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Introduction

A

The Capital Markets Act establishes the Capital Markets Authority with the dual mandate
of developing and regulating the capital market with emphasis on promoting, regulating
and facilitating the development of an orderly, fair and efficient capital market in Kenya
through-

(i) promotion of orderly fair and efficient market;

(if) removal of impediments in the market;

(iii) protection of investor interests; and

(iv) facilitation of the use of electronic commerce.

In accordance with its dual mandate, the Authority issues this Policy Guidance Note
pursuant to Section 12A of the Capital Markets Act (the “Act”).

This Policy Guidance Note provides a framework for a Regulatory Sandbox (“the
Regulatory Sandbox”) to allow for testing of innovative products, solutions and services
that have the potential to deepen or broaden the Kenyan capital markets.

The Regulatory sandbox is a tailored regulatory environment for conducting limited scale,
live tests of innovative products, solutions and services. The Regulatory Sandbox provides
an evidence-based tool for fostering innovation while allowing the Authority to remain
vigilant to investor protection, financial stability and integrity risks.

The Regulatory Sandbox supports the broader national policy agenda described in Kenya
Vision 2030 and the 10-year Capital Market Master Plan. Drawing on emerging global best
practices, the Authority seeks to position the Regulatory Sandbox as a tool for facilitating
capital markets innovation in Kenya and helping to advance the Authority’s goal of
creating a vibrant and globally competitive financial sector.

This Policy Guidance Note sets forth the eligibility, application, safeguard, and testing
requirements for firms interested in live testing of innovative products, solutions or service
with the Authority’s Regulatory Sandbox. The Regulatory Sandbox application form is
attached as Annex A.
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Definitions

1. For purposes of this Policy Guidance Note:

“Applicant” means a company limited by shares that has applied for approval to
participate in the Regulatory Sandbox;

“Participant” means an Applicant that has been accepted by the Authority to participate in
the Regulatory Sandbox;

“Regulatory Sandbox” means a tailored regulatory environment for conducting limited
scale, live tests of innovative products, solutions and services as further defined in this
Policy Guidance Note.

Purpose and Objectives

2. The Authority seeks to provide a regulatory environment that is conducive for the deployment
of a variety of innovative business models and emerging technologies that have the potential
to deepen or broaden the capital markets in Kenya. This includes reviewing and adapting
regulatory requirements that may unintentionally inhibit investor-friendly innovations or
render them non-viable under current regulations.

3. As part of this process, the Regulatory Sandbox is intended to enable innovative capital
markets-related products, solutions and services to be deployed and tested in a live
environment prior to launching into the open market, within certain specified parameters and
timeframes. Equally important, the Regulatory Sandbox is intended to help accelerate the
Authority’s understanding of emerging technologies and support evidence-based approaches
to regulation that advance the goals of investor empowerment and protection, capital markets
deepening and broadening in accordance with the stated objectives.

4. The Regulatory Sandbox is not applicable for proposed products, services or business models
that are already clearly addressed under existing laws and regulations. The Authority may
nonetheless consider any credible cases evidencing that a proposed model is not envisioned in
the existing framework and serves to advance the goals detailed in (3) above. In all such cases,
the Authority shall be the final arbiter of whether such threshold has been met.

5. Participation in the Regulatory Sandbox is based on application and approval by the Authority
and does not guarantee any special status to operate in the marketplace after completion of the
testing program without further approval by the Authority.

Eligibility, Application and Acceptance Criteria

6. The Regulatory Sandbox is available to an Applicant who:

(a) has its company incorporated in Kenya or is licensed by a securities market regulator in
an equivalent jurisdiction; and
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(b) intends to offer an innovative product, solutions or service in Kenya following a successful
exit from the Regulatory Sandbox.

7. An Applicant may apply to participate in the Regulatory Sandbox at any time. The Authority
shall review applications on a rolling basis.
8. (1) An Applicant shall submit to the Authority the following documents -
@) Completed application form as set out in Annex A,

(b) Certified copies of all registration documents;

(©) Certified list of directors and shareholders, if applicable;

(d) CVs for all founders and key management personnel,

(e) Outline of business model for the product, solution or service which should include:

(i) The potential benefits of the proposed product, solution or service for capital
markets deepening or broadening in Kenya;

(if) Why a Regulatory Sandbox test is required;

(iii)Evidence that the product or service is sufficiently mature to be tested in a
live environment or a sound rationale for admission where the product is not
ready for testing;

(iv)Evidence that the Applicant has adequate arrangements to support live
testing, including measures to protect the interests of investors and other
capital market participants if the test fails; T

(v) the potential risks resulting from the Regulatory Sandbox test; and

(vi)The proposed safeguards and risk mitigation strategies for avoiding
potential harm to investors or the capital markets and their likely
effectiveness.

(2) The Applicant shall also submit a projected plan and clear strategy for exiting the Regulatory
Sandbox which shall include:

(a) scenarios for transitioning and/or compensating customers in the event the proposed
product, solution or service is discontinued; and

(b) proposals for deploying the product, solution or service on a commercial scale in
Kenya after successful exit from the Regulatory Sandbox;

(c) adraft sandbox testing plan.

9. The Authority shall on receipt of an application communicate to the applicant within fourteen
working days on the next course of action.

10. The Authority shall evaluate the application and for successful applicants, the Authority shall
issue a letter of approval to participate in the Regulatory Sandbox. Once granted approval, the
Participant shall be considered as an approved person in line with the capital markets laws and
regulations.
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11. The Authority reserves the right to delay or defer acceptance of otherwise qualified Applicants
for any reason including, among other things, limitations on its current or anticipated
supervisory capacity, the anticipated burden of planning and supervising the sandbox test, or
any other reason that may affect the quality, effectiveness, or impact of the proposed
Regulatory Sandbox test.

12. Any decision by the Authority to deny admission to the Regulatory Sandbox shall be supported

by a written statement provided to the Applicant which sets forth the Authority’s rationale for
denying the application.

Testing Plan

13. An Applicant shall submit to the Authority a test plan with information on:

(a) Key test objectives (including the specific regulatory questions or hypotheses to
be tested in the Regulatory Sandbox);

(b) Testing metrics and/or performance indicators;

(c) Testing methodologies;

(d) Scope and testing parameters (e.g., number and/or kind investor and/or test market,
aggregate value and/or frequency of transactions, etc.);

(e) Proposed testing period;

(f) Relevant reports to be submitted during the testing period and feedback
mechanisms; and

(g) Safeguards and remediation measures.

14. The Authority shall review and approve the test plan with such modifications as may be
necessary.

15. The Authority may, in the course of the testing period, require modifications to be made to the
test plan as may be necessary to ensure that the test objectives are met or to protect investor
interests. The Participant may propose the modifications to the test plan for the Authority’s
approval.

16. The initial testing period shall be determined through consultations between the Authority and
the Participant. The testing period shall not exceed twelve months unless the product, solution
or service has tested positively and it can be demonstrated that extended testing is necessary to
respond to specific issues or risks identified during initial testing. Any extension shall not
exceed a further twelve months.

Records and Reporting Requirements

17. Participants shall provide the Authority with interim reports on the progress of the test, which
reports shall identify:
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18.

19.

20.

21.

(@) Key performance indicators, key milestones and statistical information;

(b) Key issues arising as observed from misconduct, fraud or operational incident reports and,
if any, measures taken by the Participant to address such incidents;

(c) Actions or steps taken to address customer complaints, emergent risks, or other issues
relevant to Authority’s assessment of applicable regulatory requirements;

(d) Proposed changes to the Participant’s key personnel, management, leadership, business
plan, or any concerns on financial solvency; and

(e) Any other relevant matters.

The frequency and specific details to be included in interim reports shall be agreed between
the Authority and the Participant, taking into account the duration, complexity, scale and risks
associated with the test.

Participants shall ensure proper maintenance of records during the testing period to support
review by the Authority of the testing activities.

Participants shall submit a final report to the Authority within thirty calendar days from the
expiry of the testing period or within any other period as may be agreed upon by the Authority
and the Participant. The final report shall contain:

(@) Key outcome and performance indicators;

(b) A full account of all incident reports and resolution of customer complaints; and

(c) Inthe case of a failed test, lessons learned from the test; or

(d) In the case of a successful test, the Participant’s plan for the transition of the product,
solution or service to commercial scale.

The Test plans and all test results shall be treated by the Authority as confidential unless
otherwise indicated in this Policy Guidance Note or agreed with the Participant. From time to
time, the Authority may disclose data on and types of firms that have applied to participate in
the Regulatory Sandbox.

Regulatory Relief and Safeguards

22.

23.

Regulatory Sandbox tests shall incorporate appropriate safeguards to identify and manage
potential risks and mitigate the consequences of failure, such as undisclosed risk of financial
loss or other undisclosed risks to customers, investors, market participants, and the Kenya
capital markets.

Participants shall comply with certain minimum regulatory requirements prescribed by law
and applicable to all capital market participants as further specified by the Authority in a
safeguard and supervision plan (a “Safeguards Plan”) which forms a part of the test plan. In
the Safeguards Plan, the Authority will also determine the specific regulatory requirements it
is prepared to temporarily modify during a Regulatory Sandbox test on a case-by-case basis,
subject to the safeguard requirements described below.

Page 6 of 14



24,

25.

26.

27.

28.

Every Participant shall commit to implementing a Safeguards Plan for the duration of the test.
The Safeguards Plan will be designed by the Participant in consultation with the Authority and
shall address, at minimum, the integrity, conduct, and investor protection requirements
applicable to the Applicant as a capital market participant. Specifically, the Safeguards Plan
shall:

(a) Require compliance with applicable rules and regulations regarding the prevention of
money laundering, counter-terrorism financing, and other illicit activities included in the
Guidelines on the Prevention of Money Laundering and Terrorism Financing in the
Capital Markets; and

(b) Address the unique risks presented by the Regulatory Sandbox test and specify any
mandatory actions to be taken by the Participant to minimize and/or remediate the impact
of such risks on investors, market participants, and the Kenya capital markets.

To the extent a Participant already operates in Kenya under a license issued by the Authority,
the terms and conditions of that license would continue to apply during the test to all non-
sandbox approved activities. The Regulatory Sandbox would however permit a specified
product, solution or service to be tested by the licensed entity in accordance with the provisions
of a Test Plan and without requiring a separate or modified license for purposes of the test.

The Authority may, in addition to any other enforcement action, revoke or suspend an approval
to participate in the Regulatory Sandbox at any time before the end of the testing period if the
Participant:

(@) Fails to implement any required safeguards;

(b) Submits false, misleading or inaccurate information, or has concealed or failed to disclose
material facts in the application;

(c) Contravenes any applicable law;

(d) Is undergoing or has gone into liquidation;

(e) Breaches data security and confidentiality requirements;

(f) Carries on business in a manner detrimental to customers, investors, or the public at large;

(9) Fails to effectively address any defects, flaws or vulnerabilities in the product, service or
solution which gives rise to recurring service disruptions or fraud incidents; or

(h) Any other reason determined by the Authority.

Any decision by the Authority to suspend or revoke approval to participate in the Regulatory
Sandbox shall be in writing and detail the Authority’s reasons for terminating or revoking the
approval. Prior to making this decision, the Authority shall give the Applicant an opportunity
to be heard.

The Participant may voluntarily seek revocation of their approval to participate in the
Regulatory Sandbox subject to clearly demonstrating how it has addressed the interests of
existing clients or investors to the satisfaction of the Authority.
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Regulatory Sandbox Outputs

29. After the testing period is completed, the Authority shall take any of the following decisions:

(a) Grant the Participant a license or approval to operate in Kenya subject to compliance with
existing legal and regulatory requirements; or

(b) Grant the Participant permission to operate in Kenya subject to compliance with the terms
of a letter of No Objection;

(c) Adopt new regulations, guidelines or notices pursuant to Section 12 and 12A of the Act,
based on insights gained from the Regulatory Sandbox test, where there is need for a
broader legal or regulatory reform (for example, the design and adoption of a new
regulation to govern a specific class of business model or innovation that is not adequately
addressed under existing regulation); or

(d) Issue a denial of permission for the Participant to operate in Kenya under prevailing legal
and regulatory requirements.

Confidentiality

30. The Authority shall treat all non-public information received from an Applicant and/or
Participant in connection with a Regulatory Sandbox application or test as confidential and
proprietary to the Applicant and/or Participant.  The Authority shall not disclose such
information to third-parties unless required to do so by law or allowed in writing by an
Applicant and/or Participant.

31. The Authority may enter into a non-disclosure agreement with a participant to further protect
the confidentiality of any information shared in connection with a Regulatory Sandbox test.

32. It is the responsibility of the Applicant or Participant to take measures to protect its intellectual
property where necessary.

Fees

33. Applicants to the Regulatory Sandbox will pay a non-refundable fee of Kenya Shillings Ten
Thousand (KES 10,000).

Page 8 of 14



Promoting the Integnity and Growth of the Capital Markets

REGULATORY SANDBOX POLICY GUIDANCE NOTE
Annex A

Application Form

Thank you for your interest in the Capital Markets Authority’s Regulatory Sandbox. The
Regulatory Sandbox is intended to allow for testing of innovative products, solutions and services
that have the potential to deepen or broaden the Kenyan capital markets.

Eligible firms may participate in the Regulatory Sandbox if they meet the criteria set in this Policy
Guidance Note.

This application form is intended to assist the Authority in understanding your innovative product,
solution or service and to help the Authority determine whether you qualify for participation in the
Regulatory Sandbox.

The completed application form, along with all required supporting documentation, must be
submitted to the Authority. If the Authority has questions or require additional information, the
Authority will contact you within fourteen working days.
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Regulatory Sandbox
Application Form

1. General Information

Name of firm

Full names of all owners/founders and key
management personnel

Business address

Phone number

Website URL (if available; if password
protected, please provide relevant access
details)

Contact person:
Name

Title

Telephone number
Email address

Is your business or any affiliated business (or
their owners/founders or employees) currently
registered, licensed, or supervised by the
Capital Markets Authority? If yes, please
provide details.

Is your business, any affiliated business (or
their owners/founders or employees) currently
involved in an active dispute or enforcement
action within the mandate of the Capital
Markets Authority? If yes, please provide
details.

Is your business or any affiliated business (or
their owners/founders or employees) currently
registered, licensed, or supervised by any other
financial services authority in Kenya or other
jurisdiction? If yes, please provide details.

Is your business or any affiliated business (or
their owners/founders or employees) currently
operating under any regulatory exemption
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granted by the Authority or any other authority
in Kenya or other jurisdiction? If yes, please
provide details.

Please describe the nature and scale of your
current operations in Kenya.

2. Details of the Sandbox Proposal

Additional information may be provided as supporting documents

Describe your innovative product, solution
or service. Attach a business model or
project synopsis.

Describe the technology and/or methodology
that will be used to offer your product,
solution or service.

Explain how your product, service, or
solution will foster or accelerate the
development of the Kenyan capital markets.

Identify the type of customers and/or
investors you will target to participate in the
Regulatory Sandbox test.

How do you intend to acquire and engage
clients?

Identify any other businesses or partners or
institutions that you are working with or plan
to work with if you are selected to participate
in the Regulatory Sandbox.

Describe the business strategy or plan to
deploy the product, solution or service in the
broader Kenya marketplace after exiting the
Regulatory Sandbox.
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Explain why your product, solution or
service would benefit from participation in
the Regulatory Sandbox.

Identify the specific legal and regulatory
requirements prescribed by the Authority
that would need to be varied or waived in
connection with a Regulatory Sandbox test
of your product, solution or service.

If you think your product, solution or service
raises new or complex regulatory concerns,
please describe.

Describe the current stage of development of
your product, solution or service. If the
product is not sufficiently developed to offer
to customers, what is the anticipated
development path and timeline for live
testing?

Describe the key investor protection, market
stability and any other risks associated with
your product, solution or service and how
you have or intend to address those risks.

Describe your plan for exiting from the
Regulatory Sandbox.

If you are successful, what is your plan for
offering your product, service or solution on
broader scale within Kenya?

If you are unsuccessful, what is your plan for
winding down the firm and addressing
investors interests or developing an
alternative approach?

Briefly describe or attach short bios on your
key personnel’s technology or financial
industry experience.

Please describe the financial resources,
including any venture funding or potential
funding, you intend to use to develop and test
your product, service, or solution in the
Sandbox.
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3. Testing Criteria

Describe the use case that you are proposing
to test in the Regulatory Sandbox.

Describe in detail the testing program you
propose, including:

(a) test objectives and intended outcomes;

(b) test parameters to measure the success
of the test objectives/outcomes;

(c) control boundaries for the test,
including, inter alia, customer type and
number, and transaction size and total
exposure limit;

(d) customer acquisition plan for the test;

(e) customer communication plans and
templates, including sample risk
disclosures for the live-test;

(f) key testing milestones and timelines;

(9) anticipated duration; and

(h) an exit strategy for customers upon
completion or discontinuation of the
live test.

Describe the proposed control program and
safeguards for a live test, including:

@) measures to monitor and ensure
compliance with the safeguards to be
established for the test;

(b) measures to mitigate risks and impact
to customers arising from any test
failures;

(c) reliance on other test partners (such as
regulated financial institutions) to
monitor or mitigate regulatory risks;

(d) measures to handle customer inquiries,
after-test services and complaints in a
fair and effective manner; and

e) any programs for compensating
customers who may have suffered
damage as a result of participating in
the test.
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............................................................................. declare that all information given
in this application and in the attached documents is true and correct.

Datedthis ........ccooeviiiiiiiiiieeee, dayof ..o 20.....

Signed —

NAME cieiiiiiiiiiiiiiitieieiieceiaeieceenecacnanes
POSITION .t
NAME rriiiiiiiiiiiiiieieiiecieiaeieceeneeacnanee

POSITION  teriiiiiiiiiiietteeeeennnessececcennnnssececannns

4. Attachments
Please attach:

4.1.Certified copies of all incorporation documents

4.2 .Certified list of directors and shareholders

4.3.CVs for all founders and/or key management personnel
4.4.Testing Plan

4.5.Safeguards Plan (risk management plan)

5. Submission

The application form and any supporting documentation must be submitted electronically to the
Authority. All application materials will remain confidential, although the Authority may disclose
data on the number and types of firms that have applied to participate in the Sandbox.

If you have questions during the application and review process, you may contact the Authority at
Embankment Plaza, 3" Floor, Longonot Road, Upperhill P.O. Box 74800-00200, Nairobi
Email: sandbox@cma.or.ke

*khkkk
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