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Overview of the Arizona 
regulatory sandbox
The Arizona regulatory sandbox will 
allow start-up and established FinTech 
companies to launch innovative products 
and services on a limited scale for 
a period of up to two years1. Once 
approved, participants will be able to test 
their products and services by transacting 
with real consumers and without being 
subject to certain regulatory obligations 
that would ordinarily apply.

The Civil Division of the Office of the 
Attorney General (‘AG’) will administer 
Arizona’s regulatory sandbox. Its 
responsibilities will include overseeing 
the application process, establishing 
reporting requirements for participants, 
monitoring participants’ activities, 

and preparing annual reports on 
the status of the programme.

While the application process has not 
been fully developed, H.B. 2434 sets 
forth criteria that the AG is likely to 
consider in assessing applicants. These 
include: how the innovation would benefit 
consumers; how the innovation would 
be regulated outside the regulatory 
sandbox; how the innovation is different 
from other products or services available 
in Arizona; risks that consumers may 
face; and the proposed testing plan2. 

After the AG deems an application 
complete, the AG will have 90 days 
to notify applicants of its acceptance 
or rejection. Participants in Arizona’s 
regulatory sandbox must adhere to 

certain transaction limitations. The 
table provides a summary of key 
transaction limitations for participants.

Arizona regulatory sandbox 
transaction limits3
• With limited exceptions, no more 

than 10,000 consumers may 
transact through or enter into an 
agreement to use the innovative 
financial product or service4.

• Participants who issue consumer 
loans may not issue a loan in excess 
of $15,000, and the aggregate 
amount of loans issued to a single 
consumer may not exceed $50,0005.

• Participants who offer money 
transmission services may not 
transmit funds in excess of $2,500 in 
a single transaction for a consumer, 
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and the aggregate amount of funds 
transmitted for a single consumer 
may not exceed $25,0006.

Practical considerations
While Arizona’s regulatory sandbox is 
the first of its kind in the US, a number 
of European and Asian jurisdictions 
have relied on sandboxes as incubators 
for financial innovation for the past 
several years. Regulatory sandboxes 
in Hong Kong, Singapore and the UK 
have been front runners in efforts to 
facilitate innovation in an efficient, but 
responsible manner. Active engagement 
by financial regulators is a key feature 
of sandboxes in these jurisdictions. For 
example, in the UK, sandbox participants 
are assigned case officers from the 
Financial Conduct Authority (‘FCA’), which 
supports the design and implementation 
of the testing programme7. Direct 
access to FCA staff helps to ensure 
that the necessary controls are built 
into products and services during the 
testing phase. Similarly, the Monetary 
Authority of Singapore is intimately 
involved in the application, evaluation 
and experimentation activities of sandbox 
participants in that country, constantly 
providing feedback to participants.

By contrast, Arizona’s financial regulators 
will neither administer nor oversee 
its regulatory sandbox. Rather, these 
functions will reside with the AG: 
the entity that serves as chief legal 
advisor to the State Government and 
the principal enforcer of state law. 
Employees of the AG, necessarily, are 
subject-matter generalists; and while 
they may have familiarity with financial 
products and services by virtue of 
their broad-based work, they are not 

(yet) specialists in matters pertaining to 
financial services, much less FinTech. 
The AG ‘must consult with an applicable 
agency before admitting a company 
into the regulatory sandbox’ but the 
nature and scope of such consultation 
remains unclear, and the AG retains 
the sole authority to make final 
determinations on who may participate8.

One of the initial challenges that 
prospective participants will face is an 
assessment of whether their product 
or service is actually ‘innovative.’ H.B. 
2434 defines ‘innovation’ as: ‘the use 
or incorporation of new or emerging 
technology or the reimagination 
of uses for existing technology 
to address a problem, provide a 
benefit or otherwise offer a product, 
service, business model or delivery 
mechanism that is not known by the 
attorney general to have a comparable 
widespread offering in this state9.’

This definition of ‘innovation’ affords the 
AG significant discretion to determine 
whether a product or service should 
be considered for inclusion in the 
regulatory sandbox. Would an exchange 
platform for blockchain-based assets 
be considered innovative, since similar 
platforms already exist? Would a mobile 
payment service satisfy the acceptance 
criteria, since other mobile payment 
services are widely offered in Arizona? 
It is too early to predict the answers 
to these questions, but guidance 
from the AG on how to assess what is 
innovative would provide much-needed 
clarity to prospective participants.

The Arizona sandbox will provide 
participants with only partial relief from 

certain regulatory burdens. Participants 
will still be subject to federal laws, 
including the enumerated consumer laws 
(as defined in the Consumer Financial 
Protection Act of 2010), as well as the 
Arizona Consumer Fraud Act (A.R.S 
§44-1521 et seq.) and other consumer 
protection and reporting obligations. 
Furthermore, the AG may determine, 
on a case-by-case basis, that certain 
other state laws should apply. To date, 
the AG has yet to identify such laws.

Another significant issue is the degree 
to which regulators will provide product-
level feedback to sandbox participants, 
which has been seen as one of the 
most valuable features of regulatory 
sandboxes outside the US. In view of the 
murkiness around the role that Arizona’s 
financial regulators will play in the 
operation of the regulatory sandbox, it is 
unclear whether participants will have an 
efficient, substantive feedback loop that 
will facilitate enhancements of products 
and services during the testing phase.

Notably, however, Arizona has been 
generous in setting the amount of 
time for which a company may exist 
within the sandbox, allowing more time 
for such regulatory feedback to be 
provided. In sandboxes outside the US, 
the participation period ranges from 
six months to 12 months. However, in 
Arizona, the participation period is two 
years, with the possibility of an extension. 

The two-year period should afford 
participants more time to test their 
products refine their business models, 
and - for those who so choose - seek 
input from regulators. This extended 
participation period also may allow 
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Arizona has been generous in setting the amount of time 
for which a company may exist within the sandbox, allowing 
more time for such regulatory feedback to be provided.
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businesses to continue operating in 
Arizona while they submit applications 
for licences in other states.

The state-specific nature of the 
Arizona sandbox is also notable 
when comparing the Arizona model 
to regulatory sandboxes overseas. 
Specifically, unlike sandboxes outside 
the US, Arizona’s programme is 
administered at state rather than 
national level; accordingly, participants 
in Arizona’s regulatory sandbox must 
have a presence in the State10 and 
customers who use the products or 
services being tested must be Arizona 
residents11. This requirement may present 
a barrier for non-Arizona start-ups.

H.B. 2434 does allow the AG to enter into 
reciprocity agreements with other state, 
federal or foreign regulators to allow 
sandbox participants to operate in other 
jurisdictions and allow entities authorised 
to operate in other jurisdictions to be 
recognised as sandbox participants 
in Arizona12. The reciprocity provision 
may become increasingly important 
as states such as Illinois and New 
York consider their own sandboxes.

While Arizona’s regulatory sandbox is 
certainly a step in the right direction, 
without the involvement of federal 
regulators the regulatory burdens 
imposed at the national level, and also 
by other states, are likely to continue 
to impede FinTech companies’ ability 
to test and bring new products and 
services to market in an efficient manner. 
However, a federal solution may be 
on its way. The Consumer Financial 
Protection Bureau recently appointed 
Paul Watkins, a key architect of Arizona’s 

regulatory sandbox, to lead its Office 
of Innovation13. While few details have 
been provided, the agency has indicated 
that it is exploring the creation of its own 
regulatory sandbox - a step that may 
be taken in conjunction with the federal 
Commodity Futures Trading Commission. 
The establishment of a robust federal 
regulatory sandbox for FinTechs would 
eliminate certain practical barriers 
to entry that are presented by state-
level sandboxes, provide a nationwide 
playing field, and potentially provide a 
more robust feedback loop driven by 
two of the nation’s primary regulators 
of financial products and services, but 
non-bank innovators are still likely to 
face substantial barriers in obtaining 
the necessary licences to operate.

Looking ahead
As FinTech companies, especially 
those outside the US, take steps to 
offer new products and services in US 
markets, it is important that they not 
be lulled into a false sense of security 
based on the belief that participating 
in a regulatory sandbox will provide 
a comprehensive safeguard against 
risks associated with offering their 
products or services in the US.

We do not yet have a federal solution 
that would provide feedback that can be 
extrapolated to the entire nation, rather 
than what may be deemed acceptable to 
a single state. There is uncertainty about 
whether US regulatory sandboxes, and 
especially the new sandbox in Arizona, 
will have an effective feedback loop - 
magnifying the importance of assessing 
the sufficiency of controls to mitigate 
the risks associated with particular 
business models, products and services.

Notwithstanding the desire to promote 
innovation, both the Federal Government 
of the US and state governments have 
undertaken public enforcement actions 
against FinTechs where innovation was 
alleged, by the Government, to get 
ahead of compliance with governing 
law. In addition, zealous private plaintiffs 
may seek to challenge practices by 
lawsuit - a threat that participation in a 
sandbox cannot completely circumvent.

With these considerations in mind, 
and in view of the complex legal 
landscape governing financial products 
and services in the US, FinTech 
companies should meaningfully 
engage with US counsel prior to 
entering the US market, in order to:

• assess planned business 
activities so as to determine the 
necessary licences or charters;

• identify applicable federal and 
state compliance obligations;

• identify potential risks inherent in 
the product or service and develop 
the necessary internal controls;

• ensure that the company has 
established the necessary compliance 
management framework; and

• craft a strategy to ensure that, while 
participating in a sandbox, appropriate 
feedback is solicited from federal and 
state regulators so that the product 
or service can be refined while in the 
safer space provided by the sandbox.

Launching new financial products and 
services in US markets is a challenging 
endeavour. Arizona’s regulatory sandbox 
eases some of those challenges, but 
its use must be navigated carefully.

1.  Participants may request an extension of the regulatory sandbox testing period for the purpose of 
pursuing a licence or other authorisation as required by Arizona law: AZ H.B. 2434 § 41-5608.

2.  See generally AZ H.B. 2434 § 41-5603.
3.  In addition to the limitations described in this list, H.B. 2434 places limitations 

on companies testing products as sales finance companies and as investment 
managers, See AZ H.B. 2434 § 41-5605 for those restrictions.

4.  AZ H.B. 2434 § 41-5605(B)(2). With prior approval from the AG, participants who demonstrate 
adequate financial capitalisation, risk management processes and management oversight may 
be permitted to transact with up to 17,500 consumers. See AZ H.B. 2434 § 41-5605(C)(1).

5.  AZ H.B. 2434 § 41-5605(B)(3).
6.  AZ H.B. 2434 § 41-5605(B)(4). With prior approval from the AG, participants who demonstrate 

adequate financial capitalisation, risk management processes and management oversight may 
be permitted to transmit up to $15,000 in a single transaction, and the aggregate amount of funds 
transmitted for a single consumer may not exceed $50,000. See AZ H.B. 2434 § 41-5605(C)(2).

7.  Financial Conduct Authority, Regulatory Sandbox Lessons Learned Report (October 2017), pg. 4.
8.  AZ H.B. 2434 § 41-5604.
9.  AZ H.B. 2434 § 41-5601(4).
10.  Applicants must provide that  they are ‘subject to the jurisdiction of the attorney general through 

incorporation, residency, presence agreement, or otherwise’: AZ H.B. 2434 § 41-5603(C)(1).
11.  AZ H.B. 2434 § 41-5605(B)(1).12. AZ H.B. 2434 § 41-5611(F).
13.  The Office of Innovation is responsible for promoting consumer-friendly 

innovation in the financial sector. The initiates that were part of the Bureau’s 
‘Project Catalyst’ have been transitioned to the Office of Innovation.
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