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The Saeima1 has adopted

and the President has proclaimed the following Law: 

On Investment Companies

Chapter I 

General Provisions

Section 1. 
Terms Used in this Law

The following terms are used in this Law:

1) fund investor — a person who has invested money in an investment fund;

2) fund property — assets the aggregate of which forms an investment fund;

3) investment certificate — a security issued by an investment company certifying participation of a fund investor in an investment fund and the rights arising from such participation;

4) investment fund (hereinafter — fund) — aggregate of assets formed by investments made in return for investment certificates, as well as assets obtained in transactions with investment fund property and on the basis of the rights embedded therein;

5) investment object — transferable securities, immovable property, term deposit in a bank and other assets, which in accordance with the provisions of this Law, an investment company is entitled to purchase for the fund property;

6) company officials — members of the board of directors of an investment company, fund managers, managing directors and their deputies, as well as other persons who are authorised to issue orders in respect of the fund property or to act on behalf of this company;

7) interested parties of the company — council members, officials, stockholders of an investment company who own 10 and more per cent of the voting stocks of the company, as well as spouses, parents or children of all natural persons referred to in this Clause;

8) risk reduction principle — reduction of the financial losses risk by dividing the investment fund property into investment objects and observing transaction limits, as well as preserving the possibility to gain the largest expected income;

9) custodian bank — a person who keeps the fund assets, performs registration thereof, transactions with fund resources and other duties prescribed by this Law and the custodian bank agreement;

10) interested parties of the custodian bank — members of the council and board of directors, stockholders of a custodian bank who own 10 and more per cent of the voting stocks of the custodian bank, as well as spouses, parents or children of all natural persons referred to in this Clause;

11) transferable securities — securities (stocks and other capital securities which certify participation in the issuer’s capital; bonds and other debt securities which certify the issuer’s liabilities towards the security holder; other marketable securities with the attaching right to acquire the securities referred to by means of subscription or exchange) the alienation rights of which are not restricted;

12) money market instruments — liquid short-term indebtedness which may be precisely assessed at any time (promissory notes, certificates of deposit, commercial papers, etc) and which are normally traded on the money market;

13) financial instruments — an agreement, which concurrently creates financial assets for one person, but financial liabilities or capital securities for another person;

14) derivative financial instruments — financial instruments the value of which changes depending on the fixed interest rate, price of securities, foreign exchange rate, price and rate index, credit rating or changes of similar variable value and under influence of which one or several financial risks, characteristic to the primary financial instrument which is at the basis of the derivative financial instrument, are transferred between the persons involved in the transaction. In order to acquire a derivative financial instrument no initial investment is required or a small initial investment is required if compared with other agreements which in a similar manner depend on the changes of market conditions, moreover, settlements connected with the performance of the agreement take place in the future.

[1 June 2000; 24 October 2002]
Section 2. 
Purpose of this Law

The purpose of this Law is to reduce the risk in transactions with securities and to promote the investment of private savings in the securities market.

Section 3. 
Activities Regulated by the Law

(1) This Law regulates the procedures for public attraction of monetary funds in the Republic of Latvia and for performance of their joint investment on behalf of the attractor.

(2) Investment of monetary funds acquired in accordance with the procedures provided for in Paragraph one of this Section shall only be permitted in the investment objects specified by this Law.

[1 June 2000]
Chapter II 

Investment Company

Section 4. 
Legal Status of Investment Company

(1) The activity referred to in Section 3, Paragraph one of this Law may only be performed by investment companies registered in Latvia unless otherwise provide for by law.

(2) An investment company (hereinafter — company) is a financial and credit stock company the only types of activity of which are the management of investment funds and the issue of investment certificates of these funds and activities directly related thereto.

(3) A company may also manage the resources of private pension funds in accordance with the Law On Private Pension Funds and the resources of the State funded pension scheme in accordance with the State Funded Pension Law.

(4) A company shall be established and shall operate in accordance with this Law, the Commercial Law and other regulatory enactments and articles of association.

[1 June 2000; 24 October 2002]
Section 5.  
Stocks of a Company

(1) A company shall have registered stocks only.

(2) The stocks of a company may not be released into public circulation.

Section 6.  
Capital and Reports of a Company

(1) The minimum initial equity capital of a company shall be 100 000 lati.

(2) The initial equity capital of a company shall be paid up in cash only.

(3) The initial equity capital of a company shall be paid up in full by the moment when the company submits to the Financial and Capital Market Commission (hereinafter — Commission) an application for the receipt of a special permit (hereinafter — licence).

(4) The own capital of a company shall be at least one per cent of the amount of investment fund assets managed by the company, but not less than the minimum initial equity capital.

(5) A company shall submit to the Commission the annual report and quarterly reports of the company within the time periods specified by the Commission.

[1 June 2000; 24 October 2002]
Section 7. 
Location of a Company

The executive body of a company shall be located in Latvia.

Section 8. 
Period of Operation of a Company

A company may only be established for an indefinite period of time

Section 9. 
Firm Name of a Company

(1) The firm name of a company shall contain a word combination “ieguldījumu sabiedrība” or “investīciju sabiedrība” [investment company] or its abbreviation “IS”.

(2) Commercial companies, which do not perform the activity provided for in this Law, may not use in their firm name any additions, which directly or indirectly refer to an investment company.

(3) In the firm name of an investment company the use of the word combination “akciju sabiedrība” [stock company] or its abbreviation “a/s” is not mandatory.

(4) The firm name of a company shall significantly differ from the firm names of those foreign commercial companies the securities of which are officially quoted in Latvian stock exchanges until the day of establishment of the company.

[24 October 2002]
Section 10. 
Commencement of Activities

(1) A company is entitled to commence its activities only after the obtaining of a licence.

(2) The licence shall be issued in accordance with this Law and the regulations for the licensing of investment companies approved by the Commission.

Section 11. 
Rights, Duties and Liability of a Company

(1) A company shall deal with the fund property and the rights arising therefrom in accordance with this Law, its articles of association, the prospectus of the investment fund certificate issue (hereinafter — fund prospectus) and the fund management by-laws on its behalf at the expense of fund investors, investing the fund property in the investment objects permitted by this Law in accordance with the risk reduction principle.

(2) A company shall deal with the fund property solely in the interests of fund investors.

(3) A company in performing activities related to fund management, also when utilising the voting rights of the capital shares belonging to the fund property, shall not require the consent of the fund investors.

(4) A company has the right to remuneration for fund management, including commissions and compensation for expenses, in accordance with the procedures set out in this Law, fund prospectus and fund management by-laws.

(5) A company has the right to establish and manage several funds.

(6) A company has a duty to raise the claims of fund investors against the custodian bank or third persons on its behalf if the relevant circumstances require such action. This provision shall not restrict the rights of fund investors to raise such claims on their own behalf.

(7) A company shall be liable for the losses caused to the fund investors or third parties by company officials or authorised persons as a result of malicious or negligent action, violating the provisions of law, fund prospectus or fund management by-laws or as a result of the negligent performance of their duties.

(8) A company has a duty to inform the Commission in writing of any amendments to the lists of interested parties of the company or the custodian bank, as well as any amendments and supplements to the documents and information submitted to the Commission within a week from the day the amendments were made.

Section 12. 
Restrictions on Investment of the Resources of a Company

(1) A company has no right to invest its resources in another investment company, as well as to purchase investment certificates of the fund it manages itself.

(2) The restrictions specified in Paragraph one of this Section in respect of the acquiring of investment certificates of the fund the company itself manages shall not be applicable to cases where the investment company takes over the management of a fund created by another company. In such case within a period of six months from the day of the completion of the take-over, the company shall take measures so that its future activities comply with the provisions of Paragraph one of this Section.

Section 13. 
Reorganisation of a Company

(1) A company may not be reorganised, transforming it into another type of commercial company.

(2) A company may only be acquired by another investment company.

(3) Consolidation of a company with another investment company or another commercial company is not permitted.

(4) Division of a company shall be permitted only if all acquiring companies are investment companies.

(5) Reorganisation of the company in the cases specified by this Section may only be performed with the permission of the Commission.

[24 October 2002]
Section 14. 
Termination of Fund Management Rights

The right of a company to manage an investment fund shall terminate:

1) upon the transfer of the fund management rights to another company;

2) [24 October 2002]

3) upon the cancelling of a licence;

4) upon a decision by the general meeting of the investors of a closed fund regarding a change of the company;

5) upon completion of the fund liquidation if the company itself performs it;

6) upon the moment when the Commission appoints a fund liquidator in accordance with the provisions of Section 35, Paragraph six of this Law; and

7) in other cases provided for in the fund prospectus or fund management by-laws.

Section 15. 
Transfer of Fund Management Right to Another Company

(1) A company may transfer the investment fund management rights to another investment company on the basis of a contract.

(2) The transfer of the fund management rights shall require the permission of the Commission.

(3) In order to receive the permission of the Commission the company shall submit to the Commission a motivated submission, attaching thereto the contract on fund management rights transfer or a notarially certified true copy thereof.

(4) A company shall submit to the Commission amendments to all documents to be submitted to the Commission provided for in this Law or regulations of the Commission if such amendments have been made in connection with the transfer of the investment fund management rights.

(5) The Commission shall give permission to transfer the fund management rights within a period of one month from the day the submission was received if such transfer does not infringe on the interests of the fund investors.

(6) After receipt of the permission by the Commission the company shall submit for publication in the newspaper Latvijas Vēstnesis [the official Gazette of the Government of Latvia] and one daily newspaper an announcement regarding the transfer of the fund management rights to another company, indicating the firm name, registration number, legal address and the location of the board of directors of the relevant other company.

(7) The contract regarding the transfer of the fund management rights to another company shall come into effect not earlier than after one month from the day when the announcement regarding the transfer of the fund management rights to another company was published in the newspaper Latvijas Vēstnesis.

(8) Upon the coming into effect of the contract all rights and liabilities related to the investment fund shall transfer to the new company.

[24 October 2002]
Section 16. 
Transfer of Fund Management Rights to Custodian Bank

(1) If the rights of a company to manage a fund terminate, the rights to manage the fund shall transfer to the custodian bank of such fund, except for the cases specified in Section 14, Clause 1 of this Law.

(2) The custodian bank shall without delay submit for publication in the newspaper Latvijas Vēstnesis and one daily newspaper an announcement regarding the transition of the management rights. The announcement shall indicate:

1) the firm name of the company under the management of which the relevant fund was located;

2) the name of the investment fund; and

3) the firm name, legal address and location of the board of directors of the custodian bank.

(3) A company the rights of which to manage the investment fund have terminated other than upon the transfer of the fund management rights to another company, shall without delay transfer to the custodian bank all documents related to fund management.

(4) A custodian bank to which the investment fund management rights have been transferred shall have all the rights of the company, except for the right to issue investment certificates of the fund under its management and perform repurchase of the certificates.

(5) Within three months from the day of the fund management rights transfer the custodian bank shall transfer the fund management rights to another investment company. The Commission may extend this time limit up to six months from the day of the management rights transfer.

(6) The fund management rights shall be transferred to another company only with the permission of the Commission.

(7) If the custodian bank fails to transfer the fund management rights to another investment company within the time limit prescribed in Paragraph five of this Section, the custodian bank shall perform the liquidation of the fund.

[24 October 2002]
Section 17. 
Liquidation of a Company

(1) Liquidation of a company shall take place in accordance with the Commercial Law, taking into account the additional provisions set out by this Law.

(2) The company may not commence its liquidation before its rights to manage all investment funds under its management have not terminated.

[24 October 2002]
Section 18. 
Managing Institutions of the Company

(1) A company shall be managed by the meeting of stockholders, the council and the board of directors.

(2) In case of the change of a company’s officials the new officials shall take up their positions if the Commission within a period of one week after receipt of the notification regarding election of the relevant persons has not raised motivated objections regarding their compliance with the requirements of the law and the regulations approved by the Commission.

[24 October 2002]
Section 19. 
Restrictions Prescribed for Members and Officials of Company Managing Institutions

(1) Only a person who is competent in investment issues and who has an unimpeachable reputation may be an official of a company.

(2) Regulations for application of Paragraph one of this Section shall be approved by the Commission.

(3) A member of the council or an official of the company may not concurrently be a member of the council or board of directors of the custodian bank of an investment fund under management by the company or an employee of the custodian bank who is directly linked with taking of such decisions which refer to the fulfilment of the duties of the custodian bank and control of the custodian bank activities.

(4) A person who has been sentenced for an intentional criminal offence or a criminal offence against property, criminal offence of an economic nature or in State authority service, criminal offence against administration of justice or administrative order, regardless of whether or not the conviction is extinguished or set aside, as well as a person who has been deprived of the right to perform commercial activities may not be a member of the council or official of the company.

(5) Within the meaning of this Law a person shall be deemed to not be sentenced if the offence of which the person was convicted is not a criminal offence under law at the moment when such person is elected to the office.

[1 June 2000; 24 October 2002]
Chapter III 

Investment Fund

Section 20. 
Legal Status of Investment Fund and its Property

(1) An investment fund is not a legal person.

(2) The fund property is the joint property of fund investors and it shall be kept, recorded and managed separately from the property of the company, other funds under its management, as well as the custodian bank.

(3) A fund investor has no right to request division of the fund. The pledgee of the pledged property of the investor, creditor or administrator for the insolvency process of the investor shall not have such right either.

(4) The fund property may not be included in the property of the company or custodian bank as the property of the debtor if the company or the custodian bank has been declared insolvent or is being liquidated.

(5) Claims against a fund investor in respect of his or her liabilities may be directed at his or her investment certificates but not at the fund property.

Section 21. 
Types of Funds

(1) Investment funds may be established as open-ended or closed-ended funds.

(2) An open-ended investment fund is a fund the managing company of which has a duty to perform repurchase of investment certificates if fund investors request such.

(3) A closed-ended investment fund is a fund the managing company of which is prohibited from the repurchase of investment certificates.

Section 22. 
Establishment of a Fund

(1) A fund shall be established by a company by approving a fund prospectus and fund management by-laws and entering into a custodian bank agreement.

(2) The decision regarding the approval of the fund prospectus and the fund management by-laws shall be taken by the managing institution specified in the articles of association of the company.

(3) A company may commence the issue of fund investment certificates and the fund management only after registration of the fund with the Commission.

[24 October 2002]
Section 23. 
Fund Registration

(1) In order to register a fund, a company shall submit a submission to the Commission. The following shall be appended to the submission:

1) the fund prospectus (two originals);

2) the fund management by-laws (two originals); and

3) the custodian bank agreement.

(2) The company shall also submit the documents referred to in Paragraph one of this Section to the Commission electronically by sending them to the electronic mail address of the Commission or by submitting the relevant technical information medium (floppy disc or compact disc) together with the documents.

(3) The Commission within 20 days after it has received all the documents which have been prepared in conformity with the requirements of regulatory enactments shall take a decision regarding the registration of the fund.

[24 October 2002]
Section 24. 
Name of a Fund

(1) The name of a fund shall include the word combination “ieguldījumu fonds” or “investīciju fonds” [investment fund] or its abbreviation “IF”. These word combinations and the abbreviation may not be included in the firm names of merchants.

(2) The name of a fund shall significantly differ from the names of other funds the investment certificates or securities comparable to them of which are distributed in Latvia. 

[24 October 2002]
Section 25. 
Rights of Fund Investors

(1) A fund investor has the following rights:

1) to alienate his or her investment certificates without restriction unless the law provides otherwise;

2) in proportion to the number of investment certificates in accordance with the law and fund prospectus participate in the distribution of income obtained in transactions with the fund property; and

3) in proportion to the number of investment certificates participate in the distribution of the proceeds of fund liquidation.

(2) An open-ended fund investor has the right to request that the company repurchase his or her investment certificates.

(3) Closed-ended fund investors have the right to request the convening of the general meeting of fund investors in the cases and in accordance with the procedures prescribed by this Law.

(4) Other rights of fund investors shall be specified by law and the fund prospectus.

Section 26. 
Restriction of Liability of Fund Investors

(1) A fund investor shall not be liable for the company’s liabilities.

(2) A fund investor shall be liable for claims which may be directed at the fund property only with the fund shares belonging to him or her.

(3) Agreements which are in conflict with the provisions of this Section are void from the moment of being entered into.

Section 27. 
General Meeting of Closed-ended Fund Investors

(1) The general meeting of closed-ended fund investors (hereinafter — general meeting of investors) shall be convened by the company on its own initiative or at the request of the investors.

(2) The company shall convene the general meeting of investors in order to approve the fund prospectus, except for the first issue of investment certificates, as well as if it has been requested in writing by investors who represent at least 10 per cent of the value of the fund. If the convening of the general meeting of investors is requested by the fund investors, the company shall convene such meeting within a month from the receipt of the request.

(3) The request shall indicate the reasons for convening of the general meeting of investors and the agenda. The request shall be submitted to the company and the custodian bank.

(4) If the company fails to convene the general meeting of investors within the time period prescribed by Paragraph two of this Section, the custodian bank shall convene such meeting within a period of two months from the day when the request was submitted to the company.

(5) If the custodian bank fails to convene the general meeting of investors within the time period specified, the fund investors shall submit a written request to the Commission which shall convene the general meeting of investors within a month from the day the request was received. The 10 per cent limit prescribed in Paragraph two of this Section shall not be applicable to such case.

(6) An announcement regarding convening of the general meeting of investors shall be published in the newspaper Latvijas Vēstnesis and in one daily newspaper, and the Commission, custodian bank, company and fund auditors shall be informed.

(7) The costs of investors for the convening of the general meeting shall be covered from the fund property.

(8) The general meeting of investors has the right to take decisions binding on the company regarding the following:

1) approval of the fund prospectus and making amendments thereto;

2) change of the company or custodian bank;

3) fund liquidation; and

4) other issues specified by the Commission or which are provided for in the fund prospectus.

(9) The general meeting of investors is entitled to act if investors who represent at least half of the fund’s value participate.

(10) A decision of the general meeting of investors shall be adopted if the investors representing not less than three-quarters of the total fund value represented in the general meeting vote for.

(11) Representatives of the company and the custodian bank, members of the Commission and auditors have the right to participate in the general meeting of investors without the right to vote, but in the capacity of advisors.

(12) The rights of investors to participate in the general meeting of investors shall be verified in accordance with regulatory enactments which specify the manner in which the owners of securities in public circulation are to be ascertained.

(13) A true copy of the minutes of the general meeting of investors shall be submitted to the Commission within a period of three days after the general meeting.

(14) A decision shall come into effect after a month from the day it was taken if the Commission during this period has not raised motivated objections with respect to the non-conformity of such decision with the law or regulations of the Commission. The Commission has the right to take a decision regarding a shorter time period for coming into effect of a decision of the general meeting of investors.

[24 October 2002]
Section 28. 
Fund Management By-laws

(1) The fund management by-laws (hereinafter — by-laws) shall determine the procedures for fund management. The by-laws and amendments thereto shall come into force on the day of its registration with the Commission.

(2) The by-laws shall be freely accessible to all fund investors upon their request.

(3) The by-laws shall include the following:

1) the name of the fund;

2) the firm name, registration number, legal address and licence number of the company;

3) the general principles and procedures of fund management, particularly indicating decision-taking competence and procedures for dealing with the fund property;

4) client servicing procedures, particularly indicating the procedures for:

a) the issue of the fund prospectus,

b) [24 October 2002],

c) [24 October 2002],

d) provision of information in respect of those changes in the distribution of the income gained in the transactions with the fund property which affect the fund operation, and similar events, and

e) performance of the issue, repurchase and re-acceptance of investment certificates;

5) principles for calculation of the fund value, sale and repurchase prices of investment certificates, as well as fund income;

6) procedures for fund liquidation;

7) procedures by which the transfer of fund management rights and property to the custodian bank or other persons takes place;

8) procedures by which the co-operation of the company with the custodian bank in respect of fund management takes place;

9) for a closed-ended fund — procedures for the convening and procedural requirements of the general meeting of investors;

10) a list of the types of payments the fund is entitled to receive and procedures for the calculation thereof;

11) procedures for providing public announcements and publicly available information; and

12) procedures for amending the by-laws.

(4) The by-laws may also include other provisions which are not contrary to the law or regulations of the Commission.

[24 October 2002]
Section 29. 
Fund Manager

(1) The board of directors of the company shall appoint a manager to each investment fund (hereinafter — fund manager) who shall deal with the property of the managed fund in accordance with the articles of association of the company and the by-laws of the fund.

(2) The fund manager may work only in one investment company.

(3) The fund manager may manage several funds under the management of one company.

Section 30. 
Fund Value and Fund Share Value

(1) The fund value (hereinafter also — net value of fund assets) is the difference between the value of assets and the value of liabilities of the fund.

(2) A fund share is the right to claim attached to one investment certificate in conformity with the fund share value.

(3) The fund share value is the division of the fund value with the number of investment certificates in circulation.

(4) The number of investment certificates in circulation is the difference between the number of investment certificates issued and the number of those investment certificates which have been withdrawn from circulation in connection with the receipt of repurchase claim.

(5) The company shall determine the value of an open-ended fund share every day.

(6) The company shall determine the value of a closed-ended fund share at least once a month.

[1 June 2000; 24 October 2002]
Section 31. 
Remuneration to a Company, Custodian Bank and Third Persons

(1) Remuneration to a company, custodian bank and third persons, as well as any other payments resting on the investment fund shall be paid from the fund property in conformity with the provisions of the fund prospectus.

(2) A company does not have a right to commissions and compensation for transactions related with the investment of the fund property in the investment certificates of such funds which are managed by the same company or another company with which such company has joint management or with which it is in one group.

Section 32. 
Transactions with Fund Property

A company shall perform transactions with the fund property in accordance with this Law, the fund prospectus and fund management by-laws.

Section 33. 
Transaction Restrictions

(1) A company does not have the right to undertake liabilities at the expense of fund property if such liabilities do not directly relate to the fund.

(2) A company may not perform transactions with the fund property without compensation.

(3) Claims against the company and claims which are a part of the fund property shall not be netted off.

(4) The fund property may not be pledged or otherwise encumbered with rights in rem except if:

1) it serves as a collateral when receiving loans in accordance with the procedures specified in Paragraphs nine and ten of this Section;

2) sales transactions with repurchase (repo) are performed at the expense of the fund property or

3) it serves as a collateral when performing transactions with derivative financial instruments referred to in Section 65 of this Law.

(5) The company may not, by direct agreement, alienate the fund property to the benefit of:

1) the company managing such fund and its interested parties;

2) [24 October 2002]; or

3) other funds managed by the same company.

(6) The company may not by direct agreement purchase property from the persons referred to in Paragraph five of this Section at the expense of the fund.

(7) For the purchase of such securities as have been issued by a person referred to in Paragraph five of this Section the fund property shall only be utilised through the stock exchange or any other regulated and public securities market.

(8) The following activities may not be performed at the expense of the fund:

1) to perform the liabilities of the company which have occurred on its behalf and at its expense;

2) to issue securities, except for investment certificates;

3) to undertake liabilities arising from guarantee agreements; or

4) to grant loans.

(9) The company may take loans at the expense of an open-ended fund if such loans are taken for a period up to three months and the total amount thereof does not exceed 10 per cent of the open-ended fund value.

(10) The company may take loans at the expense of a closed-ended fund if such loans are taken for a period up to three months and the total amount thereof does not exceed 25 per cent of the closed-ended fund value.

(11) The company may not take loans at the expense of an open-ended fund from the persons referred to in Paragraph five of this Section, except for interest-free loans from a company and loans from the custodian bank at an interest rate which does not exceed the average credit interest rate of the financial market at the moment when the loan is taken.

(12) The company may not sell securities or undertake liabilities regarding the sale of securities at the expense of the fund if at the moment of the conclusion of the transaction they are not fund property. Violation of this provision shall not affect the validity of the transaction.

(13) The company may not purchase property at the expense of the fund for a price which is higher than the market price or alienate the fund property for a price which is lower than the market price.

[1 June 2000; 24 October 2002]
Section 34. 
Reorganisation of a Fund

Merging of funds or division of a fund is not permitted.

Section 35. 
Liquidation of a Fund

(1) Liquidation of a fund shall be performed by a liquidator. The liquidator may be a company, custodian bank or a person appointed by the Commission.

(2) The company shall perform the liquidation of a fund if:

1) on the next day after the termination of the custodian bank agreement, a new custodian bank agreement has not come into effect;

2) within a year after the establishment of the fund no investment certificates have been released into circulation; or

3) all open-ended fund investors have exercised the resale right and the company takes a decision regarding the fund liquidation.

(3) The provisions specified in Paragraph two, Clause 3 of this Section shall not be applied within six months after the establishment of the fund.

(4) The company shall perform the liquidation of a closed-ended fund if the general meeting of the investors of this fund takes a decision regarding the liquidation of the fund.

(5) The custodian bank shall perform the liquidation of the fund if it does not transfer the fund management to the investment company within the time period specified in Section 16, Paragraph seven of this Law.

(6) If the company or the custodian bank fails to commence the fund liquidation within a month from the day when such liquidation was due to be commenced, the Commission has the right to appoint a fund liquidator. Such fund liquidator shall have all the same rights as the company has if it performs the liquidation.

(7) During liquidation the issue and repurchase of investment certificates and distribution of fund income provided for in the fund prospectus between the fund investors may not be performed.  The liquidator has the right to perform activities solely connected with the liquidation.

(8) The liquidator shall act in the interests of creditors and fund investors.

(9) The liquidator shall be fully liable to fund investors and third persons in respect of the losses caused during the liquidation if the liquidator intentionally or due to negligence has violated the law or the fund management by-laws or has performed his or her duties negligently.

[1 June 2000]
Section 36. 
Announcement Regarding Fund Liquidation

(1) The liquidator shall without delay notify the Commission of the commencement of liquidation of the fund and publish a relevant announcement in the newspaper Latvijas Vēstnesis.

(2) The announcement regarding liquidation shall include information regarding the liquidator, indicate the time period and place for the applications by creditors. The time period for the applications by creditors may not be shorter than three months from the day the announcement was published.

Section 37. 
Sale of Fund Property and Satisfaction of Claims

(1) After commencement of the liquidation the liquidator shall organise and perform sale of the fund property, except for the monetary funds in the fund.

(2) The custodian bank or the liquidator shall distribute the proceeds gained from the selling of the property of the fund to be liquidated and the monetary funds in the fund (hereinafter — proceeds of liquidation) in the following sequence:

1) claims of secured creditors;

2) claims of the creditors who have submitted their claims within the time period specified in the announcement; and

3) claims of the creditors who have submitted their claims after the time period specified in the announcement but before the distribution of the proceeds of liquidation.

(3) If the proceeds of liquidation do not suffice to satisfy the claims referred to in Paragraph two of this Section, the unsatisfied claims shall be satisfied from the property of the investment company, except for the claims which have arisen after the termination of the management rights of such company.

(4) If the proceeds of liquidation do not suffice to satisfy the claims referred to in Paragraph two of this Section which have arisen during the period when the management rights were exercised by the custodian bank, the claims shall be satisfied by the custodian bank.

(5) The remaining proceeds of liquidation shall be divided among the fund investors in proportion to the number of their investment certificates.

(6) The custodian bank or the liquidator shall submit for publishing in the newspaper Latvijas Vēstnesis an announcement regarding the distribution of the proceeds of liquidation among the fund investors, indicating the sum to be paid for one certificate, as well as the place and time for making the payments.

(7) All payments to creditors and fund investors shall be made in cash.

Section 38. 
Fund Liquidation Expenditures

(1) During liquidation the liquidator has the right to cover liquidation expenditures from the proceeds of liquidation.

(2) Liquidation expenditures may not exceed two per cent of the proceeds of liquidation.

Section 39. 
Liquidation Reports

(1) The liquidator shall submit a report on the course of liquidation to the Commission once a month.

(2) Within a week of the completion of liquidation the liquidator shall submit to the Commission a notification regarding the completion of liquidation and the final report of liquidation.

[1 June 2000]
Chapter IV

 Custodian Bank

Section 40. 
General Provisions

(1) The company shall perform transactions with the fund property through a custodian bank.

(2) A bank or a subsidiary (branch) of a foreign bank registered in the Republic of Latvia which has the right to perform intermediary activities on the securities market and to which the Commission has issued a permit to attract deposits from natural persons in the Republic of Latvia may be a custodian bank.

(3) The custodian bank, in performing the duties prescribed by law, shall operate independently of the company and solely in the interests of investors.

(4) The custodian bank has no right to invest its resources in the investment certificates of a fund of which it is the custodian bank.

(5) Upon a change of the custodian bank, the new custodian bank, if necessary, shall within six months from the day of coming into effect of the custodian bank agreement take measures so that its operation conforms to the provisions of Paragraph four of this Section.

[1 June 2000]
Section 41.
Keeping of Fund Property in the Custodian Bank

(1) The company shall open a separate account in the custodian bank for each fund under its management.

(2) Income from the fund property and income from the issue of investment certificates shall be transferred in the account of the relevant fund in the custodian bank.

(3) The custodian bank shall perform payments from the account of the fund only on the basis of an order by the company in accordance with the law, the fund prospectus, the fund management by-laws and the custodian bank agreement.

Section 42. 
Duties of Custodian Bank Duties

(1) A custodian bank has the following duties:

1) to keep the fund property in accordance with the law and the custodian bank agreement;

2) to make sure that the issue, sale and repurchase of investment certificates takes place on behalf of the company and in accordance with the law, the fund prospectus and the fund management by-laws;

3) to make sure that the fund value is calculated in accordance with the law, the regulations of the Commission, the fund prospectus and the fund management by-laws;

4) to fulfil orders of the company if they do not contradict the law, the regulations of the Commission, the fund prospectus, the fund management by-laws and the custodian bank agreement;

5) to ensure that the fund income is used in accordance with the law, the fund prospectus and the fund management by-laws; and

6) to make sure that the payments specified in transactions with the fund property are duly made.

(2) [1 June 2000]

(3) The custodian bank has a duty to raise claims of fund investors against the company in its own name if it is required by the relevant circumstances. This provision shall not restrict the right of fund investors to raise such claims on their own behalf.

(4) The custodian bank has a duty to raise a counterclaim in the case if recovery proceedings are directed at the fund property in connection with its liabilities.

[1 June 2000]

Section 43. Transfer of Duties of Custodian Bank 

(1) The custodian bank has the right to transfer by an agreement the keeping of the fund property and the servicing of the fund account to third persons if it is provided for in the custodian bank agreement.

(2) If the custodian bank fully or partially transfers its functions to a third person, such agreement shall be in effect if its has been approved by the company and the Commission.

(3) The transfer of the duties of the custodian bank to third persons shall not release the custodian bank from the liability provided for in the law and the custodian bank agreement.

Section 44. 
Remuneration of Custodian Bank 

(1) The custodian bank has the right to remuneration for the provision of services provided for in the custodian bank agreement.

(2) Remuneration of the custodian bank shall be covered from the fund property on the basis of an order by the company in accordance with the custodian bank agreement.

Section 45. 
Duty to Give Notification

The custodian bank has a duty to notify the Commission and the company council without delay of the actions by the company known to the custodian bank which are in conflict with the law, the fund prospectus, the fund management by-laws or the custodian bank agreement.

Section 46. 
Liability of Custodian Bank

(1) The custodian bank shall be fully liable to fund investors, company and third persons for losses which have been caused if the custodian bank has violated the law or the custodian bank agreement intentionally or through negligence or has performed its duties negligently.

(2) If the custodian bank has consented to a transaction which does not conform to the provisions of this Law or has failed to submit an objection regarding a violation of the provisions of this Law, the custodian bank and the company shall be jointly liable for the losses caused to the fund.

Section 47. 
Custodian Bank Agreement

(1) A custodian bank agreement is an agreement concluded in writing between the company and the custodian bank in accordance with which the custodian bank undertakes to keep the fund property and perform transactions with the fund property and servicing of the fund accounts in accordance with the law, this agreement and company orders.

(2) The custodian bank agreement shall include:

1) the firm name, registration number, licence number, legal address and the location of the board of directors of the company;

2) the firm name, registration number, licence number, legal address and location of the board of directors of the custodian bank;

3) the name of the fund;

4) the rights and obligations of the parties;

5) the procedures for the servicing of fund accounts;

6) the amount of custodian bank remuneration and schedule of payments;

7) the procedures for covering expenditures of the custodian bank which have arisen while carrying out transactions with the fund property or servicing the fund accounts;

8) the procedures by which the custodian bank transfers fund accounts, documents and other matters to third persons;

9) the liability for non-performance or improper performance of the agreement;

10) the time period of the agreement;

11) the procedures for amending provisions of the agreement;

12) the conditions and procedures for early termination of the agreement;

13) the procedures for adjudication of disputes; and

14) other provisions arising from the fund prospectus.

(3) The parties may also include other provisions in the custodian bank agreement which are not in conflict with the law, the fund prospectus and the fund management by-laws.

[24 October 2002]
Section 48. 
Termination of Custodian Bank Agreement

(1) Custodian bank agreements shall terminate in the following cases:

1) the time period specified in the agreement expires;

2) parties to the agreement reach a mutual agreement;

3) one party unilaterally withdraws from the agreement taking into account the time periods prescribed in Paragraph two of this Section;

4) circumstances arise as a result of which the custodian bank no longer meets the requirements of the law;

5) the custodian bank is declared insolvent;

6) the custodian bank terminates its operation;

7) fund liquidation has been commenced;

8) the Commission gives and order to the company to change the custodian bank; or

9) in other cases specified in the custodian bank agreement.

(2) The party which unilaterally withdraws from the agreement has a duty to notify the other party thereof three months in advance unless the custodian bank agreement provides for a longer time period.

(3) The custodian bank agreement shall not terminate upon the transfer of the fund management rights to the custodian bank.

Section 49. 
Order Regarding Change of the Custodian Bank

(1) The Commission has the right to give an order to the company to change the custodian bank if the custodian bank violates the provisions of this Law or the custodian bank agreement or if it is required for the protection of the interests of fund investors.

(2) In the cases specified in Paragraph one of this Section the custodian bank agreement shall terminate within the time period and in accordance with the procedures specified by the Commission.

[24 October 2002]
Section 50. 
Entering into a New Custodian Bank Agreement

(1) The company shall ensure that on the next day after termination of the custodian bank agreement a new custodian bank agreement comes into effect, except for the cases when the agreement terminates due to fund liquidation.

(2) If the company fails to enter into a new custodian bank agreement within the time period prescribed in Paragraph one of this Section, it shall commence fund liquidation.

[1 June 2000]
Chapter V

 Issue and Circulation of Investment Certificates

Section 51. 
Investment Certificates

(1) Public circulation of investment certificates shall take place in accordance with the Law On Securities.

(2) Investment certificates of one fund may not have various rights attaching to them and the rights and liabilities attaching to such investment certificates shall cover all the fund property.

(3) Upon alienation of an investment certificate the undivided shares of the relevant alienor in the fund shall also be transferred to the acquirer.

(4) Investment certificates shall be issued in a dematerialised form.

Section 52. 
Issue of Investment Certificates

(1) The number and period of issue of the investment certificates of an open-ended fund may not be restricted.

(2) The primary distribution amount of one emission of closed-ended fund investment certificates shall be restricted and the period thereof may not exceed three months.

(3) After termination of the time period prescribed in Paragraph two of this Section the issue shall be considered to have taken place in the amount of the paid investment certificates.

(4) Investment certificates shall be issued only in return to full payment of the price of such certificates in cash in accordance with the provisions of the fund prospectus. The cash received for investment certificates, except for the issue commissions, shall be transferred to the fund without delay.

(5) If investment certificates have been released into circulation but the value of the relevant fund shares is not transferred to the fund, the company shall invest the missing amount in the fund from its own property.

Section 53. 
Price of Investment Certificates

(1) The issue price of an open-ended fund investment certificate is the sale price of the first investment certificate.

(2) The issue price of a closed-ended fund investment certificate is the price of the investment certificate during the primary distribution and it shall not change during the whole period of issue.

(3) The issue price of a fund investment certificate shall be determined by the company in accordance with the provisions of the fund prospectus.

(4) The sale price of an open-ended fund investment certificate is the sum of the investment fund share value and the commissions for the issue.

(5) Commissions for the issue is remuneration to the company for the issue of investment certificates.

(6) Commissions for repurchase is remuneration to the company for repurchase of open-ended fund investment certificates.

(7) The sale price of an open-ended fund investment certificate shall be determined concurrently with the fund share value and the information regarding that shall be available in the places specified in the fund prospectus.

(8) The repurchase price of an open-ended fund investment certificate is the investment fund share value which shall be reduced by the commissions for repurchase in accordance with the fund prospectus.

(9) If the company announces the sale price of investment certificates it also has a duty to announce the repurchase price and vice versa.

Section 54. 
Repurchase of Investment Certificates

(1) The company managing an open-ended fund shall have a duty to perform repurchase of investment certificates at the request of fund investors by paying to them the repurchase price in cash in accordance with the provisions of the fund prospectus.

(2) Investment certificates shall be withdrawn from circulation when the company receives a repurchase application from an investor and the investor transfers the investment certificate to the issue account of the fund. After withdrawal from circulation the rights of fund investors arising from the investment certificate shall terminate, except for the right to claim in the amount of the repurchase price of the investment certificate.

(3) The company may temporarily suspend the repurchase of open-ended fund investment certificates in the cases and in accordance with the procedures prescribed in the fund prospectus. Suspension of the repurchase may be provided for only in exceptional cases if circumstances so require, and suspension is justified taking into account the interests of the investors.

(4) The repurchase price shall be paid from the fund property in accordance with the procedures and within the time period prescribed in the fund prospectus.

(5) Investment certificates shall be repurchased in the order in which repurchase claims were submitted.

[1 June 2000]
Section 55. 
Claim for Re-acceptance of Investment Certificates

(1) If due to the fault of the company the information in the fund prospectus and the documents attached thereto which are substantial in the assessment of investment certificates are wrong or incomplete, a fund investor has the right to request that the company accepts back his or her investment certificate and compensates him or her for all losses caused due to this reason.

(2) If in the case referred to in Paragraph one of this Section the fund investor has obtained the investment certificate from a person who is engaged in intermediary activity on the securities market, such person together with the company shall be jointly liable for the payment of damages to the fund investor. Such person shall not be liable if he or she proves that he or she has not known and could not know that the information was wrong or incomplete.

(3) If at the moment when the fund investor has learned that the information is wrong or incomplete he or she is no longer the owner of the investment certificate, he has the right to request that the company pays the difference by which the sum invested by him or her exceeds the repurchase price of the investment certificate at the moment of repurchase.

(4) The claim in accordance with the provisions of Paragraphs one, two and three of this Section may be raised within a period of six months from the day when the fund investor learned that the information was wrong or incomplete, however, not later than within a period of three years from the day when the investment certificate was purchased.

Section 56. 
Fund Prospectus

(1) The issue of investment certificates may not be commenced without a fund prospectus which has been approved by the company.

(2) The fund prospectus shall include information necessary for investors so that they could take a reasoned decision regarding the investment offered.

(3) The fund prospectus shall include the information referred to in Section 57 of this Law. The fund prospectus need not repeat the information which is included in the management by-laws of the relevant fund and which is equal to the information referred to in Section 57 of this Law.

(4) The fund prospectus shall come into effect upon the registration of the fund with the Commission.

(5) If amendments to the fund prospectus are made, the company shall submit them to the Commission for registration. The Commission shall register amendments to the fund prospectus if they meet the requirements of this Law and are not in conflict with the lawful interests of the investors.

(6) After registration of the amendments to the fund prospectus with the Commission the company in accordance with the procedures specified in the fund management by-laws shall without delay inform the fund investors of the amendments to the fund prospectus. Amendments to the fund prospectus shall come into effect a month after registration thereof with the Commission. At the request of the company, taking into account the content of the amendments to the fund prospectus, the Commission has the right to determine a shorter time period for coming into effect of the amendments to the fund prospectus.

[24 October 2002]
Section 57. 
Content of Fund Prospectus

(1) The fund prospectus shall meet the requirements specified by regulatory enactments and the Commission in respect of a securities issuing prospectus.

(2) The fund prospectus shall contain the information regarding the fund, the company, the custodian bank and consultants.

(3) In respect of the fund the fund prospectus shall indicate the following:

1) the date of coming into effect of the fund prospectus and amendments thereto;

2) the name of the fund;

3) the place where the fund prospectus, the fund management by-laws if such has not been attached to the prospectus, annual and half-yearly reports of the fund, information on the fund value and the sale and repurchase price of investment certificates may be received;

4) a brief explanation of the rights of fund investors provided for in this Law;

5) information on tax and duty payments applicable to fund investors and procedures for making thereof;

6) information on the fund auditor — given name, surname and certificate number of the sworn auditor or firm name, registration number and licence number of a commercial company of sworn auditors;

7) the price, amount and time of the investment certificate issue;

8) provisions and procedures for sale, repurchase and re-acceptance of investment certificates;

9) circumstances under which repurchase and re-acceptance of investment certificates may be suspended;

10) methods and frequency of calculation of the sale and repurchase price of investment certificates, as well as how, where and how often these prices are made public;

11) commissions for the sale and repurchase of investment certificates;

12) principles and provisions for determining the fund value;

13) provisions for the calculation of the fund income, its use and distribution among fund investors;

14) investment policy (types of investment objects, specialisation in specific geographic regions or industrial sectors, etc), investment objectives, including financial objectives, and analysis of the investment-related risk;

15) investment limits;

16) the maximum amount of the remuneration to be paid from the fund property to the company, custodian bank and other persons and procedures for calculation thereof, as well as other expenditures to be covered from the fund property;

17) principles and procedures for loans to be made at the expense of the fund; and

18) the beginning and the end of the financial year of the fund.

(4) In respect of the company which manages the fund the fund prospectus shall indicate the following:

1) the firm name and registration number of the company;

2) the legal address of the company and the location of its executive body;

3) the incorporation date of the company;

4) the amount of initial equity capital, registered and paid-up capital of the company;

5) the given name and surname of the members of the board of directors and the council of the company, their duties outside the company, if they are of importance to the operation of the company;

6) names of other funds managed by the company and brief description thereof;

7) the given name and surname of the fund managers;

8) [24 October 2002]

(5) In respect of a consultant to whom in accordance with the concluded agreement the remuneration is paid from the fund property, the fund prospectus shall indicate the following:

1) the given name, surname or firm name, registration number and location of the consultant, as well as other service providers; and

2) provisions of the relevant agreement which are important to fund investors, except for the provisions regarding the remuneration.

(6) In respect of the custodian bank the fund prospectus shall indicate the following:

1) the firm name and registration number of the custodian bank;

2) the legal address and location of the custodian bank;

3) the incorporation date of the custodian bank;

4) [24 October 2002]

(7) In the prospectus of a closed-ended fund the following shall be indicated in addition:

1) the right of fund investors to request the convening of the general meeting of investors and take part therein; and

2) the competence of the general meeting of investors and decision taking procedures.

(8) The annual report for the last year or half-yearly report if it has been approved after the approval of the annual report for the last year shall be appended to the fond prospectus.

(9) The provisions of the fund prospectus shall become binding in the mutual relationships of the company and the investor as soon as the investor in accordance with the procedures provided for in the fund prospectus and the fund management by-laws has obtained investment certificates of the relevant fund.

(10) The Commission is entitled to issue regulations indicating the additional information to be included in the fund prospectus.

[24 October 2002]
Section 58. 
Availability of Fund Prospectus

(1) A company has a duty to ensure issuance of the fund prospectus and its annexes free of charge to all interested parties before the purchase of investment certificates.

(2) If amendments are made to the fund prospectus, the company after their coming into effect shall immediately ensure that full text of the fund prospectus is available indicating amendments and the date of their coming into effect.

[1 June 2000]
Section 59. 
Advertising of Fund Issue

(1) In advertising of the fund issue by placing advertisements or publicly announcing the regulations of the issue it is mandatory to indicate the following :

1) the name of the fund;

2) the firm name, legal address and location of the executive body of the company managing the fund;

3) the firm name, legal address and location of the custodian bank;

4) the starting date of investment certificate distribution;

5) the issue or sale price of investment certificates;

6) the place where the fund prospectus and investment certificates are issued; and

7) that profit is not guaranteed.

[24 October 2002]
Section 60. 
Public Circulation of Investment Certificates of Foreign Open-ended Funds

(1) The release into public circulation of investment certificates of foreign open-ended funds or securities comparable thereto (hereinafter — foreign fund securities) in the Republic of Latvia shall only be permitted through such credit institution or brokerage company registered in the Republic of Latvia which has been issued with a licence for the performance of intermediary activity (hereinafter — distributor). The distributor shall ensure repurchase and re-acceptance of foreign fund securities in the Republic of Latvia. Investment certificates of closed-ended funds registered in foreign states or securities comparable thereto may be released into public circulation in accordance with regulatory enactments regulating public circulation of securities in the Republic of Latvia.

(2) Prior to releasing securities of a foreign fund into public circulation in he Republic of Latvia the authorised person or distributor of the relevant fund shall submit a submission to the Commission. The submission shall be accompanied by the following documents:

1) a statement issued by a competent institution of the foreign fund registration state that the relevant fund and the company managing it are registered in the relevant foreign state;

2) the management by-laws of the foreign fund or a document comparable thereto;

3) the last audited and approved annual report of the foreign fund, as well as the half-yearly report if it has been approved after the approval of the annual report;

4) the prospectus of the foreign fund;

5) the agreement with the distributor of the foreign fund securities in Latvia; and

6) regulations prepared and approved by the distributor regarding the procedures for the distribution of the securities of the relevant fund in the Republic of Latvia.

(3) Securities of an open-ended fund registered in a Member State of the European Union or the European Economic Area, the Republic of Estonia or the Republic of Lithuania may be released into public circulation in the Republic of Latvia one month from the submission of the documents referred to in Paragraph two of this Section to the Commission. If within the time period referred to the Commission has notified the person who has submitted documents for the release of the securities of a foreign fund into public circulation in the Republic of Latvia that the release of the securities of the relevant foreign fund into public circulation does not meet the provisions of this Law, the securities of the foreign fund may not be released into public circulation in the Republic of Latvia.

(4) Securities of open-ended funds registered in the states not mentioned in Paragraph three of this Section may be released into public circulation in the Republic of Latvia only after it is permitted by the Commission. The Commission shall permit the release of securities of a foreign fund into public circulation within a month from the day of receipt of all the necessary documents and additional information if the following conditions are concurrently present:

1) the fund and the company managing it are registered in a foreign state the regulatory enactments of which provide for a legal framework analogous to this Law;

2) the fund and the company managing it are registered or licensed in a competent institution of the relevant foreign state;

3) acquisition of the information specified by this Law regarding the relevant fund, as well as the company managing it is guaranteed; and

4) the agreement with the distributor has been concluded in conformity with the requirements of regulatory enactments.

(5) The Commission shall suspend the public circulation of securities of a foreign fund in the Republic of Latvia as soon as any of the following conditions occurs:

1) the fund or the company managing it does not conform to the provisions of Paragraph four, Clauses 1, 2, 3 and 4 of this Section;

2) documents and information submitted to the Commission contain false information regarding the fund or the company managing it and its operations; or

3) the fund, the company managing it or the distributor violates the provisions of the fund prospectus or the fund management by-laws.

(6) The fund prospectus, the fund management by-laws, the agreement with the distributor and documents comparable thereto which have been drawn up in a foreign language shall be accompanied by a notarially certified translation in the official language. Other documents to be submitted to the Commission shall be accompanied by their translation into the official language or any other language to the utilisation of which the Commission has agreed.

[24 October 2002] 

Chapter VI 

Fund Investments

[24 October 2002]
Section 61. 
Fund Investment Objects

(1) Fund resources may be invested in transferable securities, money market instruments, deposited in credit institutions and invested in other financial instruments referred to in this Law, taking into account the investment limits specified by this Law.

(2) In addition to the investment objects referred to in Paragraph one of this Section resources of a closed-ended fund may be invested in immovable property.

(3) Fund resources may not be invested in precious metals and derivative financial instruments the underlying assets of which are precious metals.

(4) Fund resources may be kept in liquid assets (including in cash) in the amount required for the fund operation.

(5) In making investments at the expense of the fund, the company has a duty to observe the investment limits specified in the fund prospectus, obtain sufficiently comprehensive information regarding the potential or acquired investment objects, as well as constantly monitor and analyse the financial and economic situation of those persons into whose issued securities or money market instruments the fund resources are or will be invested or deposited.

Section 62. 
Investments in Transferable Securities and Money Market Instruments

(1) Fund resources may be invested in transferable securities and money market instruments which meet at least one of the following conditions:

1) they are included in the official  list of a stock exchange registered in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development or in a comparable list thereto (hereinafter – official list);

2) they are marketed on other regulated and openly accessible financial instrument markets (hereinafter — regulated market), which are situated in the countries referred to in Paragraph one, Clause 1 of this Section;

3) they are included in the official lists of stock exchanges or are marketed on other regulated markets which are not situated in the countries referred to in Paragraph one, Clause 1 of this Section and such choice of the stock exchange or market is provided for in the fund prospectus; or

4) they are not included in the official lists of stock exchanges or are not marketed on regulated markets, but the issue regulations of these securities or money market instruments provide that a submission shall be submitted regarding the inclusion of these securities or money market instruments in the official lists of the stock exchanges or regulated markets referred to in Paragraph one, Clauses 1, 2 and 3 of this Section and inclusion of these securities or money market instruments shall take place within a period of one year from the day when subscription to these securities or money market instruments is commenced.

(2) Fund resources may be invested in money market instruments that are not marketed on regulated markets if:

1) they have been issued or guaranteed by the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a local government of the states referred to, another state (in a federal state — one of the members of the federation) or an international financial institution if one or several Member States of the European Union or the European Economic Area are the members thereof;

2) they have been issued or guaranteed by the central bank of the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development, the European Central Bank or the European Investment Bank;

3) they have been issued by a commercial company the securities of which are traded in accordance with the procedures prescribed in Paragraph one, Clauses 1, 2 and 3 of this Section;

4) they have been issued or guaranteed by a credit institution that is registered in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development and that is entitled to provide financial services in the states referred to; or

5) they have been issued by a commercial company which belongs to a category approved by the Commission and investments in such money market instruments are subject to investor protection equivalent to the protection referred to in Paragraph two, Clauses 1, 2, 3 and 4 of this Section. In such case the issuer of money market instruments shall be a commercial company:

a) the amount of capital and reserves of which is equivalent to 10 million Euro and which prepares and publishes an annual report in conformity with the law; and

b) which is in a group with one or several commercial companies the stocks of which have been included or are traded in accordance with the procedures set out in Paragraph one of this Section and which is intended to attract monetary funds to the group or to finance the issue of such financial instruments the cover of liabilities attaching to which is the cash flow in the current account of the relevant issuer in a credit institution.

Section 63. 
Deposits in Credit Institutions

(1) Fund resources may be deposited in a credit institution which has obtained a licence for credit institution operations in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development and which is entitled to provide financial services in the states referred to.

(2) Deposits in credit institutions may be made if they are repayable on demand or they can be withdrawn prior to the end of the time period and the time period thereof does not exceed 12 months.

Section 64. 
Investments in Fund Investment Certificates (Shares)

(1) Fund resources may be invested in investment certificates (shares) of open-ended funds or collective investment undertakings comparable thereto which are registered in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area.

(2) Fund resources may be invested in certificates (shares) of open-ended funds or collective investment undertakings comparable thereto in the states not referred to in Paragraph one of this Section if the open-ended funds or collective investment undertakings comparable thereto meet the following requirements:

1) they are registered in a state in which the legal framework provides for the state supervision of such undertakings which is of equal value with the supervision specified in this Law;

2) their principles of operation (protection of investors, investment regulations, etc) are analogous to the provisions of this Law regarding the operation of open-ended funds; and

3) they prepare and make public half-yearly and annual reports to enable the assessment of their assets, liabilities, income and operations over the reporting period.

(3) Fund resources may be invested in the certificates (shares) of the open-ended funds and collective investment undertakings referred to in Paragraphs one and two of this Section if the prospectus, the management by-laws or comparable document of the open-ended fund or collective investment undertaking [the investment certificates (shares) of which it is intended to purchase] provides that investment in other funds of collective investment undertakings may not exceed 10 per cent of the assets of the fund or collective investment undertaking.

(4) If the fund resources will predominantly be invested in the funds or collective investment undertakings referred to in this Section, the fund prospectus shall include information regarding the maximum fund management costs which may be withheld from the fund itself and from those funds or collective investment undertakings in which such fund makes investments.

Section 65. 
Transactions with Derivative Financial Instruments

(1) Fund resources may be invested in derivative financial instruments which are traded on the markets referred to in Section 62, Paragraph one of this Law or on an over-the-counter market and which concurrently meet the following requirements:

1) their underlying assets are the financial instruments referred to in Sections 62, 63 and 64 of this Law, financial indices (securities and interests), interest rates, currencies in which in accordance with the fund prospectus or fund management by-laws it is intended to make investments of fund resources;

2) the counterparty to the transactions with over-the-counter derivative financial instruments shall be a credit institution which meets the requirements of Section 63, Paragraph one of this Law; and

3) reliable and verifiable valuation of the over-the-counter derivative financial instrument takes place each day and the derivative financial instrument may be sold or liquidated at its fair value at any time at the initiative of the company by an offsetting (reverse) transaction.

(2) If it is intended to perform transactions with derivative financial instruments at the expense of the fund, the fund prospectus shall explicitly state whether such transactions will be performed to limit the risk or to gain profit, as well as the possible effect of derivative financial instruments on the total risk of the investment portfolio of the relevant fund.

(3) The company shall implement such risk management policy which ensures it the possibility to determine and manage the risks related to derivative financial instruments and the effect of these derivative financial instruments on the total risk of the fund investment portfolio at any time. The company shall determine the valuation policy of derivative financial instruments and the methods which ensure reliable and verifiable valuation of the over-the-counter derivative financial instrument.

(4) If it is intended to perform transactions with derivative financial instruments at the expense of the fund, the company shall prepare, approve and submit to the Commission regulations which describe the risk management policy and derivative financial instrument valuation methods in detail, as well as, before a transaction with derivative financial instruments has been commenced, submit to the Commission information regarding the types of derivative financial instruments utilised, the risks arising from them, quantitative restrictions and methods that will be used to restrict the risk caused by the relevant derivative financial instrument.

Section 66. 
Investment Limitations

(1) Fund investments in transferable securities or money market instruments of one issuer may not exceed five per cent of the fund assets. The limit referred to may be raised to 10 per cent of the fund assets but in such case the total value of investments exceeding five per cent may not exceed 40 per cent of the fund assets.

(2) Fund investments in transferable securities or money market instruments of one issuer may be raised to 35 per cent of the fund assets if the transferable securities or money market instruments are issued or guaranteed by:

1) the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a local government of the states referred to;

2) a Member State of the Organisation for Economic Co-operation and Development; or

3) an international financial institution if one or several Member States of the European Union or the European Economic Area are the members thereof.

(3) The limit specified in Paragraph two of this Section may be exceeded if the following conditions are concurrently fulfilled:

1) the exceeding is provided for in the fund prospectus;

2) the fund owns transferable securities or money market instruments from six of more issues and the value of transferable securities or money market instruments of each issue separately does not exceed 30 per cent of the fund assets; and

3) the fund prospectus refers to the persons in the issued or guaranteed transferable securities or money market instruments of which the fund intends to invest or has invested more than 35 per cent of the fund assets.

(4) Fund investments in transferable securities of one issuer may be raised up to 25 per cent of the fund assets if they are debt securities issued by a credit institution registered in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development liabilities attached to which provide for investing of the obtained resources in accordance with the law in property which during the whole period of securities circulation guarantee the liabilities attaching to them and such liabilities shall be fulfilled on a priority basis in case of insolvency of the issuer of such securities.

(5) If the value of debt securities of one issuer referred to in Paragraph four of this Section which belong to the fund exceeds five per cent of the fund assets, the total fund investment value exceeding five per cent may not exceed 80 per cent of the fund assets.

(6) Fund investments in one credit institution may not exceed 20 per cent of the fund assets.

(7) The total risks which arise from transactions with derivative financial instruments may not exceed the net value of the fund investment portfolio. In calculating the total risk the value of the underlying assets of the derivative financial instrument, the counterparty risk, future changes in the market and the time required to close the relevant position shall be taken into account.

(8) Risk position in transactions with over-the-counter derivative financial instruments may not exceed:

1) 10 per cent of the fund assets if the counterparty is a credit institution which meets the requirements of Section 63, Paragraph one of this Law; or

2) five per cent of the fund assets in other cases.

(9) If in accordance with the fund prospectus transactions with derivative financial instruments are intended to be performed in order to gain profit, the limitations prescribed by this Section shall be applicable to the underlying assets of the derivative financial instrument.

(10) Fund investments in investment certificates (shares) of one open-ended fund or collective investment undertaking may not exceed 10 per cent of the fund assets. The total investments of a fund in the certificates (shares) of collective investment undertakings referred to in Section 64, Paragraph two of this Law may not exceed 30 per cent of the fund assets.

(1) Disregarding the investment limits separately specified in Paragraphs one, six, seven and eight of this Section, the total fund investments in transferable securities and money market instruments, fund deposits and transactions with derivative financial instruments the issuer or guarantor, investment attractor or transaction counterparty of which is one and the same person may not exceed 20 per cent of the fund assets. In applying the investment limits prescribed by this Section, commercial companies belonging to one group shall be considered as one person.

(12) The investment limits separately specified in Paragraphs one, two, four, five, six, seven and eight of this Section may not be combined and thus the total investments of a fund in transferable securities and money market instruments, fund deposits and transactions with derivative financial instruments the issuer or guarantor, investment attractor or transaction counterparty of which is one and the same person may not exceed 35 per cent of the fund assets.

(13) Disregarding the provisions of Section 62 of this Law regarding the fund investments in transferable securities and money market instruments, up to 10 per cent of the fund assets may be invested in transferable securities and money market instruments which do not meet the requirements specified in Section 62 of this Law.

(14) Closed-ended fund investments may be made without application of the investment limits prescribed by this Section if the prospectus of the relevant fund provides for a different scope of limitations.

Section 67. 
Investment Limitations in Respect of One Issuer

(1) Fund investments in separate investment objects may not exceed the following criteria:

1) 10 per cent of the nominal value of those stocks of one issuer which carry no voting rights;

2) 10 per cent of the total amount of debt securities issued by one issuer and 25 per cent of the amount of one issue;

3) 25 per cent of the number of investment certificates (shares) of one open-ended fund or collective investment undertaking; and

4) 10 per cent of the total value of money market instruments issued by one issuer.

(2) Investments of all fund resources managed by the company may not either directly or indirectly exceed 10 per cent of any of the following criteria:

1) equity capital of one issuer; or

2) total amount of voting rights of one issuer.

Section 68. 
Investments in Immovable Property

(1) Resources of a closed-ended fund may be invested only in such immovable property which is situated and is registered in the Republic of Latvia, the Republic of Estonia, the Republic of Lithuania, a Member State of the European Union or the European Economic Area or a Member State of the Organisation for Economic Co-operation and Development.

(2) Immovable property obtained for the fund resources shall be registered under the name of the company. The company may not alienate, pledge or burden such immovable property with other rights in rem without the consent of the custodian bank. The company, in dealing with such immovable property, shall observe the restrictions specified in the law and the fund prospectus.

(3) The company itself is not entitled to manage the immovable property but it shall enter into an agreement regarding its management with a third person the basic occupation of which is professional management of immovable property.

(4) Investments in immovable property may only be made if a commission of independent professional experts which has been approved by the company has evaluated the immovable property and the invested resources of the fund do not exceed the value determined by the expert commission. This provision shall also apply in respect of an agreement regarding the determination of the value of the land usufructuary rights and the possible change of such value later.

(5) Encumbrance of the immovable property possessed by a fund with rights in rem is admissible if it is provided for in the fund prospectus and if it is performed within the framework of the day-to-day commercial activities. In total such encumbrance may not exceed 50 per cent of the market value of such immovable property.

Section 69. 
Exceeding of Investment Limits

(1) Exceeding the investment limits prescribed by this Law shall not revoke the validity of the relevant transaction, but the company shall be liable to fund investors and third persons for the losses caused due to such action, except for the cases specified in Paragraphs two, four, five and six of this Section.

(2) Exceeding the investment limits prescribed by this Law shall be admissible within a period of six months after the registration of an open-ended fund or within a period of 12 months after the registration of a closed-ended fund with the Commission.

(3) Paragraph two of this Section shall not be applicable to funds the value of which exceeds 500 000 lati.

(4) Exceeding the investment limits prescribed by this Law shall be admissible if it has been caused by exercising of the right to subscribe which arises from transferable securities or money market instruments belonging to the fund property or other circumstances which the company was unable to predict. In order to prevent the exceeding of investment limits the company shall without delay perform trading operations in conformity with the risk reduction principle and the interests of fund investors.

(5) At the moment when investment is made it shall be admissible to exceed the investment limits specified in Section 67, Paragraph one, Clauses 2, 3 and 4 of this Law if at that moment it is impossible to determine or calculate the quantity or value of all issued securities with attaching indebtedness, or the value or number of the investment certificates (shares) issued or in circulation.

(6) A company has a duty to notify the Commission of the exceeding of investment limits, as well as the measures for prevention thereof without delay.

Section 70. [24 October 2002]

Section 71. [24 October 2002]

Chapter VII

 Reports

Section 72. 
General Provisions Regarding Fund Reports

(1) The company shall maintain accounting of the fund and prepare annual and half-yearly reports of the fund in accordance with this Law, the Law On Accounting and the regulations of the Commission.

(2) The Commission also has the right, if such is necessary for supervision, to request a fund report for a different period, determining the procedures for preparation of such report.

[24 October 2002]
Section 73. 
Fund Accounting Records and Preparation of Reports

(1) Accounting records of a fund shall be maintained by the company or its authorised person.

(2) Accounting records of each fund shall be maintained separately.

(3) The reporting period of a fund shall normally be one year and it shall coincide with the reporting year of the company.

(4) The company shall prepare annual and half-yearly reports of a fund the content of which, the amount of information to be included in which and the time periods for the publishing of which shall be prescribed by this Law and the Commission regulations.

(5) Annual and half-yearly reports of a fund shall be approved by the board of directors of the company.

(6) Annual and half-yearly reports of a fund shall be publicly available to all persons interested in fund operations.

(7) Fund investors have the right to request and to receive free of charge the annual and half-yearly report of the fund.

(8) Not later than a month from the approval of the annual report of the fund and not later than four months after the end of the reporting year the company shall in accordance with the procedures specified by the Commission publish the annual report of the fund, as well as ensure that all persons interested in fund operations have a possibility to become acquainted with it. For this purpose the company shall place the annual report of the fund on its home page if such has been created or provide the information thereon in accordance with different procedures provided for in the management by-laws of the relevant fund.

(9) Not later than two months after the end of the reporting period the company shall ensure that all persons interested in fund operations have a possibility to become acquainted with the half-yearly report of the fund. For this purpose the company shall place the half-yearly report of the fund on its home page if such has been created or provide the information thereon in accordance with the procedures provided for in the management by-laws of the relevant fund.

[24 October 2002]
Section 74. 
Examination of Annual Reports of a Fund

(1) The annual report of a fund shall be examined by a person who in accordance with law is entitled to provide audit services (hereinafter — fund auditor).

(2) The fund auditor shall be approved by a managing institution provided for in the articles of association of the company.

(3) The task of the fund auditor is to examine whether the annual report of the fund prepared by the company conforms to regulatory enactments and the fund prospectus, whether financial accounts included in the annual report give true and clear impression of the financial state and operational results of the fund and whether the report of the company and custodian bank meets the requirements of regulatory enactments and regulations of the Commission.

[24 October 2002]
Section 75. 
Information to be Included in Annual Reports of a Fund

(1) The annual report of a fund as unified whole shall consist of a statement of assets and liabilities, an income and expenditure account, net assets flow account, investment portfolio account, annex and a report by the company and the custodian bank.

(2) The annual report of the fund shall be accompanied by a report of the fund auditor.

(3) The composition of a half-yearly report of a fund shall be determined by the Commission. Half-yearly reports of the fund shall not be subject to compulsory examination by the fund auditor.

(4) The company shall submit the annual report of the fund under its management and the report of the fund auditor to the Commission within 10 days from the approval of the annual report but not later than four months after the end of the reporting period.

(5) The company shall submit the half-yearly report of the fund under its management to the Commission within 30 days after the end of the reporting period.

[24 October 2002]
Chapter VIII 

Supervision

Section 76. 
General Provisions

(1) The Commission shall supervise the operation of companies and custodian banks in accordance with this Law, the Law On Securities, Credit Institution Law, Finance and Capital Market Commission Law and other regulatory enactments.

(2) [1 June 2000]

(3) The purpose of supervision is to ensure the conformity of the establishment and operation of funds and companies with this Law and other regulatory enactments issued pursuant to this Law and to protect the interests of investors.

[1 June 2000]
Section 77. 
Duties and Rights of the Commission

(1) The Commission has a duty:

1) to make sure that companies and custodian banks observe the requirements of law;

2) to publish regulations for granting and suspending company and fund licences and other regulations binding on companies and custodian banks; and

3) to approve a list of the foreign stock exchanges the securities officially quoted in which may be included in the fund property.

(2) The rights of the Commission are determined by this Law, the Financial and Capital Market Commission Law, Credit Institution Law and the Law On Securities.

[1 June 2000]
Section 78. 
Internal Examination of Companies

(1) The Commission has the right to perform internal examination of a company.

(2) The company has a duty to permit persons authorised by the Commission who perform the internal examination of the company to have free access to all documents and information relating to the operation of the company and management of the fund.

(3) The Commission has the right to perform the internal examination of the custodian bank in respect of the operations related to the fund.

(4) If during examination the person performing examination determines violations in the operations of the company, he or she has the right to temporarily withdraw the relevant documents, drawing up a statement regarding this.

(5) The person performing examination has the right to take extracts from documents, request copies of documents, certified copies or true copies of documents at the expense of the company.

(6) The performer of examination shall draw up a report on the examination results and acquaint the boards of directors of the company therewith. The report shall be signed by the chairperson of the board of directors.

Section 79.  
Right of the Commission to Obtain Information

In accordance with law the Commission has the right:

1) to request and receive in writing the information regarding the operation of the company and the fund from the company, the custodian bank, the Bank of Latvia, an institution of the commercial register, officials of the company, but in case of bankruptcy of the company also from liquidators or administrators; and

2) to request in writing that the persons referred to in Clause 1 of this Section to present the documents at their disposal regarding the company and the fund.

[24 October 2002]
Section 80. 
Right of the Commission to Request Convening of a Meeting of Managing Institutions

The Commission has the right:

1) to request convening of the general meeting of closed-ended fund investors, a meeting of the board of directors, the council of the company or a meeting of stockholders, indicating the agenda in advance; and

2) to send its representative who has the right to express his or her opinion and submit proposals to the general meeting of closed-ended fund investors, a meeting of the board of directors or the council of the company or a meeting of stockholders which has been convened in accordance with Clause 1 of this Section.

[24 October 2002]
Section 81. 
Restrictions in Respect of the Right to Deal with Bank Accounts

(1) In cases when the provisions of regulatory enactments, the fund management by-laws, the fund prospectus or the custodian bank agreement are violated, the Commission has the right to obtain information from banks and brokerage companies regarding the cash flow and the balance of bank accounts of the company or the fund and to issue to the banks written orders to restrict the right of the company to operate with the bank accounts of the company or the fund for a period up to two weeks.

(2) Banks shall execute the orders referred to in Paragraph one of this Section immediately, as soon as they are received.

(3) Payments from accounts, to which the order to restrict the right of the company to operate with them applies, shall only be made with permission of the Commission.

(4) Until the end of the time period prescribed in Paragraph one of this Law the accounts to which the order to restrict the right of the company to operate with them applies may be exempted from restrictions with permission of the Commission.

Section 82. 
Licence

The Commission shall issue to the company a licence for an indefinite period of time.

Section 83. 
Conditions for the Issue of Licences

The Commission shall issue a licence to the company if the following conditions are concurrently observed:

1) the application and the documents attached thereto meet the requirements of the law and licensing regulations issued by the Commission;

2) the company meets the requirements for investment companies set out by the law; and

3) members of the council, officials and stockholders of the company meet the requirements of the law.

4) [24 October 2002]

[24 October 2002]

Section 84. 
Documents to be Submitted for Receipt of Licences

(1) The founders of a company or the executive body of an established company shall submit to the Commission an application for receipt of a licence. The application shall be accompanied by the following documents:

1) the articles of association of the company and a document certifying formation and the amount of the initial equity capital;

2) a statement from a commercial register institution and the last annual report of the company — in cases when an existing company is transformed into an investment company, and a statement from tax administration that the company has no tax debts;

3) a list of the interested parties of the company, indicating their given name and surname, personal identity number, education, positions held by such persons during the last five years and provisions of the agreement concluded between the company and such persons which refer to the job description, for a legal person indicating the firm name, registration number and the members of managing institutions, as well as the annual report for the last year;

4) a list of the stockholders of the company, indicating the number of stocks and the number of votes of each stockholder; and

5) other documents provided for in the licensing regulations issued by the Commission.

(2) The Commission has the right to request the company to clarify the documents and information submitted.

(3) If pending the decision regarding the issue of the licence changes in the information specified in Paragraph one of this Section occur or amendments to the documents are made, the company has a duty to submit to the Commission the new information or the full text of such documents with the amendments introduced without delay.

[24 October 2002]
Section 85. 
Issue of Licences

(1) The Commission shall take a decision regarding the issue of a licence or a refusal to issue a licence within a period of one month from the day of receipt of an application.

(2) The day when all documents referred to in Section 84, Paragraph one or clarifications of documents in accordance with Section 84, Paragraph two of this Law have been submitted to the Commission shall be deemed to be the day of receipt of the application.

(3) The Commission shall issue a licence within a week from the day when a decision regarding the issue of the licence has been taken and only when a document certifying the payment of the State fee has been received.

Section 86. [24 October 2002] 

Section 87. 
Cancelling of Licences

(1) The Commission may by a motivated decision cancel a licence issued to a company if:

1) the company has provided to the Commission or publicly disseminated false information;

2) the company has not submitted amendments to the documents submitted to the Commission;

3) the company, its stockholders, council members and officials do not meet the requirements of the law;

4) the company systematically violates the provisions of the fund prospectus or the fund management by-laws;

6) the operation of the company has been terminated by a court adjudication;

6) the company is declared insolvent;

7) the operation of the company is in conflict with the interests of fund investors;

8) the company within six months after receipt of the licence has not commenced the operations permitted by the law;

9) the company terminates its operation; or

10) the company is acquired by another company.

(2) Prior to cancelling of the licence the Commission shall warn the company in writing of its violations and of the possible cancelling of the licence. When giving a warning the Commission has the right to set a time period for rectification of the violations, either determining restrictions on operations of the company or not. After expiration of such time period the company has a duty to submit to the Commission a report on the measures taken and their results.

(3) The Commission shall notify the company in writing of the decision regarding cancelling of the licence or warning of the company and setting a time period for rectification of violations within a period of three days from the day the decision was taken.

(4) If the licence of the company has been cancelled (except for the cases specified in Clauses 8, 9 and 10 of this Section) it may not receive a new licence.

[24 October 2002]
Section 88. 
Liability

(1) The Commission has the right to impose a fine on the company and the custodian bank in the amount up to 400 minimum monthly salaries for the following violations:

1) for illegal use of the name of the investment company, firm name or the name of the investment fund;

2) for the performance of the activity referred to in Section 3, Paragraph one of this Law if it is performed by a person who is not an investment company;

3) for the failure to submit to the Commission the documents and information provided for in the law and the Commission regulations issued on the basis of the law, as well as amendments thereto within the time periods specified;

4) for submission of false information to the Commission or public dissemination of such information;

5) for activities by which the provisions of this Law in respect of publishing of information have been violated;

6) for violation of the fund property recording and keeping provisions;

7) for violation of investment certificate issue, repurchase and re-acceptance provisions;

8) for making of payments from the fund property which are not provided for in the fund prospectus;

9) for violation of the company or fund liquidation procedures;

10) for failure to inform when violations of the provisions of the law, the fund prospectus or the fund management by-laws are determined;

11) for failure to ensure the possibility provided for in the law to become acquainted with the fund prospectus, the fund management by-laws and annual and half-yearly reports; and

12) for the exceeding of investment limits, except for the cases when the law allows such exceeding.

(2) The Commission shall apply the liability provided for in Paragraph one, Clauses 1 and 2 of this Section also to other persons.

(3) The payment of fine shall not release from other liabilities provided for in the law.

[24 October 2002]
Transitional Provisions

1. Until the day when a special law which regulates issues related with reorganisation of undertakings comes into force within the meaning of this law the term:

1) “acquisition” is defined as a reorganisation process of an undertaking (company) during which the acquired undertaking (company) is acquired by another already existing undertaking (company). As a result of the acquisition the acquired undertaking (company) shall cease to exist without liquidation procedures;

2) “consolidation” is defined as a reorganisation process of an undertaking (company) during which the undertaking (company) becomes consolidated with another undertaking (company), creating a new undertaking (company). As a result of consolidation the consolidated undertakings (companies) which have fully become part of the new undertaking (company) shall cease to exist without liquidation procedures;

3) “division” is defined as a reorganisation process of an undertaking (company) during which the dividing undertaking (company) transfers its property to the acquiring undertaking (company) through splitting up or divestiture. The acquiring undertaking (company) may be either an already existing undertaking (company) or an undertaking (company) to be newly established:

a) in the case of splitting up, the dividing undertaking (company) ceases to exist and transfers all of its property to acquiring undertakings (companies), and 

b) in the case of divestiture, the dividing undertaking (company) transfers part of its property to one acquiring undertaking (company) or more acquiring undertakings (companies) but the dividing company itself continues to exist.

2. Public stock companies which at the moment of coming into force of this Law are performing the activities specified in Section 3 of this Law shall terminate such activity, shall liquidate themselves, shall transform themselves into a closed stock company or reorganise themselves in accordance with the procedures set out in this Clause. Such reorganisation shall meet the following provisions:

1) a public stock company (hereinafter — acquired company) may reorganise itself only by being acquired by an investment company (hereinafter — acquiring company) which on the basis of the assets or a part thereof of the acquired company shall create a closed-ended fund;

2) acquiring shall take place on the basis of an agreement;

3) the agreement shall provide that the parties upon entering into the agreement approve the fund prospectus and the fund management by-laws which shall be attached to the draft agreement;

4) the agreement shall be entered into by the executive bodies of both companies after the draft agreement has been approved in the general meetings of both companies by the majority provided for by the articles of association of the relevant company for taking a decision regarding reorganisation of such company;

5) the agreement, the fund prospectus and the fund management by-laws shall come into effect after their approval by the Commission but not earlier than three months after an announcement regarding acquiring and establishment of a closed-ended fund is published in the newspaper Latvijas Vēstnesis unless the agreement provides for a later time period for coming into effect;

6) if the Commission, motivating its decision, does not approve the agreement, the fund prospectus and the fund management by-laws, the parties to the agreement shall convene a repeated general meeting to amend the agreement, the fund prospectus or the fund management by-laws; the amended documents shall be submitted to the Commission for approval;

7) upon coming into effect of the agreement all rights and liabilities of the acquired undertaking shall transfer to the acquiring undertaking;

8) coming into effect of the agreement shall be the basis for exclusion of the acquired undertaking from the Enterprise Register of the Republic of Latvia;

9) the custodian bank agreement shall be approved by the Commission;

10) after coming into effect of the agreement the acquiring company shall establish a closed-ended fund separating the assets of the acquired undertaking or a part thereof which upon the day of establishment of the fund shall become the property of the fund in accordance with the agreement;

11) the acquiring company shall notify the Commission of the establishment of a fund, at the same time submitting a report on the investment structure of the fund on the day of establishment of the fund;

12) the Commission shall register the fund without the issue of an issue permit if it has registered the fund prospectus, the fund management by-laws and the custodian bank agreement;

13) the acquiring company may deal with the property of the established fund after its registration;

14) all stockholders of the acquired undertaking shall have the stock of the acquired undertaking owned by them proportionally exchanged for fund investment certificates; and

15) the acquiring undertaking shall within six months after coming into effect of the fund prospectus take the necessary actions in conformity with the requirements of this Law in order to achieve the correspondence of the fund with the provisions of this Law and the fund prospectus.

3. Reorganisation of public stock companies provided for in transitional provisions of this Law shall not be levied with taxes and fees provided for in the Republic of Latvia.

4. If fund investments do not meet the provisions of this Law and the fund prospectus, the company which has been established by the day of coming into force of this Law shall be prohibited from performing new issues.

5. Persons who are not referred to in Paragraphs 2 and 6 of the Transitional Provisions of this Law and which upon coming into force of this Law are performing the activity regulated by this Law shall terminate such activity or adjust it to this Law.

6. Public stock companies which have received licences for the operation of a collective investment company shall register such licences and the licences of the created funds with the Commission within a period of three months from coming into force of this Law. In such case the licences shall remain valid.

7. Within a period of six months after the registration with the Commission the companies referred to in Paragraph 6 of these Transitional Provisions shall:

1) obtain the legal status conforming to the requirements of this Law, create a managerial body and the equity capital; and

2) in conformity with the provisions of this Law and the Law on Privatisation Certificates make the relevant amendments to the structure of investments obtained at the expense of fund investors and provisions of the fund prospectus, as well as draft other documents.

8. In accordance with Paragraph 7 of these Transitional Provisions the amendments made to the fund prospectus shall come into effect also without consent of fund investors after three months from the day when such amendments were published in the newspaper Latvijas Vēstnesis.

9. Each fund investor irrespective of the initial provisions of the agreement (prospectus) may within a period of three months from the publishing of the amendments to the agreement (prospectus) in the newspaper Latvijas Vēstnesis request that the companies referred to in Clause 6 of these transitional provisions repay his or her investment. Claims regarding repayment shall be satisfied in accordance with the initial provisions of the agreement (prospectus).

10. If the agreement initially entered into by the company referred to in Clause 6 of these transitional provisions provides for liability of investors regarding liabilities and transactions of the company which are performed at the joint expense of fund investors or recovery of the relevant claims from the property which has been obtained at the joint expense of fund investors, such claims shall remain in valid.

11. After coming into force of this Law the name of the company specified in Section 9 of this Law shall be permitted to be used only by those investment companies which have been created or re-registered in accordance with this Law.

12. [1 June 2000]

13. Within a period of three months from the proclamation of this Law the Commission shall approve and publish procedures for licensing of investment companies and funds. If the Commission has not approved such procedures the relevant Cabinet Regulations shall be applied.

14. Until the moment of coming into force of relevant regulatory enactments the monetary resources in the fund shall be kept in the custodian bank in conformity with the acts issued by the Bank of Latvia regarding the trust operations.

15. Amendments to Section 6, Paragraph three, Section 40, Paragraph two, Section 76, Paragraph one and Section 77, Paragraph two (in respect of the change of the name of the Securities Market Commission) shall come into force on 1 July 2001.

16. Until 1 January 2004 transactions with derivative financial instruments at the expense of the fund may only be made in order to secure oneself against the risk which occurs due to fluctuations in the value of fund assets.

[1 June 2000; 24 October 2002]
Informative Reference to European Union Directives

[24 October 2002] 

This Law contains provisions which follow from the Directive 85/611/EEC and amendments made in accordance with the Directives 88/220/EEC, 95/26/EC, 2000/64/EC and 2001/108/EC.

This Law shall come into force on 1 July 1998.

This Law has been adopted by the Saeima on 18 December 1997.

President








G. Ulmanis

Rīga, 30 December 1997

1. The Parliament of the Republic of Latvia
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