted by the Saeima on 8 November 2001.

President 






 V.Vīķe-Freiberga

Riga, 23 November 2001

� The official Gazette of the Government of Latvia.


� The Parliament of the Republic of Latvia.





