
On May 15, 2020, the Brazilian Securities and Exchange Commission (Comissão de Valores
Mobiliários – “CVM”) enacted CVM Rule No. 626 (“CVM Rule No. 626/20”), establishing the terms
that will regulate the Brazilian regulatory sandbox (“CVM Regulatory Sandbox”).

The sandbox is a widely known regulatory approach to innovation that provides an experimental
space created by regulators, which allows firms to test their financial innovations under a
framework based on regulatory exemptions and temporary authorizations.

Therefore, by enacting CVM Rule No. 626/20, CVM sets forth the principles and regulation
applicable to the formation and functioning of the Brazilian sandbox. In this way, the establishment
of the CVM Regulatory Sandbox’s rules may place Brazil as a welcoming environment for financial
innovation.

The main aspects provided by CVM Rule No. 626/20 are summarized below:

I. General Functioning of the CVM Regulatory Sandbox

Pursuant to CVM Rule No. 626/20, the general functioning of the CVM Regulatory Sandbox will
be based on an admission procedure undertaken by CVM to select the participants and projects
that will participate in the sandbox.

Under this regime, CVM will firstly publish a notice to the market containing the main terms and
conditions of the admission procedure. For example, this notice will provide the time schedule of
the procedure, the number of participants and the eligibility criteria that must be observed by the
applicants.

From this moment, firms shall submit their proposed experiments to CVM, that will select the
participants of the sandbox, especially considering the requirements set forth in CVM Rule No.
626/20. Subsequently, tests will be conducted under supervision by the Sandbox Committee, a
group of selected CVM’s officials that will lead the supervisory activities undertaken in this
environment.

II. Eligibility Criteria

Rule No. 626/20 establishes the following minimum eligibility criteria that firms must observe
when submitting their proposals to CVM:
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i. Innovative business model: the proposed activity shall be regulated by CVM and be
considered an “innovative business model”.

According to CVM Rule No. 626/20, an activity shall be recognized as an “innovative business
model” if it, cumulatively or not: (1) uses innovative technology; or (2) develops a new product or
service in the capital markets or provides innovations to existent products or services.
Furthermore, an “innovative business model” must also increase efficiency, reduce costs, or
promote greater access by the public to the capital markets.

ii. Technical and financial capacity: the participant must demonstrate that has sufficient
technical capacity, as well as enough resources to enable the test in the sandbox.

iii. Requirements to shareholders and officers: shareholders and officers of the firms shall not
be prohibited to conduct activities in financial institutions or other entities and to manage
their assets due to judicial or administrative decision. In addition, they shall not have been
convicted of specific crimes set forth in CVM Rule No. 626/20.

iv. General prohibitions: the participant shall not be prohibited to enter into agreements with
financial institutions or to participate in public bids conducted by the government.

v. Safeguards against cyberattacks and money laundering: the participant must also
demonstrate that hold mechanisms (1) to provide safeguards against cyberattacks, (2) to
produce and record information; and (3) to avoid money laundering and terrorist financing
practices.

vi. Prior validation: the proposed test must have been previously validated through practical
models (Proof of Concept) or through prototypes. This is to say that the experiment shall
not be purely theoretical or underdeveloped.

III. Participation of Foreign Firms

CVM Rule No. 626/20 expressly authorizes the participation of foreign firms in the CVM
Regulatory Sandbox, observed the exact same eligibility criteria required from Brazilian
participants.

The first draft of the rule submitted by CVM required the establishment of a formal cooperation
between CVM and the regulator of the foreign firm’s jurisdiction in order to allow its participation
in the Brazilian Regulatory Sandbox.

Stocche Forbes Advogados suggested the exclusion of such provision, since it would certainly
restrict the participation of foreign firms in the Brazilian sandbox. In the referred proposal, we
indicated several international experiences and highlighted that such amendment would facilitate
the access of more consolidated innovative business models to Brazil.

CVM agreed with this argument and emphasized that delaying the adoption of certain technology
or innovation only because the proponent is a foreign firm could not be considered a reasonable
measure.

CVM Rule No. 626/20 will enter into force on June 1st, 2020.



03

For further information, please feel free to contact us:

Bernardo Kruel – E-mail: blima@stoccheforbes.com.br

Julia Franco – E-mail: jfranco@stoccheforbes.com.br
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