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The new KSA Companies Law in Focus
Next month the old Saudi companies law (the Old Law1) will be repealed and a long-awaited
new companies law (the New Law2) will take its place. The Ministry of Commerce and
Industry (MOCI) recently issued template articles of association (AOA) and bylaws (collectively,
the Constitutional Documents) for all types of companies regulated by the New Law to
supplement its implementation. The managers/directors of any company that is incorporated
in the Kingdom of Saudi Arabia (KSA) should start to consider what changes may need to be
made to the company’s Constitutional Documents to bring it in line with the New Law. The
article highlights the key differences between the Old Law and the New Law with respect to
limited liability companies (LLC) and joint stock companies (JSC) and the impact the New Law
will have on existing companies in the KSA. This article also sets out some of the required next
steps managers/directors need to take to ensure their companies comply with the New Law.
The New Law

The New Law was published on 4 December 2015 and stated that
its provisions will take effect 150 days after such publication, i.e.
towards the beginning of May 2016. Article 224 of the New Law
allows existing companies a 12 month grace period after the New
Law comes into force in which the companies must adjust their
positions. However, it is important to note that this grace period
does not mean that companies do not need to comply with the New
Law for a year. Where a new corporate action is to be taken which
is not the subject matter of the company’s existing Constitutional
Documents, that action must be taken in compliance with the New
Law. Therefore, from 2 May 2016, companies will need to implement
important amendments, in practice, such as having the managers of
a LLC call for a shareholders’ meeting within 90 days if the losses of
a LLC reach 50% or else the LLC will be dissolved by force of law.
The New Law contains 227 provisions, as opposed to the Old Law
which contains 234 provisions, and introduces two new types
of companies, namely the holding company and the singleshareholder company. Set out below is a table highlighting the key
differences between the Old Law and the New Law with respect to
companies in general and LLCS and JSCs in particular.

Next steps

Further to the issuance of the New Law, all companies are required to
amend their existing Constitutional Documents to comply with the
New Law by the beginning of May 2017. Therefore, it is expected that
the MOCI will require companies to begin filing their applications to
amend their Constitutional Documents as soon as possible before the
deadline especially that the MOCI has already issued the template
Constitutional Documents for companies to use as a guideline.
The MOCI has issued 11 new templates of Constitutional Documents
to cover all types of companies regulated by the New Law such as
those relating to JSCs, holding companies and single-shareholder
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companies. Such templates are issued by the MOCI only in Arabic
however a company may elect to have dual format (Arabic/English)
Constitutional Documents.
We do not expect that the MOCI will require companies to redraft
their entire Constitutional Documents to reflect their templates
rather they may only require that a shareholders’ resolution reflecting
the changes in the New Law is issued instead. However, it is advised
that new consolidated Constitutional Documents are issued to
comply with the MOCI templates especially if the company has
various previous amendments made to its Constitutional Documents.
As with many new, important pieces of legislation, it may take some
time for the whole impact of the New Law and its interpretation to
be understood by the market and to be fully reflected in practice.
However, managers/directors are well advised to think about the
changes which may need to be made, not only to the existing
Constitutional Documents, but also with respect to how they conduct
their corporate affairs.
This article contains general statements in relation to the New
Law and should not be construed in any way as legal advice.
Formal legal advice should be sought on a case by case basis when
interpreting the provisions of the New Law.
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The Old Law was issued by Royal Decree No. M/6 dated 22/03/1385 H (corresponding to 22 July 1965 G).
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Key differences

Key changes for all companies
Old Companies Law

New Companies Law

Regulatory and supervisory body
The regulating authority is the General Department of Companies
at the MOCI.

MOCI is the regulatory authority concerned with all types of
companies, except for JSCs listed on the Saudi Stock Exchange
(Tadawul) which are subject to the control and supervision of the
Capital Market Authority (CMA).

Corporate personality
A company acquires its corporate personality after it is registered
with the Companies Commercial Registry at the MOCI.

Provided it completes its incorporation process, a company under
formation may obtain its corporate personality to the extent
required for its incorporation.

Publication of Constitutional Documents
A company’s Constitutional Documents and any amendments
must be published in the official gazette (ie Umm Al Qura).

A company’s Constitutional Documents and any amendments
must be published at the MOCI’s electronic website.

Types of companies
The types of companies are:
1. General partnership company.
2. Limited partnership company.
3. Unincorporated joint
venture company.
4. JSC.

5. LLC.
6. Partnership limited
by shares.
7. Variable capital company.
8. Cooperative company.

The types of companies are:
1. General partnership company.
2. Limited partnership company.
3. Unincorporated joint venture company.
4. JSC.
5. LLC.

Single-shareholder companies
The concept of a single-shareholder company is not recognised.

State-owned companies or companies with a share capital of at
least 5 million Saudi Riyals can establish single-shareholder JSCs
by themselves. The single shareholder of the JSC will assume
the authorities and responsibilities of the shareholders’ general
assembly including those of the constituent assembly.
Additionally, LLCs can be established by one shareholder. However, an
individual cannot own or establish more than one single-shareholder
LLC and a LLC owned by a single shareholder (individual or company)
cannot own or establish another single-shareholder company. The
owner of the single-shareholder company will be responsible for
the company’s liabilities to the extent of its own funds if the single
shareholder (i) liquidated the company or ceased its operation, in
bad faith, before it expires or before it fulfils its objective; (ii) did
not distinguish between the company’s operations and its own
operations; or (iii) carried out a business in favour of the company
before acquiring its legal personality.

Holding companies
The concept of a holding company is not recognised.
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The New Law recognises the establishment of a holding company
which will take the form of either a JSC or a LLC and will aim
at controlling other JSCs or LLCs called “subsidiary companies”
by owning more than half of their capital or by controlling the
formation of their board of managers/directors.
The New Law sets out the objects of the holding company in line
with its concept and nature as a management and investment
company over its subsidiary companies. The New Law requires the
holding company to prepare, at the end of each year, a consolidated
financial statement covering its own and its subsidiary companies’
accounts according to the recognised accounting standards.
A subsidiary company cannot own shares in the holding company.
Any disposition that would transfer the title of shares from the
holding company to the subsidiary company will be rendered invalid.
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Key changes for Joint Stock Companies (JSC)
Old Companies Law

New Companies Law

Licensing required for formation
A license issued by a royal decree pursuant to the Council of
Ministers' approval is required for the formation of certain JSCs
such as those (i) holding a concession; (ii) running a public facility;
(iii) receiving subsidy from the government; (iv) practicing banking
activities; or (v) where the state or a public entity holds shares.

The licensing of the formation of a JSC will be made by a decision
of the MOCI including those JSCs that are established by the state
or JSCs wherein the state holds shares. If the JSC's activity requires
obtaining the approval or license from the competent authority,
the licensing decision will be issued only after obtaining such
approval or license.

Incorporation
The JSC is deemed to be incorporated from the date of issuance of
the Ministerial Resolution announcing its formation.

The JSC will be deemed incorporated from the date of the
publication of the MOCI Resolution announcing its formation and
its registration with the Companies Commercial Registry.

Minimum shareholders
The number of shareholders in a JSC must not be less than five.

A JSC can be established by two or more shareholders. The
establishment of a JSC by a single shareholder is also permissible
as mentioned above.

Minimum share capital
The share capital of a listed JSC must not be less than 10 million
Saudi Riyals. However, unlisted JSCs' share capital must be at least
2 million Saud Riyals.

The JSC's capital should be sufficient at the time of its
incorporation to achieve its objects. However, the JSC's share
capital must not be less than 500,000 Saudi Riyals.

The paid up portion of a JSC's share capital at incorporation must
not be less than 50% of the minimum required share capital.

The paid up portion of the JSC's share capital at incorporation must
not be less than 25% of the share capital. The remaining portion
must be paid within five years from issuing the shares.

Upon the founding shareholders' request, the MOCI will appoint an
appraiser to value the in-kind shares through a report that must
be submitted within 30 days and can be extended for an additional
30 days.

If the JSC includes in-kind shares, the incorporation application
must include a report by a certified appraiser on the fair value
of such in-kind shares and a copy of such report must be kept at
the JSC’s head office at least 15 days prior to the meeting of the
constituent assembly. In-kind shares are issued only after they are
paid up in full and they are not transferred to their owners except
after their title is fully transferred to the JSC.

Constituent assembly
The founding shareholders of the JSC must call for the constituent
assembly meeting provided that the duration between the notice
date and the meeting date is not less than 15 days.

The founding shareholders of the JSC must call for the constituent
assembly meeting within 45 days of the MOCI Resolution to license
(for unlisted JSCs) or the closing of the subscription to shares (for
listed JSCs) provided that the duration between the notice date and
the meeting date is not less than three days for unlisted JSCs and not
less than ten days for listed JSCs.

Board of directors (Board)
A JSC's Board must consist of at least three directors.

A JSC's Board must consist of at least three directors and must not
exceed 11 directors. In addition, a shareholder may nominate himself
or one or more other person to become a director of the Board
pursuant to such shareholder's proportion in the share capital.

Unless otherwise stipulated by the JSC's bylaws, a temporary Board
director may be appointed if a position becomes vacant provided
that such appointment is presented before the first meeting of the
ordinary general assembly (OGA).

Unless otherwise stipulated by the JSC's bylaws, a temporary Board
director may be appointed if a position becomes vacant provided
that such appointment is (i) notified to the MOCI and the CMA (if it
is a listed JSC) within five business days of such appointment; and
(ii) presented before the first meeting of the OGA.
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Old Companies Law

New Companies Law

Board of directors (Board) continued
A director must be the holder of not less than 10,000 shares (the
Qualification Shares) of the JSC shares which must be deposited
in any of the banks designated by the Minister of Commerce and
Industry within 30 days of the director's appointment date. The
Qualification Shares will be deemed as a guarantee of the director's
liability. A director who fails to produce the Qualification Shares
within the prescribed time limit will forfeit the office of director.

The New Law does not require the subscription of Qualification
Shares by directors of the JSC’s Board.

A JSC cannot offer a loan to any of its Board directors or guarantee
a loan made between a Board director and a third party except if
such third parties are banks or credit companies. Any agreement
made in contrast to this rule is deemed null and void.

A JSC cannot offer a loan to any of its Board directors or guarantee
a loan made between a Board director and a third party except (i) if
such third parties are banks or credit companies; or (ii) if the loan/
guarantee is issued by the JSC according to its employee incentive
scheme approved by the JSC's bylaws or a resolution of the OGA.

Unless otherwise specified in the JSC's bylaws, the Board cannot
enter into loan agreement exceeding 3 years in duration.

A JSC's Board may enter into loan agreements regardless of their
duration unless the JSC's bylaws specify otherwise or the OGA
restricts such authority.

N/a

A Board director's total remuneration must not exceed 500,000
Saudi Riyals per year. Additionally, further to the Board's
recommendation, the JSC's general assembly may terminate the
membership of a Board director if such director fails to attend
three consecutive Board meetings without a justified reason.

The time bar for a liability suit against the Board director is 3 years
from discovering the wrongful action.

The time bar for a liability suit against a Board director is three
years from discovering the wrongful act except where fraud or
forgery is involved then the time bar will be five years from the
date of the end of the financial year where the wrongful act was
committed or three years from the termination of the relevant
director's membership, whichever comes later.

The Board should appoint a chairman (Chairman) and a managing
director from amongst its directors and one director can assume
the role of Chairman and managing director simultaneously.

The Board should appoint a Chairman, vice-chairman and it
may also appoint a manging director from amongst its directors.
However, no single director can assume the role of Chairman and
any executive position simultaneously.

N/a

The Board must convene at least twice a year.

The discussions and resolutions of the Board should be recorded in
minutes of meetings and signed by the Chairman and the Board
secretary.

The deliberations and resolutions of the Board should be recorded
in minutes of meetings and signed by the Chairman, the directors
who are present at such meeting and the Board secretary.

General assemblies
N/a

General assembly meetings are presided over by the Chairman,
the vice-chairman if the Chairman is not present or any director
appointed by the Board if both the Chairman and the vice-chairman
are not present. In addition, general assembly meetings may be
conducted and voted on using modern communication methods.

Any shareholder holding twenty shares has the right to attend
general assembly meetings.

Any shareholder regardless of the amount of shares owned has the
right to attend general assembly meetings.

The Board must call for a general assembly meeting pursuant to
a request by (i) the JSC's auditor; or (ii) a number of shareholders
representing at least 5% of the share capital so request.

The Board must call for a general assembly meeting pursuant to a
request by (i) the JSC's auditor; (ii) the audit committee; or (iii) a number
of shareholders representing at least 5% of the share capital so request.
However, the JSC's auditor may call for the meeting if the Board did not
call for the same within 30 days from the auditor's request.

The notice for a general assembly meeting must be published in the
Official Gazette (Umm Al-Qura), a daily newspaper circulated in the JSC's
head office location at least 25 days prior to the date of the meeting.

The notice for a general assembly meeting must be published in a
daily newspaper circulated in the JSC’s head office location at least
10 days prior to the date of the meeting.

Clyde & Co LLP
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Old Companies Law

New Companies Law

Ordinary general assemblies (OGA)
The shareholders required to be present in the OGA meeting
should represent at least 50% of the share capital.

The number of shareholders required to be present in the OGA
meeting is reduced to shareholders representing at least 25% of the
share capital unless the bylaws stipulate otherwise provided that
the percentage does not exceed 50%.

N/a

The JSC's bylaws permitting, the adjourned second meeting to an
OGA meeting can be convened after one hour from the end of the
prescribed time for the first meeting.

Extraordinary general assemblies (EGA)
The shareholders required to be present in the EGA meeting
should represent at least 50% of the share capital, unless a higher
percentage is required by the JSC bylaws.

The number of shareholders required to be present in the EGA
meeting is shareholders representing at least 50% of the share
capital unless the bylaws stipulate otherwise provided that the
percentage does not exceed two thirds of the share capital.

N/a

The JSC's bylaws permitting, the adjourned second meeting to an
EGA meeting can be convened after 1 hour from the end of the
prescribed time for the first meeting. If a quorum is not present at
the second EGA meeting a notice is given to hold a third meeting
which will be quorate by any shareholders present subject to the
MOCI/CMA's approval.

Audit committee
The concept of an audit committee is not recognised.

The formation of the audit committee is made by a decision of the
OGA. The audit committee must consist of at least three and not
more than five members from the shareholders or others provided
they are not executive Board directors.
The audit committee issues its decisions by majority vote and the
committee’s chairman will have a casting vote.
The audit committee can request the Board to call for a general
assembly meeting if the Board hampers its functions or if the JSC
has sustained severe damage or loss.
The audit committee must opine on the JSC’s financial statements
and reports provided by the auditor and prepare a report of its
opinion regarding the sufficiency of the JSC’s internal control. Such
report must be filed with the JSC’s head office at least 10 days prior
to the general assembly meeting and must be recited during the
general assembly meeting.

Shares
Shares cannot be issued for less than their par value. However,
they can be issued for a higher value if the JSC's bylaws so provide,
or if the general assembly meeting approves the same. In this case,
the difference in value will be added to the statutory reserve even
if such reserve has reached its maximum level prescribed by law
(ie 50% of the share capital).

Shares can be issued for a higher value if the JSC’s bylaws so
provide or if the general assembly meeting approves the same.
In this case, the difference in value will be set in an independent
class under the shareholders’ rights and cannot be distributed as
dividends to the shareholders.

Preference shares
After the approval of the Minster of Commerce and Industry, the
JSC can issue non-voting preference shares provided that such
shares do not exceed 50% of its share capital. Such shares must
yield a profit of at least 5% of the share's par value after setting
aside the statutory reserve and before distributing any dividends.

Clyde & Co LLP

The EGA can issue non-voting preference shares, decide to buy
them back or convert ordinary shares to preference shares or vice
versa. The New Law did not provide any specific percentage in
respect of preference shares or their minimum profit and referred
to the JSC's bylaws and the MOCI/CMA guidelines to be set.
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Old Companies Law

New Companies Law

During the lock-up period, the title of cash shares can be
transferred from (a) a founding shareholder to another founding
shareholder or a Board director as a management guarantee; or (b)
the deceased founding shareholder's heirs to third parties.

During the lock-up period, the title of shares can be transferred
from (a) a founding shareholder to another founding shareholder;
(b) the deceased founding shareholder's heirs to third parties; or (c)
in the event of enforcement on the insolvent or bankrupt founding
shareholder, provided that the remaining founding shareholders
have a pre-emption right to such shares.

N/a

The CMA can increase or decrease the statutory 2 year lock-up
period for companies wishing to list their stock on Tadawul.

Lock-up

Shareholders’ register
The JSC's shareholders' register is prepared by the JSC.

The unlisted JSC may outsource the preparation of the
shareholders' register to another company.

Buy-back and pledge
The JSC cannot buy back its shares except in three specific
conditions including the decrease of the share capital. Additionally,
the JSC cannot pledge its shares except for purposes of providing a
liability guarantee for Board directors.

The JSC can buy back and pledge its shares according to guidelines
that will be later released by the MOCI/CMA.

Financial instruments
The Old Law referred to loan instruments and the conditions and
mechanics for issuing them.

The New Law refers to debt instruments and Sukuk. In general,
the JSC must observe the principles of Sharia'h when issuing and
trading in debt instruments.
Sukuk and debt instruments must be issued according to the CMA
law and after the EGA issues a resolution specifying the maximum
amount of shares that can be issued against the Sukuk and debt
instruments.
Debt instruments and Sukuk can be converted into shares.
However, such conversion cannot be made if the terms of issuing
such instruments and Sukuk did not provide so or if its holder did
not approve such conversion.

Accounts and reporting
At the end of each financial year, the Board must prepare an
inventory of the value of the JSC's assets and liabilities, the
financial statement, profit & loss account and a report about the
JSC's activity and financial position in the preceding financial year
including their recommendation for distributing dividends. The
Board must file these documents with the JSC's auditor at least 55
days prior to the date of the general assembly meeting.

The financial year of the JSC must be 12 months specified in its
bylaws. However, the first financial year of the JSC can be no less
than six months and no more than eight months in duration
starting from the date of registering it with the Commercial
Companies Registry.
At the end of each financial year, the Board must prepare the
financial statement and a report about the JSC’s activity and
financial position in the preceding financial year including their
recommendation for distributing dividends. The Board must file
these documents with the JSC’s auditor at least 45 days prior to the
date of the general assembly meeting. The Chairman, the CEO and
the CFO must all sign the aforementioned documents and keep a
copy of the same at the JSC’s head office at least ten days prior to
the general assembly meeting.

Statutory reserve
The Board must set aside, every year 10% of its net profits for the
formation of the statutory reserve and the OGA can decide to
suspend setting aside such percentage when the amount of the
reserve reaches 50% of the share capital.

Clyde & Co LLP

The statutory reserve has been reduced to 30%.
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Old Companies Law

New Companies Law

Auditor
The auditors may be re-appointed (without limitation).

Auditors may be re-appointed, provided that the total period of
their service does not exceed five consecutive years. Anyone who
has exhausted the said period may be re-appointed two years after
the expiry date.

Capital increase
The EGA can resolve to increase the JSC's capital once or multiple
times provided that the original share capital has been paid in full.

The New Law provided an exception to the requirement of paying
the capital in full which is if the unpaid portion of the capital is in
respect of shares issued further to converting un-matured debt
instruments or Sukuk.

N/a

The EGA must allocate the issued shares upon the increase of the
capital or a part thereof for the JSC's employees. The shareholders
cannot exercise the pre-emption right upon the issuance of the
shares allocated for employees.

Capital reduction
The JSC can decrease its capital through one of the following
methods:
1. Returning a portion of the par value of the share to the
shareholder or releasing him in respect of the whole amount
or part of it.
2. Reducing the par value of the share to be equal to the amount
of loss incurred by the JSC.
3. Cancelling a number of shares equal to the amount required
for reduction.
4. Buying a number of shares equal to the amount required
for reduction.
If the capital reduction is enforced through the buying of shares
the value of the shares will be according to the JSC's bylaws or the
fair value if the bylaws are silent.

The JSC can now decrease its capital through only two methods:
1. Cancelling a number of shares equal to the amount required
for reduction.
2. Buying a number of shares equal to the amount required for
reduction and then cancelling them.

If the capital reduction is enforced through the buying of shares
the value of shares for unlisted JSCs will be the fair value. The
value of listed JSC's shares will be determined according to the
CMA rules.

Losses
If the losses of a JSC reach 75% of its capital, the Board must hold
an EGA meeting to consider whether the JSC will continue to
exist or should be dissolved. If the Board directors fail to hold the
EGA meeting or should it be impossible for such meeting to pass
a resolution on the matter, any interested person may request to
dissolve the JSC.

If the losses of a JSC reach 50% of its paid up capital, the Board
must send a notice within 15 days of being informed of the losses
to hold an EGA meeting within 45 days of knowing of the losses
to determine whether the JSC's capital should be increased or
decreased or if the JSC should be dissolved.
The JSC will be deemed dissolved by force of law if (i) the EGA is
not convened within the period specified above; (ii) the EGA is
convened but failed to determine the matter; (iii) the EGA decided
that the capital should be increased and no subscription for
increase of capital is made within 90 days from the date of issuing
the resolution of increase.

Dissolution
The JSC dissolves if all its shares are transferred to one single
shareholder. In this case, such single shareholder will be liable for
all the JSC debts within the limits of its assets. Another reason
for dissolution is if the number of shareholders falls below the
minimum limit required (5 shareholders) and remains so after
the lapse of one full year. In this case, any interested person may
request to dissolve the JSC.
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If all the JSC shares are transferred to one single shareholder
who does not meet the requirements of a JSC owned by a single
shareholder the JSC will solely be liable for its debts and liabilities.
However, such single shareholder must either rectify the JSC’s
situation to comply with the law or convert the JSC into a singleshareholder LLC within 1 year or it shall be dissolved by force of law.
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Key changes for Limited Liability Companies (LLC)
Old Companies Law

New Companies Law

Number of shareholders
An LLC must consist of at least two shareholders and not more
than 50 shareholders except in cases of inheritance.

An LLC can be established by a single shareholder as mentioned
above. If the number of shareholders becomes more than 50
shareholders, the LLC must be converted into a JSC within one
year; otherwise it will be dissolved by force of law, unless the
number of shareholders increases as a result of inheritance.

Limitation of liability
The shareholders in a LLC are each liable for the LLC's debts in
proportion to the number of share they hold in the share capital.

The LLC is liable for its own debts. If the phrase "a limited liability
company" or the amount of share capital is not affixed to the LLC's
name, the LLC's managers will be personally and jointly liable for
the LLC's obligations.

The time bar for a liability suit against a LLC manager is three
years from discovering the wrongful action.

The time bar for a liability suit against a LLC manager is five years
from the date of the end of the financial year where the wrongful
act was committed or three years from the termination of the
relevant manager, whichever comes later.

General Assembly
The LLC's general assembly must convene at least once a year in
the six months following the end of the financial year.

The general assembly must be convened within four months
following the end of the financial year.

Accounts and reporting
For each year the LLC's managers must prepare the financial
statement, profit & loss account and a report about the LLC's
activity and financial position including their recommendation for
distributing dividends within the four months following the end of
the financial year.
The managers must provide copies of these documents with the
LLC’s audit committee report (if any) and the auditor report to the
General Companies Department and to each shareholder within
two months from the date of preparing such documents.

The managers are required to prepare the documents within three
months from the end of the financial year and share them with
the MOCI within one month of preparation.

In-kind shares
The shareholders are jointly liable for the correct value of the
in-kind shares. However, the statute of limitations for contesting
such matter lapses three years after the AOA is published and the
LLC is registered with the Commercial Companies Registry.

The statute of limitations is increased to five years.

Pre-emption right
A shareholder may, according to the provisions of the AOA,
transfer its share to any shareholder or to a third party. However,
if a shareholder wishes to transfer its share to a third party
with consideration; it must notify the other shareholders of the
conditions of transfer via the LLC’s manager. Any interested
shareholder can exercise its pre-emption right in respect of such
shares within 30 days of being notified and will acquire the shares
based on their real value. If a shareholder wishes to transfer
its shares to a third party without consideration the interested
shareholder will buy the shares according to the last inventory
made by the LLC.
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If a shareholder wishes to transfer its shares to a third party, either
with or without consideration, the shareholder must first notify
the other shareholders of the transfer conditions through the LLC’s
manager. In this case, any interested shareholder can buy these
shares at fair value within 30 days of being notified. However, the
shareholders can agree on an alternative valuation method and
duration in the LLC’s AOA.
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Old Companies Law

New Companies Law

Statutory reserve
The LLC must set aside, every year, at least 10% of its net profits
to form the statutory reserve and the shareholders can decide
to suspend such setting aside when the amount of the reserve
reaches 50% of the capital.

The statutory reserve amount is reduced to 30% of the share
capital.

Extension of duration
N/a

The New Law permits any number of shareholders holding at
least 50% of the capital to extend its duration. If a shareholders'
resolution extending the LLC's duration is not passed and the LLC
continued in the performance of its operations, its AOA will be
extended to a similar period.
A shareholder who does not wish to continue with the LLC can
withdraw and its shares will be valued. Unless otherwise agreed
with the withdrawing shareholder, the extension will be enforced
only after the shareholder’s shares are transferred to the other
shareholder(s) or to a third party and payment of its value is
complete.
A third party having an interest in the non-extension of the
duration of the LLC can object to the same and maintain that such
extension not be enforced against him.

Losses
Where the losses of a LLC reach 50% of the share capital, the
managers must serve a notice on the shareholders, within 30 days
of knowing of such loss, to hold a meeting to consider whether the
LLC should continue or be dissolved. The shareholders' resolution
will be valid only of it is approved by the majority shareholders
(75%) and must in all cases be published. If the managers fail
to serve a notice of meeting on the shareholders or should it be
impossible for such meeting to pass a resolution on the matter, any
interested person can request to dissolve the LLC.

Where the losses of a LLC reach 50% of the share capital, the
LLC's managers must record such incident with the Companies
Commercial Registry and must serve a notice on the shareholders
to a meeting, in no later than 90 days from the date of knowing
of such loss, to consider whether the LLC should continue or be
dissolved.
The LLC will dissolve by force of law if the LLC’s managers fail to
send a notice to the shareholders or if the shareholders fail to pass
a resolution on whether the LLC should continue or be dissolved.

Capital reduction
N/a

The New Law provided the mechanics whereby a LLC can reduce
its share capital. For example, the shareholders must submit
certain documents along with their application such as:
1. A draft amended articles of association.
2. A detailed statement – certified by the LLC’s auditor –including
the creditor’s names, addresses, those who have objected on the
decrease, those who have been paid their due debts or have been
provided with an adequate guarantee to pay their future debts.
3. An acknowledgement from the shareholders to be jointly liable
for any debts not included in the statements.
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Key changes for foreign companies
Old Companies Law

New Companies Law

Foreign companies cannot establish branches, agencies
or representative office or issue financial instruments for
subscription or sale in the KSA without a license from the Minister
of Commerce and Industry.

Foreign companies can establish branches, agencies or offices
in the KSA after being licensed by the Saudi Arabian General
Investment Authority (SAGIA). In addition a foreign company
can issue financial instruments for subscription or sale within
the KSA in accordance with the CMA rules. The foreign entity
cannot commence its activities without first registering with the
Commercial Companies Registry at the MOCI.

N/a

Each foreign branch, agency or office must print the below details
in Arabic on its corporate papers.
1.
2.
3.
4.

N/a

The foreign entity’s address in KSA.
The company’s full trade name.
The company’s complete address and head office.
The agent’s name

The foreign entity must prepare the financial statements regarding
its activities in the KSA according to the recognised accounting
standards and file such statements along with the auditor’s report
to the MOCI within six months from the end of the financial year.

Key changes regarding conversion and merger
Old Companies Law

New Companies Law

Conversion
N/a

The shareholders objecting to a conversion resolution can request
to withdraw from the company.

N/a

A general partnership company, a limited partnership company
and a LLC can be converted into a JSC if so is requested by the
shareholders holding more than 50% of its share capital, unless the
AOA stipulate a lower percentage, and provided that all shares of
the company requesting conversion are held by relatives, even up
to the fourth degree.

Merger
N/a

Both the acquiring and target company's net assets must be valued
for a merger to become valid if the consideration is shares or stocks.

N/a

A shareholder holding shares in both the acquiring and target
company cannot vote on the merger resolution except with respect
to one of the companies.

The merger resolution becomes enforceable after 90 days from the
date of its publication.

The merger resolution becomes enforceable after 30 days from the
date of its publication.
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Key changes regarding penalties
Old Companies Law

New Companies Law

The Old Law set a general sanction for various violations which is
imprisonment for a period between three months and 1 year and/
or a fine between 5,000 and 20,000 Saudi Riyals

The Bureau of Investigation and Public Prosecution will be
responsible for conducting investigations into the criminal acts
such as recording of misleading or false information or a director/
manager's noncompliance with their obligations.
Such violations, including others, carry a prison sentence not
exceeding three or five years and/or a fine not exceeding 1 or 5
million Saudi Riyals depending on the violation.

A fine between 1,000 and 5,000 Saudi Riyals is imposed on any
director/manager failing to file the required documents or
impeding the auditor's work, including others.

MOCI or the CMA will be responsible for imposing penalties on
violations regarding, for example, failing to publish the company's
financial statements or providing the MOCI with the required
documents.
Such violations, including others, carry a fine not exceeding 500,000
Saudi Riyals.

The sanction will be doubled if the violation is repeated.

The sanction will be doubled if the violation is repeated within
three years from the date of final sentencing.

N/a

The enforcement of any sanction mentioned in the law will not
hinder a person's right to claim compensation from the person
who committed a violation that resulted in harm.

NOTE: Saudi laws are issued in Arabic and there are no official translations, therefore for the purposes of drafting this article we have used
our own translations and interpreted the same in the context of Saudi regulations and current market practice.
For further information on this issue or other legal matters please contact Alain Sfeir (alain.sfeir@clydeco.com) or
Nouf Aljoaid (nouf.aljoaid@clydeco.com).
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