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Saudi Arabia
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ABOUT THIS GUIDE

This guide provides an overview of the legal system in the
Kingdom of Saudi Arabia and the principal legal factors to be
considered when doing business in the Kingdom.
Please note that this overview is for general guidance only
and is not intended to be an exhaustive review of the laws of
Saudi Arabia.
As a fully integrated law firm in Saudi Arabia, with an
established local presence, we pride ourselves on being
able to help organization and individuals rise above the
challenges of doing business in the Kingdom.
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UNDERSTANDING THE KINGDOM
The Kingdom of Saudi Arabia (KSA) was formed
in 1932 following consolidation of the Kingdom
of Hejaz and the Kingdom of Nejd by the late King
Abdul Aziz ibn Abdul Rahman Al-Faisal Al-Saud.
The KSA is an independent Islamic monarchy.
The current King Salman Ibn Abdul Aziz Al-Saud
has been the head of state since 23 January 2015
and governs the KSA as president of a Council of
Ministers.
The KSA is divided into 13 provinces, each with
its own provincial governor appointed by the King.
These provinces are then each subdivided into
governants, districts and centers. The province
governor is assisted by a vice governor. Provincial
Councils are made up of province governors and
not less than 10 other members approved by the
Minister of Interior and appointed by the King
following nomination of the relevant provincial
governor.
Each Provincial Council has authority to govern
the development needs of their province; including
the ability to make recommendations for small as
well as large development projects and request
appropriations in the annual state budget. All
provincial council members are eligible to submit
written proposals to their respective governors and
each proposal is normally placed on the council’s
agenda for review and consideration.

The KSA’s legal system is based on Islamic principles (Shariah). Legislation is made up of Royal Orders, Royal
Decrees, Council of Ministers’ Resolutions, Ministerial Resolutions and Ministerial Circulars. However, these
sources of law cannot conflict with Shariah, which takes precedence under the Constitution of the KSA.

Shariah Law
Shariah is a collection of principles derived from different sources. The principal sources being the
Holy Qur’an and the Sunnah (the witnessed sayings and actions of the Prophet Mohammed, peace
be upon him). In Islamic law, there are four main schools of jurisprudence, namely, Hanbali, Hanafi,
Shafai, and Maliki.
The KSA courts generally apply the Hanbali school as set out in a number of specified scholarly
treaties derived from Authoritative Jurists, Schools of Law, State Regulations, Royal Decrees and
(where these are relevant) custom and practice. In the event of a conflict between Islamic principles
and government rules and regulations, Islamic principles will prevail. Shariah principles are often
expressed in general terms, which provides the KSA courts with considerable discretion as to how
to apply those principles to circumstances brought before them for determination. It should be
noted that the KSA is a civil law jurisdiction meaning that every case is judged based on its own
merits. The procedure for court reporting is not as developed as in many other jurisdictions and
there is no concept of binding judicial precedent equivalent to the common law system.
A sample of some practical consequences of the application of Shariah can be considered in respect
of the following:
• The prohibition of interest payments in the KSA may mean that Islamic financing is insisted upon
although options for conventional financing may also exist
• The prohibition against uncertainty, which may exclude the use of certain derivative contracts or
the inclusion of a liquidated damages clause for potential economic losses
• The possible inability to provide a waiver in respect of future rights. Powers of attorneys are
revocable, regardless of any language to the contrary in the instrument security over future assets
• The prohibition against speculation, other than general business speculation, which includes
gambling. This may exclude trading of futures and dealing with certain derivatives transactions
• The prohibition against unjust enrichment may impact contracts where one-party gains unjustly
at the expense of another, or the enforcement of late fees
• The subject matter of a commercial transaction must be Halal, so not forbidden under Shariah.
For example: underlying products should not involve pork or alcohol
The framework for the KSA Government is set out in The Basic Law of Governance, Royal Decree
No. A/90 dated 27/8/1412 H (1 March 1992). This is commonly referred to as the Constitution of
the KSA.

ESTABLISHING A PRESENCE IN
SAUDI ARABIA
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Establishment under the Foreign Investment Act
It is necessary for foreign investors to establish a legal presence
in the KSA when conducting direct business in the KSA market,
regardless of whether the purpose is operational or a legal
requirement.
The Investment Law requires any company in the Kingdom
of Saudi Arabia with foreign shareholders to obtain a foreign
capital investment license. Foreign capital investment licenses
are issued by the Saudi Arabian General Investment Authority
(SAGIA). Nationals of Gulf Cooperation Council (GCC) member
states are generally treated as Saudi nationals for the purpose
of the Investment Law. It should be noted that for the purpose
of the Investment Law, corporate entities that are nationals
of a Gulf Cooperation Council (GCC) member state are only
considered GCC nationals if they are wholly owned by citizens or
governments of GCC member states and enjoy the nationality of
a member state of the GCC.
Except where stated otherwise in the Investment Law, there is no
limit on the amount of foreign investment which can be invested
in a company incorporated in the Kingdom of Saudi Arabia.
The establishment of 100 percent foreign owned companies
is permitted in most cases. The Supreme Economic Council
is responsible for issuing and periodically updating a list of
activities, which list is generally referred to as the “Negative List”,
that are prohibited from being carried out by foreign investors in
the Kingdom of Saudi Arabia.
When licensed under the Investment Law, a company enjoys
all privileges and incentives offered to wholly Saudi owned
companies, such as ownership of freehold property that is
necessary to carry out the licensed activity, privileges granted
by the anti-double taxation treaties to which the Kingdom of
Saudi Arabia is a party, law prohibiting against expropriation or
confiscation of investments, rights to repatriate profits, etc.

Negative List
The following is a list of activities approved by the Supreme
Economic Council in which foreign investment is excluded. This list
will be reviewed every year with the aim of opening some sectors to
foreign investments.
List of Activities Excluded from Foreign Investment:
1. Oil exploration, drilling and production
2. Security and detective services
3. Real estate investment in Makkah and Madina
4. Tourist orientation and guidance services related to Hajj and
Umrah
5. Recruitment and employment services including local recruitment
offices
6. Real estate brokerage
7. Commission agents
8. Land transportation services, excluding the inter-city passenger
transport by trains
9. Services provided by midwives, nurses, physical therapy services
and quasi-doctoral services
10. Fisheries
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Incorporating a Local Entity
The Regulations for Companies regulates the establishment
and governance of Saudi Arabian corporate entities. The
main forms of legal entities are the limited liability company,
the joint stock company, and the branch of a foreign
company. Other notable forms of legal entities include the
sole proprietorship and the general partnership. It should be
noted that a new version of the Regulations for Companies
is in the process of being developed and is expected to be
enacted in the very near future.
Appendix 1 contains a table outlining the main differences
between a limited liability company and a joint stock
company in the Kingdom of Saudi Arabia.
Single Member Limited Liability Company (SMLLC)
A SMLLC is a limited liability company that can have a sole
owner, and the owners of the establishment are termed
as members. In this type of business entity, the business
owner owns all the shares of the company. There are
many advantages of owning a single-member LLC, but it
is essential to understand that a person is not allowed to
establish and own more than one SMLLC.
Limited Liability Company (LLC)
This is the most used business entity in Saudi Arabia, which
allows limited liability for owners under the company’s debt.
An LLC is not allowed to have more than 50 shareholders.
Each shareholder should sign the MOA and the company
can appoint one or more auditors according to the business
requirements. To form the LLC in Saudi Arabia, the legal entity
should provide details about shareholders, management,
capital, auditors, and other business-related information to
the regulating authorities.
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Joint Stock Company (JSC)
A JSC consists of capital that is divided into shares of equal
value. The shares are owned by shareholders who can buy,
transfer, and sell their respective shares without affecting the
existence of the company. Establishing a Joint Stock Company
in Saudi Arabia involves submitting the company’s name,
purpose and a Memorandum of Association specifying the
number of members.
Business Through an Agent or Distributor
You can perform business practices in the Kingdom by way
of an agent or distributor. This option entirely removes the
necessity of setting up an entity in Saudi Arabia and gives you
the option of being represented by the agent/distributor who
sells or distributes your products or services. You can perform
this activity without physical presence in the Kingdom and take
advantage of your agent/distributor’s connections in the Saudi
market.
These types of agreements are governed and regulated by the
Saudi Commercial Agencies Law.
Foreign Company Branch
A Foreign branch, agency, office, or other business forms.
The branch of a foreign company can represent and conduct
business activities in Saudi Arabia, whilst complying with local
law and regulations such as using Arabic for company papers,
publications, and documents.
Business Through an Agent or Distributor
You can perform business practices in the Kingdom by way
of an agent or distributor. This option entirely removes the
necessity of setting up an entity in Saudi Arabia and gives you
the option of being represented by the agent/distributor who
sells or distributes your products or services. You can perform
this activity without physical presence in the Kingdom and take
advantage of your agent/distributor’s connections in the Saudi
market.
These types of agreements are governed and regulated by the
Saudi Commercial Agencies Law.

GENERAL LEGAL
CONSIDERATIONS
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Doing Business with the Public Sector
Government tenders and procurement in the Kingdom of
Saudi Arabia are governed by the Government Tender and
Procurement Law. In general, all governmental entities in the
Kingdom of Saudi Arabia are required to deal, in their tenders
and procurements, with companies that are duly licensed in
the Kingdom. In addition, they grant products and services of
national origin and foreign products that are treated as national
products priority over foreign products and services and
products of foreign origin.
The Kingdom of Saudi Arabia has also acceded to the Unified
Rules of Granting Priority in Government Procurements to
National Products and Products of National Origin in the GCC

Capital Markets Law
The Capital Markets Law established the Capital Markets
Authority (CMA), which is the sole regulator and supervisor of
capital markets in the Kingdom of Saudi Arabia. The CMA is a
government organization with financial, legal, and administrative
independence and reports directly to the President of the Council
of Ministers.
The Saudi Stock Exchange (Tadawul) was also re-established
pursuant to the Capital Markets Law as a joint stock company
whose shares are wholly owned by the Saudi Arabian
Government through its investment arm, the Public Investment
Fund. The CMA’s function is to regulate and develop the Saudi
Arabian capital markets. It issues rules and regulations for
implementation of provisions of the Capital Markets Law aimed
at creating an appropriate investment environment, protecting
investors, and ensuring fairness and efficiency in the market.
The CMA has already promulgated 10 major implementing
regulations, namely (1) Listing Rules, (2) Offers of Securities
Regulations, (3) Authorized Persons Regulations, (4) Securities
Business Regulations, (5) Market Conduct Regulations, (6)
Corporate Governance Regulations, (7) Investment Funds
Regulations, (8) Real Estate Investment Funds Regulations,
(9) Merger and Acquisition Regulations and (10) Anti-Money
Laundering and Counter-Terrorist Financing Rules.
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Import and Export Regulations
The Kingdom of Saudi Arabia is a member of the World Trade
Organization and a party to several free trade agreements, most
notably within the GCC. The Kingdom of Saudi Arabia enacted
the Unified GCC Customs Law1 in 2003 which unified customs
procedures in all the GCC member states.
Although the Unified GCC Customs Law has allowed for many
import duty exemptions, customs duties are still imposed on
order to protect local industries. There are no duties or tariffs
on exports.

Anti-Cover-Up Law
The Anti-Cover Up Law prohibits non-Saudi persons from
conducting or investing in any business in Saudi Arabia without
a foreign capital investment license issued by SAGIA and
prohibits any Saudi person from assisting in such activity. A
person is considered to be engaged in a “cover-up” activity if
one enables a non-Saudi to invest in or carry out any activity
without the appropriate license, whether by the use of his
name, license, commercial registration or any other means. A
person found guilty of violating the Anti-Cover Up Law could
face imprisonment of up to two years and fines of up to SAR 1
million. In addition, the non-Saudi person involved in the “coverup” arrangement could be deported from the Kingdom of Saudi
Arabia and banned from doing any further business therein.

Competition Law
Under the Competition Law, the Council for Competition Protection
was created. The council approves any merger, acquisition, or
consolidation of management of two or more entities that will
create a “dominant position”. A “dominant position” is defined as
a position where an entity can influence prices in a certain market
through control of a specific percentage of supply of a certain
product or service in an industry in which it operates. Specific
percentages will be determined through various implementing
regulations, which have not yet been adopted. As such, it may be
anticipated that enforcement of the Competition Law will likely
be delayed until publication of such implementing regulations.
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Foreign Exchange Controls and Anti Money Laundering
At the present time, there are no exchange control regulations
governing the repatriation of funds, profits, or capital after
corporate dissolution.
Banks and financial institutions in the Kingdom of Saudi
Arabia are, pursuant to the Anti Money Laundering Law,
required to develop and adopt internal systems, policies, and
measures to combat money laundering and to keep records
of transactions for a minimum of 10 years. Individuals are
required to declare any cash or valuables that exceed SAR
60,000 in value in their possession when exiting the Kingdom.

Taxation

Taxation

In general, the principal taxes in the Kingdom of Saudi Arabia
are income tax, Islamic tax on wealth known as Zakat and
withholding tax. A comprehensive Tax Law was enacted in the
Kingdom of Saudi Arabia in 2004. Pursuant to such Tax Law,
persons or entities subject to various forms of taxation, namely:
(1) a resident capital company on its non-Saudi shares; (2) a
resident non-Saudi natural person that conducts activities in
the Kingdom of Saudi Arabia; (3) a non-resident person who
conducts activities in the Kingdom of Saudi Arabia through
a permanent establishment; (4) a non-resident person who
has other income that is subject to tax from sources within
the Kingdom of Saudi Arabia; (5) a person engaged in natural
gas investment activities; and (6) a person engaged in oil and
other hydrocarbon production.
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Income Tax
The income tax rate is 20 percent for all taxpayers, except for
certain specific natural gas investment activities which are
subject to a defined investment tax that provides a base 30
percent tax rate and additional rates of up to a maximum of
85 percent, and oil or other hydrocarbon activities which are
subject to a tax rate of 85 percent. Income that is subject to
tax includes all income, profits, gains of any type or payment
resulting from carrying out of any “activity”, including capital
gain or incidental income, that is not an “exempt” income.
However, employee salaries and benefits are not taxable
income.

Zakat
Zakat is an Islamic tax on wealth and is levied on Saudi Arabian
and GCC natural persons, wholly Saudi Arabian or GCC-owned
entities, and Saudi Arabian or GCC shareholders of companies.
While the calculation of Zakat is complex, the effective rate
for natural persons is 2.5 percent of their net worth and for
companies is 2.5 percent of their total capital resources.
The tax base for calculation of Zakat for companies
excludes fixed assets, long-term investments and deferred
costs from total capital resources, but includes profits from
foreign investments that do not consist of investment in real
property. Profits of foreign investments that do not consist of
investment in real property. Profits of foreign non-real property
investments are estimated by the Department of Zakat and
Income Tax (DZIT) to be 15 percent of the revenues in cases
where no specific information is made available.
Withholding Tax
Any resident (whether or not considered a taxpayer under the
Tax Law) who makes payment to a non-resident from a source
in the Kingdom of Saudi Arabia must withhold a tax from such
payment as follows: (1) 5 percent for rents; (2) 15 percent for
royalties; (3) 20 percent for management fees; (4) 5 percent
for payments for air tickets, air-freight and maritime freight;
(5) 5 percent for payment of international telecommunications
services; and (6) 15 percent for any other services. Generally,
income is considered to be “derived from a source in the
Kingdom” if it is derived from an activity in the Kingdom.
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Immigration
Non-Saudi citizens (other than GCC nationals) must obtain a visa to
enter, and must obtain a permit to reside in, the Kingdom of Saudi
Arabia. Visas or permits are not granted upon arrival and must be
obtained in advance.
Companies are required to register their employee’s contracts with
the Ministry of Interior before a residency permit can be issued. Each
company is permitted a certain quota of residency visas. Employees
with residency visas who earn above a certain threshold salary may
sponsor family members for residency visas. Residency visas are
valid for up to two years. Employees cannot work for anyone other
than their sponsor and sponsorship cannot be transferred until the
employee has worked for their original sponsor for at least two
years.

Employment Law
Employment matters in the Kingdom of Saudi Arabia are governed
by the Labor Law. The Ministry of Labor regulates all labor related
issues in the Kingdom through Labor Offices located in different
regions of the Kingdom. The Labor Law imposes certain minimum
standards on labor related matters such as working hours,
vacations, safety standards and termination of employment.
Upon termination of employment, an employee is entitled to an end
of service award calculated based on half a month’s salary for each
year of the first five years of employment, and one month’s salary
for each year following the first five years with the employee’s most
recent wage being the basis for the end of service award calculation.
The Government has a strategic goal to increase the proportion of
Saudi employees in both the public and private sectors. This policy
is known as “Saudization” and is affected by requiring companies
to employ a certain percentage of Saudi citizens. Such percentage
ranges from 5-75 percent based on the nature of business, condition
of work and availability of Saudi employees.
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Real Property
Ownership of real property is evidenced by title deeds. Although a central registry under the joint
auspices of the Ministry of Justice and the Ministry of Municipalities and Rural Affairs where all
real property rights are recorded, including mortgage, is provided for by law it is yet to be set up.
In an effort to institutionalize the real estate lending industry in the Kingdom, new laws including a
Mortgage Law, a Financing Lease Law and a Real Estate Financing Companies Control Law, were
recently approved by the Council of Ministries.22 Currently, however, real property records are kept
manually and administered by designated notaries public who also register ownership, mortgages
and record transfers of real property.
Ownership of Real Property by Non-GCC Nationals
Ownership and investment in real property by non-GCC nationals is governed by the Ownership
of and Investment in Property by Non-Saudis Regulations.A non-GCC investor in possession of
a foreign investment licence from SAGIA may own real property in the Kingdom of Saudi Arabia,
excluding real property located within the limits of the two holy cities of Makkah and Al-Madinah,
that is necessary to its investment project, including real property necessary to house the investment
project’s employees. Non-GCC individuals residing in the Kingdom of Saudi Arabia may, subject to
approval from the Ministry of Interior, acquire property as a private residence.
Ownership of Real Property by GCC Nationals
Ownership and investment in real property by GCC nationals is governed by the Rules for Real-Estate
Appropriation by Nationals of GCC States. It is permissible for GCC individuals to own up to three
private residences in residential areas in the Kingdom of Saudi Arabia excluding the two holy cities of
Makkah and Al-Madinah. It is permissible for GCC nationals, whether natural or corporate persons,
to own real property in the Kingdom of Saudi Arabia provided such real property is exclusively used,
and adequately sized, for conducting the business for which they are duly licensed.
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Intellectual Property
Trade Names
The Trade Names Law protects registered trade names in the Kingdom
of Saudi Arabia by requiring every business operating in the Kingdom
to register its trade name with the Commercial Register at the Ministry
of Commerce and Industry and proscribing any other business or
individual from using registered trade names. Only Arabic or “Arabised”
trade names may be registered, except for companies with foreign
shareholders whose names are registered outside of the Kingdom of
Saudi Arabia.
Trademarks
The Trademarks Law permits a person or company to register a
unique combination of letters, numbers, symbols or signs that are
applied to a certain category of goods or services in such a way
as to distinguish such goods and services from similar ones in the
marketplace. Trademark registrations are valid for 10 Hijra years from
date of application and are perpetually renewable for further periods
of 10 Hijra years. Two years of continuous, open and uncontested use
of a registered trademark gives rise to an irrebuttable presumption of
ownership.
In 2004, the Kingdom of Saudi Arabia acceded to the Paris Convention
for Protection of Industrial Property.
Copyrights
Copyrights are protected by the Copyright Law. The Copyright Law
covers all scientific, literary or artistic works regardless of their type,
importance, manner of expression or purpose. Works of foreign and
Saudi Arabian authors are protected if they are published, acted or
shown for the first time in the Kingdom of Saudi Arabia. Copyrights
will in most cases be valid for the lifetime of the author plus 50 Hijra
years from the date of one’s death. Protection of sound and audio
visual works, photographic works and works in applied arts is limited
to 25 Hijra years from the date of publication. Protection of computer
software is for 50 Hijra years from the date of publication.
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In 1994, the Kingdom of Saudi Arabia acceded to the Universal
Copyright Convention. In addition, in 2004 the Kingdom of Saudi
Arabia acceded to the Berne Convention for Protection of Literary and
Artistic Works.

Patents
Patents are protected by the Patent Law. The King Abdulaziz City
for Science and Technology has authority to issue “protection
documents” in the Kingdom of Saudi Arabia. Protection of patents
(and plant patents) is for a period of 20 years from the date of filing
an application. Protection of layout design certificates is for a period
of 10 years from the start of commercial exploitation anywhere in
the world while protection of industrial design certifications is for a
period of 10 years from the date of filing the application.
The Kingdom of Saudi Arabia has acceded to the GCC Patent Law In
addition, in 2004, the Kingdom of Saudi Arabia acceded to the Paris
Convention for Protection of Industrial Property.
Trade Secrets
Trade secrets are protected by the Protection of Confidential Trade
Secrets Regulations from being divulged by third parties or official
authorities to whom such secrets are entrusted.The Kingdom of
Saudi Arabia has acceded to the GCC Patent Law In addition, in 2004,
the Kingdom of Saudi Arabia acceded to the Paris Convention for
Protection of Industrial Property.
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Environmental Law
The Meteorology and Environmental Protection Administration
(MEPA) is the entity responsible for regulating pollution control and
related environmental matters. MEPA has issued Environmental
Protection Standards (General Standards) covering, among other
things, ambient air quality, air pollution sources, receiving water
guidelines, direct discharge performance and discharge pretreatment
guidelines.
The General Environmental Law provides a specific legislative
underpinning to the activities of MEPA and for the expansion of
MEPA’s role. The Kingdom of Saudi Arabia has also approved the
General Environmental Regulation for the GCC and the Environmental
Assessment Regulation for the GCC.
The General Environmental Regulation prohibits any act or failure
to act that may result in adverse environmental effects and, among
other things, requires that precautionary and preemptive measures
be implemented to ensure that such adverse effects do not occur
as a result of construction of any project. The Environmental
Assessment Regulation applies to a long list of projects that may
have an environmental impact and requires that an environmental
assessment be conducted with respect to such projects that fall
under its coverage.

Liquidation, Bankruptcy and Bankruptcy Avoidance Laws
Liquidation and Dissolution
Liquidations and dissolutions of companies are governed by the
Regulations for Companies and various circulars issued by, and
the general practice of, the Ministry of Commerce and Industry.
The Ministry of Commerce and Industry has adopted a policy that
liquidation under the Regulations for Companies is not available
for insolvent entities. As such, under the voluntary liquidation and
dissolution scheme established in the Regulations for Companies,
there is little judicial supervision of the process. In a solvent
company liquidation, the shareholders in a general meeting appoint
the liquidator.
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The liquidator must first pay off the debts of the company arising out
of the liquidation and then pay off any other debts of the company
(with a provision for debts which are payable at a later date or are
contested). Any surplus must be distributed among the shareholders
in accordance with the articles of association or bylaws of the
company.
Bankruptcy and Bankruptcy Avoidance
Insolvency, bankruptcy and creditors’ rights are governed by the
Commercial Court Law and the Bankruptcy Avoidance Regulations.
Either the bankrupt entity or a creditor may apply to the Board of
Grievances for a declaration of bankruptcy, based on a statement of
the bankrupt entity’s assets and liabilities and books of account. After
examination of such material and the application for declaration of
bankruptcy, the Board of Grievances may issue an order declaring
bankruptcy and seizing the bankrupt entity’s assets.
With effect from the date of the order declaring bankruptcy, the
bankrupt entity ceases to have legal capacity to contract. The
Bankruptcy Avoidance Regulations provide a framework in which a
debtor who fears it may be about to become unable to pay its debts,
may seek “amicable conciliation” with creditors to avoid bankruptcy or
apply to the Board of Grievances for an order to convene “settlement
procedures” with creditors under the supervision of the Board of
Grievances, to avoid the possible operation of the Commercial Court
Law.
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Dispute Resolution and Enforcement of Foreign Judgments
and Arbitral Awards
Dispute Resolution
It is quite common for parties doing business in the Kingdom
of Saudi Arabia to select binding arbitration in the Kingdom, in a
preferred neutral foreign jurisdiction or in another GCC state as the
method for dispute resolution. A new arbitration law was recently
enacted in Saudi Arabia which confirms the right of parties to agree
to settle their disputes through arbitration, provided the dispute is
one in which conciliation would be permitted. The law also states
that the Award issued pursuant to the Arbitration Law is binding and
enforceable through the competent authorities.
Enforcement of Foreign Judgments and Arbitral Awards
Generally, the Board of Grievances has jurisdiction with respect to
the enforcement of foreign judgments and arbitral awards in the
Kingdom of Saudi Arabia.
1) Enforcement of Foreign Judgements from Outside the Arab League
and GCC
In order to enforce a foreign judgment from outside the Arab
League and GCC, the party seeking enforcement must demonstrate,
among other things, that such foreign judgment contains nothing
that contravenes the Shari’ah or public policy of the Kingdom of
Saudi Arabia and that, in the absence of a bilateral or multilateral
agreement for the reciprocal enforcement of judgments, that
the courts of such country would recognise and enforce a Saudi
Arabian judgment in the same manner as a domestic judgment. In
addition, the Board of Grievances may refuse to enforce a foreign
judgment if a final judgment has been rendered by, or if an action
was commenced before, a Saudi Arabian court in proceedings
between the same litigants and involving the same subject matter.
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2) Enforcement of Foreign Arbitral Awards
The Kingdom of Saudi Arabia acceded to the United Nations
Convention on the Recognition and Enforcement of Foreign Arbitral
Awards of 1958. As a result, any final and conclusive arbitral award
rendered in any member state of the New York Convention will be
enforceable in the Kingdom of Saudi Arabia by order of the Board
of Grievances without re-litigation of the matters arbitrated upon,
except, among other things, to ensure compliance with Shari’ah
principles and public policy as noted above.
3) Enforcement of Foreign Judgements from Inside the Arab League
and GCC
The Kingdom of Saudi Arabia acceded to the Arab League Convention
for the Enforcement of Judgments of 14 September 1952 and
the GCC Convention on Enforcement of Judgments and Judicial
Representation and Notices Among Members of the GCC. As a
result, any final and conclusive judgment rendered in any member
state of the Arab League or GCC and any final and conclusive
arbitral award rendered in a GCC member state will be enforceable
in the Kingdom of Saudi Arabia by order of the Board of Grievances
without re-examination of the merits of the case or re-litigation of
the matters arbitrated upon, except, among other things, to ensure
compliance with Shari’ah principles and public policy.
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APPENDIX I
Differences between a Limited Liability company and a Joint Stock company

Subject

Joint Stock Companies (JSC)

Limited Liability Companies (LLC)

Anticipated timeframe for
Incorporation

3 Months

Board of directors

• Board of Directors with a minimum of three
members
• Directors must own (or one of the shareholders
must pledge such shares on behalf of the Director)
a minimum of SAR 10,000 qualification shares to be
deposited with a bank and held as a guarantee for
director’s statutory liability
• Board appoints from among its members a
chairman and managing director
• Board of Directors is elected by the Ordinary
General Assembly (with the exception of the first
Board of the company which can be stated in the
bylaws for a term of five years)
• Term not to exceed three years
• Ordinary General Assembly may remove all or any
• Directors even if the bylaws provide otherwise

Constitutive Documents

Commercial registration certificate, articles of
association and bylaws

Directors compensation

Must not exceed 10 percent of the net profits of the
company after deduction of expenses, depreciations,
and statutory reserves and after
Unregulated
distribution of dividends of not less than 5 percent to
the shareholders

Directors duties and Liabilities

• A Director must be removed and held liable
for damages if such Director discloses to the
shareholders outside the General Assembly or to
third parties secrets of the company as may have
come to such Directors knowledge by reason of his
directorship

4 Weeks

• Board of Directors is optional unless
more than 20
• shareholders
• Where more than 20 shareholders,
Board of Directors is mandatory
to be comprised of at least three
shareholders
• In practice, the MOCI allows the
shareholders to appoint the directors
of the company in proportionate to
their respective shareholdings

Commercial registration certificate
and Articles of Association

Directors shall be jointly responsible
for damages sustained by the
company, or the shareholders,
or third parties as a result of the
Directors’ violating the provisions
of the Regulations for Companies
or the articles of association, or of
wrongful acts committed by them in
their performance of their duties. Any
stipulation to the contrary shall be
considered non-existent.
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APPENDIX I
Differences between a Limited Liability company and a Joint Stock company

Subject

Joint Stock Companies (JSC)

Limited Liability Companies (LLC)

• Directors shall be jointly responsible for damages
sustained by the company, or the shareholders, or
third parties as a result of their maladministration
of the affairs of the company, or their violation of
the provisions of the Regulations for Companies or
the bylaws. The joint liability shall be assumed by all
Directors if the wrongful act arises from a resolution
adopted by unanimous vote. However, with respect
to resolutions adopted by majority vote, the
dissenting directors shall not be liable if they have
expressly recorded their objection in the minutes of
the meeting.
• Director may resign, provided that such
resignation is made at a proper time, otherwise, the
Director shall be responsible to the company for
damages

Dividends

In-Kind Capital
contributions

Issuance of Bonds

• Dividends may only be distributed
out of net profits. If unearned profits
• Dividends may only be distributed out of net
are distributed to shareholders by way
profits. If unearned profits are distributed to
of interim dividends and the company
shareholders by way of interim dividends and the
does not have sufficient profits or
company does not have sufficient profits or reserves
reserves at the end of the financial
at the end of the financial year to meet such interim
year to meet such interim dividend
dividend distributions, the company’s creditors may
distributions, the company’s creditors
request each shareholder to refund such dividends.
may request each shareholder to
refund such dividends.
• The Board recommends to the General Assembly
the distribution of dividends
• Shareholders decide the distribution
of dividends

• Permitted
• The Ministry of Commerce and Industry appoints
expert to ascertain the accuracy of the appraisal of
the in-kind contributions
• The constituent general meeting of shareholders
(excluding contributors) must agree by a 2/3
majority to the value of in-kind contributions

Permitted

• Permitted
• Shareholders shall be jointly liable
(for a period of three years from
incorporation) for correct valuation of
in-kind contributions to third parties (In
such circumstances the shareholders
who have caused such liability, as well
as the first Board of Directors, shall
be jointly responsible to the remaining
shareholders for damages resulting
from such liability)
Not Permitted
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APPENDIX I
Differences between a Limited Liability company and a Joint Stock company
Subject

Lock-up Period/ restrictions on
Sale of Shares

Joint Stock Companies (JSC)
• Founding shareholders are subject to a lock-up
period of at least two years (i.e., the publication of
the financial statements of two complete financial
years, each consisting of 12 months is required)
before they can dispose of their shares

Limited Liability Companies (LLC)

No Lock-up Period

• Exception to restriction listed above, transfer
to other founders, or to a director as qualification
shares, or by heirs of a deceased founder to third
parties
• Ordinary Shareholders’ Meeting: absolute majority
of shares represented at meeting unless bylaws
provide for a higher percentage
• Extraordinary Shareholders’ Meeting: 2/3 majority
• except for resolutions to:
1. Increase or decrease the capital
2. Extend the term of the company
3. Dissolve the company
4. Merge the company with another entity
• In which case the approval of 75 percent of shares
represented at meeting is required

• Unanimous consent required to alter
nationality of the company or increase the
financial liabilities of shareholders
• 75 percent shareholder approval
required to amend the articles of
association
• Absolute majority required for all
other decisions unless the articles
of association provide for a higher
percentage

Number of Shareholders

No maximum, minimum is five

Maximum is 50, minimum is two

Preferred Shares

Permitted in theory but has not to date been
approved

Not permitted

Public offering of Shares

Permitted, subject to Capital Market Authority
(CMA) requirements

Must be converted to a joint stock
company before being able to offer shares
to public

Reporting and Publishing
Financial Statements

To publish in a newspaper distributed in the locality
of the head office of the company, the balance sheet,
the profit and loss statement, a comprehensive
summary of the board of directors report and the
full text of the auditor’s report, and to send a copy
to the MOCI and register such documents with the
Commercial Register office

To submit every financial year, a balance
sheet, a profit and loss statement, a report
on the operations and financial position
of the LLC and on proposals for the
appropriation of net profit to the MOCI and
to every shareholder along with a copy of
the controller’s and auditor’s report

• Minimum SAR 2 million
• Share capital can be partially paid-up with 1/4
of the value of the shares as the minimum paid-up
capital requirement

• Minimum SAR 500,000
• Share capital must be fully paid-up

Majority, Supermajority and
unanimous decisions

Share capital
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Differences between a Limited Liability company and a Joint Stock company
Subject

Joint Stock Companies (JSC)

Limited Liability Companies (LLC)

Shareholder Preemptive Rights

• No preemptive rights for transfer or sale of
existing shares
• Preemptive rights for new cash shares unless
bylaws provide otherwise (It is common to draft into
the bylaws a provision to allow new cash shares to
be offered to third parties)

• Automatic preemptive rights for transfer
or sale of
• existing shares which cannot be waived
• Effective automatic preemptive rights
for increase of capital, because unanimity
required to increase capital (Preemptive
rights may be waived at the time of a new
share issue)

Shareholders Liability

• Only to the extent of value of shares

• Only to the extent of value of shares,
except to two exceptions
• Unlimited joint liability for correct
valuation of in-kind contributions
• Joint liability for company debts when
losses exceed 50 percent of capital and
shareholders fail to dissolve or recapitalise
company in violation of Article 180 of the
Regulations for Companies

Shareholders Meetings

• Ordinary General Assembly meeting: quorum
is set at 50 percent of the share capital of the
company, unless the bylaws provide for a higher
percentage; if no quorum at first meeting, a second
meeting is convened and any number of shares
represented at the second meeting constitutes a
quorum
• Extraordinary General Assembly meeting: quorum
is set at 50 percent of the share capital of the
company, unless the bylaws provide for a higher
percentage; if no quorum is attained at the first
meeting, a second meeting is convened and at least
25 percent of the capital must be represented

• Resolutions are adopted at general
meetings, although if less than 20
shareholders, shareholders can vote on
proposed resolutions in writing without
meeting
• Quorum: 50 percent of the share capital
unless the articles of association provide
for a higher percentage

Statutory reserves

At least 10 percent of the net profits must be set
aside each year to build up a statutory reserve fund.
The shareholders may resolve to discontinue setting
aside the net profits for the statutory reserve once
the aggregate amount of the reserve equals at least
50 percent of the company’s capital.

At least 10 percent of the net profits
must be set aside each year to build up a
statutory reserve fund. The shareholders
may resolve to discontinue setting aside
the net profits for the statutory reserve
once the aggregate amount of the
reserve equals at least 50 percent of the
company’s capital.

WANT TO START A BUSINESS IN
SAUDI ARABIA?

WE ARE HERE TO HELP

We welcome the opportunity to discuss your needs
further and provide you with the right advice.
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