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Why are we issuing this paper?

1.

The Dubai International Financial Centre Authority (“DIFCA”) proposes to enact new Venture
Studio Regulations (the “Proposed Regulations”) to establish the first global legal
framework for the regulation of Venture Studios. The Proposed Regulations seek to enable,
enhance and promote Venture Studios from within the DIFC. This Consultation Paper No. 1

of 2023 (“Consultation Paper”) seeks public comments on the Proposed Regulations.

Who should read this paper?

2.

This Consultation Paper would be of interest to persons conducting or proposing to conduct
business in the DIFC. In particular:

a. venture studios, co-founder and catalyst studios;
b.  venture capital firms and other investors;

C. entrepreneurs and business founders;

d. Corporate Service Providers; and

e. legal advisors to any of the above.

How to provide comments

3.

All comments should be provided to the person specified below:

Jacques Visser

Chief Legal Officer

DIFC Authority

Level 14, The Gate, P. O. Box 74777
Dubai, United Arab Emirates

or e-mailed to: consultation@difc.ae

You may choose to identify the organisation you represent in your comments.

DIFCA reserves the right to publish, on its website or elsewhere, any comments you provide,

unless you expressly request otherwise at the time the comments are made.


mailto:consultation@difc.ae
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What happens next?

The deadline for providing comments on the proposals in this Consultation Paper is 19 March
2023.

Once we receive your comments, we will consider if any further refinements are required to
the Proposed Regulations. Once DIFCA considers the Proposed Regulations to be in a
suitable form, they will be enacted as new DIFC Regulations to come in to force on a date
specified and published.

The Proposed Regulations are in draft form only. You should not act on them until they are
formally enacted. We will issue a notice on our website when this happens.

Defined terms

Defined terms are identified throughout this paper by the capitalisation of the initial letter of
a word or of each word in a phrase, or are defined in the Proposed Regulations. Unless the
context otherwise requires, where capitalisation of the initial letter is not used, the expression

has its natural meaning.

Background

In April 2022, the DIFCA announced the launch of the first global “Venture Studio Launchpad”
to assist with the growth of the DIFC’s financial ecosystem (the link to press release can be
accessed here: Link). In particular, the DIFCA aims to be a growth partner and business
enabler to venture studios, allowing them to set up and scale from the DIFC. In doing so, the

DIFCA also further supports the growth of start-up businesses in and from the Centre.

The Proposed Regulations, therefore, provide the legal and regulatory framework under which
venture studios, and similar arrangements, and any “spin-off’ entities formed by venture

studios, can establish and operate in the DIFC.

By way of high-level overview, the venture studio model under the Proposed Regulations
enables venture studios to establish a company in the DIFC that acts as both a holding and
operating vehicle (a “Venture Studio”), licensed to incubate new business ideas (each a
“Venture”) and, if they reach a minimum viable product (“MVP”) stage, to convert the Ventures

to newly incorporated Venture Studio entities (each a “Venture Studio Company”).


https://www.difc.ae/newsroom/news/difc-launches-first-global-venture-studio-launchpad-grow-ubiquitous-finance-ecosystem-dubai/
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13. The Proposed Regulations are issued pursuant to Article 132 (Incorporation of prescribed
types of company) of the DIFC Companies Law, No. 5 of 2018 (“Companies Law”), which
provides for the incorporation of, or conversion of existing companies into, prescribed types
of companies. Regulations have thus far been issued pursuant to Article 132 of the
Companies Law in respect of three types of company:

(@) Protected Cell Companies;

(b) Investment Companies; and

(© Prescribed Companies (a form of special purpose company that may be established
in the DIFC by Qualifying Applicants or for a Qualifying Purpose).

14. Venture Studios and Venture Studio Companies will also be deemed to be a prescribed type
of company under Article 132 of the Companies Law, i.e. regulated under the Proposed
Regulations in respect of certain obligations, benefits, exemptions or fee concessions but

otherwise subject to the provisions of Companies Law.

Key features of the Proposed Regulations

15. The key aspects of the proposal include the:

@ qualifying requirements for applicants wishing to establish a Venture Studio;
(b) permitted activities of a Venture Studio;

(© legal status of Ventures;

(d) sponsorship of Entrepreneurs by Venture Studios;

(e) conversion of successful Ventures into Venture Studio Companies, or otherwise their
termination;

() ongoing obligations of a Venture Studio in respect of Venture Studio Companies;
(9) requirements applicable for an entity to maintain its Venture Studio Company status;

(h) registered office requirements of Venture Studios and Venture Studio Companies;

() reporting and disclosure requirements of Venture Studios and Venture Studio
Companies;
a) revocation of status of a Venture Studio or Venture Studio Company licence; and

(k) other miscellaneous features.

Qualifying requirements for a Venture Studio

16. In order to establish a Venture Studio, an applicant must satisfy the Registrar that the Venture

Studio will be Controlled by a Qualifying Applicant.
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17.

18.

A Qualifying Applicant is defined as:

“any person(s) that can satisfy the Registrar that it has sufficient experience and resources to
conduct venture building as a business.”

The reason for implementing a Qualifying Applicant requirement is owing to the level of
experience required by a Venture Studio to effectively carry out the legal, governance and
compliance functions on behalf of itself, the Ventures that it sponsors (see Regulation 3.3 of
the Proposed Regulations and paragraph 23 below for further details) and the Venture Studio
Companies that it incorporates (see Regulation 3.5.2(b) of the Proposed Regulations and
paragraph 30 below for further details). It is also the DIFCA’s view that these activities require

sufficient resources.

Q1.

Q2.

What are your views on the criteria for being deemed a Qualifying Applicant? What

level of resources do you consider appropriate for the Venture Studio activity?

Do you think any other criteria is necessary or desirable?

Permitted activities of a Venture Studio

19.

20.

As indicated at paragraph 12 above, a Venture Studio is intended to act as both: (i) an
operating vehicle to incubate and develop business ideas in the form of Ventures; and (ii) a
holding vehicle for holding shares or other interests in successful Ventures that it has
converted into Venture Studio Companies. This is reflected at Regulation 3.2.1. of the
Proposed Regulations.

Additionally, unless permitted otherwise by the Registrar, a Venture Studio is only permitted
to sponsor twenty (20) Ventures and have responsibility for ten (10) Venture Studio
Companies at any one time (see further comments at paragraph 30 below in respect of a
Venture Studio’s responsibilities in respect of a Venture Studio Company). The reason for this
is to ensure that a Venture Studio can maintain, and provide adequate, legal, compliance and
governance support to the relevant Ventures and Venture Studio Companies. Further, from a
practical perspective, we understand that, on an annual basis, Venture Studios typically do
not incubate more than twenty different business ideas, nor convert more than ten such

business ideas into corporate entities.

Q3.

Do you agree with the limit on the number of Ventures and Venture Studio Companies
that a Venture Studio can sponsor and incorporate at any one time? If not, please

provide a detailed explanation for your views.
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Legal status of Ventures

21. Regulation 3.3 of the Proposed Regulations provides that a Venture must be sponsored by
a Venture Studio through the filing of an application and Venture Sponsorship Agreement
with the Registrar. The Venture Studio may then apply for a commercial permission in respect
of the Venture and sponsor Entrepreneurs for UAE residency purposes to develop the

Venture (see from paragraph 24 below for further comments with regard to visa sponsorship).

22. A Venture is a business or business idea that is being developed to see if it can reach MVP
stage, but that may also be unsuccessful and terminated. It is therefore considered
undesirable for Ventures to go through an establishment, and potential wind-up process,
during this early stage of business inception. Consequently, a Venture is not established as
an incorporated entity but instead is sponsored pursuant to a commercial permission issued
to the Venture Studio for the development of the Venture’s business idea. The life cycle of a
Venture is anticipated to be relatively short, with the assessment of a Venture’s feasibility
(and therefore whether it will be converted into a Venture Studio Company) typically taking
place within six to 12 months. Accordingly, under Regulation 3.4, a commercial permission

is issued for one year only, extendable for one further year at the Registrar’s sole discretion.

23. Additionally, pursuant to Regulation 3.3.3, the Venture is nhot deemed to have separate legal
personality from the sponsoring Venture Studio, and during the term of sponsorship the
Venture Studio is responsible for:

a. ensuring the Venture adheres to the requirements of Applicable Laws or a

commercial permission; and

b. performing the terms and conditions of any Capital Raising for the Venture and any

other contracts or arrangements that the Venture may enter into with third parties.

Q4. Do you agree that a commercial permission should only be issued for one (1) year in

respect of a Venture? If not, please provide detailed reasons.

Q5. Do you foresee any issues with the unincorporated nature of the Venture and the
proposed legal and regulatory responsibility of the Venture Studio? If so, please

provide detailed responses.
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Sponsorship of Entrepreneurs and Ventures by a Venture Studio

24,

25.

26.

27.

In terms of staffing and visa requirements, the expectation is that Venture Studios will have
their own permanent employees engaged in the running of the Venture Studio and who, to
varying degrees, may also be involved with the development of Ventures. Such employees
will be subject to the usual employment requirements under the DIFC Employment Law.

Additionally, Venture Studios will need to be able to obtain residency visas for Entrepreneurs
engaged in developing the Ventures. Whilst Entrepreneurs may be hired as employees of
the Venture Studio (falling within the scope of the DIFC Employment Law), the DIFCA
recognises the practical need for Venture Studios to hire Entrepreneurs on a short time basis
and solely for the purpose of developing a particular Venture. Therefore, Entrepreneurs may
be:

(a) sponsored for UAE residency purposes by the Venture Studio pursuant to a
Venture Sponsorship Agreement that must be filed with the Registrar (see

Regulation 3.3.1 of the Proposed Regulations); and

(b) hired as consultants or contractors for services (falling outside of the scope of the
DIFC Employment Law) by the Venture Studio (see Regulation 3.3.6 of the

Proposed Regulations).

Venture Studios are also restricted from hiring more than five (5) Entrepreneurs per Venture
(see Regulation 3.3.2(b)).

To the extent a Venture is successful and converted to a Venture Studio Company, the visas
may be transferred to the Venture Studio Company, whereupon the Entrepreneurs must
become sponsored by that entity. If this is on a permanent basis, then the Entrepreneurs
should be hired as Employees falling within the scope of the DIFC Employment Law.
Alternatively, if the Venture is not successful, then the relevant Entrepreneurs’ visas must be
cancelled. Pursuant to Regulation 3.4.4 of the Proposed Regulations, the Venture Studio
must also notify the Registrar of the expiration or termination of the Venture Sponsorship

Agreement, as applicable.

Q6.

Q7.

Do you foresee any circumstances where a Venture would require more than five (5)
Entrepreneurs working with it towards MVP stage? If so, what do you consider an

appropriate maximum number of Entrepreneurs per Venture and why?

Do you consider that any other arrangements for sponsoring Entrepreneurs are

required?
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Conversion of successful Ventures into Venture Studio Companies, or otherwise their termination

28.

29.

Where a Venture has been successfully developed to the point where the product or service
is ready for market, the Venture Studio may “convert” or incorporate the Venture into a
Venture Studio Company (see Regulation 3.5.1 of the Proposed Regulations). Whilst
subsequent share transfers may take place to enable investment into the Venture Studio
Company and/or reflect any agreement regarding share ownership with an
Entrepreneur/founder, DIFCA is aware that Venture Studios wish to convert successful
Ventures into Venture Studio Companies as quickly as possible. Therefore, to streamline
incorporation and compliance requirements, establishment by the Venture Studio is deemed
the most efficient way of achieving this objective.

Regulation 3.4 provides that in the event that the Venture is unsuccessful, the Venture Studio
must terminate both the Venture Sponsorship Agreement (and notify the Registrar of this) and
the residency visa of each Entrepreneur identified in the agreement. The Venture Studio must

then cease to work with and develop the Venture any further.

Qs.

Do you agree that Venture Studios should act as the sole applicant (and initially the
sole shareholder) of Venture Studio Companies? If not, please provide a detailed

explanation.

Ongoing obligations of a Venture Studio in respect of Venture Studio Companies

30.

Owing to the start-up nature of Venture Studio Companies, Venture Studios have an ongoing
role in helping to develop the business of Venture Studio Companies and also to provide the
benefit of its experience in terms of growing the business, meeting compliance and regulatory
standards and implementing proper governance. Therefore, pursuant to Regulation 3.5.2(b),
a Venture Studio must also undertake to, or satisfy, the Registrar that during the Start-up
Period of any Venture Studio Company it has established (or in respect of any subsidiary that

the Venture Studio Company may establish in the DIFC), that such entity:

(a) adheres to all AML and UBO Requirements and other requirements of the Relevant
Laws;
(b) carries out all compliance, governance and regulatory obligations, filings or other

requirements pursuant to any requirements of Applicable Law; and

(© complies with the requirements of Regulation 3.6.1 setting out certain restrictions
on Venture Studio Companies (see paragraph 33 below for further details in this

regard).
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31.

The Registrar may in good faith rely on certifications provided by a Venture Studio and take
certain actions against a Venture Studio if it fails to comply with these duties, including: i)
revoking the Venture Studio’s status; or ii) informing the DFSA or any other law enforcement

authority as may be applicable (see Regulation 3.5.4 of the Proposed Regulations).

Qo.

Do you agree that a Venture Studio should have compliance and regulatory
responsibility for Venture Studio Companies during the start-up period? If not, please
provide a detailed explanation.

Requirements applicable for an entity to maintain its Venture Studio Company status

32.

33.

34.

35.

Owing to a Venture Studio Company’s unique characteristics - its start-up nature, oversight
by a Venture Studio during its Start-up Period and the benefits available to Venture Studio
Companies (e.g. shared office space, reduced fees and disclosure requirements) - certain
restrictions apply to the way in which a Venture Studio Company may be constituted,

governed and operated.
In particular, pursuant to Regulation 3.6.1: “a Venture Studio Company shall:

(a) have a term not exceeding the Start-up Period;
(b) have no more than ten (10) shareholders;
(© have no more than twenty (20) Employees; and

(d) not undertake any Capital Raisings that are in aggregate in excess of ten million
United States Dollar (USD 10,000,000).”
A Venture Studio Company may apply to the Registrar for an exemption in relation to these

restrictions, with any such exemption being granted at the Registrar’s sole discretion.

The restrictions relate to the trigger points that would, in DIFCA’s view, indicate that a Venture
Studio Company is no longer in need of, or should no longer benefit from, its Venture Studio
Company status. For example, Capital Rasing in excess of USD 10,000,000 or an excess of
ten shareholders or 20 employees, would suggest that a Venture Studio Company has, or
should have, become sophisticated and/or large enough to re-licence as a non-prescribed
form of company under the DIFC Companies Law. Similarly, the Start-up Period of twenty-
four months has been specified on the basis that a Venture Studio Company should within

two years be sufficiently established to no longer require Venture Studio oversight.
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36.

37.

Upon the expiry of a Venture Studio Company’s Start-up Period (i.e. a period of 24 months
from the date of its incorporation, and any extension to that period that may be granted by
the Registrar on an exemption basis under Regulation 3.6.2), the Venture Studio will
automatically convert to a Private Company, i.e. it will lose its Venture Studio Company status
and be required to adhere to all the requirements under the Companies Law and other DIFC

legislation (see Regulation 3.7).

In the event that a Venture Studio Company no longer complies with the requirements set
out at Regulation 3.6.1(b), (c) or (d) of the proposed regulations (relating to the employee,

shareholder and capital raising limits), and where no applicable exemption has been granted,

either:

(a) a Venture Studio Company may apply to the Registrar to change its status to that of
a Private Company; or

(b) the Registrar may revoke a Venture Studio Company’s status.

Q10.

Q11.

Q12.

Q13.

Do you agree with the length of the Start-up Period? If not, how long do you consider
appropriate and why?

Do you agree with the threshold on Capital Raising? If not, what level of Capital
Raising do you consider appropriate for a Venture Studio Company and why?

Do you have any other comments in relation to the restrictions described in paragraph
33 above and set out at Regulation 3.6.1 of the Proposed Regulations? If so, please
provide a detailed explanation.

Are there any other restrictions that you think should be included in the list? If so,
please provide an explanation.

Registered office requirements of Venture Studios and Venture Studio Companies

38.

39.

A Venture Studio is required to comply with Article 13 of the DIFC Operating Law by taking a
registered office in the DIFC. During the Start-up Period, and provided it has not changed or
had its status revoked pursuant to Regulations 4.4.3 and 4.4.4, a Venture Studio Company
may comply with Article 13 by sharing the registered office space of the Venture Studio that

established it.

Upon expiration of the Start-up Period (or in circumstances where it has applied to have it
Venture Studio Company status changed or had its status revoked), the Venture Studio
Company is required to take its own premises in the DIFC in order to comply with Article 13

of the Operating Law.

Q14.

Do you have any comments with regards to the provisions dealing with office sharing

arrangements under the Proposed Regulations?

10
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Reporting and disclosure requirements of Venture Studios and Venture Studio Companies

40. The Proposed Regulations require the Venture Studio to maintain and prepare Accounting
Records in accordance with the DIFC Companies Law, whereas Venture Studio Companies
must maintain Accounting Records in accordance with the DIFC Companies Law but are
exempt from the requirement to file its accounts with the Registrar or have them audited.

41. Venture Studios are also required to comply with the usual confirmation requirements as they
apply to a Company under DIFC laws, in respect of themselves and any Venture Studio
Company that it establishes during that entity’s Start-up Period (including in circumstances
where the Start-up Period may have been extended by the Registrar). Additionally, the
Venture Studio must provide the following confirmations:

(a) that it continues to be Controlled by one or more Qualifying Applicants;
(b) details about the Ventures it has sponsored during the relevant reporting period,
including how many have been converted into Venture Studio Companies or have

otherwise failed to be converted;

(© details of each Venture Studio Company for which it has responsibility pursuant to
Regulation 3.5.2(b); and

(d) that it, as a Venture Studio, is in compliance with Regulation 3.5.2(b).

Q15. What are your views on the confirmations requested from a Venture Studio in relation
to itself and the Venture Studio Companies that it is responsible for under the

Proposed Regulations?

Revocation or change of status

42. Regulation 4.4. of the Proposed Regulations deals with circumstances where the Registrar

may revoke the status of a Venture Studio or Venture Studio Company (or where a Venture

Studio Company may apply to have its status changed).

43. Where a Venture Studio ceases to be controlled by one or more Qualifying Applicants, or is
in material or continuous breach of the Regulations, the Registrar may revoke the Venture
Studio’s status. In such circumstances, the entity will cease to be a Venture Studio and no
longer be entitled to sponsor Ventures and Entrepreneurs or establish Venture Studio
Companies. The Venture Studio must also apply to the Registrar, to change the status of any

existing Venture Studio Companies or otherwise initiate their wind-up.

11
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44, As noted at paragraph 39(a) above, where a Venture Studio Company no longer complies

with the operating and restrictions set out under Regulation 3.6. of the Proposed Regulations,

the Registrar may revoke its status, or it may apply to have its status changed.

Q16. Are there any other circumstances where it may be appropriate for the Registrar to
revoke the status of a Venture Studio or Venture Studio Company? If so, please

specify.

Other miscellaneous features

45, The Proposed Regulations also have the following miscellaneous features:

(a) A Venture Studio or a Venture Studio Company may not provide Financial Services
unless it is appropriately regulated by the DFSA (see Regulation 3.7).

(b) In recognition that a Venture Studio Company is a start-up that may not succeed, and
therefore to facilitate its liquidation, it may either apply for a voluntary wind-up pursuant
to the Insolvency Law or to have its license suspended and then to be struck-off
pursuant to Article 32(5) of the Operating Law (see Regulation 3.6.4).

(c) Venture Studio’s and Venture Studio Companies must comply with the naming
requirements under the Relevant Laws. Additionally Venture Studio’s must include the

words “Venture Studio”, “Venture Builder” or “Venture Builder Studio” in their registered
or trade name (see Regulation 3.8).

(d) The Registrar will need to follow Decision-Making Procedures in instances where it
seeks to revoke a Prescribed Company’s status (see Regulation 4.4).

(e) Reduced registration and incorporation fees apply to Venture Studio Companies (see
Appendix 1 of the Proposed Regulations).

Q17. Do you have any issues, proposed amendments or other suggestions in respect of any

of the miscellaneous changes proposed?

Q18. Are there any other issues, not included in the Proposed Regulations the subject of
this Consultation Paper, which warrant attention? If so, what are they, and why, and

how should they be addressed?

Legislative proposal

46. This legislative proposal contains the following:

(a) the Proposed Regulations (at Annex A); and

(b) a table of comments to provide your views and comments on the consultation paper
(at Annex B).
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