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Introduction

Recently, the Ugandan Central Bank, Bank of Uganda (BoU) issued the draft National Payment Systems (Sandbox)

Regulations, 2020 (hereafter called “the sandbox Regulations”) and the National Payment Systems Regulatory

Sandbox Framework, 2020 (hereinafter called the “sandbox framework”) for public comment.

Ivo Jenik and Kate Lauer (2017) define a regulatory sandbox as a framework set up by a financial sector regulator to

allow small scale, live testing of innovations by private firms in a controlled environment (operating under a special

exemption, allowance, or other limited, time-bound exception) under the regulator’s supervision.

The intended objectives of the sandbox framework in Uganda are to, among others; increase the potential for

innovative business models that advance financial inclusion; increase competition, widen consumers’ choice, quality

of service and lower costs; institute appropriate consumer protection safeguards in innovative products and services;

and provide an avenue for regulatory engagement with FinTech firms.



Scope

The proposed framework is intended to be open to innovators whose proposed solution involves a different

technology or an existing technology being applied differently, and which solution is not covered under existing

regulations and can only be accommodated after regulatory amendment.

Another targeted category includes innovators whose proposed solution involves a digital business model that is

not currently covered, whether explicitly or implicitly, under the existing regulations and requires issuance of new

regulations.

However, technologies that are not at sufficient stage of maturity or development are excluded as the sandbox shall

not be intended as an accelerator or incubator. Furthermore, products already rejected by any regulatory authority

shall not qualify for sandbox trials as the sandbox shall not be intended as a backdoor process to be used to

circumvent existing laws and regulations.



Potential Applicants

Prospective applicants are categorized as;

(a) Innovators already licensed by the Central Bank/BoU.

(b) Non-licensed local FinTechs or start-ups developing a new FinTech solution with a view to deploying it in

Uganda. However, access for this category to the Sandbox may be through one of the following gateways;

• Partnering with institutions licensed by BoU. Under this approach, the party accountable to BoU for

the contents of the application and execution of the testing/trial will be the licensed institution.

• The local FinTech or start-up may also apply directly to the Central Bank/BoU for consideration.

(a) Non-licensed international FinTech firms will not have direct entry to the sandbox and shall thus be advised to

execute partnership agreements with institutions licensed by the central bank in order to gain indirect access. In

this case, the licensed financial institution will be the applicant to the Sandbox and will remain responsible for the

submission of the application and the testing/trial process.

Since the proposed draft uses “innovators” as a term of wider applicability, it is anticipated that the regulatory intent

also covers “TechFins” (technology firms intending to deliver financial products on the basis of existing tech solutions).



The procedure is governed by the draft sandbox Regulations. An entity

intending to operate a sandbox shall be required to apply to the central

bank/BoU for approval to operate a sandbox within a regulatory

sandbox framework. It is proposed that the application shall be

accompanied by;

a) a certificate of incorporation;

b) a certificate of good conduct for each shareholder and

director of the applicant;

c) proof of payment of the application fees (proposed as

Uganda Shillings One Million Only);

d) a copy of a dispute resolution policy;

e) description of the innovative concept;

f) testing plan;

g) risk management framework; an

h) an exit plan from the sandbox.

From the list of requirements, it appears that only entities incorporated

as companies are proposed to be eligible for the sandbox system. It is

also anticipated that the coordinating office for applications and

reviews shall be the innovation office situated within the Central

Bank/BoU.

It is proposed that any applicant who wishes to operate a sandbox shall

seek regulatory clarification or advice from the innovation office at the

Central Bank prior to submission of the application.

Upon receipt of advice recommending the applicant to operate the

sandbox, the applicant shall then apply to the Central Bank to operate

the sandbox. However, the draft Framework in its current form does

not specify the aspects/criteria BoU will consider in vetting/advising

the intending applicants on how their proposed solutions will be

assessed in order to be advised to progress from the regulatory

clarification or advice-seeking process to advance to the application

process. It is hoped that BoU will clarify on how this discretion shall

be exercised in their final draft of the sandbox Framework.

The draft Framework contains a standard application form which must

be submitted electronically with supporting documents such as

certified incorporation documents of the participant, CVs of

shareholders and key management, testing and risk management plans

to BoU. All application materials will remain confidential, although

BoU may disclose data on the number and types of firms that have

applied to participate in the sandbox. A non-refundable fee of Uganda

Shillings Five Million (UGX. 5,000,000/-) is proposed. However, it is

not clear whether this shall be payable on application or acceptance

into the sandbox upon a successful preliminary review of the

innovation by the Central Bank.

The proposed application process



Proposed review criteria

The draft Framework proposes that the Central Bank must review

the application and inform the applicant of its potential suitability

for a sandbox within ten days from the date of the application. In

reviewing the application, BoU proposes to consider the following

criteria;

• Genuine innovation (differentiation factors, new use cases

and significant scale-up factors for new and/or existing

technologies in Uganda).

• Consumer benefit (identifiable and direct consumer benefits

such as reduced cost, pro-competitive gains, improved

quality of service, and consumer protection management and

mitigation plans).

• Product readiness in terms of testing with a plan detailing

execution milestones, key performance indicators, and clear

testing methodology and required controls/safeguards.

• An exit plan specifying a projected deployment and scale-up

plan, preventing/mitigating consumer harm in event of

unsuccessful trials/pilots, and resolving risks arising from

discontinuance in case of the innovation’s failure.

Once BoU determines that the proposed innovation meets the

above criteria, then it shall progress to the evaluation stage.

We propose that innovators should be given the opportunity to

have an interface (physical or online) with the BoU innovation

office to orally explain/highlight their proposed innovation

concept notes and answer any questions that BoU might have in

order to clarify the ideas on paper.

We further propose that further clarity is shared around minimum

viable product (MVP) requirements and any available support in

terms of collaboration on reviews with other regulatory agencies

so that the evaluation process is practical and takes into account

diversity in terms of skills and expertise on the evaluation panels.



Proposed evaluation

The evaluation stage is proposed to last thirty (30) days, and

during this process, BoU proposes to establish the customer

safeguards to be deployed by the applicant; establish the

reporting requirement to be complied with; and determine

whether or not to grant a letter of approval.

The customer safeguards are defined as a set of prohibitions,

limitations and conditions that the Central Bank shall require

applicants to put in place in order to provide adequate

customer protection throughout the testing process. It is

anticipated that these will differ depending on innovation type,

process, business model, target market, among other different

considerations. The general proposals on customer safeguards

include;

(a) a clear statement informing customers that they are

participating in the test;

(b) a clear statement indicating that the company and the

product is permitted by the sandbox framework;

(c) limitations on the number and type of consumers that will

participate in the test;

(d) limitations on the type and size/value/volume of

transactions;

(e) restrictions or prohibitions on holding or controlling

customers’money or financial assets;

(f) obtaining consumers’ prior written consent to their

participation in the test;

(g) including prominent statements in some or all

communications to consumers informing them of their

participation in the test;

(h) carrying out system penetration simulations and tests;

(i) adding or deletion of terms to the innovator’s proposed

terms and conditions;

(j) extra requirements relating to prevention of money

laundering and financing of terrorism;



(k) clarifying risks of the product in case of high risk

products;

(l) safeguarding customers against losses through

provision of extra capital, ring-fencing funds, guarantees,

insurance or any other mechanisms as shall be agreed

with the central bank to ensure redress to consumers should

the test result in consumers suffering a financial detriment;

(m) extra requirements relating to handling and protection

of consumer data;

(n) reporting requirements to be added to those proposed

by the innovator to ensure a robust risk identification and

management during the testing exercise; or

(o) requirements to have customer service to handle

complaints and suggestions by customers.

Upon a successful evaluation process, the Central Bank

shall issue a letter of approval that the applicant has been

accepted into the sandbox. The approval shall entail, among

others; the nature/characteristics of the proposed innovation;

the sandbox tools deployed; agreed consumer safeguards;

and an outline of the reporting requirements expected from

the successful sandbox participant.

We propose that the evaluation criteria be flexible enough to

allow core innovation stages such as proof of concept and

prototyping. More specific guidance in terms of

functionality, design, reliability and usability could be

provided in order to guide prospective innovators on the

intended regulatory sandbox outcomes.



Proposed testing stage

It is proposed that once the applicant has received the letter of approval, the applicant shall proceed with its testing plan as

detailed during the evaluation stage and in accordance with the terms contained in the letter of approval.

It is further proposed that sandbox participants shall complete testing their innovation in the sandbox environment within a

period of six (6) months from receipt of the letter of approval. This period may however be extended for a further

maximum period of six (6) months at the discretion of the Central Bank. This is specific to cases where participants may

encounter unexpected technical or non-technical difficulties beyond their control that may lead them to suspend the test

until the challenges are fully resolved.

We propose that BoU considers other aspects such as product complexity (multiple delivery channels and markets design)

and delays in product feedback from the partner institutions and/or Central Bank as trigger factors that may create adequate

justification for extension of time depending on peculiar facts and circumstances of each application for extension of time.

During the testing stage, the participant shall provide the Central Bank with the results of their monitoring activity as stated

in their letter of approval. BoU may also raise questions to the participant based on the progress made and results of the

testing exercise at any point during the testing. It is further proposed that the Central Bank shall publish a list of innovations

being tested on the sandbox on its website.



Positively, it is proposed that it be made possible for the letter of approval to be used by applicants in their interaction

with other financial services firms to certify that they have been permitted by the Central Bank or authorized to carry out

tests in the sandbox. However, the Central Bank may reserve the right to suspend the test and withdraw the letter of

approval should it become aware of a breach of the conditions and limitations contained in the letter of approval, or if it

becomes aware of consumer detriment. The draft Regulations also list other circumstances that could trigger revocation

or suspension of approval before end of the testing period. These include;

(a) failing to implement any required safeguards;

(b) submitting false, misleading or inaccurate information, or concealing or failing to disclose material facts in the

application;

(c) contravening any applicable law;

(d) undergoing liquidation proceedings;

(e) breaching data security and confidentiality requirements;

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

(g) failing 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 central bank.



The regulatory sanctions proposed above are without prejudice

to any other regulatory enforcement action such as prosecution

in case of fraudulent and/or illegal activities, fines and penalties.

However, any decision by the Central Bank to suspend or revoke

approval to participate in the sandbox shall be in writing, giving

reasons for terminating or revoking the approval. Prior to

making this decision, the Central Bank shall give the

applicant(s) an opportunity to be heard as required under

administrative law.

In terms of reporting, it is proposed that participants shall submit

interim reports to the Central Bank detailing key performance

indicators, key milestones and statistical information; issues

arising as observed from fraud or operational incident reports;

updated risk registers including possibility and treatment of any

emerging risk(s); details on any audits conducted (and where

applicable, submission of signed audit reports; customer

satisfaction report, including complaints if any; and detailed logs

of operational or technical incidents – (if any) and steps taken to

address the same.

At the end of the testing period, it is proposed that the

participant shall submit a final report to the Central Bank within

thirty (30) calendar days specifying among others; key

outcomes; key performance indicators against agreed measures

for the success or failure of the test and findings of the test; a

full account of all incident reports and resolution of customer

complaints;

and in the case of a failed or unsuccessful test, lessons learnt

from the test and how the company intends to wind down the

test.

The Chief Executive Officer (CEO) must confirm both the

interim and final reports of the company.

However, the draft Framework and Regulations are silent on

whether the unsuccessful participants can re-apply in future

upon resolution of the barriers that inhibited their innovations

from becoming successful participants in the sandbox. It is also

not clear whether multiple applications may be lodged by a

single applicant intending to innovate in different market

segments and/or products.



We propose that the above gaps be closed in order to

enhance regulatory clarity. For instance, Annex A of the

Monetary Authority of Singapore (MAS) Fintech Regulatory

Sandbox Guidelines, 2016 has an instructive catalogue of

examples of the legal and regulatory requirements that MAS

is prepared to consider relaxing for the duration of the

sandbox, as well as those which MAS strictly maintains.

Regulatory requirements that can be relaxed include

solvency and capital adequacy, license fees, management

experience, and board composition. A similar catalogue in

the Ugandan draft Framework would help to create

regulatory uncertainty for intending participants as they

think through their proposed innovations and the application

process for the sandbox.

Proposed exit stage

It is suggested that upon expiry of the testing period, the

Central Bank may –

(a) grant the applicant a license to operate in Uganda

subject to compliance with existing legal and regulatory

requirements;

(b) adopt new regulations, guidelines or notices based on

insights gained from the sandbox test; or

(c) prohibit the applicant from deploying the innovation in

Uganda under prevailing legal and regulatory

requirements.



Recommendations and Conclusion

We note that the proposed general principles are a slight tweak from other

regulatory sandboxes such as the UK Financial Conduct Authority (FCA)

regulatory sandbox, the Monetary Authority of Singapore (MAS) FinTech

Regulatory Sandbox, and other sandbox innovation efforts in African

jurisdictions such as South Africa, Kenya and Nigeria.

The regulatory efforts are commendable and we would recommend the

following interventions to further strengthen both the Sandbox Regulations

and the Framework;

• A converged financial sector services sandbox covering not just

banking, but the entire spectrum- such as capital markets, digital

pensions, insurance, money lending, alternative credit scoring, e-KYC,

remittances, et cetera in order to eliminate regulatory silos and barriers

for new market entrants and innovators. A good case study to explore

would be South Africa, where the Intergovernmental Fintech Working

Group (IFWG) has a multi-disciplinary team of members from

members including the Financial Intelligence Centre, Financial Sector

Conduct Authority, National Credit Regulator, National Treasury,

South African Revenue Service and the South African Reserve Bank.

• The sandbox should be augmented by similar innovation in terms of

regulatory technology (Regtech) tools and platforms in order to

facilitate live demos, hackathons, inbuilt integration and compliance

protocols, platforming, crowd sourcing etcetera to enable quick and

flexible product reviews, consumer feedback and peer to peer

expertise sharing. Such “tech sprints” usually identify pain points

shared by regulators and industry and enlist technical help of

innovation problem solvers in a safe test environment using dummy

data.

• Development of further manuals and toolkits around key process and

product features such priority areas for innovation, current market gaps

and trends through analysis of regulatory and supervisory reports,

validated customer/industry needs, market development guides and

briefs in order to add value to the sandbox service catalogue by the

Central Bank would also aid in creating value driven and market

focused innovations that will not only add value to the sector but also

receive uptake, attract funding and attain product success.

• There is also need to consider a cross-border/regional Fintech

regulatory sandbox framework to facilitate regional innovation and

integration efforts. It is vital for regulatory cooperation and market

expansion to enable applicants to build, test and deploy successful

products for scale across several target markets and geographies in

order to create sustainable value and growth.
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