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1.
Economic and Financial Background

	Table 1: Key economic and financial indicators

	
	2004
	2005

	Population (million)

GDP (PLN million)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalisation (PLN million)

Stock market capitalisation (% of GDP)

Bond market capitalisation (PLN million)

Bond market capitalisation (% of GDP)

Household gross savings ratio (%)

Household financial wealth (PLN million)

Average per capita financial wealth (PLN)
	38.174

884,200

5.3

4.4

19.1

291,697

33

-

-

-

353,213

9,261
	38.161*

967,70

3.2

0.70

17.60

424, 9

44

311,4
32

-

398,037

10,430


At 31.12.2004: EUR 1 = PLN 4,08

*Data for 30.06.2005

2.
Key Trends in Global Market

	Table 2: Net assets by the fund industry in Poland

(PLN million)

	
	2001
	2002
	2003
	2004
	2005

	Home-domiciled UCITS

Home-domiciled non-UCITS

Funds domiciled abroad and promoted by national providers
	121,21

-

-
	20,964*

-

-
	31,926*

-

-
	35,734

1,700

-
	58,088

3,324

-

	Total AuM
	12,121.4
	22,766
	33,231
	37,434
	61,412


* Fund-of-funds included

2005 was a year of sluggish Polish economy growth, a continuation of earlier processes did not progress at as fast as before. According to the data given by the General Statistics Office, the GDP in 2005 reached the value of PLN 967.70 billion. This amounts to an increase in 3.2% in comparison to the previous year. In 2004, the GDP had increased by 5.3%, whereas in 2003 by 3.8%.

In 2005 investment funds market in Poland reported exceptional annual net assets value increase over PLN 23 billion to PLN 61.412 billion. This result has been twice as better as over the best years for national fund market so far (2003 and 2004) when WAN increased slightly to reach over PLN 10 billion. The result is also fivefold better than it was in the previous year (PLN 4.5 billion). Assets growth rate totalled 63.5% and was higher than in 2004.

The indexes described the development condition and the position of investment fund market against a background of national investments market and the whole economy improved significantly. The most increased was the funds assets ratio to the value of PLN households deposits from about 18% at the end of 2004 up to 28% at the end of the previous year – which is clear confirmation of savings flow from deposits to the funds market.

From the macroeconomical point of view, the most important index which shows the funds net assets ratio to GDP (gross domestic product) has grown from 4.2% in 2005 to 6.3% and it is now over fourfold higher than four years ago.

Undoubtedly, the most important reason of growth rate acceleration of investments fund’s assets value in Poland in 2005 was the situation on the money market. Significant decline of attractiveness of bank deposits and treasury bonds caused the re-acceleration to stunt in 2004 the  transformation process of the Polish society savings from bank sector towards investments funds. This process was accompanied by the prosperity on the domestic stock market, especially in the second half of the year, which encouraged people who did not want to invest in stock exchange on their own.

2005 was also the year of fast growth of non-UCITS funds in Poland, 15 new funds came into existence in this group, including five guaranteed funds, four securitisation funds, two property funds and two hedge funds. 
In 2005 the first foreign funds arrived at the Polish financial market. According to the Polish Securities and Exchange Commission (KPWiG), twenty-two funds held authorisations for selling the participation titles in Poland at the end of the past year (these mostly registered in Luxembourg) and were managed by 8 global financial institutions. Since some of the said funds comprise as many as a few dozen sub-funds, the entire offer of foreign entities, theoretically speaking, covers nearly 230 products. Until now the practice shows that a mere portion of this offer has been distributed.
3.
Key Trends in UCITS Market
	Table 4: UCITS assets by fund type

(PLN million)

	
	2001
	2002
	2003
	2004
	2005

	Equity

Bond

Balanced

Money Market

Fund of Funds

Other 
	1,123.4

6,750.4

1,811.4

2,436

-

-
	1,092.8

14,397.7

1,581.6

3,892.2

37.3

-
	2,484

16,160

7,756

5,526

40.9

-
	5,071

12,481

13,030

5,116

0,036

-
	7,228

15,877

26,697

8,082

0,204

-

	Total

of which
	12,121.2


	20,964.3


	31,926


	35,734


	58,088




*Funds-of-funds not included

The situation on the investment market has brought about important changes in the market structure when it comes to specific funds types. 

The largest group of domestic debt funds in terms of assets volume which as far back as in 2003 held 41% market share (17.4% at the end of 2005) were ahead of both the stable growth funds and mixed funds (the balanced ones). The total share in the market of funds that invest a smaller or bigger portion of their assets on the Warsaw Stock Exchange (Polish shares funds, mixed, stable growth funds) reached 53.5%, (in 2004 it was 48.1%, whilst in 2003 - 31%). Money and cash market funds as well as domestic debt funds account for mere one-third of the market share (30.6%), whereas in the previous year this value stood at 35.1%, and in 2003 at 57.5%. Over two years the market structure has seen a complete change when the funds that kept running more risky investment policy clearly broke the dominant position of the so-called safe funds (money and cash market funds and domestic debt funds). The direct cause behind such state of affairs was an exceptionally long period of the upward trend on the Warsaw Stock Exchange, interrupted by only short periods of falls, which the market participants considered as technical adjustment. 

Polish people have started to be more courageous to put their savings into the hybrid and share funds. Last year the total change in the assets of stable growth funds, mixed and Polish shares funds that invest in the Polish market accounted for PLN 14.9 billion, which corresponds to 62% of the total growth noted in 2005. To compare, this value stood at PLN 7.8 billion in the previous year and exceeded the assets growth of the entire funds market, then weakened by the customers withdrawing their money from the Polish debt securities funds .

In 2005 the WAN growth dynamics of all groups of funds was good and accounted for 3.5% in the case of debt securities funds denominated in EUR and 179.9% in the case of foreign shares funds. The highest nominal growth was noted by stable growth funds, whose assets grew to exceed PLN 7.7 billion (i.e. by 108.6%). The second place was taken by mixed funds, which, owing to the 87.2% dynamics, noted WAN growth by PLN 5.4 billion.
4.
Key Trends in Other Nationally Regulated Funds 
	Table 6: Assets of other nationally regulated funds

(PLN million)

	
	2001
	2002
	2003
	2004
	2005

	Property 

Securitisation funds 

Other 
	
	
	1,305.5


	436.2

1,264.2


	912.2

95.9

2,316.8



	Total
	
	1,801.8
	1,305.5
	1,700.4
	3,325.0


The non-UCITS funds group was characterised by a dynamic growth both in the number of funds and the entrusted money. In 2005 fifteen closed-ended funds were established. This group is diverse, and includes, inter alia, five capital guaranteed funds, four securitisation funds, two real estate funds and two funds, which, in their investment policy, employ instruments and strategies typical for hedge funds.
5.
Trends in Number of Funds

	Table 8: Number of funds*

	
	2001
	2002
	2003
	2004
	2005

	Home-domiciled UCITS

Funds

Home-domiciled non-UCITS


	91


	107

8


	112

16


	128

20
	170

33



	Fund Launches

Fund Liquidations


	
	
	
	
	60

5




* including sub-funds

The year 2005 has turned out to be record-breaking in terms of the number of the newly established investment funds (incl. their sub-funds). Over the past 12 months the market has seen as many as 60 new entities. Eight (sub)funds were established by new companies, whilst others by the firms already present on the market. Five entities went into liquidation.
The largest number of the newly created entities are closed-ended funds, i.e. as many as fifteen. From among the funds whose investment policy is based on investments in classic capital market instruments (shares and bonds) the hybrid funds enjoyed the biggest supply – in 2005 thirteen new ones arrived at the market. The companies also released twelve fund of funds products. Contrary to 2004, when the newly created entities operated in the area of bond funds, over the past 12 months interest of the trustees in the area of creating such products was much smaller. In 2005 mere 7 funds that invest their assets in debt securities were established. Five new funds joined both the shares funds and the money market funds. Moreover, three new sub-funds are hedge fund of funds in nature. It s worth noting that from among 60 newly created entities, nearly a half (26) are (sub)funds, whose investment policy targets foreign market instruments. Such phenomenon has been noted for the first time over the nearly 14-year history of the Polish funds market. 

Only three funds have fundamentally revised their hitherto existing investment policy in 2005. Slightly more changes took place in the funds naming (a portion of them was forced by the transition period ending at the turn of the half year, when the hitherto operating funds investing their assets in the money market instruments that failed to adjust their investment policy to the Act, (statutory money market standard) and the Regulation of the Minister of Finance, were obliged to modify their names.

Contrary to 2004, the WAN calculated for separate funds groups, except for debt securities funds  nominated in USD, kept growing. The mean volume calculated for all funds grew by 18.7% over the past year (to compare, it dropped by 2% in the past year). The average volume of stable growth funds was the most growing (by 56%) and foreign shares (by 50%). This shows that despite the crop of new funds seen by the market, this did not result in the dilution of the capital accumulated in them. Thanks to that fact, the majority of the funds have become more profitable for the companies that manage them. 
6.
Household savings allocation

	Table 9: Main assets of households*

(PLN million)

	
	2004
	2005

	Direct investment
Investment funds

Insurance capital funds
Deposits (in PLN & other currency)

Currency 

 
	42,0

30,4

13,5

209,8

50,8


	41,5

50,4

19,0

220,8

57,2



	Total household savings
	346,5
	388,9


*according to the data presented by the Online Analyses
At the end of December, Polish people had savings worth PLN 388.9 billion (exclusive of funds gathered in open-ended pension funs). This is 12.2% more than at the end of 2004. The biggest portion of the Polish peoples’ savings is made up by PLN and foreign currency deposits which coupled with the non-bank cash amounted to PLN 278 billion (71.5% of total savings). Last year the share of both these items was 75.2%. This structure shows how big is the potential and how big are the savings deposited in banks awaiting conversion. In the view of the OECD countries data from 2002, no European state noted the share of deposits and foreign currency savings that would exceed 40%. 

From among all categories that make up the Polish peoples’ savings, the highest dynamics is to be seen in the investment funds, whose assets of products offered to individuals (exclusive of the money market funds) increased in value by over 65.8%. This helped the investment funds to go ahead of direct investment and go up to take the third position in the structure. The balance of deposits and redemption to funds available to individuals was PLN +15.8 billion, i.e. 80% of the total betterment of units and certificates held by us.
 7. Regulatory and taxation issues

7.1. 
Specific issues applicable to open-ended investment funds information prospectuses and the specific principles that govern the investment of funds in derivative rights are governed by secondary legislation on investment funds dated May 27, 2004. The regulations implement in full the Directives 2001/107/EC and 2001/108/EC (UCITS III).

7.2.
In 2005 three legal regulations have been published, which standardised the functioning of the capital market in Poland in a comprehensive manner. These are:

-
Act on trading in financial instruments dated July 29, 2005,

-
Act on public offering and conditions for introducing financial instruments to the organised trading and public companies dated July 29, 2005 and 

-
Act on capital market supervision dated July 29, 2005.


The legislator amended the Act on investment funds through the aforesaid acts dated May 27, 2004, however these changes being basically of proofreading and terminological nature, were mostly aimed at adjustment of the Act on investment funds to the modified legal and economic realities which arose following the entry into force of new regulations on the capital market. 

As far as the financial reporting of investment funds and the investment funds as such are concerned, a number of regulations have been issues that apply to:

 - 
periodic reports and day-to-day information on the activity and financial standing of investment fund companies and investment funds that they serve upon the Polish Securities and Exchange Commission (KPWiG),
- 
financial statements of the collective securities portfolio.

8.
Investment management governance


On April 13, 2005, the Chamber of Fund and Asset Management organised a conference entitled “Ethics in the Institutional Investors Operations”, whose consequence was the commencement of the work of a team that is to elaborate the Good Practice Code for Institutional Investors. On September 1, 2005 a working draft of the said Code was prepared and disseminated among the interested entities with the request for any remarks and opinions. Over the course of the works of the said team, the draft regulations were consulted with the capital market supervisory body i.e. the Polish Securities and Exchange Commission.

 9.
Fund Standards and Distributions

9.1. In 2005 no legal act entered into force, which could govern the issues discussed in this paragraph. 

9.2.
As of September 5, 2005 a regulation on setting criteria for distribution cost to calculate the equity of the investment fund company entered into force. This regulation specifies the criteria to be met by distribution costs, so as to be able to recognise them as floating costs that is deductible from total cost whilst calculating the equity of a given investment fund company.
10. 
Other activities of the association

In the last quarter of 2004, the Members of the Association of Fund Management Companies in Poland made a decision on establishing the Chamber of Fund and Asset Management (IZFiA). The new Act on Investment Funds encouraged such a decision. The Chamber began its activity in 2005. The Chamber of Fund and Asset Management adopted all achievements and continues the activity of the Association of Fund Management Companies in Poland. 

Actions taken by IZFiA in the area of legal regulations aimed at shaping the legal environment conducive to the investment funds market development applied to, inter alia, works on bills to replace the law – Act on public trading in securities - these regulations are of fundamental importance to the capital market and secondary legislation drafts to these acts. The actions taken by IZFiA also applied to works on secondary legislation to the new act on investment funds (of May 2004) and the regulation on detailed accounting standards applicable to investment funds. The Chamber also took actions aimed at elaborating legislation on voluntary saving for pension, so as to support this development and took actions to propagate the long-term saving schemes and pension schemes.

Whilst implementing the statutory goals, IZFiA maintained systematic contacts with the representatives of the Ministry of Finance, the Polish Securities and Exchange Commission (KPWiG) and the Parliament and other capital market institutions incl. local self-governmental entities. IZFiA is a party to the Forum for the Development of the Polish Capital Market, which serves as a co-operation platform and opinion exchange forum to elaborate common positions and take actions to organise the Polish capital market.

The Chamber has been working on the issues of day-to-day and strategic problem solving for investment funds and funds and assets managers in Thematic Teams. The team for proposing changes to the Act on Individual Pension Accounts (IPA), elaborated its position and remarks as to the Act on IPA as well as proposals of changes to legal regulations in that area. The team for elaborating the order processing standards with evaluation back date worked on the standard of dealing with order processing issues with evaluation back date. The works were lead by the Team that dealt with elaborating a Good Practice Code for Institutional Investors. The Legal Team took up the discussion over the legal environment of the investment fund market.

The activity of the Chamber also comprises collection and forwarding of information on investment funds and actions in the area of education in capital market issues and investment funds. Whilst implementing the goals, IZFiA organised a contest for the best MA thesis on investment funds and for journalists dealing with the investment fund subject, elaborated an annual report on the market, participated in conferences and seminars for dissemination of knowledge on funds and asset management, performed systematic activities to collect and forward breakdowns of net assets managed by the investment funds company (TFI) at the end of each month; information was systematically forwarded to the Members, media and to all concerned. The Chamber issues an investment funds guide, in 2005 two numbers were issued, which have been supplied to the MPs, Ministries’ Representatives, the Polish Securities and Exchange Commission and other capital market institutions and organisations as well as to higher education institutions and libraries. 
Guidelines: It is proposed that the country report containing information on the association’s activities in the below-mentioned areas is to be concluded: 

· Main issues at the centre of your domestic lobbying activities 

· Conferences & workshops

· Educational seminars & training sessions

· Surveys

· Publications (newsletters, reports etc.) 
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