OPERATION OF PRIVATE PENSION FUNDS 

GENERAL INFORMATION

On 31 December 2004, there were five private pension funds operating in Latvia: four open funds (Pensiju fonds Baltikums, the JSC Hansa atklātais pensiju fonds, the non-profit joint stock company Parekss atklātais pensiju fonds, the JSC Unipensija) and one closed pension fund (the JSC Pirmais Slēgtais Pensiju Fonds). 

During the reporting year, a new licence was issued to one pension plan. In addition, three pension plans changed their name and, at the pension fund’s request, one pension plan licence was cancelled. As a result, five private pension plans offered a total of 12 pension plans at the end of December. 

PRIVATE PENSION FUNDS

As compared to 31 December 2003, the reporting period saw no significant changes in the consolidated balance sheet structure of private pension funds. By the end of the reporting period, the volume of private pension fund assets had decreased by 6%, totalling 1.4 million lats.

In total, expenses of private pension funds exceeded income and accounted for 67 thousand lats at the end of the reporting period.
Just like previous periods, financial investments of private pension fund assets were mostly made in debt securities. On 31 December 2004, such investments were made in the amount of 558.1 thousand lats, or 46% of total financial investments.  

PENSION PLANS
On 31 December 2004, there were 39,050 participants in pension plans, or 47% more than at the end of 2003. Women and men had equal levels of participation in pension plans, that is, both men and women accounted for 50% of all pension plan participants. In addition, of total pension plan participants, one participant was a Russian resident, one – a Lithuanian resident and the rest of them were Latvian residents.  

In the reporting period, contributions to pension plans were made by 30,377 participants or 85% of all participants, compared to 21,662 participants or 81% of all participants in 2003. Of total participants, 12% were passive participants who continued their participation in pension plans without making any contributions in 2004. A small part, or 3%, of participants who had reached the retirement age stipulated by pension plans did not make contributions any more but continued their participation in pension plans by receiving the accrued pension capital by parts.   

In 2004, contributions made to pension plans totalled 6 million lats, compared to 4.7 million lats a year earlier. Of these, 88% were made by employers, compared to 96% a year earlier. In the reporting period, individual participants in pension plans demonstrated relatively higher activity as compared to the reporting period of 2003. The amount of contributions by individual participants to pension plans increased 3.3 times while the amount of contributions by employers, by 16%. Of total contributions made for the benefit of the pension plan participant in the reporting period, 0.4% were made by another person.  

Within the last two years, the average age of pension plan participants has remained unchanged at 41 years. The largest share of accrued pension capital was for the 46-to-50 age group, i.e. 16.4% of the total accrued pension capital.

At the end of the reporting period, net pension plan assets or the pension capital accrued by pension plans made up 25.7 million lats, or 34% more than on 31 December 2003. The average return on pension plans
 in 2004 was 5.4%.

In the sixth year of operation of private pension funds, upon an increase in the number of participants having reached the retirement age, the amount of the paid-out pension capital increased comparatively rapidly. The amount of the pension capital paid out in 2004 grew by 24% as compared to the year before. By the end of the reporting period, the pension capital had been paid out in the amount of 484.3 thousand lats, i.e. 88% of total payments had been paid upon retirement while 12%, upon the death of participants.

By the end of 2004, pension plan assets had grown by 33% as compared to 31 December 2003, reaching 25.8 million lats. In the reporting period, pension plan assets were mainly invested in debt securities, that is, such investments constituted 12.5 million lats, or 49% of total pension plan assets on 31 December 2004 (see Figure 1). During 2004, time deposits with credit institutions rose by 52% as compared to the year before. Their share in pension plan assets slightly increased and accounted for 33% on 31 December 2004 (compared to 29% a year earlier). Though the policy for investment of pension plan assets was still comparatively conservative with a small portion of shares and other variable-yield securities, namely, 15% of total assets, the amount of such investments had increased as much as 4 times by the end of 2004 as compared to the end of 2003.

Figure 1
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 STRUCTURE OF PENSION PLAN ASSETS

In the aggregate, the investment portfolio of pension plans totalled 25.4 million lats on 31 December 2004. By the end of 2004, investments made abroad had risen two times as compared to the end of 2003 and made up 5.2 million lats on 31 December 2004. Of pension plan assets, 20.2 million lats or 79% were placed in Latvia, compared to 86% on 31 December 2003 (see Figure 2). In the reporting period, 5% of investments were made in Luxembourg, while 3%, in Lithuania and 2%, in securities issued by international financial institutions (Nordic Investment Bank, the European Investment Bank and the World Bank), as well as in Estonia, Finland, the US and the remaining 4% were made in 12 other countries.

Figure 2

GEOGRAPHICAL BREAKDOWN OF PENSION PLAN INVESTMENTS
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� Return on investment plans – ratio of the pension plan operational result to the arithmetical average of the pension plan assets for each quarter of the reporting year, expressed in annual percentage terms. 


2 Including investments in investment fund investment certificates.
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