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General comments: 

CFA Society Singapore (CFAS) is pleased to participate in the Monetary Authority of 

Singapore's (MAS) Consultation Paper on the Proposed Regulatory Regime for Managers 

of Venture Capital Funds. Please note that all comments below are made in the personal 

capacity of contributing CFAS members cited above and do not necessarily represent the 

views of the organisations where we are employed. We welcome any questions MAS 

may have on our response and appreciate the time MAS is taking to consider our views. 

 

Question 1. MAS seeks comments on the introduction of a simplified authorisation 

and regulatory regime for VC managers.  

CFAS supports simplifying the authorisation and regulatory regime for venture capital 

fund managers (VC managers). This will make it easier for VC managers – which tend to 

be smaller than private equity fund managers (PE managers) – to set up and be based in 

Singapore. Such an approach will encourage greater vibrancy in Singapore’s VC fund 

management industry and improve access to funds for local start-ups. Yet the simplified 

process proposed in the Consultation also has safeguards to ensure that the quality of 

Singapore as a regulatory jurisdiction (for VC managers) remains high – this is important 

and we hope the MAS continues to maintain such standards.  

We feel that the proposed approach is sensible, appropriate and reflective of the nature 

of VC investing and VC managers. It is also broadly consistent with developments in 

other markets such as the UK and the EU, where the respective regulators, too, have 

recognised the need to cater to the specific nature of the VC fund industry, separate 

from general rules governing the broader funds sector. Some markets such as Hong 

Kong take an even more relaxed approach in some aspects, exempting VC and PE 

managers from licensing if they confine themselves to investments in private companies. 

We note that the European Commission (EC) in particular is focusing reforms on the 

marketing of VC funds, reducing costs and simplifying the registration processes of such 

funds, as part of its overall efforts to stimulate VC investments into the EU. It proposed 

in July 2016 a series of changes including revising certain thresholds, expanding eligible 

investment assets and creating a fund of funds framework to enable more pooling, all 
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aimed at “[boosting] investment into venture capital and social projects and [making] it 

easier for investors to invest in small and medium-sized innovative companies.” 1  

We believe the MAS has certain similar objectives (in terms of boosting the VC fund 

industry) and the changes proposed in this Consultation are in keeping with what the 

Singapore government is trying to do to boost the start-up ecosystem. 

 

Question 2. MAS seeks views and suggestions on the proposed criteria to differentiate 

VC managers from other types of fund managers.  

Overall, CFAS believes the rationale adopted for differentiating VC managers from other 

fund managers is reflective of the nature of the VC asset class. 

We agree wholly with sub-clauses 3.4 (ii) and (iii), i.e. VC managers must invest only in 

funds that are closed-end and be offered only to end investors who are accredited 

investors (AI) or institutional investors (II). 

However, we have concerns around sub-clause 3.4 (i). We note this particular sub-clause 

has three segments: (a) that the business venture into which the VC invests is unlisted at 

the time of initial investment; (b) that the investment is “direct”; and (c) that the 

business venture has been established or incorporated for no more than five years at 

the time of investment.  

For segment (a), since VC funds almost always invest in unlisted entities, this should not 

cause any difficulties. We have no issue with this requirement. 

For segment (b), the definition of “directly invested” is provided in the footnotes as “The 

underlying investment must be directly acquired from the corporation, as opposed to 

being acquired from the secondary market”. The term “secondary market” is not 

defined, so the extent of this restriction is not entirely clear – we hope MAS can offer 

more clarity.  

We believe VC funds should not be restricted from purchasing shares from current 

shareholders, who could be the founders or investors in earlier rounds. It is common for 

founders and early round investors to partially or fully exit to other VC funds. This is an 

important exit route for investors. The underlying intent of this restriction is not clear 

                                                           

 

1
 See announcement issued by EC: http://europa.eu/rapid/press-release_IP-16-2481_en.htm 

 

http://europa.eu/rapid/press-release_IP-16-2481_en.htm
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from the consultation paper. It is likely that such restrictions, if limited partners require, 

can be better fleshed out in the limited partnership agreement (LPA) rather than be 

imposed as a regulation. We believe such a restriction is not common in current LPAs for 

VC funds.  Imposing such a regulation could be a significant deterrent to VC managers. 

For segment (c), there could be a number of unintended consequences which we have 

highlighted below, and which we hope the MAS can consider more closely:   

 This restriction may force VC managers to invest in riskier companies. While it is 

typically the case that VC managers invest in young companies, this is not 

necessarily always so. There are companies which have been incorporated for 

many years, but are still in an early stage of growth, as they have spent time 

growing prudently and progressively. Such companies may have bootstrapped to 

a certain stage before seeking VC funding, and would therefore pose lower 

investment risks to VC managers. 

 For such companies which have been incorporated for more than five years, they 

would be denied access to VC managers regulated under the proposed regime. 

Companies that have accepted funds from certain VC managers in earlier rounds 

then become captive to these earlier investors. Their bargaining power is 

diminished and they may have to accept unfavourable terms from the early 

investors. If the early investors cannot provide follow-on investment, these 

companies may be starved of new rounds of funding.  

 This restriction could encourage unintended effects such as regulatory 

circumvention by corporate structuring. For example, if VC funds wanted to 

invest in businesses that have been incorporated for more than five years, the 

business could establish a new entity and novate all contracts and asset 

ownership to the new entity, and the VC would invest in the “new” entity. There 

could be other creative ways to circumvent regulations, including establishing 

subsidiaries and creating contracts between related parties.  

 The underlying regulatory reason for this restriction is not obvious, besides the 

need to differentiate VC managers from other types of fund managers. Such 

distinction is already provided by the requirements to invest only in unlisted 

business ventures, being closed-end and managing less than S$250 million. 

Rather than impose a blanket restriction here, we note the potential for self-

regulation. For instance, VC managers regulated under a regime known as the 

“VC Manager Regime” would need to declare this to potential investors. These 

investors would then expect the VC managers to include required restrictions 

into the LPA to invest only in early stage companies. Allowing market-forces to 

determine the precise definition of a VC would be a more effective regulatory 
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approach, as there is no common market standard definition and the definition is 

constantly in flux. 

 

Question 3. MAS seeks views on whether restrictions should be placed on the use of 

leverage in VC funds and if so, the extent to which leverage should be allowed. 

We agree that the use of leverage in VC funds should not be restricted, as bridging loans 

are a feature of VC fund management to bridge between capital calls, the arrival of cash 

and the deployment timeframes. 

 

Question 4. MAS seeks views on the requirements under the proposed VC 

Manager Regime. 

LPAs of funds invariably have restrictions on leverage and a number of other stipulations 

mentioned in sub-clause 3.10(ii). The proposal to relax this area reflects practices in 

developed markets such as the US and UK.  

We do, however, note the importance of retaining safeguards to protect the overall 

integrity and quality of the VC industry and regulatory regime. We support the proposal 

to apply ongoing regulatory requirements outlined in sub-clause 3.11.  

 

Question 5. MAS seeks comments on the proposed implantation approach for existing 

licensed fund managers or RFMCs that manage VC funds and meet the 

proposed criteria. 

We have no significant comments for this question. 

 

 

Question 6. MAS seeks views on the proposed legislative amendments at 

Annexes C to F. 

 

We have no significant comments for this question. 


