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3L3 Impact Assessment Steps 
 

 

1. Identification of the problem 
 
 

1.1. Was there a significant market failure and/or regulatory failure and what was its 
nature? 
 
In our view, the problem being addressed by this regulation is that in the absence of 
regulatory intervention, it will be difficult for investment firm to monitor the compliance of its 
activities with regulatory requirements in a proper way and it would lead to: 
1. ‘Information asymmetry’ – there is asymmetric information between consumers and the 
investment firms about the quality of the investment process. Adequate internal control 
mechanisms might help to protect consumers, because investment firms have less possibilities 
to make inappropriate use of their informational advantage.  
2. “externality” – Internal control mechanisms can maintain/enhance confidence in the 
investment sector and the financial system as a whole. However, individual firms may not 
take into account these impacts on the financial sector when deciding about the extent and 
quality of internal controls.  
 
In addition, we believe that this is also a case of regulatory failure because the existing 
regulatory regime is no longer appropriate for the realities - the widened catalogue of the 
investment and ancillary services and activities requires the introduction of more demanding 
and detailed internal control requirements for investment firms. The effectiveness of the 
internal organization is crucial for proper functioning of the investment firm. It is guaranteed 
by more demanding internal control mechanism.. 
 
 
 

1.2. If no intervention or further intervention would have taken place, would the market 
have corrected the failure by itself in the short term? 

If no intervention or further intervention would have taken place, we think that the the market 
would have not corrected the failure by itself in the short term for the following reasons(s): 
Because of the complexity of the investment firms’ activity, it would be difficult for them to 
ensure proper internal control mechanisms without further regulatory requirements for 
internal control. Without internal control will be impossible to insure lawful performance of 
different services and activities with regards to different financial instruments by investment 
firms. 
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1.3. What is the evidence that establishes that the market/regulatory failure is 
significant? 
 
Without new more demanding mandatory internal control regime the unified and reliable 
fulfilment of the regulatory requirements wouldn’t be achieved. Because of the new 
requirements, applicable for all EU investment firms in respect of their entirely activity, there 
is no tradition on the Bulgarian market to follow them without particular internal control 
mechanism. Therefore it establishes serious risk of information asymmetry as well as 
externality to occur significant market failure. At the same time the existing one is not 
appropriate compared to the whole diversity of the services and activities regulated and 
requirements imposed by law, so it evidences for significant regulatory failure. 
 
 
 

1.4. Which objective – e.g. market integrity, market confidence, consumer protection, 
facilitating innovation, enhancing competition - is threatened by the failure? 

• Market integrity – the performance of the investment and ancillary services and 
activities by the investment firms in accordance to the law is of great importance for 
the market integrity  

• Market confidence –effective and efficient internal control helps investment firms to 
reduce the possibility of unexpected losses or damage to its reputation. This can 
enhance the confidence to the market.  

• Consumer protection - By introducing of the reliable internal control in the 
investment firm will be ensured higher degree of protection of clients’ interests as well 
as the avoidance of conflicts of interests detrimental for the clients.  
Generally market intermediaries should conduct themselves in a way that protects the 
interests of their clients and helps to preserve the integrity of the markets. Compliance 
with all new financial instruments regulatory requirements is a part of the essential 
foundation of fair and orderly markets as well as investor protection. It is equally 
important, however, that firms develop a business conduct that values and promotes 
not only compliance with the “letter of the law,” but also a high ethical and investor 
protection standard. 
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2. Definition of policy goals  
 
 

2.1. General goals2 
a) protection of consumers – by introducing internal control mechanisms we approve 

the quality of services provided and ensure avoidance in high level of conflict of 
interests, that may occur in the process of providing different services and by ensuring 
compliance with other legislative requirements; 

 
b) financial stability / proper functioning of financial markets – better functioning of all 

the investment firms in EU, which is ensured by effective and high requiring internal 
control mechanisms, is of a great importance for proper functioning of EU financial 
markets and for financial stabilities on those markets. 

 
 

2.2.  Specific goals3 
a) Introducing internal procedures for proper functioning of the internal control – 

specific requirements for staff involved in this controlling process – to be independent 
from particular activity/services it controls; to review regularly (for example at least 
once a week) the particular activity; to report the fulfillment of its tasks to the 
management body. 

 
b) Tailor-made internal control mechanism to the specific characteristics of the 

investment firm – Due to the huge variety of investment firms and their businesses 
the internal control mechanism should be in accordance to the volume of firms’ 
business (with respect to the specific activities and services, financial instruments that 
it deals with; the structure of the financial group it belongs to and so on); 

 
c) The internal control mechanism shouldn’t be too financial consuming – the 

financial resources that the firm have to devote to internal control shouldn’t be 
asymmetric to the needs of the particular firm – they mustn’t be either less or too 
much, just enough for ensuring efficient and effective internal control, achieving the 
goals, mentioned above;  

 
 

                                                 
2 Examples include a- financial stability, b- the proper functioning of markets, and c- consumer protection 
3 Examples (which link respectively to the general objective examples above) include a- capital adequacy 
provisions that align the economic and regulatory capital of banks and investment firms, b- disclosure regimes, 
and c- conduct of business rules. 
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2.3.  Operational goals4  
 
 

a) the procedure for exchange of information between compliance staff and other 
persons, involved in the provision of investment services and activities to be 
introduced – for proper functioning of the internal control in the firm, there should be 
adopted and maintained adequate procedures and mechanisms for the exchange of 
information between compliance officers and the other stuff of the firm, the 
compliance officers should have the power necessary for fulfillment of their functions; 
other stuff should be obliged to cooperate closely with them;  

 
b) adequate remuneration for the compliance officers – the compliance officers 

should be paid properly in order to be independent in fulfillment of their functions and 
to be objective in their reports; the remuneration of compliance officers shouldn’t 
depend from the remuneration or the commissions for the other stuff; 

 
c) to ensure an appropriate allocation of responsibilities  
 
d) to ensure that staff have the requisite skills and are suitable for their tasks and that 

they have access to the information required to perform their tasks; 
 

e) to ensure that the risks inherent in the investment firm’s business are identified and 
assessed; 
 

f) to ensure that the investment firm maintains IT systems that are adequate with 
regard to its activities and organized in an appropriate manner. 
 

g) to establish quantitative and qualitative objectives for each part of the investment firm’ 
s activity and to monitor their implementation; 

 

3. Development of “do nothing option” 

3.1. Please illustrate how the option to “do nothing” would have looked like? 
 
 
The introduction of further requirements for investment firms according to the EU standards 
impose to the investment firms a number of obligations that they have to comply with.  “Do 
nothing” option would mean that for investment firms shall continue to apply the existing 
internal control regime. This would mean that the internal control in the investment firm will 
continue to cover the same part of firms’ activity, so in the new regulatory reality another part 
of firms’ activity would be dropped out of internal control scope.  
 
 
 
                                                 
4 Examples (which link respectively to the specific objective examples above) include a- specific rules relating to 
the use of credit evaluation models, b- rules on the publication of prospectuses, and c- rules setting out specific 
terms of business requirements 
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4. Development of alternative policy options 
 
 

4.1. Please illustrate the option that has been implemented in the Regulation 
  
Item of main actions implemented with regard to 

internal control 
MiFID-compliant rules Super-

equivalent 
rules 

1. The investment firm shall have an internal control 
department, which operates independently and 
exercises an ongoing control over and assesses the 
adequacy and efficiency of the measures and 
procedures adopted by the firm in order to ensure that 
the activity of the firm is in accordance with the 
legislative requirements as well as the actions taken for 
removal of the inconsistencies in the investment firm’s 
operation with those requirements. 

Art. 6 of implementing 
directive 2006/73/EC (the 
directive) 

No 

2. The internal control department should provide 
advice and assist the persons responsible for the 
performed by the investment firm services and 
activities. The internal control shall be established and 
realized in accordance with the nature, scale and the 
complexity of the investment firm’s activities, as well 
as with the type and scope of the performed investment 
services and activities. The regulation imposes further 
requirements for the officials from internal control 
department. 

Art. 6 of the directive No 

3. The internal control shall be established and 
realized in accordance with the nature, scale and the 
complexity of the investment firm’s activities, as well 
as with the type and scope of the performed investment 
services and activities. The regulation imposes further 
requirements for the officials from internal control 
department. 

Art. 6, para 1 of the 
directive 

No 

4. The regulation imposes further requirements for the 
officials from internal control department. They shall 
be entitled to full access to the whole needed 
information and to all documents, related to the 
exercising of the internal control. 

Art. 6, para  3 of the 
directive 

No 

5. The ordinance requires the internal control 
department to carry on inspections – weekly, monthly, 
for ensuring that the activity of the firm is in 
accordance of regulatory requirements. For those 
inspections the person in charge of the internal control 
department shall prepare and present to the 
management and supervisory body report on the 
inspections carried out by the internal control 

Art. 6, para 3 of the 
directive 

No 
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Item of main actions implemented with regard to 
internal control 

MiFID-compliant rules Super-
equivalent 

rules 
department. The report according shall state the 
irregularities established and the measures undertaken 
for their elimination, and the adoption of new 
mеasures by the management body shall be proposed. 
The report shall also contain an assessment of the 
internal organization and internal control system 
acting in the investment firm. 
6. The      management body of the investment firm 
shall adopt internal control rules, as well as policies 
and procedures for the establishment of any risk of 
default on the investment firm’s obligations under the 
MFIA and its implementing instruments and the 
related risks and adequate measures and procedures 
for the minimization of these risks, appropriate to the 
pursued by the investment intermediary business. 

Art. 6, para 1 of the 
directive 

No 

 
 
 
 
 
 

4.2. In case that option(s) additional to that one implemented in the Regulation were 
considered, please illustrate the alternative policy option(s)  
 
 
 
 
Due to the implementation of the EU directive, the possibility for additional options is not 
applicable.  
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5. Analysis of impacts (Users)5 
 
 
Benefits & Costs  Qualitative description Quantitative description 

(e.g. major, minor) 
5.1. Costs to 
consumers 
 

If firms pass on higher costs of applying 
effective internal control mechanisms there 
might be higher commissions for clients 

Minor 

5.2. Compliance 
costs 
 

Not applicable  

5.3. Benefits 
 

The interests of the client are better 
protected, better conditions for avoiding 
conflicts of interests detrimental for the 
clients; reduction of losses associated with 
operational failure and systematic failure;  
The internal control for the compliance 
with regulatory requirements concerning 
internal organization and conflict of 
interests, that have been designed to 
guarantee the stability of the firms, seems 
to be additional and important mechanism 
for better protection of the clients’ 
interests.   

Major 
 

5.4. Quantity of the 
products  
 

When firms observe higher internal control 
requirements they shall better monitor their 
activities to be performed in accordance with 
the law, the quality of the products and 
services offered shall raises. By assuring 
higher quality of the services more clients 
will be interested of the products offered by 
the firm.  
 

Major 
 

5.5. Quality of the 
products offered 
 

No applicable  

5.6. Variety of the 
products offered 
 

No applicable  

5.7. Efficiency of 
competition 
 

 
No applicable 

 

 

                                                 
5 The table above is drawn from the UK Financial Services Authority 
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6. Analysis of impacts (Regulated firms)6 
 
 
Benefits & Costs  Qualitative description Quantitative description 

(e.g. major, minor) 
6.1. Direct costs 
 

FSC should envisage additional resources for: 
- Preparation and adoption of new regulatory 
internal control policy; 
-   monitoring whether investment firms comply 
with internal control requirements; Additional 
reports, prepared by firms should be scrutinized;  

Minor 
(please quantify these 

costs) 

6.2. Compliance 
costs 
 

In our point of view to comply with new internal 
control requirements firms are likely to face the 
following costs: 
 
 1. Costs for analyses necessary for the 
introduction of internal control in a correct way 
(staff-time, one-off cost); 
 
2. Costs for adoption of internal control policy 
(one-off costs):  
a) costs for organization of management body 
meeting for the adoption of the policy 
b) costs for communicating and  and for 
publication (one-off cost); 
 
3. Establishing an independent internal control 
department – staff costs: 
- The firm has to hire staff with the appropriate 
experience and knowledge (one-off cost for the 
hiring process and ongoing cost for the salaries) 
 
4.  Establishing an independent internal control 
department – training costs: the firm has to provide 
financial resources for the education of relevant 
employees (one-off cost); 
 
5. Operational costs for the internal control 
department: 
a) salaries for staff (ongoing costs - see 1.) 
b) necessary IT hardware and software, office 
equipment and office materials (ongoing and/or 
one-off costs) 
c) costs of external communication with 
supervisory bodies 
 
6. Operational costs for other departments of the 
investment firm:  

Major 
 

                                                 
6 The table above is drawn from the UK Financial Services Authority 
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Benefits & Costs  Qualitative description Quantitative description 
(e.g. major, minor) 

- How much time do other departments have to 
spend to provide the necessary information for the 
internal control department (e.g. on site 
inspections, providing data, preparation of 
protocols?) (on-going cost); 
  
 
7. Operational cost for management –  
- costs for annual review of internal control 
procedures (on-going cost); 
 

6.3. Benefits 
 

The good reputation of the firm as reliable counter 
party will be increased;  
(Please explain the mechanism and why you think 
this has a major impact) 

Major 
 

6.4. Quantity of the 
products offered 
 

Higher quality of the products and better protection 
of clients’ interests that are ensured by internal 
control mechanisms leads to the enhancement of 
the products offered.  
 
– if the internal control functioning effectively, the 
risk for incompatibility with the law will be 
reduced, it is less probable firm to be fined, so the 
expenses for firms will be reduced and this will 
reflect the prices  
 
 
 

Major 

6.5. Quality of the 
products offered 
 

By applying internal control mechanisms the 
investment firm will increase the quality of the 
products it offers  
(CW: Why? Please explain) 

Major ? 

6.6. Variety of the 
products offered 
 

The introduction of comprehensive and more 
demanding internal control ensure objectivity and 
better protection for clients and will raise good 
repute of the firm. It is important factor for firm to 
expand its activity and to offer different products, 
so the variety of the products will be increased; by 
this the better choice for consumers will be 
achieved. Because of the demands of the clients 
the firm will be interested in the offering of various 
financial products. 
 

Major 
? 

6.7. Efficiency of 
competition 
 

In respect of internal control for all the investment 
firms the efficiency of the competition will be 
increased. the competition between firms will 
raise, so the price and fees will be reduced; -- 
because the new regulatory regime gives the firms 

minor  
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Benefits & Costs  Qualitative description Quantitative description 
(e.g. major, minor) 

possibility to decide the structure and organization 
of the internal control in accordance with firm’s 
organization, complexity and volume of business. 
If the internal control is better fitted to the specifics 
of the firm, more competitive the firm will be.  
- the international perspective: this regulation help 
to create a level-playing field on the EU-level and 
thus possibly increase of competition 
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Annex – Methodological Section 
 
• Problem identification: 
Concepts are explained further in 3L3 Draft Impact Assessment Guidelines, at pp. 20-25, 
Appendix 2 p. 48.  
 
 
 
• Definition of Policy Goals: 
Concepts are explained further in 3L3 Draft Impact Assessment Guidelines, at p. 27. 
 
• Cost and Benefit Analysis: 
 
The following methodological excerpts by Oxera are also strongly suggested for an effective 
and systematic approach towards costs and benefits assessment. 
 
 

7 November 14th 2007

Costs for firms: compliance costs (I)

Total costs of compliance activities 

Behavioural restrictions

Product restrictions

External advice

Fees payable

External auditingCapital

Systems and controls

Disclosure to clients

People standards Regulator notification

AuthorisationRegulator relationship
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8 November 14th 2007

Costs for firms: compliance costs (II)

Good business 
practice costs

Incremental 
costs

Behavioural 
restrictions

Systems 
and controls etc

Checking 
identity 
of client

Training Preparing
documents
for regulator

Printing and 
postage

Notification

Operating 
IT systems

Hiring 
consultants

etc

People 
standards

Record-
keeping

Good business 
practice costs

Incremental 
costs

Total incremental costs of 
regulation

Total costs of good business 
practice

Total costs of compliance activities 

 
 
 

2 November 14th 2007

Types of detrimental market outcomes 
for consumers

Market 
failures

Risks

Incentive 
problems

Higher costs—from transaction 
inefficiencies

Financial exclusion

Higher costs—from systemic risks

Higher prices—from market power

Higher costs—from operational risks

Higher costs—from financial risks

Sub-optimal choice

Reduced choice

An efficient market may deliver 
outcomes that are considered ‘unfair’
from a public policy point of view
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3 November 14th 2007

Direct measurement of consumer benefits

reduction of losses or other costs associated 
with firm default

Higher costs—financial  risks

reduction of losses or other costs associated 
with operational failure

Higher costs—operational risks

increased choice (wider availability of what 
consumers need)

Reduced choice

reduction of losses or other costs associated 
with systemic failure

Higher costs—systemic risks

better choice (more optimal fit between what 
consumers buy and what they need)

Sub-optimal choice

improved access to financial servicesFinancial exclusion

reduction in transaction costs, including 
search costs

Higher costs—transaction 
inefficiencies

reduction in excessive pricesHigher prices—market power

Relevant measure of benefit is the
value that consumers derive from …

Type of detrimental market outcome 
that regulation may improve

 
 
 
 
 

4 November 14th 2007

Indirect measurement of benefits (II)

Identify the market outcome that 
regulation is seeking to improve

Identify the mechanisms by which 
regulation delivers the improvement

Identify and measure the 
corresponding proxy metrics

Validate the link between the proxy 
and market outcome

Disclosure rule intended to benefit 
consumer purchase decisions

More information leads to better 
purchase decisions

Degree of information provision by 
firms 

Test whether consumers use/ 
understand information and adjust 
their decisions

Illustration
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5 November 14th 2007

Summary of measurement framework

What to measure
- identify the market outcome dimensions that the regulation may be 

improving

Identification of mechanisms by which regulation 
delivers an improvement in market outcome

- analyse the causality links between regulation and outcome

Direct measurement
- evaluate feasibility of methods and techniques for measuring changes in 

market outcomes

Indirect measurement using proxy metrics
- identify proxy metrics (metrics that reflect improvements in mechanisms) 

and apply methods and techniques for measuring changes in proxies 

Validation of links
- test that proxies can be used to infer a change in the final market outcome

Completeness check
- analyse other (unintended) impacts on market outcomes and repeat

exercise if required

 
 
 
 
 
 
 
 

Concepts of cost/benefit assessment are also explained further in 3L3 Draft Impact 
Assessment Guidelines, at pp. 31-34 and in Appendixes 3-4. 
 
 
 
 

 
 
 
 
 


