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Dear Madame/Sir, 
The Bulgarian Financial Supervision Commission together with other entities indicated in the 
box above are participating in an Impact Assessment (IA) training initiative organized by World 
Bank administered Convergence Program. The purpose of this initiative is to strengthen our 
ability to use the disciplines of IA in order to improve the way in which we make policy. IA does 
this by requiring policy makers to use evidence and economic analysis to justify and explain their 
proposals. Consultation with stakeholders is a key part of the IA process because it promotes 
public accountability and provides stakeholders with the opportunity to contribute to the evidence 
base that should underpin the policy making process. The IA training exercise involves us 
undertaking a retrospective IA on an existing piece of legislation. In this case we are looking at 
Ordinance N 38 on the requirements to the activities of investment firms – Chapter 8, 
Section II (Internal Control) as if it was on  draft stage. We are writing to you in your 
capacity as one of the key stakeholders affected by this piece of legislation. We have attached to 
this letter a questionnaire and we would be most grateful if you could arrange for its completion. 
 
The questionnaire is designed to provide us with evidence relating to: 
a) the nature of the problem that the regulation was seeking to address and 
b) the costs and benefits of the regulation 
 
Once the evidence has been gathered we will complete a final IA report setting out in a clear and 
transparent fashion what the problem was and why the regulatory response was the best means 
for addressing the problem. Clearly, since this is a theoretical consultation exercise being 
undertaken over a shortened period of time, we would not expect you to be able to devote a large 
amount of resource to this exercise. Nevertheless, we will be following this up with a face-to-face 
meeting to quality check all stakeholder responses and enhance our understanding of your 
answers. And, since we do intend to consult with stakeholders in the future, we regard this as a 
useful exercise for you too, so are looking forward to hearing from you. We very much value 
your cooperation. If you have any questions regarding this exercise please contact Petya 
Nikiforova – WG1 group coordinator 
 
We would appreciate having your written response by December 19th 2007 in the morning when 
we invite you to attend the first round of consultation process as per the agenda that you will 
receive from FSC . 
Then we are also pleased to invite to a more extensive live consultation meeting scheduled in the 
morning of December 20th. 
 
 
Yours sincerely, 
 
Petya Nikiforova 
 



 
ANNEX A: Impact Assessment questionnaire 
 
 
 

Section 1: What is the problem? 
 
 
In this section we consider what the rationale for a particular regulatory intervention 
might have been. 
 
We are looking at FSC  Ordinance N 38 Chapter 8, Section II (Internal Control) on the 
requirements to the activities of investment firms 
 
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. 
 
Question 1: do you agree with us that the problem is as described above?  
Please explain your answer, including evidence (or suggesting the type of evidence that would be 
relevant) where at all possible. For example, what evidence do you think would demonstrate or in 
fact does demonstrate that there was significant regulatory failure? Do you agree that if the 
internal control wouldn’t be designed as it is proposed, regulatory failure as described above 
would remain? 
 
______________________________________________________________________________________________
______________________________________________________________________________________________
______________________________________________________________________________________________ 



 
 

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. 
 
 
 
Question 2: do you agree with us that about the analysis above?. 
 

Section 2: What are the possible policy solutions? 

Given that the domestic regulation under review transposes a Directive, we don't analyse other 
policy options. The main implementation provisions are broken down taking into account when 
they strictly comply with MiFID and, if any, when they are super-equivalent.  
 
 
 
  

Item of main actions implemented with 
regard to internal control 

MiFID-compliant 
rules 

Super-
equivale
nt 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 

Art. 6, para 1 of 
the directive 

No 



Item of main actions implemented with 
regard to internal control 

MiFID-compliant 
rules 

Super-
equivale
nt rules 

the performed investment services and activities. The regulation 
imposes further requirements for the officials from internal 
control department. 
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 department. The report according shall state the 
irregularities established and the measures undertaken for their 
elimination, and the adoption of new measures 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. 

Art. 6, para 3 of 
the directive 

No 

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 

 
 



Section 3: Cost-Benefit Analysis? 
 
 
I - Analysis of impacts (Users) 
 
 
 
Benefits & Costs Qualitative description Quantitative 

description (e.g. 
major, minor) 

1. Costs to 
consumers 
(Here we estimate 
costs for final 
investors/clients) 

In our point of view if firms pass on higher costs of 
applying effective internal control mechanisms 
there might be higher commissions for clients 
 
Question a): Do you agree with the analysis 
above? 
 
 
Question b): If you agreed with a), please 
determine how the new regulatory approach would 
reflect costs to 
 
 

 
 
 
 
 
 
 
 
Question c): If you agree 
with a), please estimate 
the extend to which the 
costs to consumers would 
be reflected (major, 
minor) 

2. Benefits 
 

In our point of view 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 
 
 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
Question b): If you agree 
with question a), please 
estimate the benefits for 
consumers (major, minor) 

 
 



 
 

II - Analysis of impacts (Regulated firms)1

 
 
Benefits & Costs Qualitative description Quantitative description 

(e.g. major, minor) 
3. Direct costs 
(those are costs for 
the regulator in 
relation to new 
regulation) 
 

 
Please determine what kind of costs would 
occur for the FSC; 
 
(In our point of view FSC should envisage 
additional resources for: 
- Preparation and adoption of new regulatory 
internal control policy; 
-   monitoring weather investment firms comply 
with internal control requirements; Additional 
reports, prepared by firms should be scrutinized; ) 
 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 

Please, estimate the costs 
for FSC (major, minor) 
 
 
 
 
 
 
 
 
 
 
 
Question b): If you agree 
with question a), please 
estimate the benefits for 
consumers (major, minor) 
 
 
 
 
 

4. Compliance 
costs 
(Those are costs that 
would occur for 
investment firms) 
 

Question a) – Do you agree with the cost 
categories for investment firms we have 
identified?  
Please also state other kinds of costs, which you 
think will arise to investment firms due to the 
regulations on internal control.  
 
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); 
 

 
 
 
 
Question b) – With 
regard to Question a), 
please provide an estimate 
of the costs previously 
qualified:  
(Please enter cost items, 
currency and time horizon  
and other required 
figures) 
 
 

                                                 
1 The table above is drawn from the UK Financial Services Authority 



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

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:  
- 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); 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

5. Benefits 
 

In our point of view the good reputation of the firm 
as reliable counter party will be increased 
 

 
 
 



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

 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 
 

 
Question b): If you agree 
with question a), please 
estimate the benefits 
(major, minor) 
 

6. Quantity of the 
products offered 
 

In our point of view 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  
 
Question a): Do you agree that internal control 
mechanisms will enable you to offer a higher 
quantity of products? Please explain your answer, 
including evidence (or suggesting the type of 
evidence that would be relevant) where at all 
possible 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Question b): If you agree 
with question a), please 
estimate to what degree 
the quantity of the 
products would be 
effected (major, minor) 

6.5. Quality of the 
products offered 
 

In our point of view by applying internal control 
mechanisms the investment firm will increase the 
quality of the products it offers 

 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 
 

 
 
 
 
Question b): If you agree 
with question a), please 
estimate to what degree 
the quality of the products 
would be effected (major, 
minor) 

6.6. Variety of the 
products offered 
 

In our point of view 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 

 
 
 
 
 
 
 



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

for consumers will be achieved. Because of the 
demands of the clients the firm will be interested in 
the offering of various financial products. 
 
Question a): Do you think that applying more 
comprehensive internal control will give you the 
ability to offer a wider variety of products? Please 
explain your answer, including evidence (or 
suggesting the type of evidence that would be 
relevant) where at all possible 
 
 
 

 
 
 
 
 
Question b): If you agree 
with question a), please, 
estimate the degree to 
which the variety would 
be affected (major, minor) 

6.7. Efficiency of 
competition 
 

In our point of view 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 possibility to decide the structure 
and organization of the internal control in 
accordance with firm’s organization, complexity 
and volume of business. The better the internal 
control is better fitted to the specifics of the firm, 
the more competitive the firm will be. 
 
 
Question a): Do you think internal control 
mechanisms have an impact on competition 
between investment intermediaries? Please explain 
your answer, including evidence (or suggesting the 
type of evidence that would be relevant) where at 
all possible 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
Question b): If you agree 
with question a), please, 
estimate the degree to 
which the efficiency of 
competition would be 
affected (major, minor) 

 
 
 
 



 
 

ANNEX B: Some assessment criteria for costs and 
benefits 
  Costs may be assessed using such distinctions as: 
• Fixed costs are costs which do not vary with output. In the long run, all costs can be considered variable; 
• Variable costs are costs which vary directly with the output. Variable costs are 
associated with productive work, and naturally rise and fall with business activity. 
 
• Set-up (or one-off) costs are costs which are incurred at the beginning of a project only; 
• On-going costs are costs which are incurred again and again during a project or an investment. Usually 
set-up costs are very large in comparison to ongoing costs each time the latter occur. 
 
  Benefits may be assessed using one of the following techniques: 
• Comparison to a relevant historical case: In many cases, an incident or series of incidents over time 
will be part of the reason to regulate. In order to make an estimate of the expected benefits, the losses in a 
number of historical cases can be used as an indicator for how much of the loss could have been prevented 
through the proposed regulation; 
• Evaluation by a proxy: This approach uses observable variables which are linked to the unobservable 
variable - e.g. when there exists a known correlation structure - or focuses on simulations of the 
unobservable variable; 
• Use of a break-even approach: The third possible approach is what can be called the break-even 
approach. This approach consists of calculating the amount of benefit needed - for example a reduction in 
loss needed - to cover the costs incurred, which are quantifiable. With this approach, the loss prevention is 
separated into the risk of loss and the extent of loss which allows one to capture the impact on the market. 
The potential loss for each market participant and the risk that a market participant will actually suffer loss 
are then estimated. It will then be possible to determine by how much the loss, risk of loss or a 
combination of these elements needs to be reduced in order to cover the costs of regulations and 
supervision. For this break-even assumption, one can examine whether this would be a realistic 
expectation. The impact of incidents can often be estimated with the help of event studies. The 
significance of the impact of incidents can be calculated and an estimate of the extent can be given. In the 
break-even approach, one can calculate by how much the risk of an incident must be reduced in order to 
cover the costs. 
Source: CESR-CEBS-CEIOPS, Impact Assessment Guidelines, May 2007. 
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