
CM\777676EN.doc PE423.702

EN EN

EUROPEAN PARLIAMENT
2004 










 2009

Committee on Petitions

20.03.2009

NOTICE TO MEMBERS

Subject: Petition 1282/2008 by Istvan Richard Patyi (Hungarian), on major 
financial fraud in Hungary

1. Summary of petition

The petitioner indicates that many investors and savers have lost a great deal of money 
following a large-scale financial fraud in Hungary by the Baumag Szövetkezet company. The 
petitioner is seeking an investigation and the introduction of clear and uniform financial 
legislation in the European Union.

2. Admissibility

Declared admissible on 19 February 2009. Information requested from Commission under 
Rule 192(4).

3. Commission reply, received on 20 March 2009.

The petition

In his letter of 13 May 2005, the petitioner referred to the activities of "Baumag" - a 
cooperative operating at least since 1995 which has caused important losses to Hungarian 
investors – and to the alleged insufficient supervisory activity with regard to Baumag and 
other similar cooperatives (such as e.g. Duna Profit). 

Among the documents concerning the case of Baumag Cooperative there is the "Report by the 
Parliamentary Commissioner for Civil Rights of Hungary" (the Hungarian Ombudsman) that 
had examined the case in 20041. The Hungarian Ombudsman qualified the activities of the 
Baumag Cooperative as a "real estate investment fund management" carried out on an illegal 
                                               
1 This report was published on 7th May 2004. It may also be found at 
www.obh.hu/allam/eng/2004/rep2004en.htm .
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basis1. In his view the real estate investment activities (which the Baumag Cooperative 
undertook) may, under Hungarian law, only be carried out by a share company or a branch 
thereof, operating with registered shares, but not by a cooperative. The Ombudsman also 
criticized the Hungarian Financial Supervisory Authority (HFSA) for the late intervention in 
the case2. 
In his latest letter of 18 February 2008 the petitioner broadens the scope of his petition and -
based on "a number of scandals" involving large financial institutions in Hungary and within 
the EU - proposes "to draw up a joint unified regulation aimed at securing European financial 
security".

Commission's observations

In order to assess the concrete case submitted by the petitioner (activities of the Baumag 
Cooperative) in the context of the EU regulatory framework, it is necessary to examine the 
existing regime concerning investment funds (particularly real estate investment funds) and, 
more broadly, the general rules governing the distribution of financial instruments when 
banks and investment firms are involved. 
EU rules on investment funds
Although there is an EU directive on investment funds, this directive does not apply to 
investment funds which invest in real estate. Instead, Directive 85/611/EEC3 (so-called 
UCITS Directive) coordinates the laws, regulations and administrative provisions relating to 
undertakings for collective investment in transferable securities, money market instruments 
and financial derivative instruments. These EU harmonised investment funds (UCITS funds) 
are not allowed to invest in real estate.4 As a consequence, the investor protection safeguards 
and market integrity elements of the UCITS Directive do not apply to non-harmonised real 
estate investment funds, which are entirely subject to national law. Each Member State can 
freely decide whether it wants to regulate real estate funds (and if so, which types of real 
estate funds) and to have investor protection safeguards in place comparable to those laid 
down in the UCITS Directive5.
Distribution of financial instruments by intermediaries

                                               
1 Since 1995 members in the Baumag Cooperative subscribed for shares and then extended 
'membership loans' to Baumag Cooperative in return for interests of high rates.  Baumag was 
only able to fulfil its payment obligations as long as there was more new money invested than 
withdrawn by investors quitting the Cooperative.
2 Concerning the activities of cooperatives other than the Baumag, the Commission  does not 
have any information as to whether these cooperatives are still operating on the market.
3 Council Directive 85/611/EEC of 20 December 1985 on the coordination of laws, regulations and 
administrative provisions relating to undertakings for collective investment in transferable securities (OJ L 375, 
31.12.1985), as amended.
4 See Article 19 of Directive 85/611/EEC.
5 The UCITS Directive for instance provides that the investment fund must entrust all of its 
assets to a depositary for safekeeping. The depositary must be an institution subject to public 
control (in most Member States depositaries must be a credit institution). The depositary is 
liable to the investors in the case of a loss of assets, if the loss is the result of its unjustifiable 
failure to perform its obligations or its improper performance of them.
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The distribution of financial instruments which involves credit institutions and investment 
firms in the EU is covered by Directive 2004/39/EC1 and its implementing directive 
2006/73/EC2; it is applicable in the Member States from 1 November 2007. The Directive –
which does not apply in the case of direct sale of products by issuers such as the Baumag 
cooperative - establishes a harmonised EU regime for the provision of investment services by 
credit institutions and investment firms (brokerage, advice, portfolio management). In order to 
better protect investors, it contains strong rules on the authorisation process of firms providing 
the services, conduct of business3, best execution, conflicts of interest. Concerning 
specifically supervision, an aspect which is mentioned by the petitioner, each Member State 
must designate at national level the competent Authority responsible for supervision of the 
issues covered by MiFID; competent Authorities should be provided with the necessary 
powers for the exercise of their functions.

Another important piece of legislation is the directive 1997/9/EC4, aimed at ensuring investors 
a partial compensation in the case of some frauds causing the loss of their investments. The 
directive applies to banks and investment firms providing investment services. 
With reference to the letter of the petitioner dated 18 February 2008, it should be noted that 
the European Commission in 2007 already started reflections on extending EU investment 
fund rules to non-harmonised investment funds, including open-ended real estate funds. The 
Commission invited experts to participate in an Expert Group on real estate funds5 in order to 
advise the Commission on the need for EU measures in the field of notably open-ended real 
estate funds. In its report, on 13th March 20086, the group recommends to harmonise open-
ended real estate funds and to apply a comparable set of investor protection and market 
integrity rules as for UCITS funds. The experts concluded that there would currently only be a 
need to act for open-ended funds, i.e. investment funds which continually issue new shares 
(and thus are open to new investors) and regularly redeem the shares at the request of 
investors. The operation of such funds should be subject to authorisation by the financial 
regulator and be subject to ongoing supervision7. Following the publication of the report, the 
Commission launched a public consultation and organised an open-hearing in Brussels on 8th

April 2008 to consult on the idea of harmonising open-ended real estate and other non-
harmonised investment funds. With the input from the expert group report and the public 
consultation, the Commission started to prepare an impact assessment report on non-

                                               
1 OJ L 145, 30.4.2004, p. 1–44.
2 OJ L 241, 2.9.2006, p. 26–58.
3 Among business of conduct rules the following may be mentioned: information 
requirements concerning, inter alia, products, costs, risk; the assessment of the adequacy of 
the product in the light of client's characteristics (for instance, when advice is provided, banks 
and investment firms must assess the suitability of the product taking into account the client's 
knowledge, experience, investment objectives, financial situation); reporting requirements to 
clients.
4 OJ L 84, 26.3.1997, p. 22–31.
5 More information can be obtained under 
http://ec.europa.eu/internal_market/investment/other_docs/index_en.htm.
6 The report as well as a press release can be obtained under 
http://ec.europa.eu/internal_market/investment/other_docs/index_en.htm.
7 The experts proposed that a depositary should ensure that the real estate fund complies with 
the laws and the fund rules and acts in the best interests of investors.
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harmonised funds which will be published in the course of the next few months.1

Under a more general viewpoint, in the context of the deteriorated situation in global financial 
markets, the Commission is deeply involved in the international efforts to stabilise markets, 
reinforcing the stability of the financial system and strengthening confidence in financial 
markets.  In the perspective of the issues mentioned by the petitioner, who refers in particular 
to financial supervision, the Commission has established a high level Group to review the 
structure of supervision within the EU. Concerning specifically the above mentioned directive 
1997/9/EC, the Commission is reviewing the directive in order to assess any needs to improve 
the existing mechanisms and provisions.

Conclusion

The Commission shares the objectives expressed by the petitioner, notably to establish an 
appropriately harmonised regulatory framework in the financial sector and to strengthen the 
role of supervision at national and EU level. The existing directives concerning the 
management of investment funds (directive 85/611/EEC) and the provision of investment 
services (directive 2004/39/EC) already pursue those objectives. In the wake of the current 
financial crisis, the Commission aims at further improving financial regulation and 
strengthening investor protection.
Concerning the concrete case submitted by the petitioner regarding the activities of the 
Baumag Cooperative, as has been explained above, the direct sale of units in real estate 
investment funds is not specifically covered by Directives 85/611/EEC and 2004/39/EC 
(although reflections are on-going as to whether EU investment fund rules should be extended 
to currently non-harmonised investment funds, including open-ended real estate funds). 
Consequently, the matter raised by the petitioner is to be dealt with under Hungarian law. In 
this context, the Commission notes that the HFSA apparently prohibited any further activities 
of Baumag Cooperative before Hungary acceded to the European Union on 1st May 2004. 

                                               
1 Once published this impact assessment report can be read under 
http://ec.europa.eu/internal_market/investment/news/index_en.htm.


