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The Custodian of the Two Holy Mosques
King Salman bin Abdulaziz Al-Saud

"Our country strives to strengthen its institutions to achieve the aspirations
and hopes of its citizens at all levels. We are aware of the many challenges
facing the Kingdom, but we are determined to overcome them and provide a
decent life for our citizens.”







His Royal Highness

Prince Mohammed bin Salman

bin Abdulaziz Al-Saud

Crown Prince and Prime Minister

"The Kingdom of Saudi Arabia has one of the largest economies in
the world. In less than four years, we have realised unprecedented
achievements in modern Saudi history.”
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Foreword

It is said that those who do not learn from history are doomed to repeat it. Therefore, this publication has
been put forth to draw lessons from the past and chart a course for a better future. Today's Saudi capital
market has been through many phases of development, which have been documented in this volume to

provide an accurate, historical account to interested readers.

This book offers a detailed overview of capital market development in Saudi Arabia over three key phases:
1) the foundation of Saudi joint-stock companies; 2) the regulation of the emerging capital market under a
Ministerial Committee; and 3) the issuance of the Capital Market Law and establishment of a robust market

system.

This publication saw the light of day after nearly two years of research, drawing on many historical documents
and over 80 interviews with prominent figures. We hope that this book will serve as a reference and an

interesting read for academics, experts, and the public.

On behalf of the Capital Market Authority team, | would like to take this opportunity to express my profound
gratitude to the Custodian of the Two Holy Mosques King Salman Bin Abdulaziz Al Saud, and His Royal
Highness Prince Mohammed Bin Salman Bin Abdulaziz Al Saud, Crown Prince, Prime Minister, and Chairman
of the Council for Economic and Development Affairs, for their generous support and for providing everything

needed to enable the development and growth of the Saudi capital market.

| would also like to express my gratitude to the contributors of this book: His Excellency Mr. Mohammed
Ali Abalkhail, His Excellency Mr. Abdulaziz Zaid Al Quraishi, His Excellency Mr. Hamad Saud Al-Sayyari,
His Excellency Dr. Ibrahim Abdul Aziz Al-Assaf, His Excellency Dr. Abdulrahman Abdulaziz Al-Tuwaijri, His
Excellency Dr. Fahad Abdullah Al-Mubarak, His Excellency Mr. Muhammad Abdul Malik Al-Ash Shaikh, and His
Excellency Mr. Mohammed Abdullah Al-Jadaan. A special acknowledgement to officials, state agencies and

entities, businessmen, and CMA employees for their invaluable contributions.
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Additionally, | want to extend my deep appreciation to Dr. Abdulrahman Abdulmohsen Al-Khalaf, a former

CMA board member, for leading the research team and for his valuable contributions and insights.

Moreover, | gratefully acknowledge the contributions of the Head of CMA's Documentation Steering
Committee Mr. Youssef Hamad Al-Blihid, Vice Chairman of CMA, as well as fellow Committee Members Mr.
Yazeed Saleh Aldemaigi, Mr. Nayef Abdulaziz Al-Dughaither, Dr. Bander Asaad Alsajjan, Mr. Ali Sulaiman

Aldakheel, Mr. Abdullah Ageel Al-Ageel, and Mr. Helal Radi Al-Helal.

Finally, | want to express my sincere thanks to Argaam Investment Company for their research efforts.

Mohammed Abdullah Elkuwaiz
Chairman, Capital Market Authority
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Introduction

Trade was the first sign of the development of the Arab civilization. At the heart of the centuries-old markets
scattered across the Arabian Peninsula was Makkah, which had always been a major trading and cultural
centre for Arab tribes. Originally, Makkah was a destination for trade with caravans coming from northern
and southern Arabia to sell their goods in the seasonal markets of Okaz, Majanna, and Dhulmajaz where

commerce—as well as poetry and literature—thrived.

The Arabs of the peninsula were known for their passion for trade. With the advent of Islam, Arabian markets
flourished and continued to do so following the foundation of Saudi Arabia. A new era of modernisation and
urban development coincided with the discovery of oil, a period during which Saudi Arabia strengthened its
position in the region and witnessed the establishment of joint-stock companies that were the nucleus of a

Saudi capital market.

The first Saudi joint-stock company was founded in the 1920s and led to the emergence of an early form
of the stock market. Over the past century, the Saudi capital market gradually evolved into a leading market
that is open to the world. This book is the first attempt to trace the historic origins of this journey and
highlight major milestones, thus giving future generations an extraordinary account of significant events

that have not been previously brought to light.

This work would not have been possible without the CMA team. Despite the lack of resources and sometimes
differing narratives on certain historical events, each team member has generously dedicated their time and

effort over the past two years to ensure accuracy and make this publication a reality.

Descriptive and historical methods have been used in writing this book. Archived documents, from newspapers
to annual reports to Royal Decrees, have been retrieved. Several current and former capital market officials,
as well as other experts and professionals, have been interviewed in authoring this publication. Additionally,

financial terminology has been simplified for easier readability by laypersons.
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This book documents the journey of the Saudi capital market according to three phases. The first phase
begins with the establishment of the first Saudi joint-stock company in 1926. Dozens of companies soon
followed suit, each contributing to the country’s economic development. The first generation of shareholders
preferred to maintain their shares to receive dividends as they saw themselves as owners of companies they
invested in. However, this idea evolved with the next generation of investors who saw ample opportunities
in stock trading, leading to increased privatisation and the public listing of state-owned businesses, which

created the need for robust regulation.

The second phase began by the early 1980s and was characterised by the introduction of stock market
regulations. During this period, stock trading was limited to commercial banks, which were supervised by a
Ministerial Committee. Over the years, the market witnessed several developments that led to the beginning
of the third phase: the issuance of the Capital Market Law of 2003 and establishment of the Capital Market
Authority (CMA) in 2004,

This marked the beginning of a new era of developments and regulation establishing a robust capital market

with the potential to be a global leader in line with Saudi Vision 2030.

To ensure that a broad audience benefits from this book, the CMA has produced a shorter illustrated version,
containing the major historical developments of the Saudi capital market from 1926. The CMA expresses its
sincere gratitude to all contributors to this book. A special note of appreciation is extended to our honourable
contributors who provided their historical account of major events that shaped the Saudi capital market over
its 100-year journey. We are also grateful to the early pioneers, the pivotal figures who played an active role

in the growth of the capital market, and while some of them have passed away, their legacy endures.

Finally, the CMA dedicates this book to our esteemed readers in the hope that it will offer valuable insights

into the history and journey of the Saudi capital market.
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Capital markets are the building blocks of modern-day national and global economies. They play a vital role
of investing capital into productive sectors of the economy, thus driving economic growth and achieving a

more efficient utilisation of resources.

Markets have existed for as long as human existence on earth. Despite the diversity among peoples and
nations, markets have always been an integral part of human behaviour. This is because they are essential
for nurturing human existence on this planet, a responsibility which, according to Muslims, God has tasked

us with since the creation of Adam.

First - Souq: The Arabic Term for ‘Market’

In Arabic, the word “souq” is derived from the verb “sdqa,” which means—among other interpretations—to
bring, to carry, or to transport. The most widespread use of the verb and its derivatives can be traced back
to the Arabic saying: “sdaqa ilayha al-mahr,” which roughly translates into: “He drove the dowry to her” i.e.
he paid the dowry. Historically, the Arabs paid dowries in cattle and the term became widely used for any

marketplace where cattle and goods were exchanged and paid for.

As humanity evolved, markets grew more organised and specialised, and their names came to carry specific
meanings. For instance, public markets that sold a variety of goods and merchandise were often named after
the places where they were held. As for markets dedicated to specific goods or services, they often took the
names of those goods or services, such as the Vegetable Market and the Camel Market. Additionally, public
marketplaces were sometimes named after the days on which they were held, such as the Saturday Market

or the Sunday Market.
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Second - Markets in the Divinely Revealed Books

Ancient Arab cities had marketplaces where goods brought from the East and West were sold. The Torah
made mention of those cities, such as Ur, Akkad, Palmyra, and the Kingdom of Sheba, and described aspects
of their trade and commerce. According to the Torah, Palmyra merchants transported goods from Arab lands,
Mesopotamia, and India to Egypt and southern Europe. The Queen of Sheba, as indicated in the Torah, gave

King Solomon gold, spices, and precious stones from Yemen.

In the Qur'an, the word "souq” (i.e., market or marketplace) has been mentioned several times. For example,
in Surah Al-Furgan, verse 7, God says: “And they say "mockingly~, what kind of messenger is this who eats
food and goes about in marketplaces ~for a living=? If only an angel had been sent down with him to be his
co-warner." In this verse, the pagans objected that Prophet Muhammad (Peace be upon him) could not be the
Messenger of God because he should not have to move about in marketplaces to buy or trade (similar to the
Roman Caesars and Persian royalty of the era). However, God has indicated in Surah Al-Furgan that being in
marketplaces is common to all mankind, including the messengers of God: “We never sent any messenger

before you 0 Prophet~, who did not eat food and go about in marketplaces.”

Elsewhere in the Qur'an, the first two verses of Surah Quraysh, “7At least~ for ~the favour of~ making
Quraysh habitually secure in their trading caravan “to Yemen~ in the winter and =Syria~ in the summer”
refer to two main markets in Syria and Yemen mediated by the third market of Makkah. Trade caravans used
to set out from Makkah to Yemen in the winter, passing through several small marketplaces on the way. In

the summer, they would set out from Makkah to Syria, doing just the same.

The biography of Prophet Muhammad peace be upon him (PBUH) states that he came to the city of Madinah
and established a market to the West of the Prophet's Mosque. This market remained active until recent
times. Upon its establishment, the Prophet (PBUH) said: “This is your market. It will always be your market
and no duty will be levied on it." It later became a well-established market that prospered during the reign of
Hisham ibn Abd al-Malik, the tenth Umayyad caliph. The market was given many names over the centuries.
It was first known as Souq Al-Manakhah or Souq Al-Madinah, and was later given the names of Souq Al-

Musalla, Souq Al-Bayh, Souq Al-Batha, and Souq Al-Zawra.
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The Islamic tradition is abundant with guidelines on moral market practices or what is known today as
market regulations and ethics. Prophet Muhammad (PBUH) once said: "“Beware of the tumult of the market.”
The Arabic term for ‘tumult’ is “hdshah,” which means being in a state of dispute, disorder, confusion, or
clamour. There is another hadith (Prophet’s sayings) on market etiquette in which the Prophet (PBUH) says:
"Whoever enters our mosque or passes through our market with arrows with him, he should hold them by
their heads lest it should injure any of the Muslims.” Another market etiquette in the Islamic faith is tolerance
in transactions. The Prophet (PBUH) has reportedly said: “May God show mercy to a man who adopts a kind

attitude when he sells, buys and demands for the repayment of loans.”

Disclosure and transparency have also been emphasised in market affairs. For transactions to be valid
according to the Prophetic tradition, a seller must disclose the specifications of their merchandise and reveal
its defects. The Prophet's companion Abu Hurairah has said: “The Messenger of God happened to pass by
a heap of corn. He thrust his hand in that (heap) and his fingers felt wetness. He said to the owner of that
heap of corn, "What is this?” He replied: “O Messenger of Allah! These have been drenched by rainfall.” He
remarked, "Why did you not place this (the drenched part of the heap) over the corn so that people might see

it? He who deceives is not of us.”

Additionally, the Prophet (PBUH) forbade people from approaching caravans to trade with them before they
reached the local market. The companion Ibn Umar reported: “We used to go ahead to meet the caravans and
used to buy foodstuff from them. The Prophet (PBUH) forbade us to sell it till it was carried to the market.”
This practice was forbidden because the transaction could entail deceiving caravan merchants as they are

yet to be aware of market prices, which could also harm the local community.
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Third - Arabia’s Historical Markets

Situated between the Persian and Roman empires, pre-Islamic Arabs took advantage of the peninsula’s
strategic location to carry out commercial activities. Some Arab tribes were known for transporting goods from
one empire to another. The Qur'an makes mention of two journeys: the winter and summer trade journeys,
which Arab merchants would undertake every year. At the time, the Quraysh tribe acted as intermediaries
between the two rival empires and their vassal regions (Egypt and the Levant were ruled by the Romans
while Al-Hirah and Yemen were ruled by the Persians). As a result, the Arabs established seasonal markets
on both sides as well as many smaller markets along their northern and southern trade routes. They also
established several seasonal markets in the peninsula, which were places of festive events. Some of them

even gained special importance since they were held during the Arab sacred months.

1- Okaz Market

Dating back to the year 501, Souq Okaz is located forty kilometres to the north of Tai'f city (Image 1), and
was one of the most famous and sacred markets in pre-Islamic times. During the lunar month of Dhul Qi'dah,
people would come carrying their goods from all across Arabia. Goods of all kinds were available at this

market, including foodstuffs and swords from Yemen and the Levant. Okaz was more than just a marketplace

for trading goods, it was also a
festival where men from different
tribes competed for glory and
prestigious titles, such as the
most generous, the bravest, or the

most eloquent of the Arabs.

As the means through which the
Arabs chronicled their history,

poetry came to acquire a superior

status in Souq Okaz—to the point

(1iN Souk Okaz location
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that people associated its name with the great poets of the time. Intertribal poetry competitions took place
openly and poets were appraised by a group of prominent public figures. Later, those poems would be recited

by people across Arabia.

Souq Okaz was governed by a set of rules similar to modern-day market ethics and values. For example,
people used to abstain from purchasing goods from unknown sources and left them to become dead stock out
of concern that they might be stolen, which is close to today’s concept of anti-money laundering. Moreover,
like the ownership certificates of today, Arab tribes used to brand their camels with identifying marks. In this
regard, historical sources indicate that some thieves once tried to sell a camel in Souq Okaz after concealing
its brand. However, the people refrained from buying the camel because they were unable to identify the

tribe it belonged to.

2- Souk Al-Majnah

This market was established by a tribe named Kinana. It is located in Murr Dhahran valley-in the plains of
Tihama, currently called Wadi Fatima-near Al-Asfal mountain in Makkah. The market used to be held during
the last ten days of the lunar month of Dhul Qi'dah. Soug Majanna was another seasonal market that the
Arabs visited after Soug Okaz was over. People held the same respect for this market as they did for Okaz
and carried out the same activities there. The Quraysh and other tribes would visit Soug Majanna before
heading to Makkah for pilgrimage, in a state of ritual preparation that prohibited them from committing sins
or transgressing against others. Historians have ranked Souq Majanna third in terms of size and importance

after Okaz and Dhul Majaz markets, but it is listed second in this section following a chronological order.

3- Souk Dhi Al-Majaz

After leaving Souq Majanna towards Makkah for pilgrimage season, pilgrims would reach Dhul Majaz market
near Mina, a valley between Makkah and Mount Arafat. Just like Souq Okaz, this market was a place for buying
and selling, vying for prestige, and freeing bondsmen. It was held on the first ten days of the holy month of

Dhul-Hijjah, granting it a special status as it was the time marking the beginning of pilgrimage rituals.
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Fourth - Capital Markets (Stock Exchanges)

The Arabic word bursah (i.e., stock exchange), similar to “bourse” in French, took on the name of the Belgian
Van der Buerse family who were renowned for their banking activities in the fifteenth century. They ran the
Ter Buerse Inn, where merchants from across Europe stayed. Over time, the Ter Buerse Inn became a place
for trading commodities and securities (Image 2), and the name “bourse” came to refer to any organised
securities market.

At that time, the Renaissance was spreading across Europe and the Industrial Revolution contributed to major
organisational developments that led to the foundation of joint-stock companies. Being the foremost global
power at the time, the British Empire led the way with several companies of this type. On 31st December
1600, the East India Company (EIC) was established to administer British colonies and overseas trade. The

EIC grew alongside the British Empire itself and dominated global trade from the seventeenth century.

BYREA BRUGCENYVIN

m Brugge Bourse
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The formation of the EIC was made possible by the efforts of a group of prominent merchants and with the
blessing of Queen Elizabeth |. The Crown granted the EIC a charter that awarded it a 15-year monopoly on
English trade in the East Indies. As a result, the EIC expanded in all countries across the East with influence

reaching as far as the Arabian Gulf.

The world’s earliest stock exchanges were established for commodity trading. The Amsterdam Stock

Exchange, founded in 1602, is considered the oldest “modern” stock exchange in the world.

It was originally a commodity exchange run by the Dutch East India Company. Company officials then came

up with the idea of issuing shares to freely finance trading activities. By 1611, the stock exchange building,

the Beurs Van Hendrick de Keyser (Image 3), was constructed.

m The building of Beurs Van Hendrick de Keyser
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One of the other earliest stock exchanges was the Frankfurt Stock Exchange, which dates back to 1585
when merchants would meet at a square in front of Frankfurt's city hall to establish standard exchange
rates for notes and coins. In 1666, the first exchange rules and regulations were enacted, which led to
the establishment of an official stock exchange. Initially, only bills of exchange were in use. Promissory
notes! and government bonds were first traded at the end of the seventeenth and eighteenth centuries,

respectively, while the first shares were traded in 1820.

As for the London Stock Exchange, it was originally simply a newspaper posting of the prices of stocks and
commodities from 1698. It was not until 1801 that it became the official stock exchange of London, making
it older than the Paris Bourse, which was founded in 1824 and inaugurated in Palais Brongniart in 1826. In
the United States, the Philadelphia Stock Exchange was formed in 1790, followed by the New York Stock
Exchange on Wall Street in 1821. A series of stock exchanges were founded worldwide during this period,
leading to the establishment of the first stock exchange in Asia, the Bombay Stock Exchange, in 1875. Not
long after, the Bovespa Stock Exchange was established in Brazil in 1890, followed by the Mexican Stock
Exchange which began operating in 1895 and was officialised in 1933. Elsewhere, the Turkish Dersaadet
Securities Exchange, the Egyptian Alexandria Stock Exchange and Cairo Stock Exchange, as well as the

Indonesia Stock Exchange were founded in 1866, 1883, 1903, and 1912, respectively.

Fifth - Types of Capital Markets

Capital markets differ according to many factors. In terms of securities issued, there are two different
categories of market: the primary market where companies list new issues for the first time, and the

secondary market, which allows investors to purchase already-issued securities.

As for the maturities of traded securities, we have the money market, where short-term (under a year)
securities are traded, and the capital market, where long-term (over one year) assets are bought, as well as
the derivatives market in which securities whose value is dependent on or derived from an underlying asset
are traded. Lastly, in terms of location, there are centralised and decentralised markets. The former exists at

a physical location where trading takes place, while the latter is not tied to an actual place.

1 A promissory note is a debt instrument that contains a written promise by one party (the note's issuer or maker) to pay another party (the note's
pavee) a definite sum of money, either on-demand or at a specified future date. A promissory note typically contains all terms pertaining to the
indebtedness, such as the principal amount, interest rate, maturity date, date and place of issuance, and issuer’s signature.
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Sixth - The Role of the Capital Market

Economically, members of society are divided into two groups: entrepreneurs, who seek to establish
businesses and launch various projects but often lack sufficient funds, and savers, who have funds but
often lack the incentive, knowledge, or ability to invest these funds themselves. Capital markets perform the
essential economic function of channelling funds between savers and entrepreneurs, hence leading to an
increase in financial returns which in turn drives the productivity of national economies. Therefore, capital
markets encourage savers to invest by providing them with investment opportunities, motivating them to

rationalise consumption and make further investments to drive national economic performance.

Capital markets provide funding for various economic sectors. This occurs indirectly through the issuance of
securities, such as stocks and bonds that are then sold to individual, corporate, and institutional investors.
As aresult, investors are able to participate in the growth of the economy and in turn grow their capital, thus
raising the standard of living for all members of society on the one hand and directing financial resources
towards profitable sectors of the economy on the other, thereby leading to greater economic prosperity.
Capital markets contribute to funding development plans as governments may resort to borrowing to meet
public expenditures and finance development projects. This occurs through the issuance of government
securities, such as bonds or sukuk. The capital market provides flexible exit strategies, which in turn promotes

investing and encourages the development of new projects.

The efficient trading of securities as a function of the capital market provides investors with ease of access
and the ability to liquidate quickly. Efficient securities markets are the means through which optimal prices

are set based on supply and demand.

Capital market authorities require issuers of securities to make all relevant information about a business—
including financial statements and developments that may affect stock prices—available to the public in a
timely manner. This in turn allows investors to make informed investment decisions. Lastly, capital markets
protect investors by enacting and enforcing laws that regulate market activities with the aim of achieving

fairness and preventing fraud and manipulation.
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Seventh - Capital Market Securities

To finance their projects, companies raise capital by selling stocks to the public or by borrowing money from
investors. When investors buy stocks, they become shareholders, which entitles them to a proportion of a
corporation’s assets and profits. Alternatively, companies resort to borrowing money by selling bonds or
sukuk, which grant creditors varied or fixed payment rates until the security’s maturity date, at which point
the principal amount must be paid back in full to the debtholders. There are many types of traded securities,
such as stocks, sukuk, government bonds, corporate bonds, and derivatives, among others. The following are

the main types of securities:

1- Stocks

A stock is a proportionate ownership of equity in a corporation and entitles the owner to part of the
corporation’s assets and profits. There are two main types of stock: common and preferred. Common stock
represents ownership in a corporation and entitles its holder to claim part of the company’s profits and assets
after bondholders and preferred shareholders are paid in full. Common stockholders are also entitled to elect
the board of directors and have pre-emptive rights if, for example, new shares are issued.

Preferred stocks are issued with a fixed par value and pay dividends based on a percentage of that par.
However, preferred stocks do not grant voting rights, unless a corporation fails to pay dividends for a certain
period!. Additionally, preferred stockholders have a priority claim over common stocks from liquidation

proceeds.

2- Bonds

A bond is a tradable security representing a medium- or long-term debt that is usually offered publicly
or privately. There are different categories of bonds sold in the markets, such as government bonds and
corporate bonds. A bondholder is an investor or the owner of government or corporate-issued securities.
Bondholders are entitled to fixed annual or semi-annual payments. Upon maturity, the bond issuer pays the
bondholder the nominal value of the bond. Bond investors usually include corporations, individuals, insurance

companies, and pension funds.

1 Inthe Saudi capital market, the period is three consecutive years, in accordance with the regulatory controls and procedures issued in Companies
Law for Listed Joint-Stock Companies.
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Unlike stocks, which represent proportional ownership of a corporation’s capital, a bond is a debt owed
to the bondholder. Moreover, stock dividends vary according to a corporation’s profitability, in which case
stockholders earn a share of profits or bear the risk there may be no dividend when there are losses. However,
bonds have fixed (or variable) interest rates and bondholders are not exposed to losses unless the issuer
fails to make a payment which may lead to bankruptcy. Additionally, stockholders are entitled to vote during
annual general meetings while bondholders are not. Lastly, bondholders are given priority over stockholders
in the event a company is liquidated due to bankruptcy, which means stockholders only get their proceeds, if

any, after all bonds and liabilities have been settled.

3- Sukuk

Sukuk are Islamic (Shariah-compliant) securities issued by governments, corporations, and financial
institutions. sukuk represent undivided ownership in tangible assets, usufruct, or service of revenue-
generating projects or investments. This financing instrument is divided into two categories: equity-based
sukuk, such as musharaka, mudaraba, and wakalah, and debt-based sukuk, such as murabaha, salam, and
istisnaa’. In contrast to bonds, a sukuk-holder has undivided ownership of the issuer’s assets while a bond

represents a debt owed by an issuer.

4- Derivatives

Derivatives are financial instruments that were originally created to allow investors to manage long-term
risks (hedging) and evolved to be used for speculative investing. Derivative instruments are traded in official
and unofficial markets. They are agreements between two parties that derive their value from the price of
an underlying asset, such as commodities, currencies, indices, or stocks. Derivative products allow for the

transfer of financial risks between the contracting parties.

5- Investment Funds

Investment funds pool the capital of a group of investors and manage it according to a specific strategy and
investment goals, which are set by the fund’s manager to realise investment benefits that are difficult to
achieve by individual investors due to limited resources or financial knowledge. Accordingly, investment
funds may own a portfolio of financial securities that are chosen based on specific criteria to meet the
investment objectives of the fund, in addition to achieving the benefit of diversity for fund investors and

thus decreasing the total investment risk level of the pooled investments.
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Eighth - A Glance at the World’s Major Stock Exchanges

The following is a brief overview of the world's largest and oldest stock exchanges.

1- London Stock Exchange

When the Dutch migrated to Britain, they brought great expertise to London as Amsterdam was the leading
securities market in the world at the time. They first began trading bonds and bills of exchange, which were
instruments of international finance. In its early days, the London Exchange lacked regulation and business
was carried out unofficially. Although the Royal Exchange was founded in 1571, stockbrokers were not

allowed to participate in the market until almost a century later.

In 1663, a major international stock exchange development occurred: Britain passed a law granting a
concession to issue banknotes. This was followed by the formation of the Bank of England in 1664 as a
joint-stock company with capital of 1.2 million pounds. The first banknotes issued by the Bank of England

entitled their holders to an interest rate between 3%and 4.5%.

As Britain continued to explore and colonise new lands in pursuit of riches throughout the seventeenth
century, trade and companies flourished alongside the empire. In the late seventeenth century, a British
company recovered a shipwrecked Spanish vessel that had been transporting gold. The company'’s stock price

shot up on the London Exchange, and intense speculations led to an unprecedented price hike.

To address illegitimate speculations, a law was passed limiting the number of licensed stockbrokers to only
one hundred. The law also introduced stricter conditions for issuing brokerage licences and tasked the Mayor

of London and the Supreme Court with overseeing implementation.

Under the newly introduced law, twelve stockbrokers were given professional licences, and the Mayor of
London granted each of them a silver broker's medal, which was to be returned to the Mayor of London if a
stockbroker passed away without naming a successor. The stockbrokers first operated in the Royal Exchange,
where all manner of commodities were traded. However, for ease of business, they decided to move to the

neighbouring Jonathan's Coffee House.
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By 1773, the brokers had rented a large space that came to be known for the first time as the Stock
Exchange. They appointed a committee to organise work, settle disputes, and trade common securities. As
for government bonds, these were traded in the lobby of the Bank of England while foreign debt securities

were traded on the Royal Exchange.

In 1801, stockbrokers took a more serious step by forming a joint-stock company with capital of 20,000
pounds divided into 400 shares. They commissioned the construction of the Stock Exchange building (Image
4). In 1802, they signed a deed of settlement, which subsequently underwent multiple amendments, thus
formalising the constitution of the Exchange. Accordingly, a set of rules and regulations were introduced,

embodying two centuries worth of expertise in overseeing and governing securities on the London Exchange.

The Stock Exchange developed GO RN i 37‘“'”““1“""““5"'“7‘“{i ey
1 i ; | | 3:‘.

over the years into one of the
largest stock exchanges in the
world. By December 2020, the
London Stock Exchange had 1,428
British and 566 international
companies listed, making up a
total of 1,994 traded companies
from over seventy countries.

Additionally, the market value of

British and international stocks -
m London Stock Exchange in 1802

at the time amounted to GBP 2.2

trillion and GBP 1.5 trillion, respectively, for a total market value of about GBP 3.74 trillion. Today, the London

Stock Exchange is the second largest stock exchange in Europe after Euronext and the seventh worldwide.
The UK’'s main index for tracking the performance of listed companies is the Financial Times Stock Exchange

(FTSE) 100, which is a share index of the largest one hundred companies (in terms of market capitalisation)

listed on the London Stock Exchange. There is also the FTSE 250 which consists of the 250 largest companies
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listed. The latter comprises companies from all sectors and was launched in January 1984 with a base value
of 1,000 points. By 31st December 2020, the FTSE 250 closed at 9,246 points.

2- New York Stock Exchange

Equipped with cutting-edge technology, global communication channels, and effective governance, the
New York Stock Exchange (NYSE) has become the largest stock exchange in the world, followed by Nasdagq,
Shanghai, Hong Kong, Euronext, London and Tokyo. The NYSE accounts for about 80 %of transactions in the
US, followed by the Chicago Stock Exchange (CHX) and the Miami Stock Exchange (MS4X) in Florida. Unlike
European markets, US-based stock exchanges have the advantage of operating in one market using a single

language and currency.

The NYSE began as a local stock exchange for trading state debts in New York and a few other states. Due to
price differences between stock exchanges, fraud and intense speculation took place. To address the matter,
traders of commodities and securities congregated in today's NYSE building at 22 Wall Street in 1725 (Image
5).
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Life in the US at the time attracted many European migrants who brought great expertise to America since
they historically had a head start in stock exchanges. As a result, it was natural to draw upon the institutional
workings of European markets when developing a US-based version. In 1817, organisers of the Philadelphia
Stock Exchange (founded before the NYSE) examined European trading systems and formed the “Smith”
Committee that introduced a rigorous trading system and set strict stock exchange membership conditions
to eliminate fraud and speculation. After undergoing several developments over the years, the system was
finally adopted in the NYSE.

Another major development in the history of the NYSE was the invention of the telegraph. This novel
technology increased the economic significance of stock exchanges as stock brokers began to use itin 1842.
The first telegraphic communication between the London and New York Stock Exchanges dates back to
1866; it led to accelerated market expansion and innovations in communications. In 1878, the telephone

was used in the NYSE for the first time to announce stock prices.

By the end of 2020, the NYSE's market capitalisation had reached USD 25.5 trillion with over 2,300 traded
companies. The major indices in the NYSE are the Dow Jones Industrial Average (DJIA), which comprises the
30 largest industrial US companies, and the Standard and Poor's 500 (S&P 500), a weighted index of 500

leading publicly traded American companies.
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After this foray into the origins and development of major international capital markets, we shall now turn

our focus to the Saudi capital market, and its history and development according to the following chronology:

- Phase One: This part covers the emergence and development of the Saudi capital market from 1926
to 1984. This period witnessed the founding of the Kingdom of Saudi Arabia and several significant
economic events, such as the increasing role of the private sector in state development, the creation

of Saudi joint-stock companies, and the proliferation of unregulated stock trading.

- Phase Two: A review of major Saudi market developments from 1984 to 2003, which includes the
regulation of stock trading, assigning the provision of stock trading services to commercial banks

under a Royal Order in 1983, and the formation of a Ministerial Committee to regulate the market.
- Phase Three: This phase sheds light on market developments from 2003 to 2020, with a special focus

on several major milestones, such as passing the Capital Market Law of 2003 and the formation of the

Saudi Capital Market Authority (CMA) in 2004 to oversee and regulate the market.
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Chapter 1: Allocation of Economic Resources

On 15th January 1902, the Arabian Peninsula witnessed a major historic event with the founding of the Third
Saudi State by the late King Abdulaziz Al Saud, who announced sovereignty over the Emirate of Riyadh after
reclaiming the city. By 1921, the state had expanded into the regions of Najd and Al-Ahsa, which became
known as the Sultanate of Najd. In 1926, King Abdulaziz extended his rule to the Hejaz region and named
the state the Kingdom of the Hejaz and Najd and its Dependencies. It was known as such until the various
regions were unified and officially declared to be the Kingdom of Saudi Arabia in 1932. Since its early days,
Saudi Arabia has worked hard to create inclusive economic and social development, primarily by facilitating
the settlement of various tribes. However, those efforts lacked sufficient financial resources that the state

hoped would be provided through the exploration and extraction of underground resources.

1.1 Oil Exploration

After founding the Sultanate of Najd in 1921, Saudi Arabia grew more interested in oil exploration, especially
after the discovery of petroleum in commercial quantities in different parts of the world during the late
nineteenth and early twentieth centuries. In 1923, King Abdulaziz granted the British Eastern and General
Syndicate an oil concession, which was terminated in 1928 by the King himself after the company failed to
fulfil its part of the agreement and ran into financial trouble. A year later, in 1929, the country suffered an

economic downturn, as the Great Depression swept the globe.
The Wall Street Journal described the Great Depression as “ a steep plunge from the peak to the bottom”,

when stockholders saw their wealth disappear into thin air. Recalling the crisis, American economist Robert

Heilbroner said that people were left “watching stunned as fortunes melted like cotton candy”.
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After World War I, US markets experienced a boom that reached its apogee in August 1929. At the height
of this prosperity, on 24th October 1929, the stock market crashed, triggering a wave of panic selling. 12.9
million shares were sold in a single day three times the normal volume on Wall Street. Over the following four
years, stock prices dropped by 23%, and the Dow Jones Industrial Average fell sharply by 74 points, or 20%,
to close at 307. The fall lasted for the three years of the Great Depression in the US and spread worldwide
(Image 6 shows a massive crowd of investors outside the New York Stock Exchange building in 1929).

The Great Depression affected
countries like India, Indonesia,
and Egypt. For this period, Muslim
citizens of these countries were
unable to perform pilgrimage; the
number of pilgrims dropped to less
than one-fifth the usual annual
number of pilgrims. As aresult, the
Saudi state’s resources diminished

and were no longer sufficient to

meet the government’s needs.

m NYSE Crisis in 1929

While the Great Depression had a severe impact on the Saudi state, it was nonetheless helpful in that
it accentuated the importance of diversifying sources of income and continuing the search for oil and
minerals. After the discovery of oil in commercial quantities in Bahrain's Jebel Al-Dukhan in 1932, hopes for
oil opportunities in the newly-founded Kingdom of Saudi Arabia resurged, especially given the geological

similarity between both regions.

Several companies submitted bids for an oil concession, and Standard Oil of California (Socal) was eventually
selected. On 29th May 1933, a 60-year concession agreement between Socal and the Kingdom of Saudi
Arabia, represented by His Excellency the late Minister of Finance Abdullah Sulaiman Al-Hamdan, was sighed
at Khuzam Palace in Jeddah. Royal Decree No. 1135 approving the concession agreement was issued in July

1933. Image 7 shows the agreement signing ceremony.
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Saudi Arabia signs concession agreement with SOCAL in July 1933

1.2 Development of Oil Production

Saudi commercial oil production began in 1938 with about 1,400 barrels per day, marking the birth of a

modern economy. In 1939, production capacity was at 108,000 barrels per day, followed by an annual

increase that reached 500,000 barrels per
day by 1945.

Moreover, the Kingdom was a pioneer in oil
transportation methods through pipelines
and tankers. In 1947, the Saudi government
signed an agreement with the Trans-Arabian
Pipeline Company, an American venture
headquartered in Wilmington, Delaware, to
construct the famous Trans-Arabian Pipeline
(Tapline) from the Arabian Gulf to the port of
Sidon in Lebanon. With a capacity of 500,000
barrels per day, the pipeline remained in
operation until 1975. Image 8 shows the

Tapline during an aerial survey in 1951.

Aided by an aerial survey, a work crew inspects the Tapline oil pipeline in 1951
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1.3 Development of the Financial System

In 1929, a royal approval on the constitution of the General Directorate of Finance was issued. Although
previous regulations were ministerial as per administrative standards, the designation of “ministry” was
used in Royal Decree No. 381 (document 1), dated 14th August 1932, under which His Excellency Abdullah
Sulaiman Al-Hamdan was appointed minister of finance. The Ministry of Finance was made responsible for
regulating, managing, and securing state funds, making it the public authority for financial affairs in the
Kingdom of Hejaz, Najd, and their Dependencies. At the time, the ministry was led by His Highness the

President of the Council of Deputies.
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1.4. Evolution of the Monetary
System

Prior to the country’s unification, several currencies
were in circulation, such as gold, silver, and copper
coins, used in Najd and Hejaz regions, among
others. However, unification created the need for
a national currency, which was to be introduced
gradually to avoid creating a monetary vacuum

and disrupting the economy. Before 1922, King

Abdulaziz first ordered the issuance of coins — — —
m The first issued coins during King Abdulaziz reign - 1925

marked with the word ‘Najd’ (the Sultanate of

Najd was the Kingdom's name at the time). In 1925, the King ordained the minting of the new Half Qirsh

and Quarter Qirsh coins (Image 9). In 1928, the first Saudi monetary law, named the Hejazi-Najdi Monetary

Regulation (Document 2), was issued.

Royal Decree approving the Hejazi-Najdi Monetary
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need for an entity to regulate the banking sector and issue monetary currencies. Twenty years after the
unification of the country, the Saudi Arabian Monetary Agency (SAMA), which serves as the Saudi central
bank, was formed. The goal of SAMA is to regulate and promote Saudi currency both domestically and abroad,
and monitor commercial banks and currency exchange.

On 26th November 2020, Royal Decree 36/M was issued, and the name of the Saudi Arabian Monetary
Agency (SAMA) was amended to Saudi Central Bank. Since historical events in the present work are discussed
in chronological order, wherever SAMA is mentioned, it automatically refers to the Saudi Central Bank.
SAMA  was  founded pursuant
to two Royal Decrees issued on
19th April 1952. The first, Royal
Decree 30/4/1/1046, ordained the
establishment of SAMA's headquarters
in Jeddah city (Image 10) with the
option to open branches in the country
as necessary. The second, Royal Decree
30/4/1/1047, approved SAMA's charter
and put it into effect.

SAMA officially began operating on 4th ;
October 1952 from its Jeddah-based ~  [EE SAMAbuildinginjeddah-1953

headquarters. On 16th October 1952, a Royal Decree was issued on adopting the Saudi gold sovereign, the

~

guinea, as the official currency of the Kingdom. On 22nd October 1952, SAMA issued the first Saudi gold
coin, which was worth 40 riyals to the guinea, and put it in circulation. Silver coins were later withdrawn
completely, and the government allowed SAMA to issue Pilgrim Receipts (Image 11), a ten-riyal denomination
note that was widely used by both pilgrims and locals. SAMA's first year was crowned with success, and
two affiliate branches were opened in Makkah and Madinah. Additionally, the agency continued its role as
a regulator and requested KSA-based banks to register with it and required that money changers obtain
licences.

On 14th June 1961, the first Saudi banknotes were issued in five denominations of riyals: 100, 50, 10, 5,
and 1. Moreover, the Kingdom of Saudi Arabia was the 21st country to accept the requirements of currency

convertibility as per Article VIII of the International Monetary Fund's Articles of Agreement.
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In 1966, a Royal Decree was issued enacting the Banking Control Law. The Law prohibited unlicensed

individuals from engaging in any form of banking activity, as well as banks from engaging in wholesale

or retail trade. The law also prohibited banks from purchasing the shares of other banks without SAMA's

approval. Lastly, each bank was required to send SAMA a monthly consolidated statement of financial

position as well as an annual, audited balance sheet and a profit and loss statement at year-end.
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1.6. The Private Sector as an Enabler of the National Economy

Increasing oil revenues and improved economic conditions paved the way for state projects that had not been
possible before. Priority was given to infrastructure projects that were financed by the government's budget
through the Ministry of Finance. These developments facilitated the growth of the private sector, which had
sufficiently matured in order to undertake such projects through private companies and contractors, leading
to the requirement for further investments from more diversified resources. Banks were also prohibited from
owning more than 10 percent of any Saudi joint-stock company’s share capital — a rule intended to ensure

that banks did not own more than 20 percent of their paid-up capital and reserves.

Realising its importance to the national economy, especially after the country had laid solid legislative
and institutional foundations, the government decided to involve the private sector in more projects and
initiatives. As a result, this sector, and joint-stock companies in particular, played a pivotal role in Saudi

Arabia’s economic development.
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Chapter 2: Emergence of the Saudi Stock Market

The Saudi government's desire to involve the private sector in developing the national economy emerged

early during the formation of the Kingdom. Thus the concept of joint-stock companies appeared, forming the

basis of the Saudi capital market since the early twentieth century.

Joint-stock companies date back to the period prior to the
founding of the Kingdom. Merchants from Hejaz, Najd, and
Al-Ahsa regions were the first to establish them. Founded
on 6th October 1916, the National Company for Serving
Residents of the Sacred Land is considered one of Saudi
Arabia’s oldest joint-stock companies. The company was
founded to import commodities for Makkah's residents
and visitors. At the time, a local newspaper (Document 3)
published an article highlighting the company’s activities
and announcing a subscription to its shares to encourage
merchants to invest. Each share was worth 100 piasters
or its equivalent in British pounds. The article also
featured an invitation to potential subscribers to visit
the company's headquarters and learn more about the

opportunity.

Some historians have cited 1935 as the year the
first Saudi joint-stock company was founded, basing

the sequence of events on what took place after the
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Commercial Law of 1931. However, other historical documents dating back prior to these dates indicate
that the idea of a joint-stock company was being considered by the founder King Abdulaziz even before the
Kingdom's unification. After the Eastern and General Syndicate obtained an oil concession in 1923, the King
began setting the scene for a national joint-stock oil company. On 11th September 1923, King Abdulaziz
sent a letter (Document 4) to Prince Abdulaziz Bin Musaed, Governor of Buraydah at the time, in which he

encouraged the prince and the people of Buraydah to subscribe to this national company. The letter is as

follows:
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A Letter from King Abdulaziz to Prince Abdulaziz Bin Musaed Encouraging the People of Buraydah to Subscribe to Shares of
the Saudi Oil Company in 1923.
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It noted that buying those shares presented a unique opportunity as a 1 pound share might gain a value of
50 pounds or more in the future. The letter also explained the process of share allocation and subscription
to interested citizens.

King Abdulaziz was also keen to ensure that Saudis living abroad could subscribe to the company. The
following (Document 5) is a letter on the same matter addressed by the King to the people of Najd who

resided in Baghdad at the time.

Other similar events that have been documented corroborate the fact that joint-stock companies were
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m A Letter from King Abdulaziz in which he Encourages the People of Najd Residing in Baghdad to Subscribe to the Oil
Company’s Shares in 1923.

founded during the early days of the formation of the Kingdom.
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In January 1926, King Abdulaziz claimed kingship over Hejaz and Najd. At a time when the country was yet

to be unified and the annual Islamic ritual of pilgrimage was the main source of revenue for the emerging

state, pilgrim vehicle transportation services
between the cities of Jeddah and Makkah
were introduced, and soon became a vital
economic activity for the people of Hejaz.

In March of the same year, the Saudi National
Motor Vehicle Joint-Stock Company was
founded, making it the first joint-stock
company in the era of the Kingdom of Hejaz

and Najd and its Dependencies.

2.1.1. The Saudi National Vehicle
Joint-Stock Company

On 11th March 1926, King Abdulaziz, as
the King of Hejaz and Sultan of Najd and its
Dependencies, granted a 20-year concession
for founding a vehicle company in the Hejaz
region to four prominent businessmen from
the Hejaz region: Al-Fadl, Al-Dahlawi, Al-
Ammari, and Al-Muslimi. The Royal charter
set the company’s capital at 30,000 pounds
divided into 6,000 shares of 5 pounds each.
It also stipulated that it would divide the total
shares into two: half for concessionaires, and
half for subscription by Saudi citizens within
no more than six months of the charter's
publication date. Each Saudi citizen was
allowed to subscribe to a maximum of ten
shares. Concessionaires were permitted upon

the end of the six-month period to purchase
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any shares remaining from the citizens' quota. If concessionaires intended to sell them afterwards they were
obliged to advertise them in a local newspaper for one month. Saudis were given priority to acquire those
shares. If the shares were not fully acquired by citizens, they were to be sold to other Muslims interested in
buying them, provided that they abide by the country’s provisions that were set for the company. Document
6 shows the Royal agreement on the concession.

This marked the first step towards the notion of shareholding in Saudi Arabia's stock market history following
the founding of the Kingdom of Hejaz and Najd and its Dependencies.

The concession document, even back then, contained contemporary concepts and applications, such as
disclosure of information, public announcement, invitation to subscribe, and board member elections. It
further stipulated the immediate operation of the company and the public announcement of its management
system. The company also had to invite Saudis to subscribe to become shareholders. In addition, it provided
detailed descriptions of the company’s workflow, management, and jurisdictions, all of which was published
in local newspapers.

Furthermore, the company’'s management was to be composed of government representatives,
concessionaires, and Saudi and Muslim shareholders, who were to be elected and selected as per the
company's bylaw. A year after the concession was made public, Um Al-Qura newspaper, the government's
official gazette, published the company’s Articles of Association (AoA) in four consecutive issues (from the
150th to the 153rd), starting from 27th October 1927. All in all, the company succeeded in raising capital of
50,000 British gold pounds, divided into 10,000 shares of 5 pounds each. Document 7 shows the first part
of the Articles of Association (AoA), including the names of founding shareholders and the number of shares

acquired by each shareholder.
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Additionally, 150th issue, Um Al-Qura shared
an announcement inviting the public to access
the full version of the Articles of Association
(AoA) at the company’s headquarters in
Jeddah or through its Makkah-based agent

(Document 8).

The concession and related news attracted
the attention of several venture capitalists
whoinvested in the company. This exemplified
the Saudi investors’ response to the needs of
their society. The local community rejoiced at
the successful incorporation of the company
and the event was celebrated in many local
newspapers (Document 9 shows the names
of final subscribers as published in Um Al-

Qura newspaper).

Issue 201 of Um Al-Qura reported on the
convening of the Saudi National Joint-Stock
General

Company's Assembly—composed
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m An Announcement on Selling Copies of the Articles of Association (AoA) of the
National Company to Operate Vehicles.
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of shareholders and members of the
board of directors — on 9 Jumada |
1347 AH (1928), and the election of
Sheikh Ibrahim Al-Sanea as chairman.
The following document contains the

newspaper article (Document 10).

2.1.2. Commercial Law
Prior to the unification of the Kingdom,
there was no law to govern commercial

transactions. Disputes arising between
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merchants of the Arabian Peninsula were settled
according to customary traditions. However,
those traditions were formalised into rules when
a commercial entity named the Trade Council was
formed in 1926 to resolve merchants’ disputes. Um
Al-Qura newspaper published the news of a Royal
Order (Document 11) appointing Mr. Sulaiman Qabel
as Chairman of the Council.

Five years later, on 1st June 1931, the Commercial
Law was published by Royal Decree No. 32. The Law
had four thematic sections: land trade, maritime
trade, commercial trials, and litigation fees to be

paid before the Commercial Court.

The Law defined a company as a contract between
two or more parties and specified three types of
companies: mufdwada (partnership by reciprocity),
‘indn (limited liability partnership), and muddraba
(profit sharing partnership). Article 14 of the Law

explicitly mentioned joint-stock companies and

Chapter 2 | Emergence of the Saudi
Stock Market
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listed them under ‘indn companies: a company of known capital that is divided into shares of equal value,

without naming the shareholders, and is managed by selected representatives who can be appointed and

dismissed.

Even though the Commercial Law addressed joint-stock companies in a general sense only, it nevertheless

shows how early Saudi regulations addressed this concept.
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Document 12 is an excerpt of Article 14 of the
Commercial Law on joint-stock companies as

published in Um AI-Qura newspaper.

2.1.3. The Arab Vehicle Company

To ensure the proper transportation of pilgrims
visiting the Holy city of Makkah, two Royal Decrees
were issued on 15th May 1935 (four years after
the Commercial Law was passed). These focused
on merging vehicle companies under one parent
company named the Arab Vehicle Company (AVC).
The first Royal Decree stipulated that AVC

should have a dual structure. First, private
vehicle companies were merged and run by a
director under a general administration of six
departments, with one manager assigned to each.
Second, government vehicle companies were also
merged and run by one director, but the general
administration consisted of two departments
only (Document 13). The directors of both
administrations were responsible for valuing each
shareholder’s holdings. As for the second Royal
Decree, it approved AVC's first elected board of
directors as well as the appointment of subsidiary

directors.
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2.1.4. Increased Establishment of Joint-Stock Companies
As noted earlier, the Islamic rituals of pilgrimage were one of the Kingdom's main sources of revenues, which

drove the state to facilitate and improve services offered to Muslim pilgrims. Soon after the discovery of oil,

larger businesses began to be established, mostly in the form of general partnerships and limited liability

companies. However, the increasing production of oil in commercial quantities led to further developments

and infrastructure projects during the twentieth century, which also ushered in an acceleration in founding

joint-stock companies.

On 23rd April 1937, the editorial of Um Al-
Qura's 646th issue (Document 14) featured
news about several successful national
companies, some of which were well-known to
the public. These included the Arab Company
for Savings and Economy, the Printing and
Publishing Company, and the Artesian Wells
Company. These companies, among others,
were founded to address market needs, but
more importantly, many of them came about
as a response to the Saudi government's
development plans. Undoubtedly, the success
of those emerging companies within a short
period of time paved the way for an era of
major economic accomplishments. These
initiatives are a testament to the spirit of
economic collaboration aimed at elevating the

state's stature.
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An Editorial of Um Al-Qura's 646th Issue Titled ‘Our National Companies and
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As joint-stock companies grew in numbers, citizens participated by subscribing to shares. The Arab Savings
and Economy Company'’s first business report (Document 15) was featured in Sawt Al-Hejaz newspaper in
1936. In the report, the management expressed their gratitude for people’s interest in the company as 366

shares—one-fifth of the shares—were sold within five months. Moreover, the report stated that the company

closed the subscription window to maintain balance in shareholders’ profits.

At the same time,
the  government  was
encouraging citizens to
buy company shares and
contribute to state projects.
According to an agreement
signed between the Saudi
government and the Saudi
Arabian Mining Syndicate,
the latter was granted
a mining concession to
extract minerals. As part
of the agreement, 10% of
the Syndicate’s capital was
to be offered to Saudis for
subscription within a month
of the announcement.
Accordingly, the  Saudi
Arabian Mining Syndicate
Company was founded
with capital of 772,000
pounds. In May 1939, the
Syndicate published an

announcement in Sawt al-
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Hejaz newspaper, declaring that it was offering 2,187 shares to citizens at a subscription rate of 30 pounds
per share.

The attached document (Document 16) shows an invitation to subscribe to the shares of the Syndicate.
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Document 17 shows share certificate
for the Saudi Arabian Mining Syndicate
issued in 1948.
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A 1948 Share Certificate for the Saudi Arabian Mining Syndicate Limited.

2.1.5. Electricity Companies

The electricity sector also played an important role
in developing the notion of shareholding as the state
encouraged the private sector to form joint-stock
electricity companies. In 1933, the Power Generation
Industry Concession law was issued, and local
investors’ response was positive. Two years later, in
1935, Muhammad Abdullah Reda and Ibrahim Shaker
established the Jeddah Electricity Joint-Stock Company
with capital of 15,000 pounds divided into 15,000 shares.
In 1946, Ibrahim Juffali and his brothers founded the
Taif Electricity Company, and in 1947 Sheikh Abdulaziz
alKhuraiji founded the Saudi Electricity Generation
Company in Madinah.

In Riyadh, the Saudi National Electricity and Economy
Company was established in 1946 with a capital of SAR
5 million and shares were made available for subscription
at SAR 100 each. The following document (Document 18)
shows the announcement of the establishment of the
company in Um Al-Qura’s 1100th issue, dated 29th March
1946.
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In 1951, King Saud Bin Abdulaziz—then Crown Prince—granted the Saudi National Electricity and Economy

Company a concession for lighting the city of Riyadh and surrounding suburbs. Document 19 shows the
concession letter dated 10th July 1952
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m A Letter Granting a Concession for Lighting the City of Rivadh to the Saudi National Electricity and Economy Company.
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On 8th August 1952, news of the granted concession
(Document 20) was published in the 1424th issue of Um
Al-Qura newspaper. Sheikh Fahd Kraidees was selected
to serve as chairman of the board of directors. Moreover,
the company's paid-up capital amounted to SAR 3.5

million following public subscription.

These events led to the creation of more power
companies that served the Kingdom's major cities, such
as the National Electricity Company, and the electricity
companies of Dammam, Jeddah, Makkah, and Madinah.
Since these private joint-stock companies sought primarily
to make profits, electricity tariffs were subject to supply
and demand. As a result, the Ministry of Commerce's
Electricity Department opted to encourage investment in
the electricity sector and adopt the Council of Ministers’
Resolution (issued on 14th January 1972) on reducing
normal consumption tariffs in the Kingdom's major cities.

Moreover, the Electricity Department approved the

Chapter 2 | Emergence of the Saudi

Stock Market
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An Article on Granting the Saudi National Electricity and Econ-
omy Company the Concession for Lighting the City of Riyadh.

provision of subsidies to electricity companies operating in those cities, thus enabling them to distribute

7% of their capital as dividends. On 7th August 1974, Council of Ministers’ Resolution 1020 (Document

21) standardised consumption tariffs in all cities across the country, which raised the guaranteed dividends

backed by state subsidies to 15%.

These developments eventually led to mergers of small-sized electricity companies, particularly after the

establishment of the Ministry of Industry and Electricity pursuant to Royal Decree A/236 on 13th October

1975. Mergers happened as follows:

- The Consolidated Saudi Electricity Company of the Eastern Province was founded in 1976 after merging 26

small-sized companies in the region. The company had capital of SAR 5 billion divided into 50 million shares

with a total of 6,330 shareholders.
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m Council of Ministers’ Resolution on Reducing Electricity Tariffs.

- The Consolidated Saudi Electricity Company of the Central Province was founded in 1979 after merging 36
small companies in the region. The company had capital of SAR 8 billion, with 80 million shares that were
divided among the government (77%), the general public (20.5%), and corporations (2.5%).

- The Consolidated Saudi Electricity Company of the Southern Province was founded in 1979 after merging
21 small companies in the region. The company's capital was SAR 4 billion, with 40 million shares divided
between the government (98.5%) and the general public (1.5%).

- The Consolidated Saudi Electricity Company of the Western Province in 1981 after merging 12 small
companies in the region. The company had capital of SAR 8 billion and 80 million shares in total.

- These events took place alongside the Saudisation of banks in the Kingdom, a topic that will be discussed
later in this chapter. As a consequence, citizens became increasingly interested in stock ownership, which

eventually led to the emergence of brokerage activities.
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2.1.6. Gypsum and Cement Companies
On 5th October 1956, Royal Decree 5/5/583
granted Al-Nasr Gypsum Industries Company a 50-
year concession (Document 22) to mine gypsum in
the Najd region at specific mining sites.

However, Al-Nasr Company later ceded the
concession to the National Gypsum Company, a
Saudi joint-stock company established on 30th
April 1959, with a capital of SAR 12 million divided
into 300,000 shares each valued at SAR 40 riyals,
under a Royal Decree (Document 23) stipulating
that half of its shares were to be offered for public

subscription.

Additionally, cement companies also flourished
during the same period due to urbanisation and
major state development projects that were
underway. In 1957, the Arab Cement Company was
founded in Jeddah by virtue of Royal Decree No.
731 issued on 6th January 1955.

Moreover, the Saudi Cement Company was
established in 1955, and was merged with the
Saudi Bahraini Cement Company on 1st January
1992. Following the merger, the Saudi Cement
Company became the largest national joint-stock
company for cement production, with two factories
in the Al-Ahsa governorate’s towns of Al-Hofuf and
Ain Dar.

Another joint-stock cement company was Al-

Yamamah Cement Company, which was founded

46

e Sl Shaled
O Je U cp 5l ag Tileze 3

[ ,:l lell 3 casl
umm BPEEL

b 2055 T2 e NG

Szl e

Wt s o o de — W)

G ort Jonsy b g o 3
P L i o s

vl SVl A3 40

eSS e

S0

2 Juss ol Jhee W )ye00 |
PCICRE P L e PUry

u,g,{‘.;\cu,am B e
of il ) Iniin

(T T pr

ol ;Lt.i-

in\:)\l AR A ,Jl\ waldl
S ey M0 Bledly
: Mt'/e/ori;; » (__;9\(_;!
SW o
o0 e &, 2gmm o
s el B A A 2B
ol AT g Y
ERUPCHLES I & PO
g ez ! Iz el ok
[PPRCTRES MR EP Y P ULARE |
wed sl 55 Jes
Gl g slny Ve[ z Ky
S Ul el s e
1T oo ey
a2 e SV B

E The Concession Granted to Al-Nasr Gypsum Industries Company.

Hu*bcr‘:vbﬁ’r'f/ M -
L/M*J \AJD)M -Lu).c; MAL«AA v{"ﬁw*wh

\J,S\wJ\
A e o i e e 5
i

e Ji 8 5 e 1 |

i e 2 38 e W g5 iy

PRSP ST
kbt

i

A

N RS RPRT < )
U G sk I et
e ke 5V o 20 ot et i |
NS e Ly i b S o |

= HEOr=Y

TR} .

B 3 S dp it o g
5y A S LT s £ T 5
B R < N L

oty _.u%u.nzg‘( ok
T E LG AT A4 Gy =

AV b W L8
Jr N ) TS i 81

s
il

Y e S Wz
Ao by p bl S 2
w82 Ll Sl e

s d s
e

o
I o 3 i 50
M s R F Y 1

E Royal Decree on Establlshlng the National Gypsum Company.




Market Story Phase One/ Part 1

Documentation of the Saudi Capital Market History Chapter 2 | Emergence of the Saudi
Stock Market

in 1956 with a capital of SAR 25
million. The founding partners of
the enterprise owned 51% of shares
while the other 49% were offered for
public subscription. Image 13 shows
the early stages of construction of the

company’s cement factory.

An Image Taken in 1956 Documenting the Construction of Al-Yamamah
Cement Company’s Factory.

2.1.7 Gas Companies

One of the earliest joint-stock gas companies in the Kingdom was the National Gas and Industrialisation
Company, the story of which was told by the prominent businessman Fahad Al-Thunayan. According to Al-
Thunayan, two joint-stock gas companies were founded in the cities of Riyadh and Dammam around the
same time. The Riyadh-based company was an initiative by the late Prince Fahd Bin Faisal Al-Farhan, Mayor
of Riyadh at the time, who successfully secured shareholder investments. The Dammam-based company,

located in the Eastern Province, was founded by the late Suliman Saleh Al-Olayan (Image 14).

While the Dammam-based company enjoyed lower transportation costs given its proximity to production
zones, such costs were considerable for
the Riyadh-based company. As a result,
consumers suffered from high prices
in both regions and investors did not

achieve their desired profits.

After consumers and investors
expressed their frustration with rising
prices and low investment returns, the
matter was raised before the late King

Saud with a suggestion to merge both

companies to balance financial burdens

Mr. Al-Olayan in front of a Gas Tanker. Taken in 1953.
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and reduce costs to both consumers and investors.

Soon after, the King sent Prince Fahd Bin Faisal a letter addressed to the Governor of the Eastern Province
at the time Prince Saud Bin Jalawi. The letter stated that a delegation of 52 shareholders from the Riyadh-
based gas company was planning a visit to discuss the merger with Suliman Saleh Al-Olayan, chairman of the
Eastern Province Gas Company. During the visit, the parties had a meeting where they reached an agreement

on the terms of the merger, leading to the birth of the National Gas and Industrialisation Company in 1963.
2.2. Regulating Joint-Stock Companies

As companies in joint-stock form began to gain ground in the Kingdom, it became clear that there was yet
to be a government entity dedicated to regulate these companies. However, since the government led most
joint-stock initiatives at the time, the issue was tackled early on even before relevant laws on licensing and
trading were passed by issuing a Royal Order pertaining to their establishment, as was the case with the
Saudi National Motor Vehicle Joint-Stock Company. Moreover, the Royal Order referred to a business licence

as a “concession”, which had to be obtained before launching a joint-stock company.

On 16th September 1927, Um Al-Qura newspaper, in its 157th issue, published an official announcement
(Document 24) stating the following: “The designation ‘company’ may only be used for companies licensed
by the government, in accordance with the country’s laws in force. Hence, whoever wishes to use this
designation must file an application to the government to obtain the licence.” The statement was issued as
it was common at the time for everyone working in transporting passengers to refer to their work as a motor
vehicle company. To avoid confusing the public, whoever owned an actual company was required to file for

a licence to obtain the designation.
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A Government Statement Prohibiting the Use of the Term ‘Company’ without a Licence.
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Despite the early adoption of joint-stock companies, their modern-day concepts did not crystallise until the
mid-1960s, particularly after enacting the Companies Law under Royal Decree M/6, issued on 21st July 1965.
This Law expounded on various company types. Moreover, most articles (from 48 to 188) were dedicated
to joint-stock companies while others had shared provisions applicable to other types of companies (from
189 to 234). However, the Law did not address trading shares, which means that shares, just like other

commodities traded in the 1960s, were governed by the general rules of Saudi law.

When first enacted, the Law defined a company as “a contract under which two or more persons undertake
to participate in an enterprise for profit, by contributing a share in the form of money or work, with a view to
dividing any profits (realised) or losses (incurred) as a result of such enterprise.” Moreover, Part 5 of the Law
stated that the capital of a joint-stock company was to be divided into tradable shares of equal value, and
that members were responsible only to the extent of the value of their shares. Furthermore, the number of

shareholders was set to be no less than five! (Document 25).
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E Royal Decree M/6 Ratifying the Companies Law of 1965.

1 The Companies Law of 1965 was repealed and replaced with the Companies Law of 2015 by virtue of Royal Decree M/3 on 10th November 2015,
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2.3. Public Investment Fund (PIF)

By the early 1970s, the Saudi government had created projects that were commercial in nature as the state
aimed at national economic development. The country’s leadership realised that these projects could not be
carried out by the private sector, mostly due to a lack of capital or expertise. Consequently, the state founded
several public institutions to develop Saudi infrastructure. In order to finance state development projects and
future projects, the government considered the establishment of a special fund.

His Excellency Mohammed Abalkhail, Minister of Finance at the time, recounts that Petromin Corporation
reached out to the Ministry of Finance and submitted a proposal for building the East-West Crude Qil Pipeline.
Given the importance and commercial nature of the project, which was greatly different from public ones,
an idea to finance the undertaking through an independent investment account was put forward, leading
eventually to the creation of the Public Investment Fund (PIF).

On 16th August 1971, Royal Decree M/24 (Document 26) ratified the PIF Law, announcing the PIF as an
entity responsible for financing projects of strategic economic value for the country, which were limited to
commercial projects as per the Law's second article. Additionally, the PIF Law stated that a board of directors
was to be appointed and tasked with assessing the feasibility of potential projects submitted by government

entities or public institutions.
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Royal Decree M/24 Ratifying the PIF Law.
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The PIF was founded to drive the growth of joint-stock companies by facilitating investment projects with
the potential of furthering economic development. Petromin’s East-West Pipeline initiative crystallised the
state’s desire for investment-driven projects. Moreover, the PIF allowed state officials to support the private
sector further through financing instead of subsidies. The PIF played a major role in financing some of the
country’s vital projects in various sectors, such as oil and mining, agricultural fertilisers, petrochemicals,

electricity, and transportation.

2.4. Saudization of Foreign Bank Branches

Banks are an integral part of any national economy as they play a major role in providing funds for enterprises
and individuals. As Saudi Arabia developed and oil became its primary source of revenue, the Saudi Arabian
Monetary Agency (SAMA) strove to offer modern banking services by facilitating the establishment of
commercial banks. In 1926, the Netherlands Trading Society, later known as Algemene Bank Nederland, was
the first commercial bank to open its doors for business in Jeddah. Over the following few years, other foreign

banks began operating across the Kingdom.
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E Algemene Bank Nederland Building, the First Bank Established in the Kingdom.

were foreign bank branches while the remaining two were Saudi. The first of these Saudi-based banks was
the National Commercial Bank, which was founded in 1953, followed by Riyad Bank in 1957. There was also
the National Bank that was founded in 1958, however, SAMA decided to liquidate the National Bank and
merge it with Riyad Bank after both banks suffered a liquidity crisis in 1960.
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With the aim of building a strong national banking sector, SAMA led an initiative in 1975 to Saudise foreign
bank branches. The purpose was to strengthen oversight and control as well as to facilitate banking services
across all parts of the Kingdom, not just major cities.

SAMA encouraged competition between operating banks to improve services and to increase citizens'
ownership of banking institutions. As a result, and after an endorsement by the Council of Ministers, SAMA
asked foreign bank branches to transition into national banks in which 60% of each bank was to be owned
by Saudi citizens and institutions, with a maximum of 40% of capital owned by non-Saudi institutions.
Consequently, foreign bank branches adhered to these percentages. Below is a timeline of the Saudisation

of foreign bank branches:

- 21st June 1975: Pursuant to Royal Decree M/46, the National Bank of Pakistan's branch in Jeddah was
Saudised and became a joint-stock company named Bank Aljazira with a capital of SAR 100 million (65%
owned by Saudi shareholders vs. 35% owned by the National Bank of Pakistan). The bank began its
operations on 9th October 1976.

- 20th December 1976: Pursuant to Royal Decree M/85, Algemene Bank Nederland became the Saudi Hollandi
Bank, a Saudi joint-stock company with a capital of SAR 105 million (60% owned by Saudi shareholders vs.
40% owned by Algemene Bank Nederland).

-4thJune 1977: Pursuant to Royal Decree M/23, Indochina Bank, founded in 1947, became a Saudi joint-stock
company named Banque Saudi Fransi with a capital of SAR 100 million (60% owned by Saudi shareholders

vs. 40% owned by Indochina Bank).

- 21st January 1978: Pursuant to Royal Decree M/4, the British Bank of the Middle East, founded in Jeddah in
1950, became a Saudi joint-stock company named the Saudi British Bank with a capital of SAR 100 million
(60% owned by Saudi shareholders vs. 40% owned by the British Bank of the Middle East).

- 20th January 1979: Pursuant to Royal Decree M/7, Bank of Cairo, founded in 1954, became a Saudi joint-

stock company named the Saudi Cairo Bank with a capital of SAR 150 million (60% owned by Saudi

shareholders vs. 40% owned by Bank of Cairo).
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-13th June 1979: Pursuant to Royal Decree M/38, Arab Bank Limited, founded in 1949, became a Saudi joint-
stock company named the Arab National Bank with authorised capital of SAR 150 million (60% owned by
Saudis vs. 40% owned by Arab Bank Limited).

- 12th February 1980: Pursuant to Royal Decree M/3, two branches of First National City Bank, founded in
1955, became a joint-stock company named the Saudi American Bank with a capital of SAR 300 million

(60% owned by Saudi shareholders vs. 40% owned by the First National City Bank).

- 13th December 1982: Pursuant to Royal Decree M/23, branches of BLOM Bank (founded in 1955), Bank
Melli Iran, and United Bank Limited (both founded in 1971), were merged and became a Saudi joint-stock
company named the United Saudi Bank with a capital of SAR 250 million (70% owned by Saudi shareholders

vs. 30% equally shared among the three foreign banks).

As seen above, Saudising foreign bank branches took place over the course of seven years. The process was
meant to be gradual to give foreign bank branches enough time to arrange for the transition, offer their
shares for public subscription, and ensure ownership was distributed fairly. As part of the initiative, SAMA
authorised Saudised banks to increase their capital on several occasions and allowed them to open branches
across the Kingdom. By 1983, there were 11 national banks in operation, including the Saudi Investment
Banking Company, a private investment company founded on 3rd June 1979 by virtue of a Royal Decree.
This bank later offered 36% of its capital for public subscription, while the remaining 64% was divided
among Saudi and foreign founders who held 29% and 35% ownership, respectively. In due course, the Saudi
Investment Banking Company became the Saudi Investment Bank. Thus, Saudi banks operated a total of
436 branches across the Kingdom with a 28.7% increase in capital and reserves, reaching SAR 8.51 billion
in 1983.
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By the time Saudisation was completed in 1983, the number of joint-stock companies traded on the market
had grown, reaching a total of 50 Saudi companies: 10 banks, four electricity companies, eight cement and
building materials companies, eight oil and gas companies, five manufacturing companies, five transportation
companies, and 10 companies operating in other sectors. Ownership of these companies was a mix of
individual investors, private-sector corporations, and the state and government-affiliated institutions, as

well as foreign partners who had a maximum share of 40% in relation to local and Saudised banks.

In the same year, the companies’' authorised and paid-up capital amounted to SAR 51 billion and SAR 35
billion, respectively, with a total of 331 million shares. Electricity, petrochemicals, and cement sectors
accounted for more than 80% of paid-up capital. The electricity sector alone had a paid-up capital of SAR 18
billion (more than half the total). As for petrochemicals, nearly 90% of the sector’s paid-up capital belonged

to the giant Saudi Basic Industries Corporation (SABIC).
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Chapter 3: Stock Offering and Trading

The Saudisation of foreign bank branches was the first step towards a regulated capital market and marked
the beginning of stock trading, which later replaced the previously held sentiment of shareholders who saw
retaining shares as a partnership investment. These developments later led to the creation of brokerage

firms across the Kingdom. In these early days, brokerage was limited to individual unspecialised firms that

promoted their services on the streets or in newspaper advertisements.

3.1. Offering Shares for Initial Public Offering

Prior to the Companies Law of 1965, joint-stock
companies would offer their shares for subscription
in local newspapers. Below (Document 27) is an
invitation for public subscription made by Makkah
Electricity Company in 1950. The announcement
stated that the company was offering 60 thousand
shares at SAR 100 each. A person was allowed
to subscribe for a minimum of one share and a
maximum of 100. Subscribers had to initially pay
10% of each share's value in exchange for order
receipts that were to be delivered to the company'’s
office in Taif or its agents in Makkah and Jeddah.
Additionally, subscription requests were accepted

in writing or by telegraph.

Document 28 is another example of an invitation

for public subscription by Riyad Bank in 1957. The
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An Example of an Invitation for Public Subscription by Bank of Riyadh
Additionally, the Law stipulated that company in 1957.

founders had to offer shares for public subscription, if they did not subscribe to subscribe to the entire
shares, provided that remaining shares were offered through banks selected by the Minister of Commerce
and Industry within thirty days of announcing a company’s licence to operate in the official gazette by virtue
of a Royal Decree. Furthermore, the Law stipulated that a joint-stock company offering its shares for public

subscription had to have a minimum capital of SAR 1 million with each share valued at no less than SAR 50.

Invitations for public subscription were to take place by means of a prospectus entailing relevant information,
such as a company'’s profile, founders, paid-up capital, type, value, and nhumber of shares available for public
subscription. It should also detail the subscription period, place, and conditions, as well as how shares would
be divided among subscribers if the number of subscribed shares exceeded the number of shares offered
for subscription. A prospectus was to be published in daily newspapers and distributed at the company'’s
headquarters at least five days before the beginning of the subscription period. Document 29 is an example

of an invitation for public subscription made by the Saudi Public Transport Company in 1979.
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m An Invitation for Public Subscription by the Saudi Public Transport Company in 1979.

The Companies Law had set corporate management provisions and discussed issues related to boards of
directors, general assemblies, and shareholders’ equity. It also expounded the types of securities that joint-
stock companies issued in the form of shares, founders’ stocks, and bonds. Extraordinary general assemblies
were permitted to increase or decrease a company's capital and dissolution-related provisions stated that
companies that had lost three-quarters of their capital had to call for an Extraordinary General Assembly

(EGA) to consider the company's dissolution before the term specified in its Articles of Association (AoA).

During this nascent period there were no rules to govern market listings or secondary market trading.
Stock trading was only allowed upon the approval of a company’'s memorandum of association. As per the
Companies Law of 1965, founder shares in joint-stock companies were allowed to be traded only after a
company had published its budget and profit and loss statements for two consecutive years. As for banks,

founder shares were not allowed to be traded for five years following a bank’s formation.
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3.2.1. Stock Ownership

In its early days, stock ownership as in the case of electricity and cement companies was mostly limited to
well-established merchants. Over time, more stocks were being sold in the market, making room for small
investors to participate. These stockholders saw themselves more as partners in the company and were
therefore more inclined to hold onto their shares rather than consider trading them, which was still not
common. Interestingly, it was often only upon the death of the stockholder that stock ownership would be
transferred through the process of inheritance. Stock ownership was provided by companies in the form of
certificates bearing their holders’ names as well as the number of shares owned. Document 30 is an example

of a stock certificate and numbered dividend coupons issued in 1971.
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E A Stock Certificate issued in 1971 by the Saudi Cement Company.
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Stock ownership and transfer were governed by the general provisions of Saudi laws. Ownership of shares
were transferred to an heir or a buyer by recording the transactions in a company shareholders’ register,
which the company’'s memorandum of association stipulated that the board should keep. Company boards of
directors were subject to disclosure and transparency bylaws and general rules that governed other corporate
activities, such as financing, debts, loans, mergers, dividends, and reducing or increasing the capital of the
company. These general rules and provisions governed issues that were not stipulated in a company's licence
or memorandum of association.

Businessman Khalid Al-Jawhar recounts the story of how he and his brother first got into stock trading.
According to Al-Jawhar, his father owned shares after having invested in many joint-stock companies that
flourished during the 1960s and 1970s. Following his father's death, inherited assets were transferred to
and divided among Al-Jawhar and his siblings, who later wanted to sell their inherited shares. To this end,
they contacted several shareholders who in turn introduced them to market makers, i.e. individuals who
quoted two-sided markets in a particular security to profit from the bid-ask spread. Eventually, Al-Jawhar and
his siblings decided to sell some shares to the market makers, making profits along the way, which later led
them to pursue stock trading as a profession. They did this by obtaining a licence (Document 31) from the
Ministry of Commerce and Industry in 1979 to offer diversified commercial services, including brokerage and

own-account stock trading.
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3.2.2. Trading: Where and How
Until 1983, stock trading occurred through an unofficial market of 32 stock brokerage firms in the Kingdom's
major cities, namely Riyadh, Jeddah, Dammam, and Al-Khobar. These firms operated as private enterprises,
not as specialised brokers, and offered differing prices, which forced buyers and sellers to look for the best
deal before deciding to buy or sell.

By the late 1970s and early 1980s,

many individuals were turning to stock
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trading as a profession. Stock brokers

announced the buying and selling

of shares in newspapers, and were

recognised by the iconic signs that read
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Stock prices varied greatly depending L
on whether a firm was trading on its An Examples of StockTradlng Advertisements Published in Local Newspa-
persin 1981.

own account or as a broker. To obtain

lists of shareholders, the firms relied on their personal relationships with companies. Market information was
difficult to access and market makers determined pricing.

Some firms played a major role in attracting key shareholders based on trust, thus planting the seeds of the
secondary market—which still had a long way to go. A former stock trader recounts that when the National
Agricultural Development Co. (NADEC) was listed as the first agricultural company in the Saudi stock market
in 1981, he approached the National Commercial Bank to subscribe to the company’s shares. However, to
his surprise, he could not find basic information about the subscription or the delivery date of the allocation
certificate.

Six months after subscribing, the trader eventually received his stock certificate. Two years later, the trader
wanted to sell his shares but did not know where or to whom he should sell. After a visit to NADEC, the
company referred him to a brokerage firm, which informed him that to sell his shares he had to return to the
company first to collect his dividend and then come back to sell his shares at the prevailing market price.
This account, among other events, demonstrates how trading was not prevalent among small traders, and
also reflects how stock subscription, allocation, trading, and pricing was in need of a clear vision and proper

organisation.
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3.2.3. Scarcity of Market Information for Investors

Financial information about joint-stock companies is key to helping investors make informed stock investment
decisions. Until 1983, such information was scarce. One major reason was the delay in publishing corporate
financial statements. The Companies Law of 1965 stipulated that boards of directors were responsible for
preparing financial statements by the end of each fiscal year, a copy of which was to be deposited at the
Commercial Registry Office and the General Department of Companies within thirty days of the General

Assembly’s approval.

However, some of those reports lacked transparency and were ambiguous because of their inconsistent use
of accounting terminology. Additionally, there were no competent, specialised financial institutions, and the
local financial press lacked in-depth coverage during that period. Thus information was mainly available to

large shareholders who had direct access to it.

3.2.4. Small Market Size

By 1975, there were only fourteen joint-stock companies in operation. From 1976 to 1980, this humber
slowly increased to reach thirty-three. Three years later, in 1983, there were fifty companies and thirty
brokerage firms in total. This gradual increase in joint-stock companies and brokerage firms, followed by the
Souk Al-Manakh stock market crisis in Kuwait, led the Saudi government to take determined steps towards

regulating stock trading, as will be discussed in the following chapter.
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Chapter 4: Winds of Change

The discovery of oil in the Kingdom ushered in a period of major change: joint-stock companies grew in
number, government-led mergers of electricity companies took place, foreign bank branches were Saudised
and their shares were offered for public subscription, and citizens became more aware of the importance of
saving and investing. These factors collectively increased the volume of shares available for trading, which

created a need for regulation to govern stock trading.

The government's policy of privatisation of state companies encouraged citizens to participate in the
economic development of the Kingdom. Public demand was strong, as evidenced by the SABIC floatation in
1983. With a desire to protect the public and to avoid a national crisis such as that experienced by Kuwait
as a result of Souk Al Manakh, the Saudi government embarked on a series of measures to develop the stock
market. The Ministerial and Standing Supervisory Committees were formed to oversee the market. Trading
of shares and brokerage services were limited to local banks. These and other measures, coupled with the

introduction of technological developments, laid the foundation of the Saudi capital market.

4.1. eExpansion of Offered Shares

Share ownership dates back to 1926 with the formation of the Saudi National Motor Vehicle Joint-Stock
Company and subsequent emergence of a handful of joint-stock companies in the 1930s. The establishment
of companies in joint-stock form took place during different periods, each of which reflected the country's
economic development. Pivotal change occurred from 1975 when the government significantly increased its

spending on development projects.
The merging of electricity companies, followed by the founding of the Ministry of Industry and Electricity—

which standardised electricity tariffs across the Kingdom—created great demand for the shares of these

companies. The Saudisation of foreign bank branches further increased demand, shaping the beginnings
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of the Kingdom'’s stock market. By the end of the 1970s, there were more than 40 joint-stock companies
operating in key sectors, such as finance and industry, construction materials and cement, transport,

hospitality, services, and food.

With the dawn of the 1980s and near completion of Saudisation in the banking sector, other private-sector
companies were formed. They made their shares available for public subscription by following the offering
procedures of banks and publishing their prospectus in at least two local newspapers as per the Companies

Law.

In oversubscribed issues, shares were allocated to each subscriber, irrespective of the number of shares
subscribed to. A subscriber for 10 shares was treated no differently than one who had subscribed for 1,000
shares. As a result, some people came up with a scheme to subscribe under different names so that each
name would be eligible for the number of shares allocated to one person. In doing so, some traders collected

Saudi identity cards to acquire the largest number of shares at the time of allocation.

A businessman recounts that the Kuwaiti comedy play of Bani Samit, which was broadcast on Saudi TV in
the 1980s, addressed these events. In the play, a scene depicted the collection of identity cards from citizens
to acquire the largest number of shares possible during public subscriptions and to sell them afterwards for
profit. The play actually inspired some individuals and firm owners to profit from such schemes. Despite the
deception involved, and being contrary to legislation aimed at expanding the ownership base among citizens,
the collecting of Saudi identity cards for subscription and its portrayal in the media raised public awareness

of investing.

Share ownership grew in popularity and the buy-and-hold strategy gradually gave way to the idea of profiting
from stock trading, especially given their considerable increase in prices during the early 1980s. Founders
and investors who anticipated the growth of the companies they held continued to buy and hold. Some of

these early shareholders have seen their investments become worth more than gold.
In the early 1980s, the National Industrialization Company issued six million shares, 25% of which was

retained by founders and 75% (SAR 4.5 million) offered for public subscription. Other companies that offered

shares during this period were: Saudi Pharmaceutical Industries Company, Saudi Livestock Transport and
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Trading Company, Tabuk Agricultural Development Company, Al-Qassim Agricultural Development Company,

and the Saudi Chemical Company.

Between 1975 and 1983, over thirty companies with capital exceeding SAR 30 billion were offered for
public subscription. By 1984, the market had witnessed a surge in stock numbers and prices, leading to a
total of 50 traded companies operating across several sectors. The electricity sector dominated the market
representing 52% of market capitalisation, followed by petrochemicals (15%), cement and gypsum (13%),
transport (7%), finance, i.e. banks (5%), and lastly services and food (4% each). Figure 1 shows the sector-

based market share of joint-stock companies in 1984.

Electricity

Petrochemicals
Cement and gypsum
Transport

Financial

Food

Services

m The Sector-based Market Share of Joint-stock Companies in 1984.
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In terms of capital, the electricity sector was at the top of the list with authorised and paid-up capital of

SAR 25 billion and SAR 22 billion respectively, followed by petrochemicals with SAR 10.6 billion and SAR 5.4

billion. As for the number of shares, the electricity sector led with 160 million shares, followed by the cement

and

gypsum sector with 67 million shares. Figures 2 and 3 show the sectoral capital structure and issued

shares of joint-stock companies.
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4.2. Towards Privatisation

The increase in share offerings by companies across various sectors was not the only factor leading to
new developments within the Saudi capital market. Demand from citizens to acquire shares resulted in
oversubscriptions for shares offered. The Saudi Livestock Transport and Trading Company, Tabuk Agricultural
Development Company, and Al-Qassim Agricultural Development Company were oversubscribed by a factor
of 3, 2.2, and 4.4 times, respectively. A year later, SABIC witnessed an overwhelming oversubscription of
2.5 times the shares offered, despite having an offering much greater in value compared to other previous
offerings. This oversubscription reflected the public's demand for Saudi shares; hence it is relevant to

examine SABIC's success in greater detail.

4.3. SABIC: From Formation to Privatisation

In his book, “A Life in Administration”, His Excellency the late Dr. Ghazi Al-Gosaibi spoke highly of His
Excellency Mohammed Abalkhail, former Minister of Finance, when recounting the story of the Saudi Basic
Industries Corporation (SABIC):

“One may ask: what about the major industrial projects to be launched in Jubail and Yanbu as per the second
five-year plan? Well, | first thought of founding a public institution for carrying out those projects. However,
my dear friend Abalkhail, who joined the cabinet as the Minister of Finance and National Economy at the
time, suggested the alternative of forming a joint-stock company operating according to purely commercial
principles, with the potential of offering its shares to the public in the future.

Abalkhail was older than me and had much more expertise. Before and after becoming a minister, he helped
me in all sorts of ways. | could go on and on about what an incredible help he has been, but knowing him, |
fear that such praise and appreciation would only embarrass him. Although all his insights have benefited
me greatly over the years, his idea of forming a joint-stock company remains at the top of the list. Many
have forgotten who came up with the idea amidst the developments that followed, but | would like to state
on record that all credit goes to Abalkhail. His suggestion resonated with me, and the more | reflected upon
it, the more | believed in it. | eventually presented the idea to the late King Fahd, then Crown Prince, who
showed great interest and gave me the green light to proceed, especially after knowing of my promise to

later cede the company'’s shares to the Saudi people.”
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As for the company’s name, SABIC, Al-Gosaibi says: “It was suggested to name the new company SABICO,
an acronym for the Saudi Basic Industries Corporation, but that sounded strange to my ears, so | insisted on
changing it to SABIC because in Arabic, it has aroot in the word ‘'sabak’ which means forming or manufacturing
something, and | believe this name works much better.” Al-Gosaibi praised Abalkhail for being the man behind
the idea of forming SABIC, and also gave credit to the Undersecretary of the Ministry of Commerce and
Industry at the time, Eng. Youssef Al-Hammad, by saying: “People spoke then, and still speak today, of the
minister who accomplished the impossible, but the truth of the matter is that the person to whom this

achievement should be attributed is Youssef Al-Hammad, the man behind the scenes.”

4.3.1. Founding SABIC

Saudi Basic Industries Corporation (SABIC) was founded by virtue of Royal Decree M/66 (Document 32) on
6th September 1976 to operate and market locally produced hydrocarbon and mineral products for basic
and supporting industries. SABIC was meant to achieve several economic objectives for Saudi Arabia, such
as utilising natural gas production in producing value-added chemicals and polymers to meet local market
needs and to export surplus, as well as maintaining a greener environment by reducing pollution resulting
from gas flaring in oil production.
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4.3.2. Privatising SABIC

As mentioned earlier, the idea of SABIC was conceived by Al-Gosaibi, developed by Abalkhail, endorsed
by the late King Fahd Bin Abdulaziz, and implemented by Undersecretary of the Ministry of Industry Eng.
Youssef Al-Hammad. In his book, “A Life in Administration”, Al-Gosaibi tells the story of how the privatisation
of SABIC reflected the determination of the Saudi Arabian government and its devotion to its people: “As |
signed SABIC's last major industrial contract, | felt | was about to serve my purpose in the industrial sector.
It all came true when SABIC exported its first batch of petrochemical products. | was even more satisfied
the day | fulfilled the pledge | had made before the Crown Prince [referring to the late King Fahd]: that the
government would cede a part of its shares to citizens. Indeed, SABIC offered 30% of its shares to Saudi and
GCC citizens. The shares were rapidly bought, but my intention at the time was to suggest that SABIC would
continue to offer shares until the government only had 25% ownership.”

The Saudi leadership’s pursuit of privatisation crystallised in the second half of the 20th century when King
Fahd, then Crown Prince, fully adopted the idea. As a result, the Saudi Arabian Fertilizer Company (SAFCO)
and several electricity and other companies were privatised, with the greatest achievement at the time being
the privatisation of the global petrochemical giant SABIC.

SABIC's Articles of Association (AoA) reference Cabinet Resolution No. 298 of 12th September 1983
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nominal value (SAR 500) as well as the share premium, with the remaining value to be settled at a later date.
To expand the ownership base, the prospectus stipulated that each person may only subscribe to 1,000
shares. Additionally, several accounts were opened at Saudi and GCC banks to facilitate subscription requests
for citizens (Document 34 below is an image of SABIC's invitation to subscribe).

Around 370,000 Saudi small shareholders and more than 3,400 GCC citizens subscribed to SABIC's shares. In
total, 373,303 subscribers paid more than SAR 3.7 billion—an oversubscription of 2.5 times.

In gratitude for the offering's success and to achieve social and economic objectives highlighted earlier
by Al-Gosaibi, SABIC's board of directors increased the company’s share offering to three million shares,
constituting 30% of share capital instead of the previous 20%. The board also allocated 141,255 additional
shares to GCC subscribers. As such, the ultimate objective of publicly offering one-third of SABIC's shares

was achieved.
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4.4. Lessons from Kuwait's Souk Al-Manakh Stock Market Crisis

Economic crises not only affect financial institutions, but all areas of an economy. The rapid escalation
of market prices as a result of speculation often driven by rumours and the expectation of further price
increases is referred to in the capital market as a “bubble”. Excessive speculative investing in shares or assets

takes place, leading to unsustainable price increases which eventually cause the bubble to burst.

The history of economic bubbles dates to the South Sea Bubble of 1711, which has been regarded as the
world's first financial crash. Isaac Newton himself succumbed to this crisis. At the time, the share price
of the British South Sea Company increased dramatically from 100 pounds to an all-time high of 1,000
pounds. When it became clear that the price increases were not justified by the company's profits, the market
panicked, shares plummeted, and many investors declared bankruptcy.

Over the years, the world's economies have experienced several stock market bubbles, and the Saudi market
was not immune from such disruptions. However, it was Kuwait's Souk Al-Manakh stock market crisis of
1982 that had a direct impact on the development of the Saudi market.

The first Kuwaiti joint-stock company was founded in 1952. Although the establishment of joint-stock
companies paved the way for stock trading, the shareholders in Kuwaiti markets were more drawn to the
idea of partnership and therefore preferred to hold onto the stocks they bought. The same view prevailed
among Saudis for quite some time after the emergence of the stock market. As a result, trading in shares
was minimal and most of it was limited to transfers by inheritance. The situation remained unchanged until
the 1970s.

During the 1970s, Kuwait's stock market began to develop, and showed great promise. However, a financial
crisis hit the market in 1977, causing investors to stop trading. The volume of trading dropped by more
than 50%, which led the Kuwaiti government to intervene by temporarily suspending the establishment of
joint-stock companies and prohibiting existing ones from increasing capital. The Kuwait Foreign Investment
Company (a Kuwaiti sovereign wealth fund) took action by purchasing shares on behalf of the government
from December 1977 until April 1978 with a value of nearly KD 150 million. In addition, the trading of the
shares of GCC companies was suspended until 1979. However, the most important decision taken to address
Kuwait's financial market crisis in 1977 was the regulation of forward sales. This decision stipulated that

the payment term must not exceed 12 months and obliged buyers to pay part of the transaction value
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immediately. Also, contracts were to be recorded at the Ministry of Commerce upon their conclusion and
stocks had to remain owned and possessed by the seller until the deferred value was settled.

The introduction of these regulations in Kuwait's official market discouraged speculators and drove them
to trade in the unofficial Souk Al-Manakh market (Image 17). Historically, Souk Al-Manakh was a resting
place for camels transporting the goods of merchants to and from Najd, the Levant, Iraq, Al-Ahsa, and other
regions. Kuwait was, until recently, a centre for traders and travellers given its advantageous location at the
tip of the Arabian Gulf, bordering Iraq to the north, the Levant to the West, and Al-Ahsa, Bahrain, and Najd
to the South.

As society and means of transportation evolved, Souk Al-Manakh also evolved into more than a camel market.
During the 1960s and 1970s, it became a market in Kuwait City where real estate brokers established their
businesses and it also developed into
an unofficial market for the trading of
shares in unlisted companies. Within
a few vyears, Souk Al-Manakh grew
considerably as a result of the trading
of shares in Gulf companies. When
legislators in  Kuwait temporarily
suspended the trading of shares in
GCC companies in the official market,
speculators turned to Souk Al-Manakh

to buy and sell the stocks of these

companies and other closed Kuwaiti

i¥A Souk Al-Manakh in Kuwait.

companies.

The regulations introduced by the Kuwaiti government to address the financial crisis of 1977 were only
limited to the country’s official market. Consequently, speculators took advantage of the situation and moved
to the unofficial Souk Al-Manakh market where they carried out various fraudulent activities. Not only did
they trade the stocks of Kuwaiti and other GCC companies that were in fact closed, but they also established
many shell companies and traded their stocks at an unprecedented pace. Speculators’ excessive trading was

driven by the high liquidity of Kuwaiti and GCC economies resulting from oil price increases at the time.
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Under these conditions, Souk Al-Manakh became a lucrative market for scammers who resorted to all kinds
of schemes to trick Kuwaiti and GCC citizens into speculating on stocks that were being traded. In 1982, an
outstanding 3.5 billion shares were traded in the unofficial market compared to the 837 million shares of the

official market.

During the two years preceding the crisis (1981 and 1982), people engaged in forward sales. In 1980, the
difference between spot and forward prices in certain transactions reached 70%. Prices continued to rise
dramatically in Souk Al-Manakh, reaching 400% by 1982. This made stock trading purely speculative. rather

than based on economic or market fundamentals.

Under these critical circumstances, especially after trading reached unprecedented levels, fear started to
spread. Speculators rushed to secure liquidity to pay their dues from post-dated cheques, which were not
subject to the terms of forward sales. They excessively bought overvalued shares and sold them for cash at
low prices to pay off their debts. This led to an increase in the number of speculators and a sharp upsurge

in prices. Some speculators were unable to pay their debts, and the crisis erupted in the summer of 1982.

Looking back at the reasons that led to the Souk Al-Manakh market crisis, economists identified several

major factors:
- The formation of closed companies and the illegitimate trading of their stocks by violating the Kuwaiti law
which stipulated that a closed company'’s shares could only be traded three years after its establishment. In

fact, most stocks traded in Souk Al-Manakh market were those of shell companies with no actual activity.

- The establishment of over 40 GCC shell companies in Bahrain and the UAE and the trading of their shares in

Souk Al-Manakh market immediately after their formation, which was a violation of Kuwaiti law.

- Unlike the Kuwaiti stock market crisis of 1977, the Kuwaiti authorities failed to regulate the unofficial

market of Souk Al-Manakh. Measures to monitor and prevent fraud were lacking.
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- Local banks were quick to provide credit facilities, overdrafts, unsecured loans, and secured personal loans.
Additionally, post-dated cheques were not linked to actual accounts, and investors used these cheques to
pay for trading operations, which created a problem in the cheque clearing and settlement processes. The

Central Bank of Kuwait did not intervene and failed to exercise its authority in addressing such violations.

- Failure to oblige companies, as a minimum disclosure requirement, to publish their financial statements

periodically in accordance with official accounting standards.

The Kuwaiti government tried to absorb the crisis and save the economy by adopting several measures. On
31st December 1982, Kuwait's Ministry of Commerce and Industry requested companies to submit their
annual financial statements and value their traded shares at cost or at market value, whichever was lower.
As for untraded shares, they were to be valued at cost only. In August 1983, an Emiri Decree was issued on
restructuring the Kuwait Stock Exchange (KSE) to form an independent financial institution headed by the

Kuwaiti Minister of Commerce.

The restructured KSE was tasked with regulating trading activities and registering brokers, as well as
developing and supervising the market. Additionally, the Kuwaiti government issued Law 100 of 1983
which stipulated the settlement of all debts based on spot prices on the day of contracting, in addition to
a maximum rate of 25% annually. This law reduced the debts of post-dated cheques and mitigated against
insolvency and bankruptcy. The Law was followed by the issuance of legislation that managed to control the

crisis and restore order to the market. Nevertheless, the losses were staggering on all levels.

The Souk Al-Manakh market crisis had a minor effect on the Saudi economy. Its impact was limited to Saudis
who invested in that market. However, this crisis served as a lesson to Saudi Arabia. To avoid a similar
situation, the Saudi government responded quickly to institute measures to regulate stock trading in the

Saudi market.
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4.5. Prevalent Trading Practices

The early days of joint-stock companies and stock trading which preceded the Saudisation of banks lasted
until 1984. During this period, stock trading firms were growing in number, many of which were originally real
estate and public service firms. When these firms began trading stocks, either through proprietary trading
or as brokers, the process of transferring share ownership took several months to complete. Moreover, many
citizens faced difficulties in trading stocks in the absence of fair pricing mechanisms, which resulted in large

price discrepancies.

Under these conditions, some stock trading firms engaged in illegal activities, such as setting unfair and
unrealistic stock prices. The market lacked regulations and fraudulent trading was prevalent. Additionally,
investors struggled to access accurate information amid speculation and rumours that influenced stock

prices. Each stock trading firm operated independently, leading to price discrimination across the country.
These factors triggered a new dynamic that led to the introduction of regulatory measures and laid the

foundation for a new phase in the development of the Saudi stock market a topic that will be discussed in the

following pages. Figure 4 highlights key developments in the Saudi stock market between 1916 and 1983.

76



Market Story Phase One/ Part 1

Documentation of the Saudi Capital Market History Chapter 4 | Winds of Change

Founding the National Company for Serving
Residents of the Sacred Land

General Syndicate and inviting citizens to
subscribe to its shares

Founding the Saudi National Vehicle Joint-Stock
Company

* Arab Cement Company's IPO.

* Al-Yamamah Cement Company's IPO.

SABICs IPO

Key Milestones of the Saudi Stock Market (1916-1983).
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Chapter 5: Regulating Stock Trading

Electricity and cement companies were the backbone of the early Saudi stock market until the mid-1970s.
When shares of Saudi banks were offered in the stock market, the public were encouraged to invest. But
unlike old investors, who were passive in their approach, new investors subscribed to shares to make quick
profits by selling shares shortly after purchasing them. As a result, the number of bank shareholders in 1986
decreased compared to 1981, i.e., five years after the completion of the Saudisation initiative. For example,
shareholders of the Saudi American Bank decreased by more than one-half, from 102,595 in 1981 to 45,000
in 1986. The case was similar for other banks over the same period: shareholders of the Saudi British Bank,
the Saudi Cairo Bank, and the Arab National Bank dropped from 8,000 to 5,000, from 6,000 to 4,000, and
from 29,000 to 9,000, respectively. Nonetheless, this was a new market phase during which many segments

of society were learning about investing through subscription and trading.

5.1. Primary Market Development

During the second and third state development plans (1975-1985), shareholders became more engaged
in the Saudi stock market, leading to greater public participation. The government sought to stimulate the
market by providing further support and becoming involved in forming joint-stock companies. Government
institutions, such as the General Organization for Social Insurance (GOSI) and the Public Pension Agency
(PPA), played a key role in this regard.

SABIC's subscription came after the Saudisation of banks. And having made profits from subscribing to
banks shares, electricity, and cement companies, people were more aware of this type of investment. Daily
trading volumes increased, and brokerage firms became more involved. These developments gave rise to an
unofficial market with the potential to create a crisis similar to that of Souk Al-Manakh in Kuwait. The Saudi
government deemed it necessary to regulate the unofficial market by enacting and enforcing much-needed

laws and regulations.
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5.2. Regulatory Development of the Stock Market

In cooperation with SAMA and the Ministry of Commerce, the Ministry of Finance considered the best ways
possible to establish a robust capital market. In pursuit of this goal, His Excellency Mr. Mohammed Abalkhail,
then-Minister of Finance, sent a memorandum to King Fahd Bin Abdulaziz. He highlighted the importance
of market regulations to protect the rights of investors in light of the growth of joint-stock companies
and unofficial market activities. Abalkhail also referred to speculations that were taking place in Souk Al-
Manakh market in Kuwait and cautioned against a similar outcome. The memorandum included a proposal
to limit brokerage activities to banks as well as to form a special committee to achieve intended objectives.

Having read the memorandum, King Fahd gave his approval and commanded quick action.

Shortly thereafter, a committee composed of Their Excellencies Abalkhail, Minister of Commerce Dr. Sulaiman
Abdel-Aziz Alsleim, and SAMA’'s Governor Mr. Hamad Saud Al-Sayyari, was formed to address the matter.
In 1983, the Committee submitted a report which recommended limiting stock trading to Saudi banks and
forming a committee by the Ministry of Finance, the Ministry of Commerce, and SAMA to introduce and

supervise the enforcement of relevant regulations.

On 24th April 1983, Royal Decree 1230/8 (Document 37) regulated stock trading through Saudi banks
starting from 23rd November 1984, thus paving the way for a new phase of stock trading regulation.

Afterwards, SAMA issued executive rules to regulate trading through commercial banks.

The first stock trading regulation aimed to end brokerage firms' unofficial practices by limiting trading to
commercial banks, which were obligated to have central and secondary trading units at their headquarters
and branches across the country. Banks were also prevented from proprietary trading and were only allowed
to trade on behalf of their clients. Additionally, banks were responsible for the registration and re-registration
of shares. The Standing Supervisory Committee set brokerage commission and fees for registering share

certificates charged by banks at no more than 1% of the shares’ market value.

The new regulation led to the formation of a trilateral Ministerial Committee composed of the Minister of

Finance and National Economy, the Minister of Commerce, and SAMA's Governor. Consequently, a trilateral
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executive committee composed of ministerial undersecretaries was created to supervise stock trading
practices. The new regulation entrusted SAMA's Stock Control Department with the responsibility of following
up on daily activities. Figure 5 illustrates the organisational structure of the Saudi stock market between
1984 and 2003.

5.2.1.Ministerial Committee
Formed in 1984, the Ministerial

Committee was tasked with

2240\, 2 55 )~ ) o At
. e o =2 ” &d'll i\
overall  market  supervision / /i 7 N0 'V > )
and regulation by introducing &j \j} s )U(Cj(?’
relevant laws, controls, and fJ‘ g . '\/53
policies. It also had the authority
to decide on requests made

by the Standing Supervisory

Committee  regarding  stock
trading suspensions exceeding @}9?(7} N &w o
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related matters. Members of the &WW&
Ministerial Committee included
Their Excellencies Mohammed
Abalkhail, Minister of Finance

and National Economy; Dr.
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Commerce; and Hamad Al-Siyari,
Governor of SAMA.

Implementing Rules for Regulating the Trading of Company Shares through Commercial Banks.
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5.2.2. Standing Supervisory Committee (SSC)

The Ministerial Committee established the Standing Supervisory Committee (SSC), which was composed of
three ministerial representatives: His Excellency Jammaz Al-Suhaimi, Director-General of Banking Control
at SAMA and later Deputy Governor of SAMA, Chairman of SSC, and first Chairman of the Capital Market
Authority (CMA); Mr. Suliman Al-Mandeel from the Ministry of Finance and National Economy, who was later
succeeded by Mr. Mansour Al-Maiman; and Mr. Munir Nawar Al-Otaibi from the Ministry of Commerce. SSC
was entrusted with enforcing the Ministerial Committee’s resolutions and proposing ways to improve market
efficiency. Quarterly reports were submitted to the Ministerial Committee and SSC meetings were convened

at SAMA's headquarters with decisions constituting a two-thirds majority vote.

SSC was entitled to obtain relevant information from banks and companies, suspend trading for no more than
a week based on public interest, and suspend trading in the market pursuant to the Ministerial Committee's
approval. Instructions issued at the time included banning forward contracts and prohibiting the use of
post-dated cheques, promissory notes, or trade bills as payments for purchased shares (lessons learned
from the Souk Al-Manakh market crisis). As for banks, they were responsible for preventing any violation of
these instructions. The enforcement of decisions happened gradually as supervisory entities drew on the

experiences of developed countries and ensured investors' needs were met without disrupting the market.

The earliest market regulations date back to 1985. However, supervision was not up to par, especially of
brokerage firms, who were still trading shares in a disorganised manner. Additionally, these firms were the
only way through which investors were able to access market information related to supply and demand
and daily prices. At the same time, selling one's shares was a daunting task as shareholders usually had to
find buyers themselves. There were also delays in maintaining and updating company records, which forced

investors to wait for over 15 days to have their transactions settled.

Other challenges were also at hand. Dividend distribution was problematic, primarily because of a lack of
accurate, updated information, which resulted in stock registration and ownership issues. Additionally,
dividends were received when an invitation was made to visit banks or upon submitting dividend coupons

attached to share certificates (Document 30 is an example of dividend coupons).
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SSC soon realised the need for swift action and the importance of establishing an independent entity to be
competent with the affairs of trading and traders and to be the core of the legislative and regulatory market
entity. The above is fruited in the establishment of SAMA's Stock Control Department. The Department
played an executive role by implementing regulations and supervising market operations directly. It also had

a role in proposing regulations and instructions for daily market activities.

5.2.3. SAMA

Under the new regulatory structure, trading was limited to Saudi banks under SAMA's supervision. SAMA
worked to prevent brokerage firms from engaging in stock trading from 1985. The Ministerial Committee
realised that banks were better able to carry out this task because they were directly supervised and
monitored by the state through SAMA. Banks provided a regulated and reliable service to clients, and the
banking network of 400 bank branches throughout Saudi Arabia meant that citizens had access to stock

trading services.

5.2.4 Stock Control Department

The Stock Control Department was established by SSC to supervise day-to-day market activities, specify
trading hours for bank central units, and analyse daily trading operations. The department also identified and
published daily opening and closing prices, supervised the training of bank staff, and received stock transfer
reports from traded companies. The Stock Control Department notified banks and companies of instructions
issued by the Ministerial Committee or SSC, received complaints, and published informative materials to raise

public awareness concerning stock trading.

5.2.5. Central Trading Units in Banks

Following the Royal Order limiting brokerage services to banks, banks moved quickly to assume this new
role. This period laid the cornerstone for market regulation. Each operating bank was obligated to dedicate a
central trading unit at its headquarters or at its Riyadh-based branch. Central trading units received trading

requests from branches and carried out trading operations with other banks.

Competent Saudi personnel were trained and appointed for trading operations. Candidates to be employed in

central trading units had to be endorsed by SAMA's Stock Control Department. As employees, traders were
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subject to the internal controls of the banks. Banks acting as brokers ensured that trading activities were
compliant with relevant laws and regulations. Bank-employed traders were prohibited from trading for their

personal benefit or on behalf of a first-degree relative.

There were a total of twelve central trading units operated by Saudi banks. The units processed branch
orders and sent remittances. As for bank branches, they managed stock trading by receiving purchase orders
and advance payments, transferring funds within two days of sale, and transferring new stock certificates to

buyers within two weeks of purchase.

To facilitate trading and process same-day orders banks used telephones and fax machines to communicate
between branches and central trading units. Banks were also required to send stock ownership certificates
along with market orders, thus allowing central trading unit brokers to match them with those received from

other central and secondary units.

5.2.6. Trading Mechanisms

Regulatory rules for stock trading via Saudi banks set out the basic lines to the sequence of procedures of
brokerage in stock trading. First, a client or their legal agent would submit an order form (consisting of an
original and a copy) containing all relevant data, such as personal information, number of stocks to be bought

or sold, ask and bid prices, as well as an authorisation allowing the bank to process the order.

A branch broker would receive an order, validate it, and fax a copy to the bank's central trading unit on the
same day. After that, central trading unit brokers would match orders with those received from branches or
from other central units of other banks in the clearing house. Once matching was complete, central trading
unit brokers would draft trade forms and branches would later send share certificates to buyers after

transferring ownership on their behalf.
Regulations also determined the conditions for pricing and supply and demand. Clients were allowed to set

their own prices and were able to delegate the bank to trade according to the best available price. Moreover,

central trading units were banned from trading any shares for prices other than those determined by clients.
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Central trading units were initially not allowed to buy or sell more than 10,000 shares of a company for a
single client at once and on the same day. However, this limitation was lifted on 8th October 1985 pursuant
to a decision made by SSC and circulated by SAMA.

The following Figure 6 illustrates the trading process that took place through Saudi banks.

Center Branch

Broker Broker

/\ /\
Card File Documents
) _ Buy Order/
Registration Award Sell Order
Clearing
File

The Operational flow of the trading process
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5.2.7. Saudi Shares Registration Company

Market regulators were faced with challenges relating to ownership transfers and a lack of records. Joint-
stock companies issued documents in the form of ownership certificates, which were bought by shareholders
via brokerage firms. There were various types of certificates, and some of them were bearer, i.e., based on
possession, which meant anyone holding them had a claim to them. Numbered coupons (see Document 30)
were also prevalent as companies announced dividends for specific coupons; these were disposed of as
soon as their holders had collected their payments, hence risking the rights of coupon holders if certificates
were sold before distributing dividends. What made matters worse was the lack of records, which caused
ownership transfer problems as shares were simply sold through brokerage firms who failed to keep records
of the transaction. There were even cases where companies were unaware that ownership of some of their

shares had been transferred.

Ownership and partnership were prevalent concepts among founders of joint-stock companies. General
assemblies were limited to founders with minimal regulatory oversight. The manual processing of orders
and the requirement to be physically present at the respective company were also problematic and time-

consuming. Regulators under the new regulatory framework faced a number of challenges in this regard.

All these factors created a strong impetus for the creation of the Saudi Shares Registration Company (SSRC),
which was responsible for ownership transfers, recordkeeping, and settlement. SSRC was founded in 1984
as a joint effort by all Saudi banks with the exception of Alrajhi bank. Each bank contributed SAR 1 million,
leading to total company capital of SAR 11 million. The company's statute stipulated its direct affiliation with
SAMA and highlighted its main responsibilities, such as managing corporate records, distributing dividends
on behalf of joint-stock companies, matching and balancing orders received from banks, settling transactions,

and bookkeeping. However, dealing with SSRC was optional for joint-stock companies.

SSRC's board of directors were comprised of representatives of the founding banks. Despite lacking a directive
from the government requiring companies to transfer their records to SSRC, SSRC management team attracted
corporations by offering effective, low-cost services. However, this approach proved inadequate as SSRC's
capital started diminishing after failing to generate sufficient revenues from its services. To address the

situation, SAMA acquired SSRC to invest in it. SSRC operated until 2007 when its functions were transferred
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to the capital market, following its inception in the Second Phase.

The new regulatory framework and operational improvements breathed new life into the capital market.
The Ministry of Commerce supervised the primary market, including subscriptions, while SAMA oversaw
secondary-market trading. Moreover, SSRC facilitated and centralised registration for joint-stock companies
and handled settlements and clearing. The operating banks established large branch units similar to the
central units based in Riyadh. As a result, traders were attracted to the banks as a better trading experience

was provided.
5.3. Central Trading Hall

The newly formed Ministerial and Standing Supervisory Committees considered adopting the traditional
stock exchange model of a central trading hall as the ideal solution for many trading issues, such as price
discovery. This problem, among others, led to subdued liquidity in the market. To achieve centralisation, the
Central Trading Hall (CTH) was established. CTH was the first attempt to create a regulated market where
bank representatives would gather during certain hours to match orders and process transactions according
to specific rules and procedures. On Monday, 11th May 1987, CTH commenced operations, and the Ministerial
Committee issued a circular instructing banks and corporations to limit all stock trading operations to CTH.
The hall was located on the ground floor of the Industrial Development Fund building on King Abdulaziz
Street in Riyadh. SAMA's Stock Control Department managed CTH and implemented the Standing Supervisory

Committee’s instructions. Document 38 is the Ministerial Committee’s minutes of the meeting on CTH.
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Document 39 is a letter from the Director-General of Banking Control to a Saudi bank on commencing work

at CTH.
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Document 40 shows the circular sent by the Director-General of Banking Control to all joint-stock companies
on adopting the signatures of CTH officials. Instructions stipulated that bank brokers must gather daily at

CTH during certain hours to process orders through open call auction. There were four main sets of CTH
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regulatory instructions dedicated to joint-stock companies, brokers, management, and post-trade processing.

These will be further discussed in the following pages.
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5.3.1. Joint-stock Companies

The first set of instructions is about joint-stock companies. Trading activities at CTH were limited to Saudi-
owned joint-stock companies and foreign capital companies, provided that the latter's stock ownership was
not transferred to foreigners. The instructions also obliged joint-stock companies to cease stock ownership
transfer and registration, thus limiting these activities to CTH. The only exceptions were the transfer of
ownership as inheritance or between spouses.

Additionally, companies were instructed to reject all documents that were not stamped by CTH and to give
CTH access to shareholder records. For stock ownership and transfer contracts and documents requests,

companies had to finalise such transactions within a week. To comply with this instruction and facilitate

ownership  transfers,  joint-stock
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CTH's first day in operation, which was on 12th May 1987, only three transactions worth SAR 7,120 were
made for 55 shares of three listed companies. The following day, only five transactions worth SAR 90,860
were made for 218 shares of two listed companies. These figures did not reflect the actual size of the Saudi
market, nor did they correspond to trading volumes processed by banks before CTH's inception. To address
the situation, SSC obliged banks to settle their transactions at CTH as a requirement for completing trading

procedures.

However, one week later, on 18th May 1987, trading at CTH remained low, as only 57 transactions with a
value of SAR 1,129,197 were executed, representing 10,295 shares of 39 listed companies. This made SSC
address banks once again by directing them to adhere to instructions and asking them to re-settle all trading
transactions that took place outside of CTH. Document 42 is a report on trading volumes in CTH one week

after its inception.

5.3.3. The Management

The third set of CTH instructions was directed at the Stock Control Department, which was in charge of
trading, clearing, and settlement procedures. SSC determined the rules for operation of CTH and assigned
SAMA's Stock Control Department to oversee daily transactions at the hall and form a committee of five
members: a CTH officer and an assistant (both affiliated with SAMA), a representative of the Ministry of
Finance, a representative of the Ministry of Commerce, and a representative of bank brokers to be elected
periodically. CTH operations were set to begin every day at 10 a.m., except for Thursdays and Fridays, after

all bank representatives had arrived and recorded their attendance.

The CTH officer would first call out company names by sector in alphabetical order while a registrar recorded
companies’ closing prices on a board. After that, bank representatives would submit their orders, which the
registrar recorded by highlighting the bank broker’'s name, quantity, and bid price. Priority was given to the
highest bid and lowest ask. Once orders matched, The CTH officer would declare the transaction complete by
ringing a bell. The process would then be repeated for remaining companies. After the transaction was made,
two brokers (representing the buyer and seller) would sign a CTH contract outlining the number of shares
and their price. The CTH contract was the main document used to determine prices and complete clearing
and settlement procedures. At the end of the trading session, CTH would issue a daily bulletin summarising

trading transactions and prices, which was published in newspapers and broadcast on radio and television.
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5.3.4. Post-Trade

The last set of CTH-related instructions were meant to address post-trade procedures: clearing, settlement,
and share ownership registration. According to CTH rules, these procedures were supposed to be settled
within two business days of signing The CTH contract. A seller's broker was obligated to submit share
certificates or notices and other relevant documents to CTH's Settlement Division, while a buyer’s broker
was obligated to sign a statement of the amount to be paid on settlement day. After signing all CTH contract
documents, a committee member would timestamp the contract and record its contents on a computer
so that banks would receive a full report of the brokers’ transactions. After this, the Settlement Division
would endorse the transaction by signing the brokers’ SAMA-issued account statements. On the third or
fourth day of the transaction, an employee would issue tradable ownership receipts in the client's name.
Lastly, the Saudi Shares Registration Company would complete stock ownership transfers and send copies
of the transfer and registration documents to joint-stock companies’ shareholder divisions. The issuance of
ownership receipts in the name of new buyers happened for the first time at CTH, and those receipts were

prohibited from being traded outside the hall.

The process of share ownership transfers at CTH is highlighted in Figure 7.

Stock Ownership Transfers
—

The Saudi Shareholder

Client The Central Share c :
celer! Broker Trading Registration 33?30"95 "
Buyer Hall g ifferent

Company Companies

Stock Certificates Issued by Companies
—

The Process of Share Ownership Transfers at CTH.
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CTH was short-lived as the hall was operated for one week only, and the system of central trading units
was restored. Those who witnessed the days of CTH attributed its discontinuation to several factors,
namely: lack of trading competence and high transaction costs, especially given the country’'s large territory
and dispersed population centres; the international trend toward adopting automated trading systems;
compatibility of banking payments systems and those used for the settlement of stock trading; and the

ambiguity surrounding the compliance of some financial transactions with Islamic principles.

5.4. Development of Settlement and Clearing

Front office refers to interactions with the market and trading activities. The back office refers to post-trade,
clearing, and settlement. Within the Saudi market, post-trade procedures for clearing and settlement usually
took between one to three weeks to complete, imposing great difficulties on investors. The Ministerial
Committee had to find solutions to accelerate this system. To further develop critical market operations and
maintain stability, the Committee conducted in-depth studies to identify obstacles related to the post-trade

processes.

The Ministerial Committee and SSC decided to develop back-office procedures with the aim of avoiding any
potential conflicts with brokerage firms. Representatives of brokerage firms delivered off-market trades to
the back offices of banks, and these were submitted to central trading units to be stamped and forwarded to
SAMA to transfer and document the change in ownership, before sending orders back to the central trading
units. This process was free of charge and took two to three days to complete. Eventually, brokerage firms

would receive the new share certificates or notices and give these to investors.

The formation of SSRC and its continuous efforts to sign agreements with joint-stock companies to manage
shareholder registers continued. This led to SAMA's Stock Control and Banking Technology departments
seeking to define technical requirements required for the development of an automated system to perform

accounting, clearing, and settlement operations.

SAMA contracted a company in 1987 to develop a system, which was meant to settle transactions and
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maintain, manage, and update corporate and individual records.

In the same year, on 19th October 1987, the Black Monday crisis took international capital markets by
surprise. The crisis hit the Hong Kong Stock Exchange first and quickly spread to European stock exchanges,
leading to disastrous outcomes on Wall Street as the Dow Jones Industrial Average fell 508 points (a 23%
drop in market value) in a single day. Inevitably, the crisis had a far-reaching effect on other US economic

sectors.

Despite having limited impact on Saudi investments in the US, the Black Monday crisis had a positive effect on
the Saudi market, pushing Saudi investors to repatriate their investments. Consequently, trading volumes in
the Saudi capital market grew remarkably in the two years to follow; from 10,833 transactions representing
five million shares with a market value of SAR 831 million in 1986 to a total of 23,267 transactions
representing 12 million shares valued at SAR 1.68 billion in 1987. In 1988, the total number of transactions

further increased to 42,000 for 15 million shares with a value of SAR 2.03 billion.

Authorities remained focused on developing an automated back-office system. Automated clearing and
settlement became the first system of its type to be implemented in the history of the Saudi capital market.
This advanced process helped to standardise back-office procedures. SSRC was assigned the responsibility
of managing the system'’s two critical functions: 1) clearing and settlement, which handled aspects of
maintaining records, recording transactions, and reflecting cash settlements and balances on banks'
statements; and 2) corporate recordkeeping, which facilitated the acceleration of transactional procedures

and record updates.

When the system was first introduced, some companies were hesitant to share or transfer their shareholder
registers to SSRC, which was initially only managing a small number of company shareholder registers.
However, investors quickly realised the time-saving aspect of the system as they were able to settle and
clear their orders more efficiently through SSRC. Therefore, since it took much longer to process transactions
and transfers through joint-stock companies, shareholders pushed for companies to transfer their share
registers to SSRC. As a result, many companies signed agreements with SSRC. Documents 43 to 45 are

examples of stock certificates of joint-stock companies between 1998 and 2000.
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5.5. Ownership Notice

The first steps towards dematerialisation, i.e., substituting certificates by book-entries with the issuance
of "ownership receipts”, took place in 1987. This proved to be a successful endeavour as it facilitated
trading and ownership transfers within a short time period. Ownership receipts were tradable, representing
ownership, and were issued by SSRC on behalf of joint-stock companies. These documents were printed at
banks for investors. An ownership receipt had the same features of equity, such as voting rights in general
assemblies, dividend rights, and distribution-in-kind, and could, if the owner preferred, be converted to a

certificate.

To increase the use of ownership receipts, SAMA differentiated settlements between notices and certificates
by introducing a T+1 settlement date for notices and a T+2 date for certificates (the “T" stands for transaction

date and the numbers indicate how many days after the transaction the settlement occurs).

The distinction between the two forms of ownership was necessary. Certificates were submitted to SSRC to
be converted into computerised notices to enable their holders to trade. The clearing and settlement system
continued to process certificates and notices until SAMA ceased dealing in the former in 1996 and obliged
investors to convert them into notices before trading. At the same time, SSRC continued to perform executive
transfer and certificate issuance operations. Another reason for converting certificates into notices is that
the adoption of both at the time resulted in short-selling practices, as some people sold certificates without

owning them. For these reasons, ownership receipts were adopted as the sole basis for trading.

Document 46 is a letter from the Director-General of the Stock Control Department to a joint-stock company

on adopting ownership notice instructions.
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A Letter from the Director-General of the Stock Control Department on Adopting Ownership Notice Instruc-
tions.

Documents 47 and 48 are ownership receipts issued by the Saudi American Bank (1991) and Bank Al-Jazira

(1992).
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An Ownership Notice Issued by the Saudi American Bank in 1991. m An Ownership Notice Issued by Bank Al-Jazira in 1992.

Theintroduction of ownership receipts was transformative for the Saudi capital market. With the development
of the electronic trading system, the use of ownership receipts allowed paperless, instantaneous settlement
and clearing of transactions. The settlement and clearing system operated in isolation from the trading
system until 1994, when SAMA implemented a closely coupled process, providing for additional services and

accelerating clearing and settlement operations.
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5.6. Investment Funds

Investment funds managed by Saudi banks offered an alternative investment channel to investors, including
those with limited resources and those who preferred to have their investments managed by a professional
fund manager. The Saudi funds industry underwent major developments between the 1990s and early
2000s following an increase in private-sector savings as well as increasing public awareness of the benefits
of funds. The Saudi National Bank’s US Trade Fund, a US dollar short-term fund founded in 1979, was the
first of its type in the Kingdom of Saudi Arabia.

Individual investment dominated the early days of the stock market, and continued during the period of
regulation under the Ministerial and Standing Supervisory Committees up until the early 1990s. As with
other markets, the Saudi market was greatly influenced—negatively and positively—by economic and political

events. These influences were exaggerated by
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Regulatory rules for investment funds were introduced to protect investors, ensure that banks were qualified
and had sufficient capital levels to manage those funds, and to further develop supervision standards. The
rules defined an investment fund as “a joint investment scheme initiated and managed by a local bank in
exchange for a specified fee pursuant to the prior approval of the Saudi Arabian Monetary Agency with
an aim to allow investors to participate in and benefit from the scheme collectively." Moreover, the rules
outlined the banks' fund management responsibilities, including custody, marketing, and governance. Banks
were also allowed to delegate the custody of local and foreign fund assets to certain financial institutions.
As for SAMA, its role was to supervise investment fund activities. Furthermore, pre-existing funds were
allowed to continue their operations and all banks were obliged to adhere to the newly introduced rules
within a month of their issuance. Banks that wished to create new funds had to obtain the approval of SAMA.
Saudis and non-Saudis, whether natural or legal persons, were allowed to subscribe to banks’ investment

funds, except for those dedicated to Saudi citizens only.

Funds were also allowed to invest no more than 10% of their net asset value in another fund, so long as the
investment did not exceed 15% of the target fund's net asset value. A fund was not entitled to own or invest
in more than 1% of a listed joint-stock company’s capital. Additionally, investment risks associated with
related parties had to be less than 15% of a fund's net asset value, and fund investments in an individual

issued share or bond had to be less than 10% of net asset value.

There are two types of investment funds: open-end and closed-end funds. Open-end funds have variable
assets under management. Investors may subscribe (buy units from the fund manager) and redeem (sell
units to the fund manager) periodically. The value of the fund increases or decreases in relation to the
underlying assets the fund has invested in. Closed-end funds have a relatively fixed number of units after an
initial offering. The rules allowed the creation of new types of investment funds based on SAMA's approval,
and funds were permitted to have ownership of traded company shares. Document 50 is an ownership notice

proving a fund’s stake in Tabuk Agricultural Development Company, issued by SSRC in 1992.
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m A Fund's Ownership Notice Proving Stake in Tabuk Agricultural Development Company.

1992 to 2003 was a period of steady growth in investment funds provided by Saudi banks. In 1992, there
were 52 funds with 33,162 subscribers and a total net asset value of SAR 12.4 billion. By the end of 2003,
there were 170 investment funds with 172,197 subscribers and a total net asset value of SAR 53.87 billion

(as shown in Figures 8, 9 and 10 below).
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The gradual opening up of the Saudi stock market to foreign investment occurred through SAMA-approved
investment funds that were offered and managed by Saudi banks. In August 1997, the Saudi Investment
Fund (SIF) was the first Saudi closed-end fund to be listed on the London Stock Exchange. SIF enabled non-
Saudis to obtain exposure to the Saudi stock market. The fund raised USD 250 million, which at the time was
the largest closed-end single country fund ever launched. In 1999, foreign residents and non-residents were

allowed to invest in all local equity funds managed by Saudi banks.
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Chapter 6: Technological Development in the
Stock Market

The many stock offerings that took place in the second half of the 1980s created the need for electronic
systems to provide efficient trading, clearing, settlement, and recordkeeping. This shift to electronic systems
mirrored what was happening in international markets as they adopted and developed technologies from the
mid-20th century. The markets of Paris, Tokyo, and Toronto had a head start on adopting trading systems,
which were later embraced worldwide. This created fierce market competition as the world became more

globalised, thanks to breakthroughs in technology and telecommunications.

6.1. The Electronic Securities Information System (€SIS) of 1990

With the development of front- and back-office processes between mid-1986 and early 1987, SAMA began
implementing an electronic trading system which was linked to banks’ central trading units. This step was
followed by linking other bank branches to the trading units. Bank branches were eventually connected to
the system directly to speed up processing and address prevalent issues at the time. For example, Riyadh-
based investors were viewed as being given priority in trading compared to those living elsewhere. Banks
were encouraged to select branches across the country for managing brokerage activities, linking these

directly to SAMA and their central trading units in Riyadh.

Front-office developments continued over two stages. In the first phase, SAMA processed data and market
trades manually and sent them to SSRC. Subsequent developments led to the second stage of automation in
which trades were automatically received, forwarded to SSRC, and a bulletin on trading prices was generated

and faxed to local newspapers.

During the 1980s, and before trading through central trading units took place, stock market officials

considered developing a system that linked all brokers to a single network, as was the case with the NASDAQ.
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However, the Saudi market at the time was not large enough to warrant the creation of such a system.

By the late 1980s and early 1990s, domestic and global economic conditions indicated a new era for the
Saudi market with increased raising of capital and trading volumes. The Saudi market was the largest in the

region and expectations were that it would deepen and grow.

Towards the end of the 1980s, the Saudi economy began to flourish, reaching an average GDP growth rate
of 3.2% between 1988 and 1989. Qil prices also increased by 20% compared to the low figures of previous
years. Additionally, joint-stock companies made good profits over the same period. Consequently, a boom
in the Saudi stock market was anticipated, especially following a period of oversubscriptions and increased

market activity during the first half of 1990.

Initially, the decision to automate processes was left to banks. Some introduced semi-automatic systems
whereby a bank trader would take investor orders manually and enter them into a computer system. This
practice continued for some time. However, many investors found this method to be inconvenient and
resorted to brokerage firms who offered trading advice and processed transactions through banks. Under

such disorganised circumstances, supervisory authorities eventually had to step in.

After CTH ceased its operation in 1987, officials began to think of ways to leverage existing systems. Mr.
Abdul Rahman Al-Rashed, SAMA's Director-General of Stock Control Department at the time, recounts that
SAMA provided tremendous support to the development of an automated system and that even though CTH
did not last long, the objective was still the same. “Instead of bringing brokers together in a single place, we
decided to bring them together through a single screen,” he said. Indeed, the Ministerial Committee soon
convened and made the decision to automate trading. With the support of His Excellency Jammaz Al-Suhaimi,
the late Deputy Governor of SAMA, the Banking Technology Department dedicated a team of Saudi experts
to automate stock trading in collaboration with a local IT company. The system was built in-house after
drawing on insights from experts who had previously worked on developing the London Stock Exchange
system. On 31st July 1990, the Electronic Securities Information System (ESIS) went into operation, making

the Saudi stock market the first fully automated market in the region.
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Despitelimiting stock trading to Saudibanks, some unlicensed brokerage firms continued to operate unofficially
until the early 1990s. To tackle this issue, the Stock Control Department launched an inspection campaign
of these unlicensed brokerage firms, which were ultimately excluded from market operations following the
introduction of ESIS. However, owners of these brokerage firms refused the new status quo and pushed for
licensing of non-bank brokers; some continued to advertise their services in local newspapers (Image 18) but

regulatory authorities considered
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Two days following the promising implementation of ESIS, the political scene changed after Iraq's sudden
invasion of Kuwait, which in turn disrupted international markets and had a direct impact on the Saudi stock
market. However, the Saudi banking system proved to be resilient following the invasion. The timely increase
of oil production restored price stability and depositors—along with investors—regained their confidence in
the banking system after SAMA provided sufficient liquidity to banks to address the increasing demand
for local and foreign currencies. Consequently, withdrawals amounted to SAR 16.6 billion in August 1990
and SAR 1.4 billion in September of the same year. Following SAMA's measures, confidence was restored to
the market, deposits increased by SAR 9.5 billion (7.1%) during the last quarter of 1990. On a similar note,
state revenues and spending increased considerably following the rise in fuel prices and defence-related

expenditures.

Despite the invasion, stability was restored to the Saudi stock market before the end of the year. In December

1990, the general index fell by about 10% compared to January of the same year, a year-on-year decrease
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from 1,087 points to 980 points. As for the remaining indicators, they remained unaffected by the invasion.
Traded stocks increased from 15 million shares with a total value of SAR 3.4 billion in 1989 to 17 million
shares valued at SAR 4.4 billion in 1990. Overall, market conditions went back to normal towards the end
of 1990, despite the continued invasion. The general direction of future events seemed clear—whether Iraq

responded to widespread calls for withdrawal or not, it became apparent that it was just a matter of time.

A few days into February 1991, Kuwait reclaimed its independence, and stability was restored to the region.
For the Saudi capital market, numbers increased rapidly compared to the previous year. Traded stocks almost
doubled—from 17 million shares in 1990 to 31 million in 1991. Over the same period, the value of traded
stocks increased from SAR 4.4 billion to SAR 8.5 billion with a corresponding increase in market capitalisation

from SAR 97 billion to 181 billion. Moreover, the general index rose from 980 points to 1,765 points.

6.1.1. €SIS Developments

ESIS was successful in meeting the needs of investors, banks, corporations, and other participants. The
system underwent several developments between 1990 and 2001. In pursuit of improved efficiency and
to keep abreast of market changes, ESISLine was introduced in 1991. This new system was used to share
stock prices and corporate financial statements with banks across the country. The system also had detailed
information about joint-stock companies, such as contact information, board members, financial statements,
and corporate announcements. The information was sent by companies to SAMA's Stock Control Department

and then recorded in the ESISLine system to be displayed on-screen at bank branches.

However, since company information was only accessible during the system'’s operating hours, SSRC issued
its annual Saudi Joint-Stock Companies publication (Image 19) in which a four-year record of companies’
performances was provided to help shareholders and the public make informed investment decisions. This
book continued to be published until 2003 when information became publicly available online, as will be

discussed in the following pages.
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Banks across the country were linked
to central trading units through the
ESIS network. Several improvements
were made to the clearing, settlement,
and ownership notice starting in
1992. As a result, the settlement of
ownership receipts became faster than
the settlement of certificates, which
still required approval and removal from
company registers. To further improve
the reliability of ownership receipts,
‘stored ownership receipts’ were issued,

whereby ownership receipts could be

printed, if required, on-demand. Due

to the benefits provided, including the
protection they afforded investors,
only ownership receipts were traded
via ESIS. Such was the demand, it

became possible to convert certificates

to ownership receipts through SSRC.

m The Cover of the “Saudi Share Registration Company” Publication in 1992.

At the end of 1992, ESIS was further upgraded by adding several features, the most important of which
was allowing branches and central trading units to submit market orders. This step further accelerated the

ordering process despite having to confirm orders by contacting central trading units by telephone.
Bank branches also gained the ability to print confirmation and archived ownership receipts for clients at

the end of trading sessions. However, ownership receipts could only be sold through banks issuing the

ownership receipts.
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Following the introduction of ESIS in 1990, there was only a single trading session per day, held in the
afternoon. But after linking bank branches to trading screens, there was a need for additional time to facilitate
communication between banks and investors. Therefore, in October 1992, a second two-hour trading session
was announced to take place starting 14th November 1992. The morning session was held from 10 a.m.
until 12 p.m. and the afternoon one from 4:30 p.m. to 6:30 p.m. Consequently, bulletins were issued twice a

day while the market index was calculated weekly.

Document 51 shows SSC's minutes of a meeting on trading sessions. On 20th March 1994, the settlement

period of ownership receipts became T+0, thus enabling sellers to receive the value of their sold shares

within 24 hours of the transaction.
As for buyers, they were able to éﬁdﬁ/,&ﬂ;;;’/y

|
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obtain their ownership receipts the
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following morning if the seller was a
notice holder. As of 28th May 1994,
Thursdays were added to trading days
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At the time, banks would deliver stock e

certificates to buyers after completing
the ownership transfer process within
two weeks of the market trade. In later
stages, central trading units would
have their ‘ownership endorsement
stamps’ on stock certificates.

Overall, the settlement processes
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underwent several major stages after the introduction of ESIS. First, there was the dual documentation
of ownership through certificates and ownership receipts, followed by the introduction of share trading
accounts whereby investors had to open ‘member accounts’ at local banks or ‘market accounts’ at SSRC's

Securities Depository Centre. Additionally, traders were later able to open accounts at more than one bank.

These developments accelerated settlement and stock trading. Ownership was transferred automatically
from one account to another after the matching of orders. Moreover, a settlement report of all completed
transactions would be issued by the end of each trading day. Based on this report, a clearing report of
interbank transactions would be sent to all banks. The following day, banks would sign the clearing report
and send two copies of it to SAMA for processing their debit and credit transactions, as each bank had a

clearing account at the agency.

In June 1998, SAMA approved incorporating listing requirements into ESIS to ensure more transparency in
the market. In 1999, Saudi banks became able to give their local and international clients access to market
prices. During the same year, SAMA limited local share trading to ownership receipts and required investors
to convert their certificates to receipts before trading through ESIS. These measures allowed for safe, same-
day settlements and facilitated further supervision and control. Moreover, displaying stock prices of any

joint-stock company on the trading screens had to be approved by SAMA and the Ministry of Commerce.

The implementation of ESIS in 1990 brought about significant positive changes as it standardised procedures
in what was previously a fragmented market. The system also enabled everyone to execute market orders

within a fair, transparent environment and improved settlement and post-trade operations.

Another merit of ESIS is that it helped mitigate manipulation in the market, in the form of placing misleading
buy or sell orders to influence investor expectations. To address this issue, orders were accepted only if
they were made by the traders themselves. If a central trading unit was placing an order on behalf of a
client, processing the transaction would be delayed for verification. Lastly, ESIS helped reduce sharp price

fluctuations by establishing upper and lower limits of no more than 10% to maintain market stability.

115



Market Story Phase Two / Part 2

Documentation of the Saudi Capital Market History Chapter 6 | Technological Development
in the Stock Market

6.1.2. SARIE System

In pursuit of further developments in banking and the capital market, SAMA launched the Saudi Arabian Riyal
Interbank Express (SARIE) system in May 1997, providing the mechanism for all Saudi banks to make and
settle payments in Saudi rivals (SAR). The SARIE system improved the efficiency of stock market settlement,
offering central bank-guaranteed settlement of interbank positions overnight. This improved settlement

system further encouraged the adoption of ownership receipts.

6.2. Tadawul Electronic System (TES) of 2001

Despite ESIS’s upgrades and decade-long increases in functionality, the system became outdated towards

the end of the 1990s and had to be replaced by another to meet the Saudi market's future needs.

When the Saudi state formed a Ministerial Committee for privatisation in 1997, there was a need for better
systems to further improve corporate listings and stock trading. As a result, the government took steps
towards replacing the existing trading system with one that could accommodate the changes occurring in
the country’s growing capital market. SAMA consulted several international institutions, and His Excellency
Director-General of Banking Control Jammaz Al-Suhaimi set the guiding principles for the new system:

accessibility, efficiency, reliability, transparency, and low cost.

SAMA's Stock Control Department soon formed a team of consultants to examine the market structures
of prominent and emerging stock exchanges. His Excellency Al-Suhaimi later presented a proposal for

technologies needed to develop the new system.
After using ESIS for almost a decade, SAMA tendered a proposal to replace the trading, settlement, and
clearing systems in mid-2000. Several international companies submitted competitive bids, and a Canadian

company was selected to develop the new systems.

On 6th October 2001, SAMA launched the Tadawul Electronic System (TES) after a successful migration

of data. Following the adoption of TES, banks invested more in developing their internal systems and
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processes, which drove competition and created new client services. These changes produced faster and
more efficient systems in the banking sector, leading to the emergence of large integrated networks that
settled transactions in real-time instead of T+1, which meant that investors were able to sell their shares
instantly.
TADAWUL -~ 8l

The transition to instant settlements took i it m

place after incorporating SSRC operations
into TES. What helped facilitate this process
was the adoption of electronic investment
accounts and doing away with ownership
documents. Eventually, securities were
maintained in investor portfolios through

which people could perform several asset

operations, such as buying, selling, transfers,

m Tadawul Electronic System Screen.

distributions, and stock mergers and pledges.

The transformation was not limited to replacing previous clearing, settlement, registration, and trading
systems, but included linking bank branches across the Kingdom to TES through what was known as the
Financial Information Exchange (FIX) protocol/ This enabled banks to process account entries and execute
orders in a single transaction. As a result, banks seized these new developments to improve their services,

including margin trading.

To achieve increased transparency in the market, SAMA implemented the Saudi Arabian Company Profiler

(SACP) system that provided disclosures and information to corporations and investors via TES.

Following SAMA's effortsinimplementing TES (Image 21), the Tadawul Department was dedicated toimproving
investor services along with the Depository Centre and departments of Information and Registration. The
Depository Centre settled banks’ TES transactions, performed daily interbank clearing, monitored investment

account balances for market investors, matched closing balances with investor account transactions, and
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published relevant reports for investors and
joint-stock companies.

As for the Registration Department, it was
in charge of maintaining the records of stock
certificate holders and distributing dividends
on behalf of some companies. Lastly, the

Information Department monitored daily

trading activities and issued daily, monthly,

quarterly, and yearly market reports dating

back to 1985. The reports were made public

in Arabic and English on the Tadawul website,

which also featured capital market news, a

database of traded companies, press releases,

summary reports, and periodic market
information with charts of the general index
to enable investors to monitor stock trading
activities. Image 22 is a cover of a report on Sopd D
stock trading activity during October 2001. .
alaad) gt Jgh3

The Tadawul website was launched in 2002, e 2001 yieas5l

and Tadawul became a registered trademark

of the Saudi stock market. At first, investors

disliked the idea of using the website for

publishing market prices as they were used to

accessing information through bank screens | ’

that operated via the previous ESIS. However,

people soon came to accept the new system,

and within three years Tadawul was the most Jas)
visited website in Saudi Arabia. Jgai cila glaa 5 1

E The Cover of Tadawul Monthly Report on Stock Trading Activity - October 2001.
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Shifting to the new system did not come without challenges. The first two years that followed the launch
of Tadawul website, technical problems caused the system to crash, given the slow internet connection at
the time. As Tadawul was a public website, any problems that occurred would soon appear on the news.

However, these issues were gradually resolved and plans to deal with them were developed.

Overall, TES paved the way for efficient and fair operations in the Saudi stock market. It also enabled investors
to execute multiple orders in a single day, which increased market liquidity and portfolio diversification.
Additionally, the system had features like those used in international markets. With a sound trading system
in place, Tadawul began preparing to offer new joint-stock companies in the local market, especially as the
offering of the Saudi Telecom Company (STC) grew near, with expectations of high demand for subscription.
Therefore, by the second quarter of 2002, Tadawul increased the network capacity of TES from 20 to 60
thousand daily transactions and guided banks on how to address STC's much-anticipated offering, which was

a key milestone in the development of the Saudi capital market.
6.3. STC Initial Public Offering

The telecommunications revolution of the late 1990s spawned great growth in the amount of information
and data available to the world, eliminating the borders of geography and ushering in an age of globalisation.
Within a matter of years, the technology and telecommunications sectors had become a dominating presence

in international capital markets.

The Saudi Ministry of Telegraph, Post, and Telephone was formed by Royal Decree A/236 on 13th October
1975. The ministry was responsible for post, telegraph, and telephone services. At the time, there were 130

thousand telephone lines that were generating revenues of around SAR 250 million.

On 21st April 1998, Royal Decree M/35 (Document 52) separated post, telegraph, and telephone facilities
from the ministry and decreed the establishment of the Saudi Telecom Company (STC) in joint-stock form.
The decree marked the transition into privatisation in this vital sector, which was dramatically changing the

way people lived in the late 1990s.
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E Royal Decree on Founding the Saudi Telecom Company (STC).
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On 20th April 1998, Council of Ministers' Resolution No. 213 approved STC's memorandum of association
and declared it a joint-stock company fully owned by the government of the Kingdom of Saudi Arabia. STC's

commercial register was issued on 29th June 1998.

On 9th September 2002, the Council of Ministers convened an Extraordinary General Assembly (EGA) and
approved increasing STC's capital from SAR 12 billion to SAR 15 billion by retaining some of the company's
earnings and increasing authorised shares to 300 million. Moreover, it decided to offer 90 million shares

(30%) for local public subscription at SAR 170 per share with a minimum of 10 subscribed shares per person.

Furthermore, two-thirds of the shares (60 million) offered for public subscription were allocated to Saudi
citizens while the remaining one-third (30 million shares) was distributed equally among the Public Pension
Agency and the General Organization for Social Insurance. On 6th January 2003, STC shares were officially

offered to the public.

To achieve transparency during the subscription, the prospectus, for the first time in the history of the
Saudi capital market, was prepared according to international standards and distributed to all local banks. It
was also made accessible through the STC website. Written by several consulting entities, the prospectus

detailed all information relevant to investors in a clear, transparent manner.

Ten banks supported STC's subscription and provided loan facilities for individuals wishing to subscribe.
Total subscriptions for STC shares exceeded SAR 36 billion (USD 9.6 billion), an oversubscription of more
than three times. The great demand for STC shares proved that the government's expectations in relation to
privatisation were accurate. The state had already prepared for this by setting a fair share price and adopting

transparent policies that were followed throughout the offering.

Additionally, Saudi banks participated in facilitating the subscription process by processing subscription forms
for citizens and paying the value of subscribed shares through cash payments, loans, debits, or cheques. As
a result of oversubscription, 10 shares were allocated to each subscriber and each of their family members
while the rest were distributed between subscribers, each according to their subscription percentage. Banks

also announced subscription results and dates for returning the subscription surplus. Preparations for trading
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STC shares were made in record time as banks notified investors of their subscription and the registration of

their subscribed shares in shareholders' investment accounts through TES.

STC shares began to be traded on Saturday, 25th January 2003. By the end of that day, STC stock price rose
by 39% from SAR 170 (USD 45.3) to SAR 237 (USD 63.2) per share, with highest and lowest prices at SAR
249 and SAR 222.5 respectively.

In general, the Saudi capital market achieved record numbers on the first day of trading STC shares. The total
value of traded shares reached SAR 1.86 billion (USD 500 million). The value of traded STC shares amounted
to SAR 1.52 billion (USD 410 million), constituting 81% of the total trading value with 6.5 million shares

traded (about 10.6% of the 60 million shares sold to individual subscribers).
Moreover, the general index rose by 5.59%, closing at 2,761 points following the rise in STC share price. This

was also accompanied by an increase in blue chip equity, which varied the day before with increased stock

prices for 14 companies only, and a decline for 39.
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Chapter7: Key Stock Market Milestones

Technological developments in the Saudi stock market enabled investors to access detailed information
about listed companies and stock prices, which were made available in newspapers and later published on

the internet.

7.1. Stock Market Information

Starting in the mid-1980s, local newspapers had been the main source of information on equities along with
joint-stock companies that shared their stock prices with shareholders directly. At the time, companies were
mainly abiding by the Companies Law of 1965 which came to regulate the market by requiring corporations
to publish relevant information—such as audited annual financial reports, income statements, balance
sheets, and methods of net income distribution—in at least one local newspaper. Moreover, companies were
required to submit their annual financial statements to SAMA's Stock Control Department and the Ministry of
Commerce. The Ministerial Committee also obliged companies to report their quarterly financial statements

to the Stock Control Department, and failure to comply resulted in stock trading suspensions.

After launching The Electronic Saudi Information System (ESIS) in 1990, stock market performance became
easily accessible during trading hours. Furthermore, banks issued daily market bulletins on traded shares
(documents 53 and 54).

Starting in 1985, the Stock Control Department received traded stock prices from banks' central trading units
on a daily basis. Information received was published in a bulletin containing all transactions executed the
previous day, including price indicators, book values, and dividend per share. Bulletins were then faxed to

banks and local newspapers to ensure transparency.

During the same period, banks sought to attract investors by publishing reports, financial statements, and
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other relevant information pertaining to traded companies. As a result, banks helped provide additional
sources of information to Saudi investors, especially since some commercial banks published monthly reports
and financial analyses of stock market activities. The Chamber of Commerce and Industry also played a role

by providing stock market information through structured and financial corporate data along with analysis

by stock market experts.
7.2. General Stock Price Index

The National Centre for Finance and Economic Information, an entity affiliated with the Ministry of Finance
and National Economy, issued its first weekly local stock index on 28th February 1985, the same day SAMA

began publishing its weekly bulletin on local stock prices. The index became known as NCFEI (an acronym
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formed from the initial letters of the Centre’s name). NCFEI tracked the performance of shares traded through
companies or banks based on data provided by SAMA. The basis for calculating the index was the total
market value of listed companies, which were divided into four sectors: banking, industry (including cement
companies), services and facilities (including electricity companies), and agriculture. NCFEl's base date was
271th February 1985 at a base value of 100 points. However, the base value was changed to 1,000 points
using an index multiplier of 10x on 23th January 1999 following a recommendation made by SAMA, which

had been publishing NCFEI data in its annual report since 1991.

NCFEIl was a capitalisation-weighted stock market index whereby the market capitalisation of each company
in the index is calculated by multiplying its outstanding shares by the current price per share, which means
that market capitalisation reflects the total market value of a company’s outstanding shares. Therefore,
NCFEl was not related to earnings, transactions, or trading volumes as it was only influenced by each
company'’s price per share and number of shares outstanding. Companies with a higher market capitalisation

had a higher weighting in the index.

NCFEI = (total market value of current shares outstanding + total market value of past shares outstanding)
X past index value, whereas total market value of shares outstanding = market value of company A shares
outstanding + market value of company B shares outstanding, etc. Moreover, market value of a company'’s

shares outstanding = closing price x number of shares outstanding.
NCFEI remained in use until the launch of the Tadawul Electronic System (TES) in 2001, which became
the system used for calculating the market index. As of 6th October 2001, the general stock market index

became known as TASI instead of NCFEI, and index data was published through TES and the Tadawul website.

Documents 55 and 56 are examples of local stock trading reports issued by the National Centre for Finance

and Economic Information in 1989.
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The documents show stock market performance in terms of number and value of stocks and trading
transactions executed through banks or corporations. From 1985 until 1989, about 33.5 million shares
were traded (81.8% through Saudi banks and 18.2% through joint-stock companies). Over the same period,
the value of traded shares was SAR 4.9 million (81.2% through banks and 18.8% through companies),
representing 76 thousand transactions executed through banks (91.8%) and companies (8.2%), as shown in

Figure 11 below:

Number of executed

Traded volume Traded value transactions
(1985 -1989) (1985 -1989) (1985 -1989)
%18.2 %18.2 %8.2
%81.8 %81.8 %91.8
. Via banks . Via banks ‘ Via banks
Via companies Via companies . Via companies

Number and Value of Shares Traded and Corresponding Transactions (1985-1989).
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Document 57 shows an NCFEI comparison between trading through banks and companies in terms of share

numbers, values, and transactions.
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7.3. Regulatory Developments

Between 1984 and 2003, the Saudi stock market witnessed many regulatory developments, most notably

the Council of Ministers’ Resolution in 1997 on implementing—as of January 1998—the resolution of the

Supreme Council of the Gulf Cooperation Council, which was issued during its 15th session, allowing GCC

citizens to own shares in joint-stock companies of member states.

In January 1998, the nominal value of shares was adjusted for most joint-stock companies from SAR 100 to

SAR 50, and by 20th April in the same year, the Saudi stock market index was added to the emerging markets

index of the International Finance Corporation (IFC), a member of the World Bank Group.

In January 1999, the base value of the Saudi stock market index was changed for the base year from 100

to 1,000 points. During the same period, 25, 50, and 75 halala denominations were added to stock trading

transactions and the requirements for transforming businesses into joint-stock form were amended. In 2000,
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joint-stock companies were allowed to distribute dividends to shareholders on a quarterly and semi-annual
basis, having been required since 1993 to submit periodic financial reports no more than three weeks after

the end of every quarter.

It is interesting to note that banks had already dedicated halls for international stock trading since the
1990s to profit from high commissions, which were three or four times the value of their local counterparts.

However, things changed in the early 2000s as banks made trading halls available for local market investors.
7.4. Electronic Trading

The electronic trading story dates back to the late 1990s when many Saudi traders began investing in US
stocks by telephone or through systems like Schwab, E-trade, and Emery Trade. Soon enough, those traders
accumulated expertise in e-trading. During that time, a lecture on e-trading at SAMA's Banking Institute was
presented by a Saudi official. At the end of the lecture, a TV reporter asked the official whether Saudis were
actually serious about e-trading. The official answered in the affirmative and stressed that there would be
great demand for this service once it became available. As banks began offering e-trading in 2002, demand
for the service skyrocketed, just as anticipated. Abdullah Al-Suwailemi, Director of Tadawul at the time,
recounts a visit to a relative in the countryside. Much to his surprise, he saw a farmer approaching them with

a laptop, which he was using to track the performance of his shares.

In 2003 alone, e-trading exceeded expectations with a 384% increase from 1,348 online traders in January

to 6,527 traders by year-end.

Given this outstanding performance, editors of Tadawul Magazine conduct a survey. The magazine publishes
itin 2003 to examine e-trading in the Saudi stock market. Results showed that the age group from 20 to 29
represented 53.5% of traders while traders aged 30-39 represented 26.5%. Lastly, people aged 40 or above
represented less than 20% of traders. In terms of sectors, university students came at the top of the list at
31.6%, followed by government employees and stock investors at 26.31%, and private-sector employees at
15.78%. Moreover, 49% of people surveyed had family relatives engaged in stock trading while 51% did not

have any.
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As for comparisons within the same age groups in relation to the early adoption of e-trading, those above
the age of 40 interestingly had the largest share of in-group adopters. 73% reported they adopted e-trading
when it was first introduced while 27% said they waited a year. As for the age group from 30 to 39, early

adopters constituted 60%. Surprisingly, only 14% of youth aged 20 to 29 adopted e-trading early on.

The survey also examined investors' sources of information. 35.72% of respondents said they relied on
information published at trading halls or announced by senior investors, followed by 34.28% who relied
on market studies and financial analyses made by stock market experts. Lastly, 30% of traders relied on

information published by listed companies.
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Chapter 8: Stock Market Regulations: A Critical
Overview

Limiting stock trading to commercial banks was a major regulatory decision in the history of the Saudi capital
market. Before the regulation, unlicensed trading and brokerage practices prevailed in an unofficial market
that lacked relevant laws and supervision. In the early 1980s, state authorities decided that it was too early
to form an independent entity to regulate the capital market as it was still small and not yet mature. Instead,
SAMA was tasked with supervising trading in the market, given the agency's extensive expertise. But as the

market approached a new phase of development, previous regulations were reconsidered.

8.1. Stock Market Developments (1984-2003)

Regulations introduced between 1984 and 2003 brought many positive outcomes to the Saudi stock market.
Supervision improved, the role of unlicensed brokers became limited, and the market witnessed an impressive
increase in trading volume. Between the issuance of SAMA's first trading bulletin in 1985 all the way to
2003, stock trading rose from nearly 4 million to more than 5.5 billion shares. Similarly, the value of shares
traded increased from SAR 760 million to SAR 596.5 billion and the market value of shares grew from SAR 67
billion to SAR 590 billion. Over the same period, the number of transactions increased from 7,842 thousand

to more than 3.8 million, coinciding with a rise in the general stock market index from 690 to 4,438 points.
By the end of 2003, there were 70 joint-stock companies traded in the Saudi market with an average market

value of SAR 8.250 billion (USD 2.2 billion) for each company (Figure 12), compared to 44 companies only in
1985.
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Between 1984 and 2003, the general stock price index fluctuated according to local, regional, and
international affairs. The Black Monday crisis of 1987 had positive outcomes at a local level as investors
decided to move their capital to the Saudi market, which was further sustained by rising oil prices. However,
the index fell sharply after the Iraqi invasion of Kuwait in 1990. The following year, more repatriated capital
was injected into the economy and the index rose again through 1992. However, following the Gulf War, oil
prices fell, causing a slump that lasted until 1994. In 1995, the economy entered into a recovery period as
oil prices rose once again. In 1998, stock trading activities slowed, leading to a decline in the general price
index due to low oil prices and the financial crises in Asia and Russia that year. In 1999, there was again
an upturn in the economy following an increase in oil prices and the injection of foreign capital through

investment funds.

As the Kingdom pursued economic reforms, such as lowering tariffs and improving the performance of

the banking and cement sectors, the country’s economy continued to flourish. Moreover, market liquidity
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improved following 9/11 as Saudi capital returned to the local economy. STC's offering in 2003 also boosted
the stock market, leading to the highest increase in the general index since 1985. Figures 13-17 show main

stock market statistics from 1985 to 2003.
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In comparison to international markets from early 1999 to the end of 2003, TASI increased 214%. Similarly,
the Kuwaiti market rose 208%. However, the Arab Monetary Fund Index, which measures the performance
of Arab capital markets combined, only grew 34%. Moreover, the IFC index for emerging markets had a 55%
increase. On the other hand, MSCI USA Index and NASDAQ fell 10% and 9%, respectively. As for the Dow Jones
Industrial Average, it rose no more than 14%. Other international market indices experienced a downturn
over the same period, such as France’s CAC 40, Germany's DAX, UK's FTSE 100, and Japan's Nikkei 225.

8.2. A Reflection

For two decades, regulatory committees strove to improve market conditions and technology. However, the
journey was far from ideal. One of the issues faced over this period was the presence of multiple authorities
in charge of market supervision and regulation. This was an uncommon practice in international capital
markets, which had independent entities with legislative and executive powers. Saudi banks played a major
role in trading activity, and thus the supervision by SAMA appeared appropriate. This approach had to be

reconsidered in line with conventional practice, thus paving the way for licensed brokerage firms.

Even though stock trading was limited to banks, brokerage firms continued to operate indirectly by providing

investment management and consulting services.

Despite its overall positive performance during that period, the stock market lacked sophisticated technology
and effective legislation. For example, there were no laws for litigation or market violations, which led to

conflicts, rumours, and misinformation.

It was clear that the time had come for government entities to examine the situation and reconsider their
legislative framework. As a result, the capital market was restructured, and the scene was set for plans that
would provide ample opportunities for market players. In September 1995, the Custodian of the Two Holy
Mosques King Fahd Bin Abdulaziz Al Saud issued directives on launching an initiative to update and regulate
the capital market. Consequently, the Ministry of Finance and National Economy requested the World Bank

provide recommendations on developing the Saudi capital market.
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8.3. World Bank Recommendations

In November 1996, the World Bank submitted a report to the Saudi government. The report's executive
summary provided an overview of Saudi Arabia’s initiatives during the 20th century, including the formation
of the Ministerial and Standing Supervisory Committees and their role in laying a solid foundation for a
developed stock market.

The report commended the efforts made by the Kingdom during the mid-1980s, such as facilitating regulated
brokerage services through Saudi banks and ensuring a sound environment for trading and initial offerings.
After consideration of the market's components between the mid-1980s and mid-1990s, such as introducing
highly reliable trading systems, the World Bank proposed recommendations on further developing the Saudi
market's operations and regulations.

One of the major shortcomings over that period was that the Saudi stock market did not contribute effectively
to achieving two objectives of the country’s Sixth Development Plan: providing more long-term investment
opportunities for the private sector and increasing citizens’ participation in economic growth.

Additionally, the report highlighted several barriers that prevented the Saudi market from moving forward,
most notably the ambiguity of market legislation, and the role of regulation being performed by two entities
(SAMA and the Ministry of Commerce). Moreover, it was mentioned that shares offered for public subscription
since the formation of the Ministerial Committee were small-scale compared to market size and substantial
personal savings. To address these issues, the World Bank suggested licensing brokerage firms to operate
and promote competition. Furthermore, the following recommendations were given on introducing a
comprehensive legislative and regulatory framework for the capital market:

- Introducing a capital market law to address existing gaps and introducing binding, standardised market

legislation with an emphasis on disclosure and transparency requirements.

- Forming a new independent entity for market supervision.

- Introducing a governance structure for operating and supervising the trading system with limited

government involvement.

Figure 18 highlights key developments in the Saudi stock market between 1983 and 2002.
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Royal Order (1230/8) on limiting stock trading to
local banks

Founding the Saudi Shares Registration Company
(SSRC)

Implementing the Electronic Securities Information
System (ESIS)

Adding the Saudi stock market to IFC's
emerging markets index

Implementing Tadawul Electronic System
(TES)

Key Saudi stock market developments (1983-2002)

Following the issuance of the report, SAMA and the Ministry of Finance formed a task group in 1999
to implement the World Bank’s recommendations, to prepare a draft of the Capital Market Law, and
undertake studies to form an independent capital market authority. These were the key measures

that ushered in the establishment of a modern, internationally competitive Saudi capital market.

137



Phase Three




(2003- 2020)



Phase Three

Part 3: Founding the Capital
Market System

Chapter 9: Capital Market Law: A Paradigm Shift

Chapter 10: Establishment of the Capital Market
Authority

Chapter 11: Laying the Foundations of Litigation
and Oversight

Chapter 12: Regulating the Capital Market and its
Institutions

Chapter 13: The Stock Market Bubble of 2006



Market Story

Phase Three / Part 3

Documentation of the Saudi Capital Market History

Chapter 9 | Capital Market Law: A Paradigm Shift

Chapter 9: Capital Market Law: A Paradigm Shift

Over the course of two decades, SAMA and the Ministerial and Standing Supervisory Committees made great

efforts to supervise and develop the Saudi stock market. This spanned the period from 23rd December 1984,

when stock trading was limited to local banks, until the early 2000s. As previously discussed in Part 2 of this

publication, the World Bank had submitted a report to the Saudi government in which it commended those

efforts and provided recommendations for accommodating capital market developments by introducing a

comprehensive regulatory framework to support the country's economy.

Based on the World Bank report, the Ministerial Committee tasked SAMA to undertake a study on stock market

developmentin 1998. On 3rd January 1998, the findings were submitted to His Excellency Minister of Finance

and National Economy. The study recommended
replacing the term “stock market” with the more
inclusive “capital market” to cover investment
funds and other securities. Moreover, the study
provided an overview of the World Bank's report
and highlighted developments in other markets in
terms of organisation and supervision. A market
development programme based on World Bank
recommendations was also offered. Document 58
is the letter sent by His Excellency Governor of
SAMA to His Excellency Minister of Finance on the

Saudi stock market development programme.

Regulatory authorities were focused on adopting
the regulatory standards of the International

Organization of Securities Commissions (I0SCO)
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which introduced securities regulation principles based on three objectives: protecting investors; ensuring

that markets are fair, efficient, and transparent; and reducing systemic risk.

10SCO provided 38 principles in 10 categories related to different regulatory aspects. For example, principles
relating to the regulator included the following: setting clear and objectively stated responsibilities; being
operationally independent and accountable in the exercise of functions and powers; having adequate
powers, proper resources, and the capacity to perform functions and exercise powers; adopting clear and
consistent regulatory processes; having a staff that observes the highest professional standards, including
appropriate standards of confidentiality; having or contributing to a process to identify, monitor, mitigate,
and manage systemic risk; and having or contributing to a process to review the perimeter of regulation
regularly. Additionally, IOSCO provided principles for the regulator's role in enforcing securities regulation,

such as having comprehensive enforcement, inspection, investigation, and surveillance powers.

Moreover, I0SCO provided principles relating to the following: issuers; auditors, credit rating agencies, and
other information providers; collective investment schemes, market intermediaries; secondary and other

markets; and clearing and settlement.

Founded in 1983, the International Organization of Securities Commissions (I0SCO) is the international body
that brings together the world’s securities regulators and is recognised as the global standard setter for
the securities sector. I0SCO develops, implements, and promotes adherence to internationally recognised

standards for securities regulation.
9.1. Capital Market Law: Draft Bill

Regulatory authorities in the Kingdom made sure to adhere to I0SCO standards and benefit from the
experiences of other countries to develop a regulatory framework and IT infrastructure for the Saudi capital

market.
Since legislation should precede an organisation, a legal group of experts from SAMA, the Ministry of Finance

and National Economy, and other capital market entities was formed to draft a bill for the Capital Market

Law. Moreover, capital market laws of developed nations, such as the United States, the Netherlands, and
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Denmark, were examined for relevance. However, since many of these laws were not adaptable to the Saudi
market, the legal group resorted to examining the laws of similar emerging markets that adopted World Bank

and I0SCO recommendations.

Furthermore, SAMA and the Ministry of Finance formed a review team headed by His Excellency Minister
of Finance Dr. Ibrahim Abdul Aziz Al-Assaf. The team consisted of Their Excellencies Governor of SAMA Mr.
Hamad Saud Al-Sayyari, Vice Governor of SAMA Dr. Muhammad Sulaiman Al-Jasser, Deputy Governor of SAMA
Mr. Jammaz Abdullah Al-Suhaimi, as well as a distinguished group of prominent figures from relevant state
agencies, such as Their Excellencies Chairman of the Supreme Economic Council Dr. Abdulrahman Abdulaziz

Al-Tuwaijri, Deputy Minister of Finance Dr. Hamad Sulaiman Al-Bazai, and Dr. Fahad Abdullah Al-Mubarak.

Drafting the Capital Market Law was an ambitious commitment that took several years to complete. Enacting

laws took a long time in the Kingdom as there were several authorities involved in the process.

The team and legal groups relied on their extensive expertise to come up with a draft bill that takes all market-
related issues into account and at the same time leaves room for future regulations. On 29th December
2002, the Shura Council approved the draft bill, which was then approved by the Council of Ministers on 16th
June 2003. Finally, on 31st July 2003, a Royal Decree approved the promulgation of the Capital Market Law.

After the Law was passed, the Saudi market grew steadily, boosted by the STC public subscription, which
marked a new era in the history of the country’s capital market. A comparison of figures from 2001 to the

promulgation of Capital Market Law in 2003 shows remarkable improvements.
From 2001 to 2003, the general stock market index rose from 2,403 to 4,438 points. Additionally, the number

of shares traded increased from 691 million to 5.6 billion with a corresponding increase in transactions from
605 thousand to 3.8 million. Lastly, the market value grew from SAR 84 billion to 597 billion.
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9.2. Promulgation of Capital Market Law

Following positive sentiment surrounding STC's
public subscription, Royal Decree M/30 of 31st
July 2003 was issued (Document 59). The decree—
signed by the late King Fahd Bin Abdulaziz Al Saud—
approved the Capital Market Law, which aimed to
create a fair, modern, and regulated capital market
that would help achieve the country's ambitions.
Moreover, the decree included directives on
appointing the Capital Market Authority's board,
which was to assume its powers immediately to
make relevant arrangements before the Law's

enforcement.

In this context, the decree gave CMA Board the
responsibilities of Tadawul's board of directors
until its formation.

The previously issued Council of Ministers’
Resolution No. 91 of 16th June 2003 (Document
91) stipulated transferring all affiliates, rights, and
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E Royal Decree M/30 on Approving Capital Market Law.

obligations of the Tadawul Electronic System (TES) and the Saudi Shares Registration Company, including

records and movables and immovables, to the Capital Market Authority (CMA) and the Saudi Stock Exchange

in collaboration with SAMA. Moreover, employees of SAMA's Stock Control Department were to be transferred

to the CMA.

Since the CMA was yet to be founded, the ministerial resolution took into consideration the particulars

of the transition, so it allowed the continuation of stock listing and trading practices until they became

subject to the Capital Market Law upon its promulgation. Moreover, all directives, rules, and regulations of
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the Ministerial and Standing Supervisory Committees were to remain in effect until they were cancelled,

amended, or replaced by the CMA after its formation.

These decisions ensured market stability by allowing the continuation of existing legislation and practices

until the formation of the CMA and promulgation of the Capital Market Law. Therefore, banks continued to

act as brokers and the TES remained in operation until the CMA assumed its new responsibilities. Document

60 is the Council of Ministers' Resolution on approving the Capital Market Law.
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The Capital Market Law of 2003! consisted of 10 chapters (Figure 19) and 67 articles that addressed
regulating securities issuance and trading, monitoring the activities of CMA-licensed entities, and protecting

citizens and investors from unfair or illegal practices.

Definitions

The Capital Market e
Authority (CMA)

Disclosure

The Capital Market L Fraud and Insider

Trading

. |Regulation of the Proxy Applications,

Las well as the Restricted Purchase

The Securities Depositorﬂ

Center (Edaa)

and Offering of Shares

LPenaIties for Violations

m Chapters of the Capital Market Law of 2003.

1 Capital Market Law chapters have changed following amendments introduced in 2019 (to be discussed later).
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9.3. Towards a Better Capital Market Future

The Capital Market Law of 2003 supported the Kingdom's development by providing a solid regulatory
framework that aimed at restructuring the country’s capital market and ensuring transparency under the
CMA, which was to assume the roles of the Ministerial and Standing Supervisory Committees, and the Stock

Control Department.

For the first time, the Law served as the main reference for the country’s capital market by stipulating
principles and foundations that govern market participants and operations. Moreover, the Law provided clear
instructions on disclosure and transparency and introduced sanctions and penalties for violations to promote

fairness and trust.

Furthermore, control and supervision were separated from executive and operational functions. The former
was a mandate of the CMA and the latter were the responsibilities of the Exchange, which was to be formed

as a joint-stock company and an entity authorised to operate the Saudi securities market.

The Capital Market Law also stipulated the formation of the Committee for the Resolution of Securities
Disputes (CRSD) as well as the Appeal Committee for the Resolution of Securities Disputes (ACRSD), with
the latter to be formed following a resolution by the Council of Ministers. The Committees had jurisdiction
over disputes, lawsuits, and violations, in public and private actions, falling within the provisions of the
Capital Market Law, its Implementing Regulations, and the regulations, rules and instructions of the CMA and
the Exchange. Additionally, the Law contained provisions on forming the Securities Depository Centre as the

only entity responsible for the deposit, transfer, settlement, and clearing of market securities.
As the provision of brokerage services was being transferred from banks to licensed institutions, the Capital
Market Law provided provisions for regulating brokers. Furthermore, the CMA had the power to introduce

relevant conditions and requirements that brokers had to adhere to prior to obtaining a licence.

In addition, a whole chapter in the Capital Market Law was dedicated to investment funds and collective

investment schemes, which were to be supervised by the CMA rather than SAMA. However, existing rules
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for the regulation of investment funds were to remain in force until the CMA Board assumed its mandate

officially.

On a similar note, the Capital Market Law enabled investors to pursue investment in securities, thus
diversifying investment opportunities within a growing capital market governed by comprehensive
regulations. Furthermore, the law encouraged large companies, especially family-owned corporations, to
transition into joint-stock companies as it was expected that the market would attract savings following

measures that ensure fairness and independence.

9.4. Capital Market Law: Rules and Foundations

There are two models adopted by capital market regulatory systems depending on their underlying philosophy
or logical basis: disclosure-based regulation (DBR) and merit-based regulation (MBR). The former is adopted
by many countries around the world, such as the United States, Malaysia, Hong Kong, Singapore, and India,

while the latter is adopted to a certain extent by countries such as China and the Philippines.

In MBR, a capital market regulator identifies investment risks before approving the issuance of securities or
investment products. MBR assumes that market regulators are better informed than investors and can better

decide the merits of transactions on their behalf. Therefore, MBR poses restrictions on investors' autonomy.

In contrast, DBR does not intervene in market mechanisms or make judgments about securities or investment
opportunities. Instead, DBR's sole purpose is to ensure that investors are provided with sufficient, accurate,
and timely disclosure of all relevant information regarding a company's business and securities to allow them
to make informed investment decisions. In other words, DBR does not make investment decisions on behalf

of investors, as regulators are only meant to ensure the accuracy of disclosures.

The Capital Market Law adopted the DBR model of disclosing key information to investors and market

participants. The CMA was made responsible for achieving fairness, efficiency, and transparency in securities
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transactions. Moreover, the Law stipulated that the CMA is supposed to regulate and monitor the full
disclosure of information regarding securities and their issuers and the dealings of informed persons and
major shareholders and investors, as well as define and make available information which the participants
in the market should provide and disclose to shareholders and the public. This means that the CMA does not
intervene in market mechanisms or in determining or changing the fair value of stocks. Additionally, and
according to the Capital Market Law, the CMA is not involved in stock price changes, nor does it have the right
to take part in determining subscription or trading prices. However, the CMA was given the right to bring legal
action before the Committee for the Resolution of Securities Disputes against any person who violated any
provisions of the Capital Market Law, the regulations or rules issued by the CMA, or the regulations of the

Exchange.

On the other hand, the CMA had absolute authority to determine the information to be disclosed. Moreover,
if a prospectus contained incorrect information pertaining to core matters or omitted key information, the
CMA had the right to take legal action against those responsible for any damages that may arise from those
violations. The CMA also had the right to monitor and take legal action against issuers of financial reports

who violated disclosure and transparency requirements.

The Capital Market Law provided instructions that made companies adopt strict internal controls to ensure

that both corporate and public interests were protected.
Apart from provisions that aimed to protect the market and investors from illegitimate practices, the Capital

Market Law also introduced provisions of regulation. Overall, the CMA was tasked with regulating, monitoring,

and supervising the capital market without intervening in market operations or mechanisms.
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9.5. Capital Market Law: Features

Unlike other laws of the Kingdom, the Capital Market Law had the following distinguishing features:

Accurate
Distribution
of Authorities

Full-Time Unprecedented

Board Legislative
Delegation

Broad
Authorities

Judicial
Authorities

Independent
Authority

Key Features of the Capital Market Law of 2003.

9.5.1. An Independent Capital Market Authority
The Capital Market Law provided for the establishment of the CMA as an independent authority that directly
reports to the President of the Council of Ministers, thus giving a legal personality! to ensure it fulfils its

mandate as required.

Moreover, the Law stipulated the financial and administrative autonomy of the CMA. According to the Law,
the CMA was to have a separate annual budget that would be submitted to the Minister of Finance. Moreover,
the CMA was to have independent resources as ordained by the Law and any sums owed to the CMA by third
parties were considered public funds. At the same time, the CMA was vested with all authorities necessary
to perform its responsibilities and functions under the Law. It also had the exemptions and facilities enjoyed

by public organisations and its personnel were subject to the Labour Law.

1 Anindependent entity with legal rights, privileges, responsibilities, and obligations to achieve a certain purpose.
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9.5.2 A Dedicated Board

One of the features that distinguished the Capital Market Law from other Saudi laws was the stipulations
that a CMA Board be formed pursuant to a Royal Order. The Board was to be composed of five professionally
qualified members employed on a full-time basis. Moreover, their salaries and benefits were to be determined
by Royal Order to ensure their independence and impartiality and eliminate any conflict of interest.
Additionally, board members were prohibited from engaging in another profession or job, including assuming
a position or a post in any company, in the government, or in public or private institutions, thus ensuring
the highest level of independence and avoiding conflict of interests. Unlike most boards, where members
represent and are influenced by sectors they are affiliated with, an independent dedicated board at the CMA
meant higher levels of commitment and responsibility.

The formation of a dedicated board was necessary to ensure the independence of the Saudi capital market,
especially since the authorities of the board were significantly different from those of other ministries
or financial authorities. Furthermore, this step aligned with conventional practice in international capital
markets. It was also meant to avoid any conflicts of interest or jurisdiction, as mentioned in the World Bank
report on how the Saudi capital market operated for two decades under a trilateral Ministerial Committee
consisting of the Governor of SAMA, Minister of Finance, and Minister of Commerce, and under the direct

authority of the Supervisory Committee that was comprised of ministerial undersecretaries.

9.5.3 Far-Reaching Powers

Enactment of the Capital Market Law brought about a new era for the Saudi capital market. Even though
the CMA was going to be entrusted with tasks similar to those of SAMA, legislators nevertheless ensured
that the CMA would have a dedicated board with legislative powers, which was uncommon at the time, to

regulate the capital market and oversee its development.
The Law granted the CMA Board the power to introduce internal regulations, set forth the manner in which

personnel, advisors, auditors, and any other experts would be appointed as necessary, as well as specify

how the CMA's functions, responsibilities, and operations would be organised among its divisions and
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departments. Moreover, the Law granted the Board specific powers and the right to delegate, by a published
resolution, any of its functions, except for powers conferred by the Capital Market Law exclusively upon the
Board. Furthermore, the CMA Board was named -as such to stress its independent legal form- as a legislative

and regulatory entity as well as to distinguish it from boards of directors of other authorities and institutions.

9.5.4 Unprecedented Legislative Delegation

The Capital Market Law is explicit in terms of delegating legislative powers. In fact, the previous legislation
in the Kingdom did not have such a level of delegation. According to the Capital Market Law, the CMA Board
enjoyed considerable powers in introducing internal and implementing regulations as well as issuing rules
and instructions. Unlike other ministries and authorities which are usually given powers to issue regulations
in specific contexts, the special nature of the board's responsibilities justified the new delegation approach,
especially as capital market legislation required numerous regulations to address a dynamic market, with a

variety of participants.

Furthermore, powers were delegated to the CMA to introduce regulations and rules on various issues related
to the capital market and securities, such as determining the type of information that must be disclosed by

issuers and defining legal terminology.

The CMA was given the power to introduce regulations and define legal terminology to accommodate the
changing nature of the capital market. The Capital Market Law does not delve into the details of regulations
and procedures, otherwise it would have to be amended regularly, which in turn would hamper legal stability.
Instead, the Capital Market Law set the legal framework and gave the CMA powers to identify regulatory
requirements through rules and regulations, as is the case in several Western countries, such as Denmark,

the Netherlands, the United Kingdom, and the United States.
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9.5.5. Remarkable Resilience

Several reasons account for the regulatory resilience of the Capital Market Law. The first is the great efforts
of the legal group that introduced the draft bill under the leadership of His Excellency late Jammaz Al-Suhaimi,
Deputy Governor of SAMA, Chairman of the Supervisory Committee, and the first Chairman of the Board of
CMA. Al-Suhaimi's team made visits to different countries and well-established markets to examine their
market systems and adopted relevant regulations for the Saudi capital market. Consequently, the Capital
Market Law was formulated in a way that gives the CMA the freedom to identify market-specific tasks and

procedures, thus making the Law sufficiently resilient that it has not been amended for more than 15 years.

This resilience enabled the CMA to assume its role in developing the market and enforcing regulatory

measures according to changing market conditions at regional and international levels.

9.5.6. Precise Legal Drafting

The legal language of the Capital Market Law was the result of efforts made by an elite group of experts
in administration, finance, and law. The draft bill defined financial terminology in the first article, outlined
what constituted securities in the second, and highlighted which instruments that may not be considered

securities in the third, such as cheques and bills of exchange.
By doing so, the provisions of the Capital Market Law were decisive and precise, leaving no room for

misinterpretation. Moreover, the CMA was given the authority to define and explain the terms and provisions

of the Capital Market Law.
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9.5.7. Judicial Powers

One of the Capital Market Law's distinguishing features was dedicating a judicial body named the Committee
for the Resolution of Securities Disputes. The Law stipulated that the Committee should consist of legal
consultants with expertise in capital market affairs, thus ensuring the resolution of securities disputes

successfully through a dedicated judicial body.

Moreover, the Law granted the Committee all necessary powers to investigate and settle claims, including the
power to issue subpoenas to witnesses, order the production of evidence and documents, issue decisions,
and impose sanctions. Furthermore, the Law stipulated the establishment of the Appeal Committee for
the Resolution of Securities Disputes (ACRSD), which had the jurisdiction of considering objections to the

decisions of CRSD based on the information stipulated in the claim, with ACRSD's decisions being final.
Unlike the Ministerial Committee, the CMA was given the power to examine witness statements, inspect

requested records, and impose sanctions on violators of the Capital Market Law’s provisions and the CMA's

regulations and rules.
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9.5.8. Clear Separation of Powers
The Capital Market Law introduced a clear separation of powers. Legislative and regulatory authority were
mandates of the CMA, while executive authority (which existed before the Capital Market Law) was given to

the Exchange, which was to replace TES (including the rights and assets of SSRC).

The paradigm shift in the Saudi capital market was evident in the licensing of new institutions to engage in
securities brokerage. This was a major change, given that the provision of brokerage services had previously

been limited to banks.

The promulgation of the Capital Market Law was a major government contribution to the country’s economic
development, especially since it was passed at a time of accelerating domestic and international changes.
The Law promoted confidence in the capital market by emphasising transparency and introducing a

comprehensive legal framework to ensure fairness and sound practices.
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Chapter 10: Establishment of the Capital Market
Authority

As discussed in the previous chapter, the Capital Market Law stipulated the establishment of the CMA
as an independent authority to regulate the capital market by ensuring fairness and equal investment

opportunities.
10.1. From Capital Market Law to Capital Market Authority

The Capital Market Law required the transfer of the responsibilities that had been previously assumed by
SAMA, the Ministerial and Standing Supervisory Committees, to the new authority with extensive powers
for the regulation and development of the capital market. Moreover, the Law ensured that there would be no

legal vacuum during the transition period and until the CMA was operational.

One of the leading figures who played an important role in managing the transitional period was His
Excellency Jammaz Al-Suhaimi, Deputy Governor of SAMA and Chairman of the Supervisory Committee. Al-
Suhaimi contributed greatly to the development of the banking sector and the regulation of the Saudi capital

market. He also oversaw the drafting of the Capital Market Law.

To ensure a smooth transition, the Council of Ministers’ Resolution on the Capital Market Law stipulated the
transfer of SAMA's Stock Control Department personnel to the CMA, dividing them into two groups: one for
managing TES until the establishment of an independent company to manage the Exchange, and another
that would serve at the CMA following its establishment. Consequently, the two groups assumed their new
responsibilities and moved to work at Tawuniya Towers in Riyadh under SAMA's supervision. At the same
time, existing rules and procedures of the Ministerial and Standing Supervisory Committees remained in
force during the transition to ensure the continuation of market operations until the first CMA board was

formed.
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During the transition period, SAMA launched a training programme for future CMA personnel who consisted
of SSRC contract specialists and employees of the Stock Control Department. To this end, SAMA contracted
the National Association of Securities Dealers (NASD*) to develop the team’s capabilities and to ensure its
members were qualified to work at the CMA, which was to become a legislative entity that supervises the
capital market.

In preparation for the launch of the CMA, the Tadawul website for stock trading was being developed to
incorporate the latest technologies. Furthermore, several family-owned companies started to consider
transforming their businesses into joint-stock companies. These included Jarir, which became a joint-stock
company in 2003 and was listed on the Saudi Stock Exchange with a capital of SAR 240 million. Moreover,
the Saudi Industrial Investment Group was listed in February 2004 with a capital of SAR 1.2 billion. Other
entities increased their capital during the period, such as the Saudi Investment Bank, the Arab National Bank,

and the Saudi Hollandi Bank, as well as 10 other companies.

When asked about the transfer of powers during the transitional period of 2003, His Excellency former
Minister of Finance Mohammed Abalkhail confirmed that the transition was a relatively smooth process,
especially since SAMA had completed the difficult step of establishing the market, and the government and
banks had invested heavily in developing advanced electronic systems and training Saudi youth to operate

and manage market trading.

10.2. The First CMA Board

The Capital Market Law stipulated that the CMA should have a board known as the “CMA Board” comprised
of five members working on a full-time basis, who were appointed by Royal Order. Moreover, the term of
membership of the Board was five years, renewable once, and the Board had the authority to set forth the
internal regulations of the CMA and exercise all authorities entrusted to the CMA in accordance with the
provisions of the Capital Market Law.

On 2nd July 2004, Royal Order No. A/114 was issued on forming the Board of the Capital Market Authority,

appointing the following members: His Excellency Jammaz Al-Suhaimi as Chairman, Mr. Ibrahim Mohammed

1 NASD was founded in 1939 in the aftermath of the 1929 Wall Street Crash and was given oversight and regulatory authority over securities trading
in the US. Later in 2007, NASD merged with the regulation, enforcement, and arbitration arm of the New York Stock Exchange to form the Financial
Industry Regulatory Authority (FINRA).
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Al-Romaih as Vice Chairman, and Mr. Mohammed Maghnam Al-Shamrani, Dr. Abdulrahman Abdulmohsen Al-
Khalaf, and Dr. Abdullah Hasan Al-Abdulgader (as members).

Board members were selected carefully based on their academic knowledge and practical expertise. Mr.
Al-Suhaimi was a charismatic, visionary leader who was known for his outstanding abilities in selecting
and empowering the best candidates. He held different positions at SAMA, the Ministry of Finance, and
the Saudi Industrial Development Fund and made a lasting impact on the banking sector. He also led the
transitional period between the issuance of the Capital Market Law and the formation of the Board of the
Capital Market Authority. Al-Suhaimi became the first Chairman of the Board, building on many years of
extensive experience, for he also served as Chairman of the Supervisory Committee. His influence helped
establish strong relations with regulatory and capital market entities at local and international levels. Former
Governor of SAMA His Excellency Hamad Saud Al Sayyari recounted that “His Excellency Al-Suhaimi was
responsible for developing banking control and overseeing training and technological development in the
banking sector, in addition to his responsibility for stock market and systems development. He was an active
person with a broad vision. He was also successful in developing advanced stock market systems that were
comparable to those of advanced countries.” His Excellency Former Minister of Finance Dr. Ibrahim Abdul Aziz
Al-Assaf also added that “There was consensus that the best candidate for the chairmanship of the Board
was His Excellency Jammaz Al-Suhaimi. He was an energetic, visionary leader. He never hesitated to pursue
development, especially in the field of technology. His expertise was much needed since he also supervised
stock market activity during his work at SAMA."

Mr. Ibrahim Al-Romaih held the position of Assistant Secretary-General of the Public Investment Fund and
was a board member in several reputable national institutions before being appointed as Vice Chairman of the
Board. Other members of the Board were also known for their expertise and competence. Mr. Mohammed Al-
Shamrani received his Master's degree in Economics from the University of Denver and held various positions
at SAMA, the last of which was Director-General of the Investment Department. Dr. Abdulrahman Al-Khalaf
was a professor of economics at King Saud University and an economic consultant at the Gulf Cooperation
Council. Lastly, Dr. Abdullah Al-Abdulgader was a professor at King Fahd University of Petroleum and Minerals
and the Vice Rector of the university, and was one of the pioneers in developing Saudi accounting standards.

Figure 21 below shows the members of the first CMA Board.
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H.E. Mr. Jammaz Abdullah Al-Suhaimi
Chairman

Mr. Ibrahim Mohammed Al-Romaih
Vice Chairman

Dr. Abdullah Hasan Al-Abdulgader Dr. Abdul Rahman Abdul Mohsen Al Khalaf Mr. Mohammed Maghnam Al Shamrani
Member Member Member

Members of the first CMA Board in 2004.

Forming a highly competent board took some time as members had to be carefully selected given the
challenging task ahead. This step was the beginning of a historic moment in the Saudi capital market.
The Board holds various responsibilities, such as managing the CMA's internal affairs on the one hand
and regulating the capital market on the other. Indeed, the Board lived up to expectations as it set out to
introduce market rules and regulations according to the provisions of the Capital Market Law, which were
followed by training programs for future CMA personnel and initiatives to raise public awareness of capital

market investments.
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Apart from implementing the Capital Market Law, the CMA had to overcome the challenge of developing a
robust market that would achieve the economic aspirations of the Kingdom. Indeed, the CMA's first board
later played a major role in supporting privatisation, improving market conditions, and developing a regionally

competitive capital market.

10.3. The Pivotal Role of Human Resources

The Capital Market Law ensured the continuity of market operations and the smooth transfer of responsibilities
to the CMA. Transferring the personnel of SSRC and the Stock Control Department was at first sufficient, but
to meet aspirations set for the capital market, an increased number of competent human resources was
required. Attracting and employing talent was not an easy task. Operating in a new market environment, the
CMA sought to rely on highly competent Saudi nationals who had the educational background and technical

skills to assume new roles.

The first challenge was the scarcity of financial and legal experts. The concept of a capital market was
still relatively new in the Kingdom. However, as the CMA took serious steps towards nurturing local talent,
people began to grow aware of the importance of this sector. Leveraging the expertise of SAMA's Institute
of Banking, the CMA took the initiative to train 50 to 70 new staff members. The CMA targeted recent Saudi
graduates with degrees in law, accounting, finance, and public administration. The graduates were trained in
collaboration with experts from the Financial Industry Regulatory Authority (FINRA?). By the end of 2006,
the CMA had successfully trained nearly 300 employees.

In order to match those offered by other market participants, the CMA's HR team adopted private-sector
business practices, including prescribed salaries and business hours that would accommodate the dynamic

nature of the capital market.

By the end of 2006, the CMA introduced a scholarship programme for studying abroad as part of its efforts to

nurture local talent. The Training and Scholarship Committee was formed with Dr. Abdulrahman Abdulmohsen

1 FINRA issues certificates for securities professionals who pass several qualification exams, which are to be retaken every few years to keep pace
with financial industry developments.
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Al-Khalaf, a CMA Board member, as chairman. The first cohort of CMA employees travelled to the United
States to receive their training, and among them was Mr. Youssef Hamad Al-Blihid, who later became Vice
Chairman of CMA.

At the same time, the CMA enrolled Saudi youth in its fresh graduate upskilling programme. The graduates
studied in London for a year and had on-the-job training at the London Stock Exchange. Another group of
trainees was enrolled in a three-month training programme following an agreement between the CMA and
Bursa Malaysia. The same year, a group of CMA employees studied capital market operations in the United

States and received on-the-job training at NASD, the predecessor of FINRA.
10.4. Capital Market Regulations

Upon its establishment, the CMA faced a range of challenges ranging from internal capacity building to
regulating the largest capital market in the Middle East. The introduction of implementing regulations within
120 days following the publication of the Capital Market Law was a major challenge, given there were limited
market regulations in existence. A further challenge was balancing the legislative and regulatory roles of
the CMA and avoiding any potential conflicts between the two. Therefore, the CMA needed to introduce

regulations flexible enough to be further developed in the future.

The CMA worked on laying the foundation of the capital market's regulatory framework by issuing rules and
regulations that promoted the highest standards of investor protection, accountability and transparency, and

good corporate governance.

The CMA first formed an internal legal group that was entrusted with drafting the regulations based on
priority. Eventually, four regulations were proposed to serve as the backbone of the Saudi capital market:
Rules on the Offer of Securities, Listing Rules, Authorised Persons Regulations, and Market Conduct
Regulation CMA Board discussed the order in which the regulations were to be issued. It was agreed to

prioritise the regulations highlighted.

These regulations were carefully chosen according to a plan approved by the Board to meet market needs.
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The priority at the time was given to companies that were dealing with the Ministry of Commerce on the
one hand and with investors on the other. Therefore, Rules on the Offer of Securities and Listing Rules came
first to regulate company offerings, followed by Authorised Persons Regulations which defined licensing
requirements for brokerage firms and other market institutions that dealt with investors directly. Lastly, the
Market Conduct Regulations were introduced to ensure all market players abided by the Capital Market Law

and addressed potential violations.

The legal group also worked on developing the CMA's internal organisation by examining the regulatory
organisational structures of other countries — such as the United States, the United Kingdom, and the
developing markets of Malaysia and Singapore — and relying on feedback-driven development. These two
approaches helped the CMA develop rules and implement regulations that were well-suited to the Saudi

capital market.

Eventually, the CMA team developed a blueprint for an ideal operating model after examining the rules
and regulations of other countries, which had different approaches to regulation. For example, the United
Kingdom adopts general guiding principles while the United States relies on detailed rules and regulations.
After assessing the merits of both, the CMA decided on the former's approach to reduce bureaucracy and

avoid overregulation.

On 4th October 2004, three months after the formation of the Board, CMA officially adopted the Rules
on the Offer of Securities, Listing Rules, Market Conduct Regulations, as well as the Glossary of Defined
Terms Used in the Regulations and Rules of the Capital Market Authority (Documents 61-64 published in
the official Um Al-Qura newspaper). The adoption of the Authorised Persons Regulations and Securities

Business Regulations was postponed for further assessment.

The CMA Board discussed the order in which the regulations were to be issued. It was agreed to prioritise the
regulations highlighted above. The issuance of the Authorised Persons and Market Conduct Regulations was
postponed as banks were operating in accordance with the existing regulations issued during the previous
phase. Therefore, there was no pressing need to issue them. In contrast, companies were anticipating the
release of Rules on the Offer of Securities and Listing Rules, and therefore they were given precedence over

the others.
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The Approval of Glossary of Defined Terms Used in the Regulations
and Rules of the Capital Market Authority.

Market Conduct Regulations were of vital importance to regulate trading and address illegitimate practices.

Before approving the Capital Market Law?!, minutes of a meeting (Document 65) of the Supervisory Committee

reveal that the Committee had reviewed a letter from the Director of the General Companies Department in

the Ministry of Commerce?. The letter included directives from His Excellency Minister of Commerce on the

need to submit to the Ministerial Committee a list of sanctions and penalties for stock trading violations.

However, since the Capital Market Law was soon to be issued with a chapter dedicated to sanctions and

penalties that would be introduced, the Supervisory Committee decided to wait until the CMA assumed its

new responsibilities.

1 Dated 22nd January 2003,

2 Dated 22nd December 2002,
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The Council of Ministers’ Resolution had already stipulated the continuation of the Ministerial Committee’s
decisions until the CMA Board replaced them with new regulations. Realising the importance of the Market

Conduct Regulations, the Board had given them priority to ensure sound market practice.

164



Market Story Phase Three / Part 3

Documentation of the Saudi Capital Market History Chapter 10| Establishment of the Capital

Market Authority
—afiale . s —Ffaf
g e . E RN
L)S,'%d/-/wlrm// =g
P PR N ) PRSI TE] RN R
sl . et gl —dy
ot 3dlgall sl [RY ] las,at

il iyl Aiad g laial ana

(Y YIVIYY Gl 2V EVF/N /1S plag 1) asl

AT B AVEYYINN cla W a LAY disd Cidal

oo gall Ap gl VLAY A58 gl (B A Ran G ppn oale (34)
o pem Oade (1) Leda sl gl el Yoy (1Y) s bl QLY Gyl
ee Ostla (V) 02 2 Y L sl bl pal i (e pladl SO e )l
5 Cun ¢ e laaV) i) Lol Lyl y 20l lilas Zakas Ga JS

YIS O Gy e duy bl (10,7) (s Aa bl ael ol dad
(s gl Alais Cadig oY ¢ TN/ ey i gy Y X/NY/NY g il
Ol 5 Ly QiSall gl Gatlh a5 el pesadd 55 ¢ 50 (Y, Y0)
RPN VAVAR

el el A& iy b ol ) VLY A8 58 atlaan Bil] oy 5 LS
lliyy ¢ GESYE e sl sagedl Gl e UL ol 48 & 3
el aadd) Gl s bl Aaliay g 2UBY1 e 506 &gl Canpal
L LA AS 3l apul Jg e Ll Dals el W s A e
el G ULl juatll el Y AS JLEIY by i L fam
S8 8 il gy il g gl pUa U8 G el g A8 pedy gl
RPN}

$ A el pall 2 Sy s Lan Y psan ) ginns

ok e Rl plls aY EXY/VY g,y (VYY) ) el il o 518 e sl 1 9

el (o} Gl YL gLk adde Gl ol (8w plsi oLl - ¥
(VL) 5a pesiiin gl g U 138 (s A58 pged g5 i 5 391
5 Aall cally ; Lals

A ety s (35 ,al) LA B il 5 sl B 5y Sy Bolaas lad (genme . |
Gt O A asnlaall A g Agll 50 Gudas Y3 yyvea
ity Apadadl jules Tind £ 8 Alal e Gyl " il ) EYT/Y/YO
O S (%) A el Gz S 058k 0 el I e gLyl
B Odan Gt 5y (e g Al sl Al e A8 00 g
" Dl Al (s s gl ety il da U il A dasl
_i:.J\J‘,ll-'\;\_muku;,ql)&y|wdj;,.&ﬁyllK‘.IJ;;;“};JU}u

b sl (o) G, LAl 5 Y sle pne balas et Gpaine -
o Boteall By pim Sl 5y (Mae Cilgsa iy Glidally #YVEYT/VANA
Ul halenay 3l (A SR (e Aol dulia el oy iy sl 580
LAl sl sl Y1 03 ) e il g pgu)
Gaedh i " Witk ad @) S8 Oulhaal () paaad Aiall AHia aeyy
Oal G (abedl Al and 5 a0 4ind 3 (520 el JaSil 5 "Ll
Gy aonal sall 038 Jia gelle 8 AU 13 o5 castdl Ay il 5 N IS 6ol
Sy el Gy wlly fLA Gagse ¢ osasad SIS Shad panads &
A1 S 2l S g Al Lo iy Ldley ol 38 e Luaiyl
el jally il dalym Sy Gadl b G B UL Gl
Chadba " Al G pull Diged " A ey el Laiall il el
- lsallods il Abads Clladety el gl 20l § sy dauly

e o Toliel dglas ol (6 gl VLY S50 agud g1 <) @M
RS /AVATRCW]

= & o

EVUTVES AU IR Y G et S U VNS B YT o

RN R R Y SRR O Ty T SR NP LT PR RS T RPN PR LY SO

E SSC's Minutes of Meeting on Wednesday, 22nd January 2003.

E SSC's Minutes of Meeting on Wednesday, 22nd January 2003.

—Afial 5
Ry a4

LN TP LRGN

gkl Sy

+ 38lg ! [P

Gl ol e aad U Cualiall e 4l 5,5 dalll ol el
O My An kAl Gl 2ol iy mli i, Yo
el gl 03 Jgm bn psala gl o gum s

Gsiiaa oo ol 80y die Ldlaa JsS
Ll Lyl [ YR E
o N\ ‘ . .~
B L/ B
Olagall Zhon oy yooia " el i 0 s el e 5 S

_/Q(/j/\c/\

Ter_,_g

m SSC's Minutes of Meeting on Wednesday, 22nd January 2003.

165



Market Story

Documentation of the Saudi Capital Market History

On 28th June 2005, the CMA approved the Authorised Persons and Securities Business Regulations
(Documents 66-67) and updated the glossary of defined terms. The Securities Business Regulations
outlined securities activities, which included dealings, arrangements, management, advice, and custody.

Authorised Persons Regulations, they set the legal and procedural framework for obtaining a licence to carry

out securities business, including licensing terms and a code of conduct.
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During the fifteenth annual conference of the Saudi Economic Association, which was organised in November
2005 under the theme “The Saudi Capital Market: Reality and Aspirations,” His Excellency the late Jammaz
Al-Suhaimi affirmed that the CMA would introduce more implementing regulations according to the Capital
Market Law. He also highlighted four upcoming regulations at the time: Investment Funds Regulations,
Real Estate Investment Funds Regulations, Corporate Governance Regulations, and Merger and Acquisition
Regulations. On 15th July 2006, the Real Estate Investment Funds Regulations were issued, followed by the
Instructions for the Listed Companies Announcements on 12th August 2006. Three months later, on 12th
November 2006, the Corporate Governance Regulations were issued, followed by the Investment Funds
Regulations on 24th December 2006. After issuing primary regulations, the CMA's team continued working
on introducing complementary regulations to establish a strong legislative and regulatory framework for the

Saudi capital market.

The development of the CMA's implementing regulations based on the Capital Market Law occurred in two
stages: examining the regulations of other countries to gain knowledge and information, followed by drafting
the regulations in accordance with the Law. Former CMA board member Dr. Abdullah Hasan Al-Abdulgader

recounts that the CMA team worked more than 16 hours per day to draft the regulations.

This rigorous process entailed consulting with other CMA departments to discuss the legality and practicality
of each article in the regulations, especially when it came to derivatives and similar instruments that were
to be approved by the CMA Board. Moreover, the team consulted with the private sector and other regulatory
entities, such as SAMA and the Ministries of Finance and Commerce. Furthermore, the CMA was among the
first entities to publish regulations in Arabic and English while ensuring they were clear and simple for the

public.

According to the Capital Market Law, the CMA is allowed to publish draft regulations and rules before their
issuance. The CMA chose this option to obtain feedback from experts, market participants, and the public

by publishing draft regulations on its website, making it one of the first entities to use public consultation.
The Board was hesitant at first to use public consultation out of concern that other entities would oppose

draft regulations if they were published, which could possibly hinder implementing the Capital Market Law.

However, the consultations were eventually deemed useful to further develop the regulations.
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Chapter 11: Laying the Foundations of Litigation
and Oversight

The Capital Market Law gave the CMA investigation and inspection powers, including imposing sanctions
on violators. The Law also dedicated a chapter to addressing market disputes by stipulating the formation
of the Committee for the Resolution of Securities Disputes and the Appeal Committee for the Resolution
of Securities Disputes (ACRSD). After its formation and implementation of main market regulations, the
CMA sought to regulate market conduct and address investor complaints through the Committees for the

Resolution of Securities Disputes.

11.1. Improving Market Behaviour

The CMA was founded at a time when many market participants and traders lacked a culture of proper
conduct in the country’s emerging capital market. To address any acts that could potentially threaten market
stability, the CMA issued the Market Conduct Regulations to achieve fairness and transparency and to protect

people from illegitimate securities transactions.

The Market Conduct Regulations criminalised many prevalent market practices that were thought to be
legitimate at the time. For example, some people used to influence the opening price by placing orders
before the Exchange opened for the day and then cancelling them to give the impression of increasing

supply or demand. Those who used to do so considered this to be normal market practice.

Another example was making an agreement between two persons in which the first would buy shares from
the other and sell them back several times to increase trading volume, thus giving the impression that those
shares were in demand and to cause an increase in their price. Eventually, the two people would sell their

shares for a much higher price.
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At a time when manipulation methods varied, sanctions were at first limited to imposing fines and recovering
illegitimate gains. The Capital Market Law of 2003 set a fine of SAR 100,000 for such violations. However,

the fine was not enough to deter such manipulation as violators were making massive amounts of money?.

At later stages, the CMA intensified its market oversight and conducted regulation efforts by introducing more
sanctions, such as being prohibited from trading, as well as fines and other punishments. These sanctions
returned confidence to the market and affirmed the CMA's dedication to implementing internationally
recognised standards in terms of investor protection, transparency, and good corporate governance. The
CMA's swift and effective measures to address violations supported the Saudi capital market and paved the

way for a safe investment environment.

These efforts were made to make the market more regulated and controlled for investors who looked for a

credible, reliable marketplace with the potential to attract capital from individuals and institutions.

However, the journey was not without challenges. The CMA had to ensure that everyone understood that
capital market crimes of fraud and manipulation cannot be proven using the investigative methods of ordinary
violations, and it did so by affirming that capital market violations are proven by means of circumstantial
evidence. Despite having the right to access numerous sources of information to establish such evidence,
such as phone records, fax communications, and computer data, evidence in securities cases is usually

indirect and involves more than access to data to prove that a crime or violation has been committed.

For example, during an investigation of suspected securities manipulation, the CMA's market oversight team
played recordings of phone calls made between brokers and traders. In one phone call, a person used a slang
word to imply his intention to manipulate a share price and the other gave his consent. Consequently, this
circumstantial evidence was used to prove that a violation was committed by both. Given the complexity
of these violations, the CMA Ilater developed investigative procedures, including interviewing methods. A
manual of fines for violations was created by the CMA along with a guide on violations and the weighted
calculations for fines.

Capital market crimes are mostly strict liability crimes, rather than tort. These are crimes that are considered

1 The CMA addressed this issue in its amendments of the Capital Market Law in 2019 by introducing a maximum fine of SAR 5 million.
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to be committed even if no harm occurs. For example, if someone intentionally publishes misleading

information about a security, his/her act is a crime even if no one else is affected.

Moreover, capital market crimes are difficult to be observed. Manipulators operate novel schemes that are

often hard to detect.

In general, capital market crimes are classified into information- and conduct-related crimes. Information-
related crimes consist of breaching confidentiality, starting rumours and declaring inaccurate information,
disclosing insider information, and insider trading. In contrast, conduct-related crimes consist of operating
as an unlicensed broker, obstructing the work of CMA auditors, and carrying out or failing to report money

laundering and terrorist financing activities.

Figure 22 highlights the classification of capital market crimes.

[ conaucrcimes ] [ rrormation reited rmes J

Practicing brokerage Market Disclosing the Disclosing insider

business without manipulations professional secrets information or
a license orillegal trading according to it

speculations

The Classification of Capital Market Crimes.
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11.2. Judicial Bodies of Securities Disputes

To ensure litigants' rights were protected, the Capital Market Law stipulated the formation of the Committee
for the Resolution of Securities Disputes (CRSD) and the Appeal Committee for Resolution of Securities
Disputes (ACRSD). CRSD was to be formed by the CMA as a court of first instance while ACRSD was to be
formed as a court of appeal following a resolution by the Council of Ministers. Consequently, litigants had
the right to appeal before ACRSD within thirty days of being notified of CRSD's decisions. Moreover, ACRSD

decisions were deemed final.

Both Committees were independent in making decisions in line with laws and regulations. Consequently,
CRSD and ACRSD became the judicial bodies concerned with trying criminal cases and settling disputes

related to market participants.

11.2.1. CRSD
On 27th February 2005, the CMA Board issued a decision (Document 68) to form the first CRSD Committee
with Dr. Mohammed Abdullah Al-Marzouki as chairman and Dr. Khaled Hassan Ba-Naser and Mr. Saud

Abdulrahman Al-Shammari as members. CRSD had a three-year term.

The Committee consisted of members with extensive expertise in commercial, financial, and securities
disputes. Furthermore, CRSD had jurisdiction over disputes, in public and private actions, falling within the
provisions and implementing regulations of the Capital Market Law as well as the regulations and rules of

the Exchange.

Additionally, CRSD had all necessary powers to investigate and settle claims, including the power to subpoena

witnesses, issue decisions, impose sanctions, and order the production of evidence and documents.
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Afterits formation, CRSD began settling

disputes related to civil, administrative,
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Over time, CRSD noticed the impact of its decisions on the market. The development of technological systems
by all market parties became a reflection of those decisions, especially since most claims that were brought
before CRSD were related to margin trading, banking facilities, and technical issues. At the time, banks were
providing facilities with shares as the collateral, which led to many problems. Moreover, some banks faced
technical problems that forced them to update their systems and contract with professional security system

providers, eventually leading to the end of their technical issues.

There were no well-established principles in place when CRSD first assumed its responsibilities. Disputes
were resolved by referring to conventional practice. Gradually, CRSD developed its guiding principles from
the decisions it was making to address trading-related disputes. For example, the Capital Market Law had
provisions on compensations but did not specify how they were to be levied, except in certain circumstances.
Moreover, given changing market conditions, and since investment-related compensations were based on

supply and demand factors, CRSD prioritised developing clear compensation mechanisms.
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Gradually, CRSD became the first body to introduce compensations for withheld funds, which were considered
a form of indirect damage resulting from failure to release an investor’s funds from their portfolio. Moreover,

CRSD had the liberty to consider all types of evidence in proving such cases.

11.2.2. ACRSD
According to the Capital Market Law, ACRSD was to be formed and consist of three members by a resolution
of the Council of Ministers’. The members were to be representatives of the Ministry of Finance, the Ministry

of Commerce and Industry, and the Council of Ministers’ Bureau of Experts for a three-year renewable term.

On 25th September 2005, the Council of Ministers’ Resolution No. 222 (Document 69) ordained the
appointment of Mr. Ahmed Mohammed Al-Khowaiter, as a chairman and representative of the Ministry of
Finance, Prince Abdulrahman Bin Mohammed Bin Ayaf Al-Migren, as a member and representative of the
Bureau of Experts, and Mr. Falag Ali Al-Mansour, as a member and representative of the Ministry of Commerce

and Industry.
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1 Following the amendment of the Capital Market Law in 2019, members of CRSD and ACRSD were thereinafter to be appointed by a Royal Order.
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Mr. Ahmed Al-Khowaiter recounts that one of the major issues faced by ACRSD was the lack of pre-existing
court rulings that could be referenced in disputes brought before the Committee. As a result, ACRSD had
to spend a lot of time and effort examining major sources of Islamic jurisprudence to provide a solid legal

framework.

Under the Capital Market Law, ACRSD had the right to approve or refuse CRSD decisions, or reconsider the
claim altogether based on information in the claim’s file. Decisions of ACRSD were final and not subject to

being challenged.

ACRSD considered three types of lawsuits: penal, civil, and administrative. Penal lawsuits are brought against
violators of the Capital Market Law and its Implementing Regulations. Civil lawsuits are complaints that arise
between investors relating to the Capital Market Law and its implementing regulations as well as the CMA
and the Exchange Market regulations, rules, and instructions in terms of public and private actions. Lastly,
administrative lawsuits are complaints and grievances resulting from decisions and procedures issued by the

CMA or the Exchange.

11.3. Processing Investor Complaints

During its first years, the CMA sought to provide investors with ways to file complaints according to clear
procedures. Investors were able to file their complaints at CMA headquarters, via its website, and through fax

or telephone. After receiving a complaint, the CMA would investigate the issue with the intent of resolving it.

The CMA's strategy for processing complaints was based on three pillars. The first was raising the awareness
among plaintiffs themselves and educating them about the overall process, especially since some people
did not know which entity to turn to. The second was attempting to resolve complaints in good faith before
resorting to legal action. In this regard, the CMA acted as a mediator between plaintiffs and defendants to

reach a fair settlement without taking the complaint to court. The third was accelerating procedures by
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providing investors with several channels for filing complaints.
The CMA issued notices and notifications if an amicable resolution was not possible. The CMA would notify a
plaintiff of its right to file a lawsuit before CRSD ninety days after making a complaint and would later send

a notification before the end of that period.
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Chapter 12: Regulating the Capital Market and its
Institutions

From day one, the CMA worked on developing market regulations. It started with regulating the listing and
offering of joint-stock companies and encouraging family-owned companies to convert into joint-stock
companies and list their shares. Concurrently, the CMA worked on establishing the principles of disclosure,
governance, and transparency. Soon after, the CMA sought to diversify market securities, and later developed

clearing and settlement systems.

12.1. Offerings and Listings of Joint-Stock Companies

The Capital Market Law gave the CMA the power and responsibility to approve and regulate the offering and
listing of securities. Stock listings were first made the responsibility of the CMA until the formation of the
Saudi Stock Exchange (Tadawul) as a joint-stock company. To fulfil these obligations, the CMA issued Rules

on the Offer of Securities and Listing Rules in October 2004, three months after the formation of the Board.

Listing Rules included everything from requirements to offer securities to prospectus-related conditions. For
example, a prospectus had to be submitted to the CMA by the issuer (i.e., company) for approval to ensure

investors had access to accurate and reliable information.

Following the issuance of the CMA's Rules on the Offer of Securities and Listing Rules, Etihad Etisalat
(Mobily) was the first company to make a primary market offering. On 16th October 2004, Mobily listed 20%
of its common stock. The CMA then announced the listing and trading of Mobily’s shares as of 20th December

2004. Document 70 is Etihad Etisalat's prospectus.

Image 23 shows investors subscribing to Etihad Etisalat’s shares.

Formed as a joint-stock company, Mobily had capital of SAR 5 billion and 100 million shares with a nominal
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value of SAR 50 per share. The company was
listed on the Tadawul All Share Index (TASI) in
January 2005, witnessing an oversubscription
of SAR 51 billion with a rate of more than five
times. A total of 4.8 million Saudis participated
in the subscription with four shares allocated

to each.

The second listing was that of the Company
for Cooperative Insurance (Tawuniya), the
first Saudi insurance company to be offered
in the Saudi capital market. Founded in 1986,
Tawuniya was jointly owned by PIF (50%),
the Public Pension Agency (25%), and the
General Organization for Social Insurance
(GOSI) (25%).

the offering of 70% of the company'’s shares,

The prospectus announced

representing all PIF shares and 20% of capital
owned by the Public Pension Agency and
GOSI, with each retaining 15% of capital. The
issue price was SAR 205 (a nominal value of
SAR 50 + SAR 155 as a share premium). The
subscription began on 21st December 2004
and ended on 3rd January 2005.

By the end of that period, the company
recorded an outstanding oversubscription
of 11.5 times. Investors paid a total nominal
value of SAR 1.25 billion representing 125

million shares with a subscription value of

Chapter 12 | Regulating the Capital Market
and its Institutions
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SAR 16.5 billion and 800 thousand subscribers. Following the subscription, the CMA announced the listing
and trading of Tawuniya shares as of Monday, 17th January 2005.

Bank Albilad was the third largest offering following the issuance of the CMA's offer and listing rules. His
Excellency Hamad Saud Al-Sayyari, former Governor of SAMA, recounts how the bank was founded as a
joint-stock company after the merger of several currency exchange offices! that were providing additional
services such as receiving deposits. These offices expanded their operations and opened branches across
the country. However, as the state began regulating the market, the owners had to choose between closing
their businesses, or merging together as a bank. Eventually, the owners chose the second option and decided
to allocate to each currency exchange office the shares that corresponded to their capital contribution.
Following the merger, Bank Albilad was formed as a joint-stock company with a capital of SAR 3 billion, which

was the average capital of existing banks at the time.

After the bank was founded in accordance with the Companies Law, the CMA announced the offering of 50%
of the bank’s shares for public subscription from Monday, 21st February 2005, to Wednesday, 9th March
2005. A total of 30 million shares were offered with a nominal value of SAR 50 per share, leading to a total
subscription of SAR 7.7 billion by 8.8 million Saudi citizens. This marked a historic issue as close to half the

population of Saudi Arabia (16.5 million) in 2004 subscribed to shares.

Image 24 shows a crowd gathered to subscribe to Bank Albilad’s shares.

The CMA announced the listing and trading of Bank Albilad shares on Tadawul as of Saturday, 30th April
2005. It was decided to leave the daily fluctuation limit open for the first day of trading and calculate the
share as part of market indices after its share price had stabilised. Bank Albilad's share was added to TASI

index based on its closing price on Tuesday, 31st May 2005.

By the time the CMA was founded, corporate stock offering had changed. The previously existing direct
listing method was abolished and a new approach to public offers in accordance with the CMA's regulations

was adopted. Companies that applied for listing were obliged to appoint a CMA-authorised financial advisor

1 Currency exchange offices were owned by Mohammad & Abdullah AlSubaiei Exchange Co., AlRajhi Trading Est, Heirs of Abdulaziz Sulaiman
AlMugairin, Ali Hazaa" and Partners for Trading and Exchange, AlRajhi Trading Exchange Est., Yousef Abdulwahab Numatallah Co, Mohammad Salih
Sayrafi Est, and Abdulmohsen AlOmari Est.
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who would submit relevant information to be
disclosed and determine the offer price. These
changes were made to address some major
issues, such as the overpricing that occurred

during the days of the Ministerial Committee.

The CMA's regulations ensured that the

threshold for investment was within the

reach of citizens and that the number of m A Crowd Gathered to Subscribe to Bank Albilad’s Shares.
receiving banks was adequate to allow all

those who wanted to participate to do so. In pursuit of this aim, the CMA worked with subscription managers
and receiving banks to facilitate subscriptions through multiple channels, such as the internet, ATMs, and
telephone banking. These channels mitigated mistakes, accelerated the subscription process, and reduced
reliance on printed subscription requests. By the end of 2006, the average subscription through bank
branches fell from 100% in 2004 to nearly 29%. Soon after, the book-building method was adopted. Book-
building is a process by which a company seeking to offer shares determines the price range the shares
can be sold for after discussions with a bookrunner and submission of bids by institutional investors. After
obtaining information on investor demand and determining the security's fair value, shares are allocated to

the accepted bidders.

The book-building method was applied for the first time to the Saudia Dairy and Foodstuff Company
(SADAFCO). Upon building a book based on input from institutional investors, 30% of the company's shares
were offered for public subscription from 25th April 2005 to 4th May 2005, leading to a total of 1.95 million
shares offered at a nominal value of SAR 50 per share and a share premium of SAR 210. The listing and

trading of SADAFCO shares in Tadawul was announced as of the start of trading on Monday, 23rd May 2005.

In the same year, the CMA approved the offering of 30% of Almarai shares, 35% of Yanbu National
Petrochemical Company (Yansab) shares, and 30% of Aldrees Petroleum and Transport Services Company
shares. In 2006, the underwriting process, which was a new concept in the market at the time, began to be

applied. Underwriting is used when it is believed that an offer of securities may not be fully subscribed for.
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Consequently, the CMA obliged issuers to appoint underwriters who would buy securities being offered if
the securities were not bought by investors during the public offering period. In this regard, a brokerage firm
with a capital of SAR 1 million—the minimum required to practise the arranging activity—offered to cover an
amount of SAR 2 billion in 2006, which was rejected by the CMA.

12.2. Founding Joint-Stock Companies and Capitalisation Change

The Companies Law has remained in force since its issuance in 1965. The Law stipulated that founding a
joint-stock company was not permitted unless a licence was issued by the Minister of Commerce, with the
exception of companies that require a Royal Decree, such as chartered companies, companies manage a
public facility, companies that receive state aid, companies in which the state or other public legal persons

participate, or companies engaged in banking activities.

It was natural after the formation of the CMA to assign it a role in this context as it was responsible for
regulating the increase of capital stock, the allocation of shares, and returning oversubscribed amounts in
accordance with the Capital Market Law and its regulations. Therefore, on 7th July 2005, Their Excellencies
Minister of Commerce and Industry and the Chairman of CMA issued the procedures for founding joint-stock
companies and increasing their capital according to the Companies Law and the Capital Market Law. Founding
and listing joint-stock companies consisted of 10 steps as shown in Figure 23 below.

About a month earlier, on 12th June 2005, the CMA announced that it had received capitalisation change
requests from several companies, which were to be considered for approval based on legal requirements
and listing criteria. In June 2005, the first approval was given to the Saudi Arabian Amiantit Company, which

requested a capital increase from SAR 770 million to SAR 1.2 billion and a share increase from 15.4 million
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Submitting an application to the
Ministry of Commerce and Industry

Approval of the Ministry of Referral of the application to the
Commerce and Industry Capital Market Authority (CMA)

Approval of the Capital Market
Authority (CMA)

Issuance of the Minister of Commerce and Industry's
resolution on announcing the company establishment

Publication of the resolution in Registration of the company in the commercial
an Official Gazette record with the Ministry of Commerce and Industry

Steps of Founding and Listing a Joint-Stock Company.

to 23.1 million shares. This was followed by capital change requests from other companies. In the same
year, the CMA approved increases in the capital of the Fitaihi Holding Group, the Savola Group, the Saudi
Cable Company, JAZADCO, and Anaam International Holding Group. Moreover, the CMA approved increasing
the capital of Almarai through the issuance of bonus shares as well as decreasing the capital of Wafrah for

Industry and Development Company.
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12.3. From Family-Owned to Joint-Stock Companies

The formation of family-owned companies coincided with the rise of the Kingdom of Saudi Arabia, which
brought stability and state institutions that enabled merchants to establish their own businesses. Most of
these enterprises were either sole proprietorships or family-owned. Moreover, these companies were named
after the families that owned them, and would gain recognition from the standing of the family, or vice versa.
When the original founder passes away, ownership will be handed down from generation to generation.
Family-owned companies played—and still play—a significant role in the Kingdom’'s economic development.
For example, the Zamil Industrial Investment Company is one of the oldest family businesses in the region.
Founded in 1920, the company became a joint-stock company in 1998. It was also the first family-owned
company to be listed on the capital market in 2002. Another example is Jarir Company, which was founded
in 1979 and listed in 2003. Following the issuance of the Capital Market Law and the formation of the
CMA, family-owned companies were encouraged to become joint-stock companies and soon followed suit by

listing some or all their shares for public subscription.

12.4. Corporate Governance

The concept of corporate governance gained ground following the Asian Financial Crisis of 1997, which led
to scepticism of the regulatory role of legislation and government institutions. Despite being a new concept
in the Saudi market, the CMA proposed issuing Corporate Governance Regulations in 2005. Three years
earlier, the Capital Market Authority of the Sultanate of Oman had issued its Charter on the Organisation and
Management of Public Joint Stock Companies. The Charter was binding, leading to implementation difficulties.
When the CMA appointed a committee for developing governance regulations, it was first decided to make
these regulations binding. However, after careful consideration of other market structures, the Committee
saw it is better to include non-binding requirements, such as having a nomination and remuneration

committee and an audit committee. This was done so as not to hinder the development of the market.

On 12th November 2006, the Corporate Governance Regulations were issued and included several guiding
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principlest. Moreover, compulsory aspects were to be introduced gradually as these were the first regulations
to address the issue of corporate governance in the Kingdom. The CMA sought to strike a balance between
international best practices and local market conditions. For example, the function of investor relations was
prevalent in other countries’ governance regulations. However, Saudi businesses were not yet ready to
incorporate this function. Consequently, the CMA Board decided to introduce investor relations as a guiding
principle to give companies ample time to prepare. Document 71 shows the CMA Board's decision approving

the Corporate Governance Regulations.

Another reason for making the
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The CMA Board Approval of Corporate Governance Regulations.

As the regulations began to be implemented, violations were minor and mostly related to a lack of awareness.
For example, some chairmen used to hold press conferences to publicly state their companies’ profits before
they were officially announced. The CMA addressed this issue by contacting those officials and making them
aware that their actions could harm investors and the interests of the company. In cases where violations
were attributed to a lack of awareness, the CMA did not impose sanctions and resorted to notices and

warnings.

Interestingly, Saudi companies at the time were only aware of two types of internal governance committees:

the executive committee, which existed in most Saudi companies prior to 2005, and the audit committee,

1 In 2008, some articles were made obligatory. Moreover, following amendments made in 2017, the regulations adopted a more compulsory
framework.
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which the Ministry of Commerce tried to introduce by developing relevant regulations. However, compliance

with these regulations was not at the desired levels.

When they were issued, the CMA's Corporate Governance Regulations did not mention the executive
committee and only focused on the nomination and audit committees and their respective roles, in addition
to how boards of directors were to be evaluated. However, some shareholders objected to the absence of
an executive committee. Nevertheless, the CMA saw that the executive committee and its regulations had a
changing nature and that boards of directors may misuse executive regulations by interfering in management
affairs. Therefore, the sound governance of corporations had to be separated from the functions of boards

of directors to avoid unnecessary risks.

The CMA was the first entity to stipulate forming nomination and remuneration committees, considering
that boards of directors had a role to play in terms of assessing the performance of talented professionals—a
practice that was not in place in the Kingdom before 2005. Consequently, the CMA worked on promoting the
idea of audit and nomination committees, leading to their gradual adoption by corporations that no longer

viewed governance as a burden.

Moreover, the Corporate Governance Regulations introduced, for the first time, the idea of cumulative voting
for electing board members to promote more proportional representation and protect the right of minority
shareholders to vote. This voting method was fiercely opposed by major shareholders at first. According to
the previous Companies Law, each shareholder had the right to one vote. However, the Corporate Governance

Regulations aimed to protect minority interests.

12.5. Disclosure and Transparency

Prior to the establishment of the CMA, the regulation of company disclosure was limited.
Additionally, enforcement of the regulations that did exist was limited to obliging listed companies
to publish their quarterly financial statements in local newspapers. However, with the issuance of
the Capital Market Law, the CMA was granted powers to regulate and monitor the full disclosure
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of information by issuers of securities. The CMA was given authority to identify the type of
information to be disclosed to the public by issuers. Furthermore, according to article 26 of the
Listing Regulations, companies have to publish their financial statements within 40 days of the
end of the fiscal year.

On 25th December 2004, the CMA announced for the first time the delay of some companies in
disclosing their financial statements, which was considered a violation of the Capital Market Law.
In the announcement, the CMA stated that it would take legal measures to ensure that disclosure
and transparency were observed, and this served as a warning for other companies.

Additionally, the CMA Board issued a decision on 8th April 2005 to impose fines on companies
that failed to disclose their financial statements on time. The names of violating companies, type
of violation, and fines were later announced on the Tadawul website to affirm the CMA's firmness
in ensuring disclosure and transparency. Moreover, despite extending the period of publishing
financial statements in 2004, seven companies failed to comply, and were fined by the CMA in
July 2005.

The CMA also announced the suspension of trading of the shares of companies that failed to
publish their statements on time. In August 2006, the CMA Board issued compulsory instructions to
traded joint-stock companies on material information to be disclosed in corporate announcements.

This period was characterised by the gradual introduction of institutional disclosure practices.
After the Implementing Regulations of the Capital Market Law were issued, they were sent to all
companies. Companies' boards of directors were also requested to review the regulations in order
to understand their obligations. Some companies also had discussions with the CMA to ensure
they adhered to the dates specified for publishing financial statements and disclosing material
information as per regulatory requirements.
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12.6. Auditing Joint-Stock Companies’ Accounts

Starting in 1965, joint-stock companies hired auditors in compliance with the Companies Law. General
assemblies were required to appoint one or more authorised auditors who would have access to a company'’s

financial records and submit their reports to the annual Ordinary General Assembly (OGA).

Upon the issuance of the Capital Market Law of 2003, the CMA was given the right to establish the standards
and conditions required of auditors who audited the books and records of the Exchange, brokerage companies,
investment funds, and joint-stock companies listed on the Exchange. The CMA was also given the option to
delegate this responsibility to the Saudi Organization for Certified Public Accountants (SOCPA) (known today
as the Saudi Organization for Chartered and Professional Accountants). Additionally, the Law gave the CMA

the right to determine the contents of annual and periodical financial statements.

Right after its inception, the CMA issued the Listing Rules in 2004 and obliged market institutions and
listed companies to prepare their financial statements and have them audited by independent chartered

accountants certified by SOCPA.

12.7. Regulating Brokerage Activities

From 1984 Saudi banks, under SAMA's supervision, were the sole entities authorised to carry out brokerage
activities. During the early stages of development of the capital market, this was a pragmatic decision. The
banks had large capital bases and were supervised by SAMA. Banks were hesitant to develop this activity as
they were primarily focused on banking services and invested little in new innovative services for the capital

market.

After the Capital Market Law was passed since the CMA was established, market observers anticipated
the transfer of brokerage responsibilities from banks to entities authorised by the CMA. However, banks
maintained their monopoly as no regulations were in place permitting the authorisation of non-bank brokers.

The public offerings of banks and other companies resulted in an unprecedented demand by subscribers
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for brokerage services (Image 25). The growth
in the market, including brokerage and asset
management and the desire of the CMA to
further deepen and develop the market led
to the authorisation of non-bank financial

intermediaries.

On 28th June 2005, the CMA Board approved

the Authorised Persons Regulations, which

was a major step towards further developing [EE] A Crowd of Subscribers Gathered outside a Local Bank.

the capital market.

The passing of the Securities Business Regulations on 28th June 2005 promoted the growth of the
Kingdom's financial sector, increased healthy competition, improved investor services, and provided new
employment opportunities for citizens. The Listing Rules and Business Regulations were the main pillars
for regulating the securities business in the Kingdom. They also defined the five activities that fell under
securities business: dealing, arranging, managing, advising, and custody. Institutions were prohibited from
carrying out securities business unless authorised by the CMA. To facilitate the transition, the decision of the
CMA Board to approve the Authorised Persons Regulations required banks to establish subsidiary companies
for conducting securities business, and banks were permitted to continue their operations for no more than

two years until the subsidiaries were established.

Prior to the introduction of the Authorised Persons Regulations, the CMA Board discussed two approaches.
The first was to require entities that met the regulatory requirements for authorisation to offer shares to the
public (a similar mechanism had been adopted for the authorisation of insurance companies), and the second
was granting authorisation to companies that met the regulatory requirements, with no requirement to offer
shares to the public. Concerns were raised regarding the first approach. Imposing public share offerings
would limit the number of authorised companies. The CMA Board also considered that the success of the
companies seeking authorisation was not guaranteed, so a public offering may not therefore be in the best

interests of the public. The Board decided to adopt the second approach and grant authorisation to companies
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that satisfied the regulatory requirements. However, the CMA retained the right to oblige companies at any

time to offer part of their shares for public subscription by virtue of the authorisation document.

In order to protect investors, the Authorised Persons Regulations required the protection and separation of
clients assets and money from those of the authorised person. According to the Regulations, an authorised
person had to notify the CMA of liquidation and the plan they intended to follow for the resolution of all
claims related to client money and assets. Insolvent authorised persons were not permitted to dispose of or
accept further client money or client assets. Authorised persons who wanted to cease carrying on securities
business were obliged to notify the CMA in writing of the date on which they intended to cease carrying
on securities business and the reasons for the decision at least 45 days in advance of that date. The CMA
also had the right to refuse a request to cancel an authorisation if it considered that the maintenance of the
authorisation was necessary to investigate any matter affecting the authorised person or to protect the
interests of the authorised person’s clients. Lastly, authorised persons had to hold client money at a local
bank.

In anticipation of the issuing of the Authorised Persons Regulations, several entrepreneurs approached
the CMA expressing their interest in establishing companies to conduct authorised business. The desire to

establish such firms was driven by increased primary and secondary market activities.

As soon as the Authorised Persons Regulations were issued, the CMA began issuing authorisations to
several investment companies, thus allowing them to compete with banks, which previously had a monopoly
over the brokerage business. The first authorisation was issued in October 2005 to the Malaz Financial
Consultancy Firm, which was allowed to carry out arranging and advising activities as per the regulations. A

total of eight authorisations were granted by the CMA in 2005, followed by another 40 the following year.
The authorisation of brokerage firms in addition to banks who previously were the sole providers of brokerage
services was a major improvement in the Saudi capital market. The introduction of non-bank brokerage firms

increased competition and new services were offered to issuers of securities and investors.

Banks wishing to continue to undertake securities business were obliged by the CMA to establish independent

188



Market Story Phase Three / Part 3

Documentation of the Saudi Capital Market History Chapter 12 | Regulating the Capital Market
and its Institutions

subsidiaries. As market rules and regulations changed, banks had to restructure their operations and train

their personnel who had worked under the previous regulatory structure for nearly 20 years.

The new developments in regulations, trading methods, and settlement processes forced commercial
banks to develop their systems and train their human resources to accommodate the new changes. The
transition in the banking sector lasted nearly two years, and by the end of that period, banks had established

independent brokerage companies with a board of directors, as required by the CMA.

The CMA supported newly authorised firms with support, integrating them into the capital market. Several
regulatory changes were required to ensure that these firms could integrate with the CMA and Tadawul
systems. Authorised firms had their own challenges relating to management and hiring talented professionals,
but these challenges were eventually overcome as the new firms gained more experience. Subsidiaries of
banks had a competitive advantage over other non-banking firms in terms of clearing and settlement. The
new firms had to contract with banks to clear and settle transactions, which increased their costs. Therefore,

support was offered to these firms to ensure a healthy and competitive environment.

A further challenge at the time was the significant demand for authorisations, out of fear that the CMA
would put a cap on the number of authorisations it issued. On the contrary, the CMA issued authorisations
and supported any firms that met the application and regulatory requirements. However, due to limitation
concerns, some accounting and auditing companies obtained their authorisations without carrying out the
regulatory requirements. This resulted in violations, mainly due to a lack of awareness, and the CMA was
forced to withdraw authorisations from several companies to demonstrate that authorised persons had
to abide by the regulations. Some of these companies filed lawsuits against the CMA for cancelling their

authorisation, but they were later deemed to have violated market regulations.

Additionally, the CMA developed a set of tests to assess whether the personnel of financial institutions
could carry out their responsibilities (for those in positions that needed to be registered). The tests covered
technical and professional criteria that had to be met by registered persons or applicants. The CMA also
performed inspections to ensure that authorised persons were abiding by the Capital Market Law and its

Implementing Regulations.
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12.8. From Shares to Diversified Financial Products

For many years, shares were the only security in the Saudi capital market, especially throughout its first
two phases of historical development. However, the passing of the Capital Market Law ushered in an era of

diversified financial products.

The CMA sought to promote an efficient and virile capital market, which would be pivotal in meeting the
nation’s economic and developmental aspirations. In order to deepen and broaden the market for enhanced
socio-economic development, the CMA encouraged new investment and financing methods. The Capital
Market Law gave the CMA the authority to approve market securities. Debt instruments, investment funds,
and real estate investment funds were the first financial products to be regulated during this period of

transition.

12.8.1. Debt Instruments

Debt instruments, consisting of sukuk and bonds?!, were regulated in accordance with the provisions of
the Capital Market Law, which included provisions on tradable debt instruments issued by companies, the
government, public institutions, or public organisations. Moreover, the rules of offering sukuk were included

under the Rules on the Offer of Securities.

Sukuk were cautiously introduced to the capital market in 2006. In the same year, SABIC issued and offered

sukuk with a value of SAR 3 billion.

12.8.2. Investment Funds

Investment funds were not new to the Saudi capital market. As previously discussed, local stock investment
funds date back to 1992 when the Minister of Finance and National Economy approved their creation
through commercial banks under SAMA's supervision. In 2003, Chapter Six of the Capital Market Law,
entitled “Investment Funds and Collective Investment Schemes”, defined an investment fund as “a collective

investment scheme aimed at providing investors therein with an opportunity to participate collectively in the

1 Debt instruments are tradeable capital market securities used to raise capital. They are issued in the form of sukuk or bonds by companies,
governments, and public institutions to cover their financing needs. Debt instruments can be short-term (repaid within one year) or long-term (over
a year).

190



Market Story Phase Three / Part 3

Documentation of the Saudi Capital Market History Chapter 12 | Regulating the Capital Market
and its Institutions

profits of the scheme which is managed by an investment manager for specified fees.”

The CMA was given the authority to regulate the activities of investment funds managed by banks within
two years of the enactment of the Capital Market Law. Furthermore, the Law outlined the CMA's authority
and responsibilities in terms of regulating and supervising portfolio managers and investment advisers,
which also included setting the regulations, rules, and instructions related to the organisational structure,

accounting systems and operational rules, and investment fund governance and decision making.

At the time, SAMA supervised investment funds established by banks. Soon after, supervisory responsibility
was handed over to the CMA, which faced two options: begin supervising the funds as part of banks’
operations or separate the funds from banks’ activities. Eventually, it was agreed that the CMA would
issue authorisations and regulate market conduct and SAMA would monitor the banking activities of the
investment funds. Both entities cooperated in carrying out supervisory control and inspections. The CMA

took the initiative to form a committee of investment fund managers.

Having monitored the work of investment fund managers for some time, the CMA deemed it necessary to
strengthen the governance of funds by defining disclosure requirements. Banks were required to separate
securities business by forming independent subsidiaries, and at this time the CMA introduced the Investment
Funds Regulations, on 24th December 2006. These regulations outlined all provisions related to authorising
the establishment and offering of investment funds. Document 72 is the CMA Board's decision on approving

the Investment Funds Regulations.

After issuing the regulations, the CMA requested banks to return the authorisation forms of existing funds
within a specified period. Consequently, new funds were established in compliance with the regulations,
while the prospectuses of pre-existing funds were updated.

Within a period of nine months, the CMA team had reviewed the documents of more than 200 funds.

Disclosure standards that had been historically adopted by banks needed improvement. Documentation

was provided in paper form and the language used was difficult to understand. To improve disclosure and
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The Decision of CMA Board on Approving Investment Funds Regulations in 2006.

The CMA took a strict approach towards fund managers who violated the regulations. Some of these
managers had made accounting mistakes that led to a lower unit price when corrected. To fix these errors
and protect investors, the CMA required the managers to pay an amount equal to the decrease in value.

Additionally, fines were imposed on owners of non-compliant funds.

12.8.3. Real Estate Investment Funds

From the 1940s, investment in real estate projects played an influential part in the growth of the Kingdom'’s
real estate market, particularly in the development of cities. Investment of this nature involved a group
of people pooling their resources to buy land or property, with each person receiving a share. They would
choose a trusted individual to handle the financial aspects and deal with government agencies. The goal was
to make profits for the investors by buying and selling the land or property. Document 73 is an example of a

real estate investment announcement from 1976.
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as shares. These shares represented
ownership of a specific area of the
property and were called “real estate

shares” as shown in Document 74.

This type of investment in real estate

initially did not have rules or regulations to ensure their proper operation and the protection of the rights
of shareholders. Some people in charge of these investments used the money for their own purposes or
invested it in other projects, which put shareholder money at risk and led to the failure of many real estate
investment projects. In response, the Ministry of Commerce and Industry stopped issuing authorisations for
new real estate investments and issued a decision on 24th January 2004 setting rules for the operation of
real estate investments and outlining the requirements for obtaining an authorisation. The rules stated that
no new real estate investment could be offered or announced without the ministry’s approval. However, the

problems related to real estate investments persisted.

i i Py T
After its establishment, the CMA L{‘“’
attempted to address the issues T Lo L
. . O PP S B R V) WOV SRV )
surrounding real estate investments L b s 8 o Lo sy oty ksl
. . . Otala N Anlas Zal T D A s o gyl AS3llly :
in @ way that would allow this activity ey 03y & A el g g S e 2 lan )
. . . ety gt Sy MM.Q’)_&J:_*.H
to continue in an organised, modern ) lpSal,
Jlayiall g3y Alamain 3 032k 3y By g Rihams s 505 Gyt s 30 Rulanf ik 1D
way. This was especially important in e e )

2005 when the stock market saw a | . -'y S
s A

resurgence. To achieve its objective, —
An Example of a Real Estate Share Certificate.

193



Market Story Phase Three / Part 3

Documentation of the Saudi Capital Market History Chapter 12 | Regulating the Capital Market
and its Institutions

the CMA worked on introducing regulations for establishing real estate investment funds. The main issue
at the time was related to real estate registration, including the registering of real estate in the name of a

person.

The CMA team began developing the Real Estate Investment Funds Regulations. In preparing the regulations,
the team drew upon global experiences to determine the activities of real estate funds and took into
consideration the preferences of investors and the experiences of leading real estate companies in the

Kingdom.

On 15th July 2006, the Real Estate Investment Funds Regulations were introduced. These were the first
regulations of their kind in the Kingdom, and they established rules for the authorisation, issuance, and
management of real estate investment funds, as well as requirements for disclosure and the protection
of ownership rights. These regulations replaced those issued by the Ministry of Commerce and Industry in
2004 and effectively ended the practice of real estate investments, allowing them to be made only through
investment funds. Document 75 is the CMA Board's decision on approving the Real Estate Investment Funds

Regulations.

The CMA's new Real Estate Investment Funds Regulations addressed issues that arose with the old system
of real estate investment, which often resulted in disputes between those who invested and those who
managed the investment in real estate. The introduction of the new regulations marked a shift towards a

more corrective market approach.

The implementation of the Real
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management and gave owners a seat on a fund's board of directors. The regulations also allowed for the
transfer of ownership to a third party or investment company. In response to the new regulations, some real
estate professionals formed private investment companies to manage real estate funds, while others turned

to specialised real estate management companies.

12.9. Depository, Clearing and Settlement

At the time of the Ministerial Committee, the Saudi Shares Registration Company (SSRC) was responsible for
managing the deposit of securities, and clearing and settlement. With the introduction of the Capital Market
Law, these responsibilities were transferred to the Securities Depository Centre. The Capital Market Law
explained in detail, in Articles 26-30, the process for establishing and operating the Securities Depository
Centre and the rules for its operation. The board of directors of the Exchange was responsible for establishing
the Securities Depository Centre as the only entity in the Kingdom authorised to handle the deposit, transfer,

settlement, clearing, and registration of traded financial securities in the market.

In September 2005, the CMA Board, which had temporarily assumed the powers of the board of directors
of the Exchange, contacted listed companies in the capital market and urged them to update their data and
records and update the personal information of shareholders in preparation for transferring share registers
to the Securities Depository Centre. The Centre became responsible for the custody and deposit of securities

traded in the market and the registration of related ownership rights, as stated in the Capital Market Law.
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12.10. The Financial District

During this formative period, the idea of establishing a financial district in Riyadh similar to London’s Canary
Wharf also emerged. It was proposed that the centre would include the headquarters of the CMA, the Saudi
Stock Exchange (Tadawul), and financial companies. The idea was first proposed by His Excellency late
Jammaz Al-Suhaimi during his tenure as Chairman of the Standing Supervisory Committee (SSC). After the
establishment of the CMA in 2004, the idea was initially pursued with the joint efforts of His Excellency
Minister of Finance and the Governor of the Public Pension Agency. In May 2006, the Custodian of the Two
Holy Mosques King Abdullah Bin Abdulaziz Al Saud announced the establishment of a financial district on
land belonging to the Public Pension Agency along King Fahd Road in Riyadh, covering an area of 1.6 million
square metres. The district was planned as a cultural landmark in Riyadh, to bring together the financial

institutions operating in the sector, as well as to rival similar global financial districts.

The CMA collaborated with various government agencies to start preparing for the new ‘King Abdullah
Financial District’ project. It was agreed that the CMA would lead this major project, which would house
the headquarters of the CMA and the Saudi Stock Exchange (Tadawul), as well as several other financial
institutions including the Financial Academy (FA). It was planned that the district would also include service
companies such as accounting and legal firms, consulting and financial firms, and banks, in addition to
various amenities including conference and exhibition halls, hotels, residential neighbourhoods, recreational

and sporting areas, and a good transportation system.

Image 26 shows the Custodian of the Two
Holy Mosques King Salman Bin Abdulaziz Al
Saud reviewing the architectural model of the
King Abdullah Financial District when he was
the Governor of Riyadh in 2006.
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m The Custodian of the Two Holy Mosques King Salman Bin Abdulaziz
Al Saud Reviewing the Architectural Model of the King Abdullah
Financial District in 2006.
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Chapter 13: Stock Market Bubble of 2006

After the CMA was established by a Royal Decree in July 2004, it began preparing regulations for the capital
market. Within a year, it had released five primary regulations as well as the Glossary of Defined Terms Used
in the Regulations and Rules of the Capital Market Authority. The CMA also worked on organising its internal
structure and developing the required regulatory framework for the capital market. Prior to October 2005,
banks acted as brokerage service providers under SAMA, while Tadawul was simply an electronic trading
platform without a legal entity. By February 2006, the Saudi capital market faced a severe crisis, leading to

a sharp drop of 1,000 points in the index and resulting in significant losses of about SAR 2 trillion.

13.1. Global Stock Market Bubbles

The Saudi stock market bubble of 2006 was just one in a series of financial bubbles that had occurred
worldwide for centuries. A stock market bubble, also known as a financial bubble, occurs when market
participants buy stocks at prices higher than their true value. This happens when the goal of buying the stock
is to profit from its price increase rather than its ability to generate income. As a result, the price collapses
when there is a strong sell-off and the bubble’s effects can spread to other stocks as confidence is lost and
panic sets in. Behavioural theories attribute the occurrence of stock market bubbles to a collective mode of
thinking. As previously discussed, the emergence of financial bubbles is historically traced to speculations
on the British South Sea Company'’s stocks in the early 18th century. The famous scientist Isaac Newton
was affected by these events, he later expressed his inability to understand the human folly that caused
the bubble.

Economic bubbles date back even earlier, to the 17th century, when tulip prices in the Netherlands soared to

unrealistic levels due to intense and unethical speculation, leading to the phenomenon known as the “tulip

mania”. The craze led to people trading tulip contracts on the futures market, referred to as the "wind trade”,
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and the price of a single tulip reached 10,000 guilders, a considerable sum at the time—sufficient to buy a
luxurious mansion with a lake view in the capital city of Amsterdam. When people began selling the flowers,
prices crashed, and panic spread, causing prices to plummet by about 99% (Image 27). Many Dutch people

lost their money and became heavily indebted.

Bubbles are a phenomenon that is inherent in the capitalist system and occur even in the most advanced
markets. Examples of these include the Wall Street Crash of 1929 and the Great Depression that followed it,
the stock market crash of 1989, the Asian stock market crisis of 1987-1989, the Japanese asset price bubble
in the late 1980s, the dot-com bubble in
2000, and the global financial crisis of 2008,

also known as the housing bubble. Other

L%Zé ) price indew 1030-37

examples include the previously discussed
Kuwait's Souk Al-Manakh market crisis and
the Black Monday crisis of 1987.

The Development of Tulip Prices.

13.2. Saudi Stock Market Bubble of 2006

In 2006, the Saudi Arabian stock market experienced one of its most severe crises, marked by unwarranted
increases in all indices that led to excessive speculation in the market. This was followed by a significant
decline in prices, causing a steep drop on 26th February 2006. To understand the events of the crisis, its
causes and results, it is necessary to go back to the years leading up to enactment of the Capital Market
Law and the CMA, which was formed in the midst of the crisis and found itself in a difficult position, unlike

anything it had faced before.
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13.2.1. Before the Turmoil

In 2001, following the events of 11th September and the return of national funds from abroad, Saudi Arabia
saw a decrease in net outflows of foreign investment from USD 1.5 billion in 2000 to USD 45.6 million in
2001, while net inflows of foreign investment into the country rose from USD (-1.8) billion in 2000 to USD
19.6 million in 2001. This was accompanied by a rise in prices due to increased global demand between
2000 and 2006, causing the price of crude oil to go from USD 22 per barrel in 1999 to USD 64 per barrel in
2006. As a result, oil revenues rose from SAR 214.4 billion in 2000 to SAR 504 billion in 2005, leading to a
significant increase in overall revenues which doubled from SAR 258 billion in 2000 to SAR 564 billion by the
end of 2005. The GDP surplus also increased from 3.2% in 2000 to 18.4% in 2005, and the GDP growth rate
in 2005 was 5.6%. These developments allowed the government to pay off its debt to local banks, increase
infrastructure spending, and invest in energy production projects. The government debt ratio decreased from
119% in 2000 to 40% in 2005. Figure 24 shows the development of oil prices between 1999-2000.

Development of oil prices (1999 - 2006)
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During this period of prosperity between 2000 and 2005, the market value of all Gulf stock markets increased
approximately tenfold, from around USD 177 billion to USD 1.135 trillion, with the value of traded stocks
increasing 60 times, from USD 23 million to USD 1.373 billion. However, the majority of these increases were
in Saudi Arabia, which accounted for approximately half of the market value and around 80% of the value
traded in 2005. From 2001 to mid-2006, there were approximately 59 initial offerings of public subscriptions
in Gulf markets, totalling around USD 15.5 billion. Of these, 11 were in Saudi Arabia, accounting for 18.6%.
Saudi companies dominated the funds raised through these subscriptions, with a value of USD 7 billion, or
45% of the total.

13.2.2. The Liquidity Trap

There was a significant increase in the money supply in the Saudi stock market between 2000 and 2005,
with Broad Money, or M3, rising from SAR 319 billion in 2000 to SAR 553.6 billion in 2005. Bank deposits
also increased from SAR 268 billion in 2000 to SAR 490 billion in 2005. Bank assets increased from SAR
453 billion in 2000 to SAR 759 billion in 2005. Banks took advantage of the excess liquidity by increasing
lending, with consumer loans and credit card debt reaching SAR 185 billion in 2005, an increase from SAR
26.8 billion in 2000. Many public and private sector employees took out loans from banks using their salaries
as collateral. Banks also provided investment fund-secured loans to individuals, totalling approximately SAR
90 billion until February 2006. This prompted SAMA to issue new regulations governing consumer financing
and related guarantee agreements at the end of 2005, which came into effect in 2006. These regulations
included a cap on lending such that total monthly payments by the borrower should not exceed one-third
of their net monthly salary, including credit card debt. For retired individuals, payments were limited to a
maximum of 25% of their pension. Moreover, the maximum duration for any consumer financing was not

supposed to exceed five years. Although these regulations were good, they came too late.

13.2.3. The Stock Market Boom

Since the early 2000s, there has been a surge in the popularity of the stock market among citizens; it
had become their primary option for investing their savings, given the lack of other investment channels.
Moreover, with the return of national funds from abroad, which were mostly invested in foreign stocks and

bonds, it was natural for these funds to find their way to the local stock market. At the same time, establishing

1 Broad money, or M3, is the total of currency outside banks, demand deposits, time and savings deposits, and other quasi-money deposits.
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investment projects was much more difficult and time-consuming, requiring 131 days and 18 procedures at
a cost of 82% of the average individual income. As a result, the stock market came to offer a more attractive

option due to its accessibility, speed of entry and exit, and potential for quick profits.

Since the Saudi riyal is pegged to the US dollar, the decline in interest rates on the dollar in the early 2000s
also led to a decline in interest rates at Saudi banks. This left investors with little choice but to seek returns
in the stock market. Additionally, the low interest rate encouraged people to borrow from banks and reinvest

the borrowed money in stocks.

In the past, banks were officially in charge of stock trading and used their liquidity to make it easier for people
to buy stocks. Some stock funds took advantage of the high liquidity that flowed in to make speculative
investments. With the advent of online stock trading in 2002, anyone could trade stocks by simply using
a computer and internet connection. This led to a significant increase in the number of online trading
subscribers, reaching 245,500 by the end of 2005. Stock speculation on the internet became a common
activity and an easy source of income for many people. Some even left their jobs and bought computers to
trade stocks without a solid understanding of investment principles. Trading was only available twice a day

except on Thursdays when it was once a day, with Friday being the only day off for trading.

The Saudi stock market became more popular around the same time that the government launched the Saudi
Telecom Company (STC), initial public offering, leading to a stock market boom. This attracted individuals to
the stock market and introduced them to a new type of investment. Subsequent offerings, such as Bank
Albilad offering, which attracted about 8.8 million citizens, and the Yanbu National Petrochemical Company
(Yansab) offering in 2005, which involved about 8.9 million subscribers, led to significant increases in stock
prices. For example, the price of Sahara Petrochemicals Company stock rose by 200% after its listing in June
2004, and Etihad Etisalat’s stock increased by 500% after its offering in December 2004.

These profits attracted even more people to the stock market, which at the time only had 68 listed companies

with a total market value of about SAR 280 billion and a total trading value of only SAR 133 billion for the

entire year.
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13.2.4. Lack of Financial Literacy

According to recent studies, 95% of investors in the Saudi market only had three years of experience in trading
and investing. This lack of investment literacy may have contributed to the high rates of speculation and
risk-taking among investors at the time. Instead of following proper investment analysis techniques when
making investment decisions, investors were mainly influenced by a desire to get rich quickly, particularly

after they saw others having success in the stock market.

A study from 2005 found that 37% of losses suffered by traders in the Saudi stock market were due to a
lack of experience and insufficient skills. Other contributing factors included the concentration of ownership
and a lack of market makers (18.6%), market fluctuations (14%), lack of transparency (14%), lack of bank
facilities (9.3%), and the ineffectiveness of the CMA in preventing the spread of rumours and leaks (7%). The
survey also revealed that 25% of traders aimed for quick profits, 23% turned to stocks for easy conversion
to cash, and 20% did so due to a lack of alternative investment channels. Additionally, 39% of traders relied

on borrowing to invest in stocks, and 61% of these traders had investments of less than half a million riyals.

13.2.5. Whales' Trap

In the past, many people fell victim to "whales,” big-time investors who hold large amounts of a particular
stock for an extended period of time in order to manipulate its price. These “whales” spread rumours and
encouraged others to buy stocks, then sold their own shares at a higher price, making significant profits at

the expense of those they had tricked.

Some “whales” also used unauthorised offices with computers to open investment portfolios for unsuspecting
individuals, using their passwords to secretly trade on their behalf. At the time, stock trading was a relatively
new activity for citizens and various businesses, such as engineering firms and medical clinics, who became
involved in stock trading. In some cases, one person could represent 70 or more individuals in their investment

decisions.
Some of the incidents reported at the time involved several people in Riyadh who were defrauded when a

group of con artists used their names to invest in Etihad Etisalat's shares without their knowledge. The con

artists had obtained the victims' civil registration data under false pretences, and thus opened bank accounts
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in their names. The victims were not aware of the fraud until they went to a bank to subscribe for Etihad
Etisalat, and were told that they had already subscribed. There were also other incidents of groups buying

names for SAR 100 to 150 each in various villages.

13.2.6. Con Artists

At the time, the only way to learn about investment opportunities was through online forums, chat rooms,
and some television programs, which featured a group of speculators, self-proclaimed as analysts, who misled
people, selling them “get-rich-quick” dreams. Moreover, some speculators used online forums and websites
to share their recommendations among users and hired writers working under pseudonyms or fictitious
names to avoid any legal or judicial investigation. They presented fundamental and technical analyses of
companies and provided advice to buy or sell in order to achieve quick financial gains by stimulating demand

or supply on the stocks of those companies.

The reputation of one of these con artists spread in some forums where he wrote under a pseudonym and
continued to manipulate stock prices until he revealed his identity and was caught and penalised by the CMA.
However, it was difficult for the CMA to monitor all forums and chat rooms at the same time. There were
multiple discussions within the CMA to regulate the online activities of these people or only allow analysis
by those with certification, but the community and market were not yet prepared for this, given people’s
enthusiasm and the huge number of forums and quick interactions. In less than 10 minutes, one could find

thousands of responses to one of the forum's contributions, which had thousands of members.

13.2.7. Fever of the Worthless

During this time, stocks known as “shares of the worthless” circulated among traders, referring to stocks
of companies that had consecutive losses and did not represent the real value of their capital. These were
companies that had no reserves and did not distribute annual dividends, but instead investors were deceived
with artificial increases in their stock prices compared to the limited increase in the prices of profit-making

companies’ stocks. Speculators used these shares to plunder the money of citizens through stock price
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manipulation resulting from a limited number of free float shares. These included the stocks of new insurance
companies, which were required to offer their stocks to the public based on the Cooperative Insurance
Companies Control Law issued by Royal Decree M/32 in 2003, as well as other loss-making companies
whose prices rose unjustifiably after being advertised on the internet. Some of these stocks reached SAR
7,000 per share, leading to the emergence of a number of stocks with inflated prices. These companies had
limited free float, which further exacerbated the problem as the stock price could be easily manipulated.
Moreover, many individuals were able to make significant profits due to the continuous increase in stock
prices. Individuals were able to buy a stock for 10 riyals and sell it for twenty or thirty riyals within a month,

resulting in artificial and unsustainable increases that were not based on productivity or profits.

Some experts and academics warned about buying stocks whose price did not accurately reflect their true
value, but many traders had been blinded by the lure of quick wealth and did not pay attention to the risks
involved in this type of investment. They were influenced by misleading voices on internet forums, using

phrases such as “looking for some worthless stuff” and “what's our worthless prize for today?”

Amusingly, investors and traders in forums began using nicknames for certain stocks that they traded based
on whether the stock’s value was increasing or decreasing. These nicknames, which had humorous and
nonsensical meanings, were only understood by those who followed these forums. Despite experiencing
losses in May 2005, investors and traders continued to invest in these stocks and even encouraged others to

do so by often saying that “every loss-making is a profit and every profit-making is a loss.”

13.2.8. On the Edge of Ruin

During this period, high liquidity resulting from successive public offerings led to a rapid increase in
investment portfolios, speculation, and liquidity. The greed for quick profits drove many citizens to buy
stocks; therefore, some hurried to sell their lands, and others sold off their gold possessions. Moreover, some
borrowed money using the collateral of their house or salary, thereby depleting their savings. Consequently,
speculation brought the market to the brink of madness and caused the stock price index to rise from 2430
points in 2001 to 8,206 points in 2004, representing an increase of 84.9%, and then to 16,712 points in
2005, an increase of 103%. Figure 25 shows the development of the general stock market index during the
period 2001-2007.
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Development of TASI (2001 - 2007)
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The Development of the General Stock Market Index during the Period 2001-2007.

During the same time period, the value of traded stocks increased from SAR 83.6 billion in 2001 to SAR 4.1
trillion in 2005. The market value of stocks rose from SAR 280 billion in 2001 to over SAR 3.1 trillion on 25th
February 2006. The annual value of transactions increased from SAR 133.8 billion to approximately SAR 5.3
trillion. Figure 26 shows the value of traded stocks in the period from 2001 to 2007.
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In 2006, the stock market witnessed unprecedented levels of speculation, with the index reaching 18,820
points by the end of January. From the start of February, the index continued to rise until it peaked on
25th February at 20,634 points, the highest closing point in its history. However, on the following day,
26th February (later known as Bloody Sunday), the market experienced a sudden crash with more than 60
companies experiencing significant declines and all companies closing at sharp decreases. Figure 27 shows

the evolution of the stock price index during the period of 18th-27th February 2006.
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The Stock Price Index, 18th-27th February 2006.

The sudden drop in the stock market caused people’s money to disappear, as if it was swallowed.
The question lingered for years, “Where did the money go?”. In one night, the index lost 980 points, a 4.7%
drop, and the market lost SAR 47 billion in market value. Image 28 shows the decline of stock shares and the

stock market index going into the red.
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13.2.9. Warning Signs

During this time, all signs pointed to an impending disaster. The average daily trading value in the final weeks
of the bubble reached around SAR 40 billion per day. The highest daily trading values were recorded on 13th,
14th, and 15th February, at SAR 44.1, 46.4, and 46.7 billion respectively. The daily number of trades ranged
from half a million to one million, with a peak on 21st February reaching 1.9 million transactions. The general

index rose 8.2% from the beginning of February until 25th February.

During this period, the CMA was in the process of taking over regulatory responsibility for the stock market.
Since the formation of the CMA Board in July 2004, the market index rose from 4,413 points at the end of
2003 to 5,819 points. By October of the same year, the index had risen by 26% to 7,359 points. From the
time the Board was formed until the end of 2004, the index rose 41%, surpassing 8,000 points.

13.2.10. The Eye of the Storm
Since the beginning of the unjustified rise in the shares of most companies, the CMA strove to act within the
framework of the Capital Market Law, which did not allow it to interfere in market mechanisms or direct the
forces of supply and demand for traded company prices. Instead, the CMA was restricted to two main roles; the
first was setting transparency levels to ensure that all listed and other joint-stock companies disclosed their
financial statements, quarterly and annually, as well as any core developments that could affect the price of
securities, in addition to imposing penalties on companies that violated the requirements. The second role
was overseeing the trading of securities for joint-stock companies to ensure that there were no violations
of the CMA's regulations, either by traders or
companies. The violations included reciprocal
trading (manipulation) or placing orders that
deluded traders into thinking that there were
unannounced core developments that could

influence the prices of traded securities.

In this context, the CMA tried to act within
the powers granted to it by the Capital
Market Law. On 25th December 2004, the

m The Decline of Stock Shares and the Stock Market Index Going into the Red.
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CMA imposed fines on four companies that did not comply with the required reporting of their financial
statements. In the same month, the CMA Board issued a warning to seven companies that failed to publish
their statements within the specified deadline and announced the start of the implementation of fines on
these companies and the suspension of trading in their stocks. The Board also imposed fines on 44 members
of the boards of directors and senior executives of 35 listed companies for violating the Listing Rules in June
2005.

During that time, a chairman of the board of directors of a listed company made a statement to Al Riyadh
newspaper about the company’s plans to approach competent authorities to increase its capital. He also
explained that the company received offers to merge with other companies. This caught the attention of
the CMA, which directed an inquiry into the company. The company denied the statement and published an
announcement on Tadawul website stating that there was no discussion of increasing the company’s capital,
either within the board of directors or with any other party, and that there were no plans to merge with other
companies at the time. However, due to the discrepancy between the statement and the announcement,
and the fact that the price of the company'’s stock continued to rise significantly despite the company’s
announcement, the CMA decided to open an investigation into the matter and uncover any potential

violations of the Capital Market Law or its Implementing Regulations.

Using its powers under the Capital Market Law, in March 2005, the CMA formed the Committee for the
Resolution of Securities Disputes (CRSD). Through the Committee, the CMA strove to regulate and penalise
manipulators and violators to protect investors' rights. The CMA suspended transactions in Saudi stock
investment accounts for 30 days for some traders after receiving credible information that these accounts
had been used to make a series of large, consecutive buy orders at increasing prices, make offsetting buy
and sell orders between two portfolios, and make artificial buy and sell orders before or immediately after
the market closed and then cancel them, all with the purpose of creating fake trades and misleading others
about prices. The violators were referred to CRSD for engaging in fraudulent and manipulative activities.
The statement of claim against the defendants detailed the imposition of sanctions on them, including
imprisonment, fines, seizure of their assets equivalent to the amount of the fines due, and the prohibition of

managing portfolios and working in companies whose shares are traded on the market.
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Moreover, the CMA penalised an investor for his ownership of 5.22% of one company, which was announced
at the end of August, and 5.4% of another company, which was announced in early October. The investor then
told Al Riyadh newspaper that he bought the shares of both companies because he saw their future plans,
which he described as good, potentially misleading other investors into buying the shares as well. In the
following days, the investor sold a large percentage of the shares in both companies without announcing the
sale, which violated the CMA's Listing Rules. As a result, the CMA immediately suspended all stock investment
transactions in the investor's accounts until the investigation was completed. The CMA's Department of
Follow-up and Enforcement also continued to investigate the matter and, upon completion, presented it to
the CMA Board for consideration of fines or referral to CRSD. The decision also included the investigation of

another investor for failing to announce a reduction in ownership of more than 5% in one company.

During the fifteenth annual conference of the Saudi Economic Association in November 2005, under the title
“The Saudi Stock Exchange: Reality and Hope”, His Excellency the late Jammaz Al-Suhaimi emphasised that
the CMA was working to create an effective capital market that contributes to the development of the private
sector’s role in GDP and educates individual traders to protect them, as well as to protect the market from
unjust or fraudulent practices. He also mentioned that the CMA Board had made several decisions related to
imposing penalties on violators and bringing legal action before CRSD to impose appropriate sanctions, and

that the CMA was determined to continue to pursue violators.

"Our market is large in terms of transactions and effective in integrating between trading, settlement, and

custody. Consequently, this requires

effective and immediate supervision
of transactions, and careful follow-
up on brokers and traders. Violations
may occur from traders, informed

individuals, authorised persons, or

listed companies. These violations,

if they occur, will be revealed and

investigated. Moreover, to penalise

violators and prevent further violations,

The late Jammaz Al-Suhaimi at the Annual Conference of the Saudi Economic Associa-
tion in November 2005.
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we will be strict and unwavering in implementing the Capital Market Law and its Implementing Regulations,”
Al-Suhaimi added.

In January 2006, CRSD issued three decisions against three traders for violating some provisions of the
Capital Market Law and its Implementing Regulations. As a result, they were banned from working in listed
companies or being members of their boards of directors for three years and were fined a total of SAR 170
million. In February 2006, the month of the crisis, the race between the CMA and market manipulators was
at its peak. On 5th February, the CMA filed a lawsuit before CRSD against a citizen accused of providing
financial advice without authorisation through local newspapers under the name of their office “the Gold
Stock Exchange”, as well as providing advice through SMS messages to investors participating with him in
exchange for money. The CMA revealed that those messages encouraged buying and selling in the stock
market. Therefore, the CMA issued a decision, which included a provisional seizure of the bank accounts of

the office owner, and stressed that sanctions would be imposed.

On 14th February, the CMA announced that data had revealed increased, unusual trading activity among
certain market traders. Their activity had an adverse impact on the stock prices of certain companies that
had not provided sufficient information to justify their price levels. This posed a threat to market stability
and was going to harm investors, particularly small ones. In response, the CMA Board issued a decision to
investigate the matter to uncover any fraudulent or misleading transactions and take necessary action. As a
result, the CMA decided to immediately suspend trading through the investment accounts of a specific trader
who was found to have engaged in large-scale buying and selling with the intention of artificially influencing

the prices of certain stocks.

On 21st February, the CMA discovered that a trader had conducted large-scale buying and selling of a specific
company'’s stock with the intention of manipulating the stock price, as well as peddling recommendations
on internet forums to influence others. In response, the CMA decided to immediately suspend the trader’s
investment accounts and pursue an investigation to file a lawsuit against the trader before CRSD, while
ensuring that the trader did not have direct or indirect access to the market. On 23rd February, the CMA
Board issued a decision to suspend trading with the stock investment accounts of another trader who was

found to have engaged in large-scale buying and selling of the stocks of several companies with the goal of
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creating a false impression about their prices.

The CMA also encountered malicious campaigns in newspapers and forums that spread rumours and
disseminated false and misleading information about the CMA and the market. For example, one hewspaper
falsely claimed that the CMA had pardoned certain violators, which the CMA denied, while affirming its
commitment to enforcing the law on all violators. The CMA also pledged to take legal action against those

who spread or promote any false information about the capital market.

13.3. Confronting the Bubble

13.3.1. Breaking Through the Bottleneck
Since its creation, the CMA has worked to provide awareness and advice to investors. In 2005, it began
partnering with media organisations, starting with a deal to air educational commercials during the Ramadan

programme “Tash Ma Tash,” which was well-received by viewers.

In the same year, the CMA launched an educational campaign targeting investors and traders in the capital
market. The campaign included print and television advertisements, as well as informational brochures
explaining basic stock market investment principles, which were distributed and made available electronically
on the CMA and Tadawul websites. The advertisements emphasised the importance of experience and
knowledge when investing in the stock market, warned against borrowing money to invest in stocks, and
stressed the significance of portfolio diversification to minimise risk. The CMA also encouraged individuals
to avoid rumours and rely on credible sources for information, and to track the performance of companies by

examining their financial statements and relevant announcements.

Later in January 2006, the CMA amended two articles of the Listing Rules to impose greater transparency
and disclosure on transactions made by major investors in companies and those with insider information
(such as board members or senior executives). The next day, the CMA prohibited listed companies from
trading in shares of other joint-stock companies unless their Articles of Association (AoA) allowed it. The
purpose of this rule was to prevent further violations. Companies that were not permitted to trade in stocks,

but had done so, were granted three months to unwind their positions.
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13.3.2. On the Path to Correction

The CMA also attempted to curb market speculation by implementing measures to reduce the rapid increase
in stock prices. One such measure was a decision issued on 23rd February to reduce the daily fluctuation
rate of stock prices for all listed companies on the market from 10% to 5%. This decision was intended to
minimise risks associated with securities transactions and was to take effect on Saturday, 25th February,
the day on which the index reached its peak. However, the decision did not have enough time to take effect

and the market crashed the following day and continued to drop.

On the following day (Bloody Monday), the index continued to decline to 18,740 points. Despite a rise on
28th February to 19,502 points, the index experienced sharp drops, leading to the largest correction in the
market since its inception. In 2006, the index corrected its performance and fell from its highest level on
25th February to its lowest level of the year at 7,666 points on 3rd December, a decrease of 63%. By the
end of 2006, the index closed at 7,859 points.

In response to the market situation, the Supreme Economic Council convened on 14th March 2006 under the
chairmanship of the late King Abdullah Bin Abdulaziz Al Saud to discuss the sharp drop in the stock market
after the recent rise. The Council issued a statement affirming the state’s support of the interests of citizens
and expressing confidence in the strength of the Saudi economy and its ability to grow and prosper, which

would reflect various economic activities and provide a good future for investment.

Moreover, the Council expressed confidence in national companies. It also emphasised the importance of
making investment decisions based on solid foundations, rather than following rumours or misinformation,
and declared its ongoing support for the measures taken by the CMA to regulate the market and protect

investors, especially small ones. The statement was reported in Um Al-Qura newspaper in issue No. 4088.

The following day, His Excellency former Minister of Finance Dr. Ibrahim Abdul Aziz Al-Assaf held a meeting
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News of the Supreme Economic Council Meeting to Discuss the Sharp Drop in the Stock

affecting the development of the Saudi
Market.

stock market, particularly in relation to

allowing non-Saudis to directly invest in the market, as well as reducing the nominal value of shares, which
would allow splitting the shares of all listed companies in the market into five shares. Lastly, following the
directives of the Custodian of the Two Holy Mosques, the Minister was instructed to urgently examine the
proposed plans and take the necessary measures to implement them.

In response to these directives, the CMA Board released a statement on 20th March regarding the
decision to allow non-Saudis to invest directly in the Saudi stock market. The statement indicated that the
implementation of this decision would begin on 25th March and that coordination was underway with banks
and other relevant authorities to complete the necessary technical arrangements before that date. The CMA
also released guidelines for non-Saudis wishing to open investment portfolios before the implementation
of the decision. The goal was to support market stability, expand the base of traders, increase their stock
ownership opportunities, diversify investment portfolios, and utilise the liquidity of non-Saudis within
the Kingdom. It was also hoped to attract a group of non-Saudis with investment expertise in their home

countries and global capital markets.
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13.3.3. Splits and Fluctuations

The Custodian of the Two Holy Mosques issued directives to reduce the nominal value of shares, allowing
for stock splits. On 21st March, Their Excellencies Minister of Commerce and Industry and the Chairman of
the CMA agreed to adjust the nominal value of shares in all listed joint-stock companies to SAR 10. On 27th
March, after reviewing a technical report by Tadawul, the CMA issued a decision outlining the steps for
implementing the adjustment in stages based on the number of shareholders in companies. The shares were

to be split over four stages during April 2006.

The decision had a psychological impact on traders in the market, as it increased the number of traders.
Individuals were able to own more shares for the same amount of money, and there were more opportunities
to buy a larger number of shares in initial offerings. This was especially appealing to people with small
amounts of money to invest. For listed companies, the decision made it possible for people with limited
capital to buy blue chip shares rather than just buying “cheap” shares of potentially unprofitable companies.
This increased the number of shares available for trading and made the market more balanced in both good
and bad economic times. This was due to the larger market size and the fact that ownership was spread out
among many traders, which reduced the ability of any one person to influence the performance of certain

shares.

On the same day, the CMA issued a decision returning the daily fluctuation to 10% for all listed company
shares and allow transactions to be made in single riyals for buy and sell orders starting on 1st April 2006.
This decision was made due to the decrease in risks following the correction in stock prices and was in line
with the decision to split shares, which made fluctuation more reasonable. On 12th May 2006, the Custodian
of the Two Holy Mosques King Abdullah Bin Abdulaziz Al Saud issued a Royal Decree relieving His Excellency
Jammaz Al-Suhaimi of his duties as Chairman of CMA and appointing Dr. Abdulrahman Abdulaziz Al-Tuwaijri,
Chairman of the Supreme Economic Council, as his successor. The newly appointed Chairman stated that the
CMA would continue to work towards improving the market and that restoring confidence in the market was

a top priority.

Having recognised the role that websites and online forums played in misleading investors and deepening

the capital market crisis, the CMA used its authority to launch investigations into individuals who provided
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unauthorised financial advice and recommendations online. Some of those individuals also charged fees for
their recommendations, which were spread through text messages without authorisation from the CMA. As
a result, the CMA decided to block several websites and forums and advised investors to carefully verify the
legitimacy of financial advisors. The blocking of those websites and forums was carried out by a committee
consisting of several government agencies, including the CMA, which carefully examined the violations of
websites and issued its decisions and recommendations to the Communications and Information Technology

Commission for implementation.

SAMA played a significant role during this period. At the time, investment funds were besieged by redemption
requests from investors, which forced them to sell their units in a collapsing market. To relieve pressure on
the market and funds, SAMA invested in the funds so that redemption requests could be met without further
impacting the markets. Table 1 lists the decisions and announcements that coincided with the Saudi stock
market crisis in February 2006, along with the value of the index on the day each decision, procedure, or
announcement was made, and the percentage change in the index value between each decision, procedure,
or announcement. The percentage changes ranged from positive, indicating an increase in the index value,

to negative, indicating a decrease in the index value.
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Key decisions, procedures, and announcements coinciding with the Saudi stock market

1st January
2006

crisis of February 2006.

The stock
index’s
percentage
change
from the
end of
2005

The stock
index’s
percentage

The statement, decision,
or announcement and its

change
source

between
announcement

The enforcement of
regulations governing
consumer financing
agreements provided by 16,973.31 - 1.6%
banks and related collateral
agreements issued by the
CMA.

2nd January
2006

The CMA announces CRSD's
decision to fine three violators
of the Capital Market Law a
total of SAR 169 million and
to ban them from working in
listed companies or holding
board membership for a period
of three years.

17,165.66 11% 2.7%

23rd January
2006

The CMA issues a decision
prohibiting listed companies
from trading in shares of other
joint-stock companies unless
their Articles of Association
(AoA) allow it.

18,384.30 2.1% 10.0%

24th January
2006

The CMA issues a decision to
amend Articles 25 and 30 of 18,587.6 1.1% 11.2%
the Listing Rules.

4th February
2006

The decision to modify price
units in the market to single 19,191.35 3.2% 14.8%
denominations.

14th February
2006

The CMA announces
expediting procedures for
investigation and inquiry 19,698.61 2.6% 17.9%
into the activities of several
traders.
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21st February
2006

The stock
index’s
percentage
change
from the
end of
2005

The stock
index’s
percentage

The statement, decision,
or announcement and its

change
source

between
announcement

The CMA announces
suspending the investment 20,061.69 1.8% 20%
accounts of a trader.

23rd February

The CMA announces a
reduction of the daily

0 o,
2006 fluctuation rate from 10% to 20.624.84 2.8% 23.4%
5%.
23rd Februar The CMA announces
y suspending the investment 20,624.84 2.8% 23.4%

2006

26th February

2006

1st March 2006

accounts of a trader.

The beginning of the decline
of the general stock market 19,654.68
index.

The CMA denies rumours
about having pardoned certain | 19,251.57 (%2.1) 15.2%
violators.

An announcement about
imposing fines on two

;é‘g%March companies for not disclosing 17,261.60 (10.3%) 3.3%
their financial statements
during the required period.
The Supreme Economic Council
14th March issues a statement on the o o
2006 sharp drop experienced in the 14,300.04 (13.7%) (10.8%)
market after a strong rise.
A statement on the Minister of
oo Hareh Finance's meeting with private | 15,606.38 4.7% (6.6%)
sector representatives.
The CMA issues a statement
20th March on allowing non-Saudi 0 0
2006 residents to invest directly in 16,836.87 7.9% 0.7%
the Saudi stock market.
The CMA issues a statement
21st March on reducing the nominal value o o
2006 of shares to allow for stock 1638312 (2.7%) (2.0%)

splits.
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The stock
index'’s
percentage
change
from the
end of
2005

The stock
index’s
percentage

The statement, decision,
or announcement and its

change
source

between
announcement

Releasing investment portfolio

SSBdGMarch opening guidelines for non- 15,895.11 (3.0%) (4.9%)
Saudi residents.
Start of the period when non-
25th March Saudi residents are allowed 0 o
2006 to invest directly in the Saudi | 129840 (3.9%) (8.6%)
stock market.
The CMA announces
e o ttaren suspending the investment 15,547.79 1.8% (7.0%)

accounts of two traders.

The CMA announces
9th April 2006 suspending the investment 17,557.02 12.9% 51%
accounts of two traders.

Royal Decree relieving Mr.
Jammaz Al-Suhaimi from his
duties as Chairman of CMA and
appointing Dr. Abdulrahman
12th May 2006 Abdulaziz AlTuwaijr, 10,046.83 (42.8%) (39.9%)
Chairman of the Supreme
Economic Council, as his
Successor.

Key decisions, procedures, and announcements coinciding with the Saudi stock market crisis in February 2006.
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13.3.4. Domino Effect

The Saudi market was not the only one that faced a crisis. The Gulf markets also experienced simultaneous
downturns coinciding with the Saudi stock market bubble due to the rise in oil prices, known as the Domino
Effect. This theory, which emerged in the 1950s, suggests that whatever happens in one country can lead
to a series of events in other countries, similar to dominoes: if the first domino falls, it triggers a series of

consecutive knock-on effects leading to the collapse of the remaining dominoes.

The markets of the Gulf region were also affected by the crisis. For example, in Kuwait, the stock market
index saw consecutive jumps, raising it to 12,000 points in 2005, roughly three times the levels it had
maintained in 2003. However, it closed in December 2006 at nearly 10,000 points, a loss of about 13% since
the beginning of the year. Similarly, in Qatar, the market value of listed companies on the Doha Securities
Market fell from QR 317 billion in 2005 to QR 230 billion, a decline of 26.8%. The downturn began in the
Dubai Financial Market, which reached its lowest levels in two years, followed by the rest of the Gulf stock

exchanges. The Saudi, UAE, Kuwaiti, and Qatari stock exchanges all lost between 25-50% of their value.

Moreover, the performance of Gulf capital markets had a significant influence on other Arab markets, such
as Egypt and Jordan. This was clearly demonstrated when Gulf investors sold large portions of their stocks
in these markets to offset losses in the Gulf markets. It is worth noting that a significant number of foreign
investments in the Egyptian Exchange were from Saudi investors who pulled their money out of the Egyptian
market due to the Saudi stock market crisis in an attempt to recoup their losses in the home market, which

had negatively affected the Egyptian market.

13.3.5. Lessons Learnt

|u

Itis often said that “a bull market can make a fool of us all”. This is especially true during times of crisis, when
it becomes difficult to accurately predict what will happen next. The rising prices of stocks were attractive
to investors, leading to more speculation and the temptation to pour savings into buying stocks at inflated
prices. Many factors contributed to the creation of this bubble, including improved economic conditions, the
return of national money from abroad, increased government spending due to oil revenues, and increased
liquidity. There were also factors related to banks, such as the expansion in lending and facilities for buying

stocks. Additionally, there were factors related to individuals at play, such as the increasing interest in the
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stock market despite their potential lack of financial literacy. The media also played a role in misleading

investors.

Several internal factors also contributed to this situation. These included the short period of existence of the
CMA and the lack of a complete legislative and regulatory framework for the market. The market's underlying
structure was also not equipped to handle the increasing volume of transactions, and there was weak
supervision of stocks in the market at the time. Additionally, the Committees for the Resolution of Securities
Disputes were still new and lacked the necessary rules, principles, and legal procedures to effectively carry
out their work, especially since the decisions of these Committees are often based on past events and

experience.

The modernisation of the trading system and the rapid adoption of technology led to the emergence of
fraudulent practices. The use of instant settlement, which was not common in other markets, was also
a factor that contributed to the inability to control the bubble. However, the CMA was not interested in
reversing course in order to avoid harming the market. Additionally, individual investment was dominant and
there were few institutional investors. The companies listed on the market were also unable to accommodate
the large amount of liquidity. At the same time, the government owned many shares that were not offered
to the public. All these factors contributed to the market's erratic behaviour, but they also highlighted the

need to learn from experience.
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13.3.6. Changes to Trading Sessions

In 2006, the CMA decided to change the trading period in the market to a single session from 11:00 a.m.
to 3:30 p.m. from Saturday to Wednesday each week, starting on 28th October 2006. This decision was
made after the CMA conducted a comprehensive study of trading times and surveyed investor preferences.
Previously, the market had traded in two separate morning and evening shifts since 1992. The CMA
determined that this arrangement was not suitable and did not align with international markets, particularly
in light of the stock market crisis caused by the abuse of the existence of two trading sessions and the

subsequent increase in speculation.

The first phase of founding the new capital market system began in 2004 with the introduction
of the Capital Market Law, the creation of the CMA, the establishment of Committees for the
Resolution of Securities Disputes, the development of regulations and basic rules for the market,
and the transfer of brokerage activities from banks to authorised persons, as well as the regulation
of companies and diversification of financial products. During this initial phase, the capital market
moved from being overseen by various agencies to being managed by a single authority operating
under the Capital Market Law. This phase ended with the 2006 crisis. The following phase,

characterised by increased market regulation and oversight, will be discussed in the next chapters.
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Chapter 14: Regulating Capital Market
Institutions (2007-2016)

The enactment of the Capital Market Law served as the cornerstone of a strong Saudi market, which was
further supported by the establishment of the CMA and the formation of its first Board. The CMA team
worked diligently to set up the necessary legal, regulatory, and administrative frameworks, including
training personnel and finalising the organisational structure. The Board then proceeded to draft and issue
fundamental regulations, thus completing the foundational legislative aspect of a comprehensive capital
market system. Over time, the system has evolved to meet changing circumstances and the CMA has focused

on developing a system for resolving disputes and preventing fraud and manipulation in the capital market.

Since 2007, the capital market has taken active steps to further regulate and oversee market activities.
These have included activating supervision and developing a system for resolving securities disputes. At the
same time, the CMA recognised that its responsibility for enforcing the provisions of the Capital Market Law
required comprehensive changes to the capital market system. To this end, a Council of Ministers’ Resolution
granted the CMA Board all powers of the board of directors of the Exchange until the board was formed.
Consequently, the CMA became responsible for implementing the provisions of the Capital Market Law which
stipulated the creation of a joint-stock company to manage the Exchange and transferring executive tasks to
it, as well as transforming the Securities Depository Centre into a joint-stock company. In addition, this period
witnessed technological advancements and other developments in market sectors and indices, and was
marked by the enhancement of prudential rules for authorised persons and the promotion of communication

with market institutions.
14.1. Activating the Role of Supervision
During the stock market crisis, one of the major challenges faced was the significant increase in trading

volume amid relatively low investment awareness compared to foreigh markets. To address this issue, the

CMA established a unit to monitor forums and social media for violations such as providing paid investment
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advice. As a deterrent, the CMA started announcing the violations but without mentioning the names of

violators, as long as no final judgements against them were issued.

However, after final judgments of conviction were given, the CMA Board considered two options for handling
the announcement of violators' names. The first option was not to disclose the names to avoid publicly
shaming individuals after they had been punished. The second option was to disclose the names as a
deterrent to others and to promote transparency. The Board ultimately decided to adopt the second approach,

which also protected the rights of investors who may have been harmed and wished to seek compensation.

On 13th December 2006, the name of one of the violators in a financial market case was announced for
the first time following a final verdict of conviction by the dispute resolution committees. The violator was
required to pay a total of SAR 88.61 million to the CMA in profits earned through violations of capital market
regulations. In addition, the violator was fined SAR 2.4 million. This offender was one of the speculators who
committed several violations leading up to the 2006 stock market crash. In October 2005, he purchased an
8.7% stake in a company, which some took as a sign of high demand for the company’s stock. However, just
three days later, he sold the stock at an inflated price. In addition, the CMA discovered that the violator had
manipulated stock prices through fake offers on his own and affiliated portfolios. His case was ongoing for
over a year until a verdict was reached, and his name was not announced until after the verdict was approved

by the Appeal Committee for Resolution of Securities Disputes (ACRSD).

The CMA continued to announce the names of individuals and companies that had violated regulations, along
with the dates and types of violations, such as manipulating financial statements or issuing misleading
statements and announcements. Investors were able to claim compensation if they traded based on the
misleading information announced by the violators. During this period, the CMA began monitoring violations
related to providing recommendations through mobile phones and online sites, indicating a comprehensive
and serious pursuit of offenders across all media. At the time, the monitoring work was manual and would
begin after the market closed, and often continued until 4:00 a.m., lasting for several days due to the volume
of trades. Moreover, the system relied on the identity numbers of traders without names, and the team
would extract the identity numbers and contact the Securities Depository Centre to identify the violators’

names. The violations ranged from stock manipulation to influencing the closing price.
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On 17th November 2007, the CMA began implementing the market surveillance product "SMART"” after

signing an agreement with Nasdaq in 2005.

The system was designed to monitor and analyse trading activity and was modified to align with the specific
requirements of the Saudi capital market after testing began in mid-2006. SMART includes various core
components that allow users to access and review trading data in different ways, facilitating the detection of
potential manipulation of securities. These components include the ‘Almas’ application for alert management
and analysis; the ‘Spread’ application’, which is used for the visualisation of trade data in real time; the
‘Replay’ application, which provides a detailed step-by-step replay of trade data; and the ‘Metrics’ application,

which is used for the presentation and analysis of market data.

For instance, if an individual placed an order to purchase a large number of shares and cancelled it at a
specific time prior to the market opening, the system would issue an alert with the person’s identification
number. The surveillance team would then investigate the alert by reviewing the individual's previous orders
from the past six months or the past year. This was done to determine if the behaviour was normal, a result
of input error, or a deliberate pattern of behaviour involving the same or different stock. If it was suspected
that the behaviour violated the Market Conduct Regulations, the team would further investigate the matter.
These procedures became routine and investors’ behaviour is now monitored directly through graphical

representations that highlight abnormal activity.

As manipulation tactics evolved, the CMA developed its surveillance and control strategies in parallel. The
CMA made sure to implement all latest versions of the software and reviewed the criteria for alerts that the
system sends annually to identify any new market practices. The CMA also maintained communication with

the system provider for maintenance and updates.
14.2. Developing the Dispute Resolution System
Although Committees for the Resolution of Securities Disputes were only a recent development, they

nonetheless dealt with several issues during the 2006 crisis and made decisions regarding violators.

However, the number of claims was high and the issues were constantly changing, so the Committees had
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to deal with multiple challenges. Chairmen of the Committees also had administrative duties in addition to
their judicial duties, which was a significant burden. To alleviate the challenges facing the Committees and
increase efficiency, the idea of creating a secretariat for the Committees was proposed by the Committee
for the Resolution of Securities Disputes (CRSD) and approved by the CMA Board. Consequently, the General
Secretariat of Committees for Resolution of Securities Disputes (GS-CRSD) was established on 12th May
2008, with the Secretary-General taking on administrative responsibilities to allow the Chairmen of the

Committees to focus on their judicial duties.

The Secretariat's work evolved in conjunction with the efforts of the Committees, and the Secretariat
recruited qualified individuals with expertise in legal, financial, and accounting fields to provide technical
and financial opinions on lawsuits handled by committee members. The Secretariat also provided training
to the Committees on their tasks, including examining technical reports submitted by parties to claims,
providing technical and legal analyses of violations, and preparing accounting reports on penalties imposed

on violators.

At the same time, the CMA began preparing regulations to organise the work of the dispute resolution
committees, drawing on various laws, particularly US law, as well as European countries with advanced
capital market laws such as the UK. Moreover, CRSD contributed to the development of rules governing its
work, whether by reviewing, adding, or removing certain articles to make them consistent with the nature of
CRSD's work.
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Securities Disputes (ACRSD), thus ensuring the rights of all market participants. The Regulating Procedures
include parts on filing and registering suits, service of process, committee hearings, appearance and absence

of parties, forms of evidence, seeking expertise, and decision issuance.

The CMA continued to conduct proceedings before CRSD until the issuance of Royal Decree No. 4690 on Sth
December 2013, which transferred the jurisdiction of the investigation and prosecution of criminal offences
to the Bureau of Investigation and Public Prosecution. On 31st December 2014, it was agreed that the
Bureau would take over the investigation and public prosecution of violations of Articles 31, 49 and 50 of
the Capital Market Law, while the CMA would continue to represent or defend itself before CRSD in cases

related to violations of laws and regulations under its jurisdiction.

One of the most notable lawsuits that the CMA took decisive action on was the crisis of Etihad Etisalat
(Mobily), which resulted from accounting errors that caused the company to incur net losses of over SAR 2

billion in Q4 2014.

The crisis began on 21st March 2014 after Etihad Atheeb Telecom (GO) entered into an agreement with
Etihad Etisalat (Mobily) allowing it to use 50,000 ports, but later terminated the agreement due to the
unavailability of the agreed-upon ports for operation. Mobily subsequently announced that the financial
impact of the termination of the agreement was SAR 338.7 million and would be deducted from its Q2
2014 results. Within a month of terminating the agreement, Mobily reported continued growth in profits,
excluding the impact of the termination. Mobily did not inform the CMA or the public about the termination
of the agreement in a timely manner. Moreover, it made a misleading announcement in regard to the financial
impact resulting from the termination of the agreement. As a result, the CMA imposed a penalty of SAR

200,000 on Mobily in September of the same year.

Mobily was unable to announce its Q3 financial statements, citing significant changes in its financial
statements. As a result, the CMA suspended the trading of Mobily's shares on the Saudi Stock Exchange
(Tadawul), starting from 2nd November 2014 until the company announced its preliminary financial
statements for Q3. Previously, the company’s board of directors had appointed a financial review committee

to determine the responsibility for accounting errors that led to the modification of the company’s previous
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financial results. The board also recommended that the company shall not distribute any cash dividends for
Q3 2014.

One day after suspending trading in its shares, Mobily announced its financial results, which showed a
decline in the company'’s profits for the first time after modifying its financial statements. In response, the
CMA lifted the suspension, while confirming that it would take the necessary steps to verify the extent of
the company’s violations of the Capital Market Law and its Implementing Regulations. The Q4 results of
2014, when the company announced them, included a loss of approximately SAR 2.2 billion. However, the
company did not disclose the details of this loss. As a result, the CMA suspended trading in Mobily's shares

once again.

In 2015, the company’s financial results continued to show consecutive losses. In the first quarter of the
year, the losses reached SAR 99 million, and in March 2015, the CMA commissioned a specialised team to
audit the company’s financial statements as a prelude to completing the necessary legal procedures. The
audit team made several observations, which the company took into consideration and subsequently worked
on reflecting the accurate financial results on the consolidated annual financial statements for 2014 and the

financial statements of Q1 2015

In addition to violations related to financial statements, the CMA suspected potential violations of Article 49
of the Capital Market Law by certain individuals at Mobily, which may have led to the dissemination of false

or misleading information about the value of the company’s shares.

In the meantime, the company’s chairman stepped down due to health issues, but remained a member
of the board of directors. Accordingly, the Governor of the General Organization for Social Insurance was
appointed as the new chairman of the board for the remainder of the term. After the Public Prosecution
Office completed the investigations, a penal lawsuit was filed against several individuals before CRSD on
12th October 2017 for adjudication.

On 2nd September 2020, GS-CRSD announced a final decision by ACRSD convicting the individuals of violating
paragraph (a) of Article 49 of the Capital Market Law. The defendants were found guilty of committing
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actions that gave a false or misleading impression of the value of Mobily’s shares. It was proved that those
individuals presented false and misleading data in the company’s financial statements for Q2, Q3, and Q4

2013 and Q1, Q2, and Q3 2014, which led to inflated revenues in those statements.

14.3. The Saudi Stock Exchange: From an Electronic System to a Joint-
Stock Company

The Capital Market Law stipulated the creation of the Saudi Stock Exchange as a joint-stock company to
become the only entity authorised to carry out trading in securities in the Kingdom. In 2000, the Tadawul
Electronic System (TES) was introduced, replacing the previously used Electronic Securities Information
System (ESIS). Moreover, the TES predated the Capital Market Law and the CMA.

To separate the supervisory and oversight functions from the operational and technical aspects of securities
business, and in line with the Capital Market Law, a committee was established comprising representatives
fromthe CMA, SAMA, and the Ministry of Finance to establish a company called Tadawul. Work on the company'’s
bylaws began in 2005, and on 19th March 2007, the Council of Ministers granted approval (Document 78) for
the establishment of the Saudi Stock Exchange (Tadawul) as a joint-stock company with independent legal

and financial liability for 99 years. This period can be extended by the decision of an Extraordinary General
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Assembly (EGA) at least one year before its expiry. Following this, the assets and employees of the Saudi
Shares Registration Company (SSRC) were transferred to Tadawul. Establishing Tadawul as a joint-stock
company represented a significant and important step in the development of the capital market.

The bylaws set the company'’s capital at SAR 1.2 billion, divided into 120 million equal-value shares fully paid
in cash by the Public Investment Fund. Moreover, the Extraordinary General Assembly (EGA) of the company
was given the authority to decide on the date to offer a portion of the shares for public subscription.
Additionally, the bylaws assigned the main responsibilities of the board of directors in accordance with the
Capital Market Law, which include proposing regulations, instructions, standards of professional conduct,
and disciplinary sanctions and procedures to ensure that authorised brokerage firms and market participants
carry out their trading activities within a regulated environment.

According to the Capital Market Law, the board of directors of Tadawul is made up of nine members. These
members are appointed by the Council of Ministers after being nominated by the Chairman of CMA. The
members elect their own chairman and vice chairman. Moreover, the board of directors is composed of
representatives from the Ministry of Finance, the Ministry of Commerce and Industry, and SAMA. Additionally,
there are two representatives from publicly traded joint-stock companies and four representatives from
authorised brokerage companies that are listed in the market. On 19th November 2007, the Council of

Ministers approved the formation of the first board of directors for a term of three years®.

[ Tadawul Board Members }

©

Three members from
government entities:

Four members
from licensed brokerage firms:

RS S Rl EER Dr. Fahad Abdullah Al Mubarak
from the Ministry of Finance
Abdullah Abdulrahman Al Hamoudi
from the Ministry of Commerce and Industry

Ahmad Aqeel Fahd Al Khateeb

Dr. Abdulrahman Abdullah Al Humaidi
from saudi Arabian Monetary Agency (SAMA)

Ahmad Farid Al Awlaqi

Abdul Rahman Yahya Al Yahya

Tadawul’s First Board of Directors.

1 The Council of Ministers agreed, during its session held on Monday, 19th November 2007, to appoint nine members to the board of directors of the
Saudi Stock Exchange (Tadawul) for a period of three years.
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On 3rd December 2007, the board of directors of the Saudi Stock Exchange (Tadawul) held their first meeting
and elected Dr. Fahad Abdullah Al-Mubarak as Chairman, Mr. Taha Alkuwaiz as Vice Chairman, and Mr. Abdullah
Saleh Al-Suweilmy as CEO. The board of directors then began to carry out its duties, including approving the
transfer of assets and personnel, as well as implementing developments to the organisational structure and

income sources.

The Capital Market Law ensured a balanced representation on the company'’s board of directors by carefully
selecting members who could effectively manage market performance and its developments. The board
was composed of nine members from diverse backgrounds. The establishment of the Saudi Stock Exchange
(Tadawul) was a significant milestone, not only in terms of timing but also in terms of its positive impact
on the market and its participants. The decision to form the company was implemented in conjunction with
various measures taken by the CMA to develop a comprehensive set of regulations for the Saudi capital

market.

Furthermore, this decision clearly defined responsibilities and powers and divided them into legislative,
regulatory, supervisory, and legal roles. Consequently, the CMA was responsible for legislative and supervisory
functions, while the Saudi Stock Exchange (Tadawul) was assigned the executive and technical functions to
manage the capital market through a diverse board of directors. Moreover, the decision outlined the role of
the Saudi Stock Exchange in establishing and managing mechanisms for trading securities. This also included
settlement and clearing activities, registering ownership, and other related matters. Additionally, Tadawul's
main four objectives were: providing a fair and transparent listing process, setting professional standards
for brokerage companies, providing sound and efficient procedures for securities clearing, and ensuring the

strength and resilience of the financial positions of brokerage companies.

When it was first established, Tadawul faced some difficulties in terms of human and financial resources. To
help address these challenges, the CMA took on some of Tadawul's roles and responsibilities, particularly in
developingrules and policies related to listed companies. The CMA continued to carry out these responsibilities
over time, but as Tadawul grew, the former Chairman of CMA, His Excellency Muhammad Abdul Malik Abdullah
Al-Ash Shaikh, decided to take on the project of separating the functions and jurisdictions between the

CMA and Tadawul. Therefore, the Supreme Joint Committee to Separate the Functions and Jurisdictions of
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CMA and Tadawul was established in 2013. Mr. Abdul Rahman Muhammad Al-Rashed, Vice Chairman of
CMA, was appointed as Chairman and the Committee’s membership consisted of four individuals from the
CMA and another four from Tadawul. The Committee was given the task of examining ways to separate
functions and jurisdictions between the CMA and Tadawul, in accordance with the Capital Market Law and

best international practices, and then submit its results and recommendations to the CMA.
14.4. SAXESS System

Early technological advancements were discussed in the second phase of the capital market's evolution. The
Electronic Securities Information System (ESIS) was first implemented in 1990 and was the first generation
of market systems. The second generation emerged with the introduction of the Tadawul Electronic System
(TES) in 2001. As the CMA was established and the demand for daily trading operations increased, reaching
800,000 transactions, it became necessary to adopt the latest technologies to meet the evolving needs of

the capital market.

As mentioned earlier, the TES was updated prior to the 2003 public offering of STC to handle the expected
number of subscribers. However, the system encountered some challenges and obstacles, such as complaints
from investors who subscribed but did not receive their shares because their names did not appear among the
subscribers. These complaints were investigated by the Securities Depository Centre, which is responsible
for maintaining records of share ownership. Upon investigation, it was discovered that some shares were
mistakenly given to other people due to errors in the names or IDs provided on the paper-based subscription

forms.

At that point in time, the information security company Elm had developed software to verify and match IDs
with corresponding names. Tadawul took advantage of this service and entered STC's subscription data into
the programme. Sure enough, many errors were discovered in the matching of names with IDs, and there

were discrepancies with the information provided on the subscription forms.

This was a valuable learning experience for Tadawul, which decided to avoid similar problems with Mobily’s

public offering. However, due to time constraints, Tadawul had to implement a partial solution which involved
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loading the correct data onto the system, and reviewing the incorrect data with participating banks by

comparing it with the paper-based subscription forms, which was a time-consuming process.

It was evident by then that it was time for old technological systems to be replaced with newer ones that
could address these issues. Planning for this development project began as early as 2005. Before becoming
a joint-stock company, Tadawul began working in collaboration with the CMA to facilitate communication
with the Swedish company OMX. This joint effort resulted in a contract being signed with OMX in 2006 to

design and implement new generation systems in stages.

The new systems brought new opportunities to accommodate the significant growth that the market has
seen, both in terms of the number of listed companies (over 113) and the number of traders, trading volume,
and number of daily trading transactions. They also provided solutions for a diverse range of investment
tools and enabled the introduction of many CMA regulations. Additionally, the new systems were linked to
brokerage companies, allowing them to enter and maintain all orders, as well as receive market information

and daily news directly, which helped investors make well-informed decisions.

The newly developed system was named SAXESS, becoming the third generation of technological systems.
The leading provider of the system remained OMX, but following its acquisition by Nasdaq, the company was

named Nasdaq OMX, then simply Nasdag.

When it was first established, and before the board of directors was formed in 2007, the Saudi Stock
Exchange (Tadawul) had already finished all technical tests and experiments necessary to operate the
new trading system. The results were promising, and the new system was operationalised as part of the
Tadawul strategy which aimed at continuously updating and improving its technological systems to meet

the increasing demands of the market.

Eventually, two years after beginning consultations with OMX, Tadawul successfully launched the new
generation of SAXESS trading system on 20th October 2007. This was considered a relatively short period
of time, as changes to market systems typically take longer given the complexity of the process, which

involves multiple procedures, including designing primary requirements and ensuring system functionality,
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development, and testing. OMX, Tadawul’s contracted provider, carried out thorough testing of the system to

ensure that it functioned correctly and there were no glitches that could have negative impacts.

14.5. Developing Market Sectors and Indices

14.5.1. Developing Market Sectors

Following the successful implementation of the SAXESS trading system, attention in the capital market
turned towards developing different sectors in light of the new system's advanced technological capabilities.
The Saudi capital market sectors had remained unchanged for a long time since the formation of the
Ministerial Committee and the Standing Supervisory Committee (SSC), despite an increase in the number
and diversity of companies. During the years preceding the formation of the CMA, and in its early days, there
were eight sectors in total: banking, industry, cement, services, electricity, Telecommunications, insurance,

and agriculture.

As the number of listed companies and the diversity of their activities continued to increase, with
expectations of future growth, there was a pressing need to reclassify market sectors based on the main
activities of listed companies by examining their assets, income sources, and the extent to which they were
involved in other sectors. Moreover, the pre-existing classification of market sectors and indices no longer

met investor expectations.

Tadawul worked with the CMA to regulate and organise the capital market by creating a new classification
for market sectors that gives a more transparent and clearer picture of the market performance. In 2006 and
2007, both entities studied and updated the new structure and its indices. Moreover, the CMA developed
a plan to reclassify market sectors and improve their indices, which was presented to the public on 30th
October 2007 to obtain feedback.

After considering feedback from the public, the CMA Board approved a new market sector classification

and an index calculation methodology on 10th December 2007. Tadawul was assigned to implement the

new classification. Since it was expected to maintain and review indices quarterly, Tadawul proposed
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implementing the new classification after the first quarter of 2008 to have enough time to collect, store, and
recalculate the historical data of free float indices and make them available on its official website. Eventually,
the new market sector classification and indices were implemented on 5th April 2008. Consequently, the
number of sectors increased from eight to 15. Similarly, market indices increased from nine to 16 and were

calculated based on free float shares only.

The CMA bases its classification of listed companies within any of the market sectors largely on the main
activity of the company, along with several other factors. These factors include the utilisation of assets and
the proportion of revenue generated by each activity compared to the company's total revenue. Figure 29

shows the division of sectors established in 2008.

Telecom and
Information
Technology
Sector

Real Estate
Development
Sector

Insurance
Sector

Petrochemical
Industries
Sector

Agriculture
and Food
Industries

Sector

Media and
Publishing
Sector

Energy and
Utilities
Sector

Transport
Sector

Industrial
Investment
Sector

Multi-
Investment
Sector

Cement
Sector

The Market Sector Classification (2008).
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14.5.2 Developing the Market Index

The CMA collaborated with Tadawul to update and improve the main market index (TASI) after successfully
implementing the SAXESS trading system and adopting the new classification of market sectors. Previously,
the calculation of the stock index was handled by the National Centre for Finance and Economic Information
(NCFEI) of the Ministry of Finance, but in October 2001, the responsibility was transferred to the Tadawul
Electronic System (TES), and the name of the index was changed from NCFEI to TASI. After its establishment,
the Saudi Stock Exchange (Tadawul) became responsible for calculating the index, which was based
on outstanding shares until 5th April 2008 when the new methodology was applied based on free float

(available for trading) shares and announced on the Tadawul website.

The free float index calculation methodology includes securities available for trading on Tadawul. The
following shares, considered to be non-free float, are excluded from all Tadawul indices calculations: 1)
shares of a listed company in which a government entity has a 5% or more ownership; 2) restricted shares
(shares that are not allowed to be traded during a period); 3) shares acquired through buy-back by a listed
company; 4) shares owned by members of the board of directors; and 5) shares representing controlling

ownership (30% or more).

Moreover, TASI is calculated by multiplying the index value of the previous day by the change in the free

float market capitalisation of all index constituents as highlighted in the following formula:

Index = (Today's total free float market capitalisation / previous day total free float market capitalisation)

x index value of the previous day.

In the same year, Tadawul implemented a new share tick size within three price bands (Figure 30) as of
Saturday, 13th December 2008.
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5 halalas Shares that are SAR 25 or less
10 halalas Shares ranging from SAR 25.10 to SAR 50
25 halalas Share that are SAR 50.25 or more
Share Tick
Size
Tick Size.

On 16th August 2008, Tadawul published lists of major shareholders in listed companies on its website to

enable investors to view the names of individuals and entities who hold at least a 5% stake in each company.

The decision to update the tick size was made to align with international capital market standards. The
purpose was to maintain pace with the high trading volume and expanding number of listed companies,
which would enhance the efficiency and quality of stock pricing and increase liquidity of traded shares

without affecting the general or sectoral index values or the values of listed company shares.

The developments in the Saudi capital market during this period led to a great achievement on the
international scene. On 6th October 2009, the General Assembly of the World Federation of Exchanges
voted to approve the Saudi Stock Exchange (Tadawul) as a member after meeting the requirements for

joining the organisation.
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14.6. X-STREAM INET

The SAXESS trading system was used from 2007 onward. However, as the number of listed companies and

trading volume increased, the system was unable to keep up with the heavier demand.

In late 2013, Tadawul addressed this issue by reaching an agreement with Nasdaq to update and upgrade its
trading technology infrastructure, moving from the SAXESS system to the X-STREAM INET platform, which
was to bring better features, as well as higher speed and capacity, to market operations. The agreement also

included providing technical support for several years after implementation.

The collaboration between Tadawul and Nasdag marked a new phase of development for the Saudi capital
market, in line with Tadawul's strategic plan to enhance the market's technology infrastructure. By adopting
the fastest trading engine in the world, Tadawul made a wise investment that would allow it to meet current

and future demands.

At the time, Nasdaq's X-STREAM INET was a cutting-edge trading system known for its efficiency, speed, and
accuracy in handling the trading of stocks, sukuk, bonds, and index funds. The system proved to be flexible
and adaptive to market changes, allowing Tadawul to offer more advanced services and a wide range of
assets to its clients through multiple platforms. Additionally, X-STREAM INET introduced increased capacity

for processing orders at a higher rate.

Moreover, X-STREAM INET was equipped with an advanced infrastructure that could handle technical errors
and issues. The system utilised the latest technologies to ensure the continuity and effectiveness of market
operations. Furthermore, the system was being used in 85 markets to carry out operations of deposit,

settlement, clearing, and registration of securities ownership.
On 10th September 2015, Tadawul announced the cancellation of any open orders (unfilled and working

orders still in the market waiting to be executed) on the SAXESS system by the end of the session at 3:30
p.m. to prepare for the launch of the new X-STREAM INET trading system. After testing was completed, the
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new system was successfully connected to all market systems and market information service providers. The

X-STREAM INET was officially launched on 13th September 2015.

Placing and executing orders on X-STREAM INET was different from doing so on the previous SAXESS system.
In the new system, the theoretical open price (TOP) was no longer announced. Instead, the best price was
displayed on the market watch. However, the process of creating portfolios remained as it was in SAXESS,

and no changes were made to market data except for the TOP during pre-trading sessions.
14.7. Online Trading

As previously mentioned, the advent of online trading predated the establishment of the CMA by a few years
and continued to develop and expand thereafter. Banks competed to provide the service through smart
device applications, while later on, some brokerage companies joined in the competition. Representatives of
the CMA worked with authorised persons to allow investors to trade through digital channels such as the
internet and mobile banking. The market enabled selling stocks through bank ATMs, particularly for allocated
shares of initial public offerings. These steps enabled investors to keep track of their stocks and investment

portfolios and execute trades from their mobile devices, tablets, or laptops.

Later on, the Saudi Stock Exchange (Tadawul) introduced the “My Watchlist” service, which allowed users
to see the performance of selected
companies listed on the Exchange,
though it did not permit them to trade

or view their investment portfolios.

In 2007, Tadawul launched the first
release of a suite of services named
“Tadawulaty.” The new services
enabled registered traders to

consolidate diverse assets into one

e

m A Trading Hall at a Bank Offering Electronic Trading Services in 2007.

account statement, vote remotely, get
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notified about general assemblies, receive SMS messages about dividend distribution, and access ongoing
evaluation of assets. Moreover, Tadawul made registration for these services available to everyone through

authorised persons.

Tadawulaty is a suite of services offered by Tadawul in cooperation with its members. It contains a bundle
of new financial services targeting investors and issuers. It aims to benefit the investment community
within the Saudi capital market by providing value-added services to market participants. These services are
intended to: 1) enable investors to exercise their voting rights, inquire about their dividend entitlements, and
receive alerts and notifications on certain important events; 2) bridge the gap between listed companies and
their shareholders, as well as enhance communication and information exchange amongst them; 3) provide
a convenient and direct reporting mechanism through the Securities Depository Centre; and 4) offer an on-

going process for validating and updating information maintained at Tadawul.

In 2011, Tadawul introduced a second set of “Tadawulaty” services, which enabled corporate mergers and
acquisitions and offered other services such as publishing lists of uncollected dividends. Overall, the variety

of services and trading channels helped to greatly improve and grow capital market investments.
14.8. The Securities Depository Centre (SDC)

In 2012, the responsibility for the management of the Securities Depository Centre (SDC) was transferred
from the CMA to the Saudi Stock Exchange (Tadawul). The SDC continued to operate in accordance with
the Capital Market Law. The Law gave the Board of Directors of Tadawul the power to issue necessary
instructions for managing the SDC's affairs after obtaining the approval of the CMA Board. On 29th April
2012, Tadawul issued the Securities Depository Centre Rules with the aim of regulating the SDC's activities,
including specifying the conditions and requirements for the SDC membership as well as the procedures for:
1) depositing securities 2) settling of transactions 3) registering of securities ownership restrictions, and (4)
opening SDC accounts. Moreover, all persons dealing with the SDC were to be subject to the rules, including

issuers, investors, and SDC members.
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According to Chapter Four of the Capital Market Law, the Board of Directors of Tadawul was allowed to convert
the SDC into a company following the CMA's approval. Eight years after the establishment of Tadawul, the
CMA Board approved the founding of SDC as a joint-stock company in accordance with the Capital Market
Law. As a result, the Securities Depository Centre Company was established on 10th October 2015, as a
closed joint-stock company with a capital of SAR 400 million, divided into 40 million shares with a nominal

value of SAR 10 per share.

The newly created Securities Depository Centre Company became responsible for issuing registration notices
based on investor requests and allowed investors to digitise their physical share certificates by depositing

their shares into their electronic portfolios.

14.9. Financial Prudence of Brokers

In 2005, the CMA began regulating and issuing authorisations for brokerage firms and authorised persons to
carry out securities business. As a result, inspections of authorised persons became more robust. In 2008,
the CMA and the Financial Industry Regulatory Authority (FINRA) collaborated to release the first inspection
guide, which has since been updated to keep up with the evolving needs and regulations of the capital

market.

To further institutionalise the work of authorised persons, the CMA developed a draft of Prudential Rules
based on best practices and international standards, such as Basel 2 and 3. The draft was published for
public comments and feedback in April 2012. Furthermore, workshops were held to familiarise people with
the draft rules. On 31st December 2012, the CMA Board approved the Prudential Rules, which established
the capital requirements for authorised persons engaged in securities activities. The Prudential Rules went

into effect in early 2013.

1 The Basel Accords are agreements developed by the Basel Committee on Banking Supervision (BCBS), which was established by central bank
governors from the G10 countries in 1974. The purpose of the BCBS is to enhance the quality of banking supervision around the world. The
Committee has issued guidance and standards for banking regulations, including international standards for capital adequacy in three iterations:
Basel 1, 2, and 3.
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14.10. Communicating with Market Institutions

During this period, communication with market institutions was a priority for the capital market. The CMA
held numerous forums, meetings, and workshops with brokerage and listed companies with the aim of
exchanging views and participating in shaping policies and strategies for market development. The ultimate
purpose was to create an attractive investment environment that supports the national economy. At the
same time, the CMA emphasised the importance of continuous communication with market institutions and
the development of institutional work methods in the sector. To this end, the CMA formed joint committees
to exchange experiences and discuss key issues and challenges facing the sector and to propose appropriate
solutions, in addition to receiving proposals and initiatives related to the overall development of the capital

market and relevant regulatory frameworks.

On 8th September 2013, the CMA approved a decision to establish and form the CMA Advisory Committee.
The Committee included members from different backgrounds and expertise related to the capital market.
The main purpose of the Advisory Committee was to strengthen communication between the CMA and market
participants, and to provide recommendations to the CMA to enhance its role and work towards achieving its
objectives in developing the market for the benefit of all market participants and investors. The CMA ensured
that a diverse committee drawn from all aspects of society were represented, such as government, academia,

listed companies, authorised persons, as well as investors and journalists.

The Advisory Committee’s regulations specified that its members had a non-renewable two-year term. For
its first term, the Committee was comprised of the following members: Sarah Al-Suhaimi, Dr. Sami Mohsen
Baroum, Mr. Abdulsalam Abdul Rahman Al-Ageel, Mr. Fahad Al-Saif, Lama Ghazzawi, His Excellency Mohammed
Abdullah Al-Jadaan, and His Excellency Mohammed Abdullah Elkuwaiz.
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Chapter 15: Market Deepening and Diversification
(2007-2016)

During the period from 2007 to 2016, the Saudi capital market played a vital role in the country’'s economy,
pumping the lifeblood of funding needed to develop different sectors. During this period, many initiatives
were taken to develop the market, such as improving the efficiency of listing and offering procedures,
developing merger and acquisition regulations, and enhancing disclosure systems. Additionally, the capital
market witnessed an increase in the diversity of financial products, authorisation of credit rating agencies,

and efforts to attract more foreign investments.

15.1. Joint-Stock Offerings and Listings

15.1.1. Companies’ Public Offering of Shares

The book-building approach continued, and in 2007, around 40 investment institutions, such as investment
funds, authorised persons, investment institutions, and semi-governmental institutions, participated in the
book-building process for IPOs. The book-building process had been applied previously, but it wasn't until 18th
August 2016 that the CMA Board issued the Instructions for Book-Building Process and Allocation Method
in Initial Public Offerings, which went into effect on 1st January 2017. The purpose of this requirement was
to enhance the share pricing mechanism and improve allocation standards. The instructions came to further

regulate the existing book-building process.

The requirement allowed qualified foreign financial institutions to participate in book-building. According
to the instructions, the book-building period must not exceed 14 calendar days, and the price range (the
difference between the lowest price and the highest price) must not exceed 20% of the minimum price.
Additionally, participating institutions are entitled to submit requests at prices outside the price range up
to a maximum not exceeding 20% of the lowest price or the highest price. Lastly, participating institutions

cannot submit a request with a value representing more than 5% of an issuer's outstanding shares.
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On a similar note, family-owned companies were also encouraged to become listed on Tadawul. In September
2013, during a meeting of representatives of family-owned companies with CMA officials in Dammam, His
Excellency Muhammad Abdul Malik Abdullah Al-Ash Shaikh, Chairman of CMA at the time, emphasised the

importance of family-owned companies and the need for their continuity, stability, and expansion.

He also highlighted that the transition would require these companies to comply with regulations and
guidelines related to the CMA and Tadawul, including governance and conflict of interest policies, as well
as transparency and disclosure requirements. Furthermore, Al-Ash Shaikh pointed out that the transition to
joint-stock companies would allow these companies to seek out financing at lower costs than when they

were family-owned.

To further encourage the transition, Mr. Khalid Al-Rabiah, a member of the Board of Directors of Tadawul,
highlighted during the meeting that while approximately 95% of companies registered in Saudi Arabia were
family-owned, contributing around 50% of non-oil GDP and employing about 80% of the workforce, only 16

family businesses were listed on Tadawul out of 161 total companies as of 2013.

15.1.2. Regulating Mergers and Acquisitions

The Companies Law of 1965 allowed for a company, even while in the process of liquidation, to merge with
another company. This was possible through the incorporation of one or more companies into an existing
company or by merging two or more companies into a new company. The merger contract determines the
conditions and the number of shares of the merged company that will be assigned to the capital of the
merging company. Moreover, a merger is considered valid if a decision was made by all parties involved
and was declared and implemented no less than 90 days after the declaration date, giving creditors of the
merged company the opportunity to object to the merger. However, the law did not have specific and clear
rules for the merger and acquisition of listed companies.

After its establishment, the CMA became the regulator of merger and acquisition operations of companies
listed on Tadawul. This is in accordance with Chapter 9 of the Capital Market Law, which requires the approval
of the CMA Board for merger and acquisition transactions related to listed companies. On 3rd October 2007,
the CMA Board adopted the Merger and Acquisition Regulations, which became an important addition to the

legislative and regulatory framework of the Saudi capital market (Document 79).
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of 100% of the shares of Hail Agriculture Development Company through a stock swap ratio of 1:5 with an

additional half a riyal for each share.

15.1.3. Promoting Disclosure and Transparency

During this period, the CMA ensured to monitor the accounts of listed companies and imposed fines on
companies that failed to disclose their annual results within the specified deadline. As outlined in Article 26
of the Listing Rules, companies must provide the CMA with, and announce to their shareholders, their annual
financial statements prepared and audited in accordance with the accounting standards issued by the Saudi
Organization for Certified Public Accountants (SOCPA), immediately after their approval and within a period
not exceeding forty days from the end of the financial year covered by those statements.

On 22nd April 2012, the CMA announced that it would suspend trading of shares of listed companies that
failed to disclose their financial statements within the required timeframe. On 19th May 2014, the CMA
further announced that if a listed company’s financial statement included a disclaimer of opinion or an
adverse opinion from a certified public account, trading of the company’s shares would be suspended until

the situation was resolved.!

1 Asof 1st April 2018, the responsibility for reviewing and approving company disclosures has been fully transferred from the CMA to the Saudi Stock
Exchange (Tadawul). Tadawul is responsible for reviewing the disclosures after they are published and reporting any deficiencies to the CMA, as per
the Listing Rules approved by the CMA Board on 27th December 2017 and amended on 30th September 2019.
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15.1.4. Developing the Electronic Disclosure System (IFSAH)

From 2007 to 2016, the Saudi capital market witnessed technological developments that made the
disclosure process easier and more efficient. In 2012, Tadawul started developing an electronic disclosure
system named “IFSAH" using XBRL (extensible business reporting language). Listed companies were trained
on how to use and benefit from the new system to increase transparency and efficiency in preparing,
analysing, and publishing data. Additionally, educational and informative workshops were organised to help

listed companies submit their financial statements before the system'’s implementation.

In 2013, Tadawul launched the pilot version of the disclosure system, allowing listed companies to prepare,
present, and display announcements and financial statements in an interactive manner on Tadawul's website.
The system is characterised by its flexibility and multiple usages through specified models and standard
electronic tables that facilitate companies’ disclosure and information dissemination. After the success of

the trial and initial launch, Tadawul officially launched the disclosure system IFSAH on 8th June 2013.

In 2016, Tadawul upgraded the disclosure system and created a page for restriction periods and financial

deadlines. Moreover, Tadawul announced a taxonomy upgrade in the system to comply with IFRS standards.

15.1.5. Companies Law of 2015

The rules for establishing and managing joint-stock companies and their public offerings were the same as
those outlined in the Companies Law of 1965. Fifty years later, the Companies Law of 2015 was issued by
Royal Decree M/3 on 10th November 2015 (Document 80). As a result, the Companies Law of 1965 was
abrogated.

The new Companies Law assigned regulatory, supervisory, and oversight responsibilities for companies
operating in the Kingdom to both the Ministry of Commerce and Industry (later the Ministry of Commerce)
and the CMA. The Ministry of Commerce was made responsible for all companies except those listed on the
Saudi Stock Exchange, which were under the CMA's control. Therefore, the CMA became responsible for
issuing regulations, including those for mergers and acquisitions if one of the parties was a listed company

on the Saudi Stock Exchange.
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for the Resolution of Securities Disputes (CRSD), and that disputes within their scope would be handled
by the CMA, including proceedings and grievances arising from decisions and actions taken by the CMA in

implementing the provisions.

Furthermore, the new Companies Law stipulated that “existing companies, when the law is effective, should
amend their positions in accordance with its provisions in a period of time not exceeding one year starting
from the effective date. The Ministry and the CMA Board, as an exception, shall determine in accordance
with their competencies the provisions to which those companies shall be subject to during that period.”
Accordingly, coordination was made between the Ministry of Commerce and the CMA regarding the law's
implementation. The coordination ended with signing of a memorandum of understanding between the two
entities on implementing the Companies Law of 2015 on 24th February 2016, including provisions related
to the regulation of dealing with the losses of listed companies. On 17th October 2016, the CMA Board
issued a decision (Document 81) to approve the Regulatory Rules and Procedures Issued Pursuant to the

Companies Law Relating to Listed Joint Stock Companies.
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The Approval of the Regulatory Rules and Procedures Issued Pursuant to the Companies Law Relating to Listed Joint Stock Companies.

Previously, the CMA Board had approved the ‘Procedures and Instructions Related to Listed Companies with
Accumulated Losses amounting to 50% or More of their Share Capital, which were implemented on 1st
July 2014. However, as the Companies Law of 2015 was issued, the CMA had to amend these procedures.
Therefore, these companies were given a year to amend their positions in accordance with the new law.
Moreover, on 31st October 2016, the CMA Board issued a decision to amend the name of the procedures to
the ‘Procedures and Instructions Related to Listed Companies with Accumulated Losses Amounting to 20%

or More Share Capital, which came into force as of 22nd April 2017.

%20 - %35

%35 - %50

%50 and more

Classification of companies according to percentages of losses.
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According to the new regulations, companies were required to announce any accumulated losses once they
reached 20% or more of share capital. Symbols were displayed next to the names of listed companies on
the Tadawul website to indicate the percentage of losses (Figure 31). Companies with accumulated losses
were divided into three categories: first, companies with accumulated losses of 20% to 35% of share capital
would be yellow-flagged; second, companies with accumulated losses of 35% to 50% of share capital would
be orange-flagged; and third, companies with accumulated losses of more than 50% of share capital would

be red-flagged.

15.2. Towards Diversified Financial Products

Sukuk and bonds were first issued in the early stages of the Saudi capital market. During the same period,
real estate investment funds and related regulations were introduced, leading to more diversified financial

products such as exchange traded funds (ETFs) and real estate investment traded funds (REITs).

15.2.1. Amending Investment Funds Regulations

The Investment Funds Regulations remained in effect after they were issued in December 2006. After 10
years, the CMA saw the need to amend the regulations for more transparency and disclosure. The amended
regulations were adopted in May 2016, which included several provisions to enhance transparency and
protect the rights of individual fund investors. For example, the actions of fund managers in buying and
selling were subject to the Market Conduct Regulations as any other trader in the market. Furthermore, the
revised regulations classified the changes in the terms and conditions for public funds into three types:

fundamental changes, significant changes, and notifiable changes.

15.2.2. Launching the Sukuk and Bonds Market

Sukuk and bonds were first offered in 2006 and continued to be offered thereafter. Figure 32 illustrates
the growth of sukuk offering values between 2006 and 2009, with a total offering of SAR 28.7 billion. In
2007, offerings reached their highest value at SAR 13 billion. The next stage of development came after
a study was conducted to consider creating an automated market for sukuk and bonds alongside the stock

market. The CMA signed a contract with a specialised company to create a new sukuk and bonds market after
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developing a plan to avoid any obstacles, especially legislative snags, and further scale the market in the

future.
Sukuk offering values (2006-2009) in SAR billion.
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On 6th June 2009, the CMA Board approved the establishment of the new market for sukuk and bonds,
which featured various automated services that could be provided by authorised persons. The services
included listing sukuk and bonds, sending orders, executing transactions, settlement, publishing price data,

and custody and registration.

The sukuk and bond market officially began operating on 13th June 2009. Following the launch, the Saudi
Electricity Company issued sukuk for the second time in July 2009, with a value of SAR 7 billion. This brought
the total size of sukuk issued to SAR 28 billion by the end of 2009. Authorised persons traded sukuk and
bonds in the market through the same investment portfolios used for trading stocks. Trading took place from
Saturday to Wednesday from 10:30 a.m. to 3:00 p.m. Orders for listed sukuk and bonds were accepted and

executed during this period, and transactions were settled two business days after the execution date (T+2).

To increase transparency for market participants, Tadawul made available information about listed Sukuk and

bonds and their prices via its website.

1 The Saudi Electricity Company made its first issuance of Sukuk for a value of SAR 5 billion in 2007.
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In June 2011, Tadawul launched the Sukuk/Bonds Market Index, which included all listed sukuk and bonds
in the market and was published on the Tadawul website. This price index did not include returns. Moreover,
it had a base date of 11th June 2011, and a base value of 1,000 points. The quantity of sukuk and bonds
was calculated based on their nominal value, not the number of units, and the price was calculated as a

percentage of the nominal value.

As the new financing products of sukuk and bonds were being introduced in the Kingdom, the Capital Market
Law was amended to include regulations for special purpose entities! involved in the issuance of these
instruments. On 2nd July 2012, the late King Abdullah approved the addition of two sub-paragraphs to
Article 5 of the Law?. Accordingly, the CMA became responsible for granting authorisations to special purpose
entities as well as regulating and monitoring their operations and issuance of securities. This development

set the stage for the CMA to authorise these entities in the next phase of the capital market development.

15.2.3. Exchange Traded Funds (ETFs)

Exchange traded funds (ETFs) first appeared in the late 1980s with the acceleration of financial innovation.
They are investment funds that follow a specific index and consist of securities such as stocks and bonds
that are traded on the capital market. ETFs have a lower cost of entry compared to open-end investment

funds and can be traded at any time during trading sessions.

The first theoretical model for an ETF was proposed in 1960 by two students at the University of Chicago,
namely Edward Renshaw and Paul Feldstein. The model did not initially gain traction but it inspired Wells
Fargo Bank and National Bank of Chicago to create the first institutional stock index fund in 1973. John
Bogle, the founder of VVanguard, created the first index fund for small investors in 1975, but it was met with
criticism, with some describing it as “Bogle’s folly." The first exchange traded funds (ETFs) were officially
launched in Canada in 1993 by State Street Global Advisors in collaboration with the American Stock
Exchange. These ETFs tracked the performance of the S&P 500 index. ETFs have grown rapidly in popularity
since then, with the S&P 500 ETF remaining one of the most successful and heavily traded ETFs.

In 2008, the housing crisis in the United States led to significant losses for investors in real estate. As

a result, officials recognised the benefits of investing in index funds as a cost-effective solution with a

1 Special purpose entities will be further described later.

2 Royal Decree M/52, Um Al-Qura newspaper, issue 4425 of 31st August 2012.
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manageable level of risk. Warren Buffet, one of the most successful investors of all time, indicated that
investing in ETFs can provide attractive returns with minimal effort. ETFs have gained popularity in recent

years, with over 7,600 funds worldwide and assets valued at USD 7.7 trillion in 2020.

In Saudi Arabia, the stock market was not equipped for ETFs prior to the establishment of the CMA, but since
then there has been increased interest in this type of investment. Nevertheless, there were no specific
regulations for ETFs. Instead, they fell under the Investment Funds Regulations, which were first issued in
2006 and amended in 2016.

The regulations stated that investment in ETFs was only allowed in securities listed within a specific index
and must be publicly available and represent a suitable and appropriate benchmark for the field they cover,
with diverse and sufficient constituents. Moreover, the ETFs could only include securities that are traded in
the market or any other capital market that meets similar standards and requirements. In the Saudi capital

market, investment in exchange-traded funds is open to all classes, sectors, and nationalities of investors.

Locally, Falcom Financial Services was the first company to launch a passively managed ETF in Saudi Arabia,
called “Falcom Saudi Equity ETF Fund”, in March 2010. The ETF tracked the performance of the top 30
companies listed on Tadawul by market capitalisation. The ETF was based on the benchmark FALCOM F30
Index, which only included companies eligible for trading. Other ETFs were later launched, such as the Falcom
Petrochemical ETF in July 2010 and the HSBC MSCI Tadawul 30 Saudi ETF in November 2011.

15.2.4. Real Estate Investment Traded Funds (REITS)

As previously mentioned, real estate investment funds gained ground in the Saudi capital market after
replacingreal estate contributions. Not long after, real estate investment traded funds (REITs) were introduced.
REITs are companies that own and often manage income-generating properties such as residential units,
warehouses, shopping centres, hotels, hospitals, and more. They provide a reliable source of income with
stable returns and have become increasingly popular among investors looking to diversify their portfolios

beyond stocks and bonds.

The creation of REITs can be traced back to the United States on 14th September 1960, when President
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Dwight D. Eisenhower signed legislation introducing a new way to invest in income-generating real estate.
REITs enabled individual investors to own shares in a diversified portfolio of real estate properties, similar
to how they would own shares in other companies. The goal was to make it easier for investors to buy and
trade a diverse range of real estate assets, combining the best features of real estate and stock-based

investments. The first REIT, American Realty Trust, was founded by Thomas J. Barrack.

In 1999, S&P Dow Jones Indices and MSCI developed the Global Industry Classification Standard, which
classified REITs as specialised assets. In 2001, the FTSE EPRA Nareit Global Real Estate Index Series was
designed torepresent the general trends in eligible real estate equities worldwide. It is a market capitalisation-
weighted index with components screened on liquidity, size, and revenue.

In 2016, and after examining international markets and best practices, the CMA issued the Real Estate
Investment Traded Funds Instructions. These instructions aimed to regulate the offering of REITs, which have
the primary investment objective of investing in real estate developments that generate periodic income.
According to the instructions, the minimum amount for a fund's establishment is SAR 500 million, with at
least 75% of the fund's assets being invested in income-generating real estate developments. Additionally,
the instructions mandate that at least 90% of the fund's net profits must be distributed to unitholders
annually. The first REIT, named “Riyad REIT Fund” was launched by Riyad Capital, a subsidiary of Riyad Bank
on 8th November 2016, becoming the first REIT to be listed on the Saudi Stock Exchange.
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m The CMA Board Approves the Real Estate Investment Traded Funds Instructions.
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15.2.5. Derivatives Trading

During this period, Tadawul established the Derivatives Exchange Trading and Membership rules and
procedures, which are to be followed by members of the derivatives market and registered derivatives. These
rules and procedures were adopted by the CMA Board in December 2016 to regulate this market, which was

later launched on Tadawul.

15.3. Credit Rating Agencies

Even though the Capital Market Law granted the CMA the power to authorise credit rating agencies, this
practice only began in the Kingdom in 2015. Generally, credit rating agencies assess the risk of debt issued
by companies and governments. A high credit rating indicates that a government or company is financially

stable and can repay its debt on time, which allows it to access loans with lower interest rates.

To explain the delay in adopting credit rating in the Saudi capital market, a brief historical review of
this industry is needed. The credit rating industry emerged in the United States following a seven-year
financial crisis that began in 1837. The crisis highlighted the need for credit rating agencies to evaluate the
creditworthiness of merchants. The first commercial rating agency appeared in New York in 1841, created
by Lewis Tappan. In the early 20th century, the expansion in building railway systems in the United States
led to companies issuing bonds to finance the expansion. This required the establishment of specialised
agencies to provide investors with financial information about the growing railway industry, and the demand
for this information, especially independent analysis of bond creditworthiness, increased. John Moody was
the first to issue creditworthiness indicators, by rating railway company bonds in the United States in 1909.
Since then, credit rating activity has spread, and Moody's credit rating agency, founded by John Moody, began

rating the sovereign debts of around 50 countries in 1929.

Poor's Publishing, Standard Statistics, and Fitch Publishing were established in 1916, 1922, and 1924
respectively. In 1941, Standard & Poor's agency was formed by the merger of Standard Statistics and Poor's
Publishing. Since then, these agencies have dominated accounting for more than 90% of the credit rating

market worldwide. In credit rating, various symbols are used to describe the creditworthiness of an issuer,
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typically ranging from AAA, the highest rating, to lower ratings such as AA, A, and BBB.

Credit rating agencies received significant criticism for their role in the 2007-2008 global financial crisis,
particularly in the wake of the collapse of Lehman Brothers. They were accused of failing to predict the crisis
and of assigning incorrect credit ratings to certain financial products and institutions, including Lehman
Brothers. This led to investors buying high-risk real estate products, contributing to the development of
a housing bubble that ultimately burst in the summer of 2007, causing widespread financial devastation.
The collapse of Lehman Brothers, just two days after it received an AAA rating, “the highest level of
creditworthiness”, prompted the US Securities and Exchange Commission (SEC) to conduct a comprehensive
review of these false evaluations and to pass legislation to increase transparency and disclosure for credit

rating agencies.

Moreover, many international organisations, such as the G20 and the European Parliament, have called for
stricter regulations and increased transparency for these agencies. Organisations such as the Organization
for Economic Co-operation and Development (OECD) and the Financial Stability Board (FSB) have also issued
recommendations for improved disclosure in the work of credit rating agencies. As a result, these agencies
have strengthened the criteria for credit rating. At the time, some of these agencies operating outside of
Saudi Arabia would rate Saudi companies through offices in Dubai and London, without any oversight or

adherence to Saudi standards.

Not long after, the CMA began drafting regulations for credit rating agencies, taking into account the
recommendations of international organisations and focusing on the principles of transparency and
disclosure. However, the requirements outlined in the draft regulations were difficult to meet, causing the
agencies to hesitate to open offices in Saudi Arabia. The market size was still small and the requirements for
opening offices were demanding, so it was better for them to continue operating abroad. This prompted the
CMA to delay the release of the regulations for two years, and to continue to obtain feedback from agencies

and review the requirements to make them more feasible.

On 10th November 2014, the CMA Board issued and adopted the Credit Rating Agencies Regulations,

which stipulated that foreign credit rating agencies must establish a branch in the Kingdom, with a paid-
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up capital of at least SAR 2 million or three months' working capital (whichever is higher). The regulations
were implemented in September 2015, in line with the CMA’s Prudential Rules, which addressed the use of
credit ratings to determine the risk weight of certain assets for the purpose of calculating minimum capital

requirements for authorised persons.

In July 2015, the CMA granted three agencies, Standard & Poor's, Moody's, and Fitch Australia, authorisations
to operate in the country.
However, as these foreign agencies monopolised the market, there was a desire to establish a local agency.

In 2016, SIMAH became the country's first national credit rating agency.
15.4. Opening the Market to Foreign Investment

The journey of foreign investment in the Saudi capital market progressed in several stages. Starting in 1998,
citizens of Gulf Cooperation Council (GCC) countries were allowed to own shares in companies, followed by
allowing foreign investment in local stocks through investment funds in 1999. After its establishment, the
CMA aimed to further open up the market to foreign investment in a phased approach. The CMA's vision was
to ensure a successful and fruitful experience for foreign investors by completing the necessary regulatory
framework. The CMA also conducted a study of international institutions on how to open the market to
foreign investment in a phased manner, to avoid the negative impact of a sudden influx of “hot money” and
to prevent speculative or adventurous investors from quickly withdrawing their money and damaging the

market.
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15.4.1. GCC Investors

On 9th August 2006, the CMA Board issued a decision on regulating the trading of Tadawul-listed shares by
GCC institutional investors, such as government investment institutions, authorised securities investment
companies, pension funds, and investment funds. This was part of a broader initiative to increase integration
between the capital markets of GCC member countries. Additionally, this was a step towards further opening
up the market to foreign investment. On 9th December 2006, the Council of Ministers granted the CMA the
power to make necessary arrangements that would allow GCC citizens to invest directly in companies listed
on the Saudi Stock Exchange, in accordance with a previously issued resolution by the Supreme Council of

the GCC (Document 84).
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shares listed on the Saudi Stock

Exchange. However, despite

previous steps taken to open up
the market to foreign and GCC
investors, the attractiveness
of the Saudi capital market as
an investment destination was
limited for these investors. As
such, the next step was to open
the market to non-resident foreign

investors.

15.4.2. Swap Agreements
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The Council of Ministers’ Resolution to approve Equal Opportunities for GCC Citizens in Investing
in the Saudi Stock Exchange.

In 2008, a group of banks approached the CMA with the proposal of issuing securities that were linked to
shares in the market but did not involve a change in ownership of the shares. This was based on the idea

of transferring the economic benefits of Saudi shares to non-Saudi non-resident investors, who were not

257



Market Story Phase Three / Part 4

Documentation of the Saudi Capital Market History Chapter 15 | Market Deepening and
Diversification (2007-2016)

previously allowed to invest in the market. As a result, the CMA formed a team to develop instructions for
stock swap agreements. On 20th August 2008, the CMA approved stock swaps for foreign non-resident

individuals or financial institutions.

The instructions defined stock swap agreements as a type of financial derivative in which two parties
agree to exchange cash flows based on a specified asset, such as stocks of a specific company, for a certain
period of time. The cash flows may be based on the performance of stock, bonds, or other securities. These
agreements allow foreign investors to gain the economic benefits of owning the stock of specific companies
for a certain period of time, without actually owning the stock. In return, brokerage companies receive a

financial compensation from the foreign investor, as per the terms of the stock swap agreement.

The adoption of stock swap agreements was positive. From the time the decision was made on 20th August
2008 to the end of 2015, there were a total of 43 such agreements. Allowing these agreements was a
practical test of the practices of foreign investors in the Saudi market. As a result, foreign investors were able
to get to know the Saudi capital market closely and their behaviour was understood in light of different local,

regional, and global financial events, which also helped assess their impact on the market.

As many international institutions showed interest in investing in the Saudi capital market, the International
Swaps and Derivatives Association (ISDA) swap agreements were concluded between operating branches
in Riyadh and parent companies abroad. ISDA swap agreements are a type of derivative that comply with
international standards and are recognised by ISDA. Moreover, these agreements have certain restrictions,
such as a maximum investment limit of USD 300 million, thus there was a cap on the amount of money that

could enter the Saudi capital market. Despite these limitations, the experience was positive in general.
15.4.3. Qualified Foreign Financial Institutions
Saudi Arabia’s GDP growth rate was promising at 3.5% at the end of 2014, and as 2015 rolled in, the Saudi

economy continued its positive trajectory.

The country also had a good credit rating according to international agencies. On 21st July 2014, the Council

of Ministers authorised the CMA, at its own discretion, to allow foreign financial institutions to invest in listed
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In response to the Council of
Ministers’ Decision, the CMA Board
approved opening the market
to foreign financial institutions
to buy and sell listed shares in
the Saudi capital market on 4th
May 2015. As a result, the Rules
for Qualified Foreign Financial

Institutions Investment in Listed

Chapter 15 | Market Deepening and
Diversification (2007-2016)
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The Council of Ministers’ Resolution to Authorise the CMA to Allow Foreign Financial Institutions
to Invest in Listed Securities.

Securities were issued, allowing eligible foreign institutions to purchase listed shares directly starting from

mid-June 2015 (Document 86), whereas previously they could only invest through “swap agreements”.

His Excellency Mohammed
Abdullah Al-Jadaan, Chairman of
CMA at the time, soon issued a
statement that Saudi Arabia was
the last of the major economies
to allow foreign investors to have
direct access to the capital market,
and that with this decision, Saudi
Arabia had become part of the

global market.
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The Approval of the Rules for Qualified Foreign Financial Institutions Investment in Listed
Securities.

As the move towards market liberalisation happened over several stages, the CMA Board passed a decision

on 8th August 2016 to adopt the Updated Rules for Qualified Foreign Financial Institutions Investment in
Listed Securities, (Document 87), effective from 4th September 2016.
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The Approval of the Updated Rules for Qualified Foreign Financial Institutions Investment in Listed Securities.

The updated rules included a decrease in the minimum required value of assets managed, from SAR 18.75
billion to SAR 3.75 billion or more, and an expansion in the categories of qualified foreign financial institutions
to include government funds, university endowments, and other entities approved by the CMA. Furthermore,
each qualified financial institution was allowed to own a greater proportion of shares, provided that they did

not exceed 10% or more of the shares of any issuer.

15.5. Investor Protection and Education

15.5.1. Investor Education

During the 2006 stock market crisis, many investors suffered losses and withdrew from the market, partly
due to the lack of an effective mechanism for addressing complaints. In 2007, the CMA developed an
automated system for tracking complaints and. in 2008, it released a booklet to educate investors on their

rights and the proper process for filing complaints. The booklet, entitled “How to File a Complaint”, outlined
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steps and procedures as well as necessary conditions for completing complaint documents and the methods

for submitting them. The booklet also included official complaint forms for investors to use as a reference.

As part of its initiative to protect investors, the CMA developed a call centre system, which was launched in
2012. The system was directly linked to the CMA's investor complaints department to ensure that inquiries

and complaints from the public were received and that an excellent service was provided to them.

15.5.2. Educating Market Participants

The capital market encountered
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significant challenges due to a lack of
investment knowledge and awareness.
This was highlighted during the stock
market crash. To address this issue,
the CMA started working in 2006

to educate market participants by

m The Smart Investor Programme participates in the Global Money Week
providing educational materials, such event.

as brochures and publications. These
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materials covered topics such as the
basics of investment, the role and
objectives of the CMA, and strategies
for protecting the rights of investors.
The CMA made these materials

available in both printed and electronic

forms on their website and in trading
halls  throughout the Kingdom.
These efforts by the CMA aimed to

provide investors with the necessary
knowledge to make informed and

diligent investment decisions.

Children hold an issue of The Smart Investor magazine which CMA pub-
lished to enhance financial literacy among youngsters.
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Since its establishment, the CMA has been launched various educational campaigns throughout the Kingdom
to raise awareness among investors. These campaigns include workshops, and other forms of interactions.
One of the educational programmes that the CMA launched is the community-based “Smart Investor”
programme. The goal of this programme is to promote healthy financial transactions, particularly among
children and youth aged 9-14, including primary and secondary school students, with the aim of building a

financially-savvy generation.

As a result of this programme, the Child and Youth Finance International (CYFI) awarded the CMA as the best
institute offering youth financial awareness in the Middle East and North Africa (MENA) in 2013 and 2014.

The CMA's programmes ranked among the best five countries worldwide providing awareness programmes.

Moreover, the CMA started providing training courses for finance and business journalists and media
professionals in 2009. The goal was to ensure that they have the basic information about capital markets
and that they develop their financial analysis skills. It also sought to keep them informed about local and
global financial developments, which would positively impact how they perform their role, especially as some

media outlets were found to have exacerbated the crisis by providing misleading information to investors.

15.6. Developing the Skills of Capital Market Participants

Since its early days, the CMA has been working on developing the skills and capacities of those employed in
the financial sector.

To do so, it drew on the experiences of SAMA's Banking Institute, which launched the first certification for
raising professional standards for investment professionals, called “the Investment Fundamentals Certificate”.
The CMA developed this certificate and a series of capital market certificates, supporting the development of

employees of authorised persons, directly benefiting the sector and the Saudi economy in general.
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15.6.1. Qualification Certificates

The CMA places a strong emphasis on ensuring that employees working in the capital market possess the
necessary qualifications and skills to perform their duties effectively. To this end, the CMA established
mandatory certification exams for those seeking employment with authorised persons. The CMA requires
individuals interested in certain jobs, as outlined in Part Four of the Authorised Persons Regulations, to
pass the General Securities Qualification Examination (CME-1), which covers securities rules, regulations,

and operations.

On 2nd March 2008, the CMA instructed authorised persons to promptly register their employees who carry
out registerable functions and to include them in the list of candidates for passing the General Securities

Qualification Examination by coordinating with SAMA's Banking Institute.

In January 2012, the CMA introduced a series of qualification examinations, which were based on the best
international and professional standards, related to topics such as compliance, anti-money laundering
and counter-terrorism financing, stockbroking, asset management, and asset and portfolio management.

Moreover, the CMA established its own centre to administer these examinations and qualifications.

263



Market Story Phase Three / Part 4

Documentation of the Saudi Capital Market History Chapter 15 | Market Deepening and
Diversification (2007-2016)

15.6.2. Graduates Development Programme

The CMA initiated the Graduates Development Programme (GDP) to create job opportunities for Saudi
graduates in the financial sector and boost the representation of Saudi nationals in the industry. The
programme began in 2006 and initially focused on training and qualifying high-achieving recent bachelor’s
graduates with specialised knowledge and skills to work with the CMA and within the capital market. The
programme was introduced to meet the needs of the capital market for qualified human resources and
support its growth. It involves comprehensive training on legal and technical aspects of the capital market,

including on-the-job training for authorised persons.

The programme has certain requirements that applicants must meet, namely: being fully available; being a
Saudi national; obtaining a bachelor’s degree, master's degree or higher; having a diploma that is recognised
by the Ministry of Education; having a good academic record; and being under 27 years old if the applicant
holds a bachelor's degree and 30 years old if they hold a master's degree. Additionally, the programme
includes personal interviews and requires a minimum IELTS score of 5 or equivalent language proficiency

test results.

In addition to meeting the previously mentioned requirements, applicants must also present their “General
Aptitude Test” or “Post-Graduate General Aptitude Test” results accredited by the National Centre for
Measurement, as well as write a brief summary about their goals and aspirations for joining the programme.
The CMA provides financial compensation during the training programme, with a monthly salary range of
SAR 7,500 to 10,200, depending on the applicant’s educational level. Other benefits include a paid annual
leave of 21 days, social security, and medical insurance during the training period. Upon completion of the

programme, a graduation ceremony is held for the trainees.
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Chapter 16: Towards Capital Market Development

From the beginning of this phase in early 2007 until 2014, the Saudi capital market witnessed several
regulatory improvements accompanied by growth and product diversification. To maintain these gains
and plan for future goals, the CMA introduced a market development strategy in 2015. One year later, the
ambitious Saudi Vision 2030 was announced to mark the beginning of several programmes and initiatives,
including the Financial Sector Development Programme (FSDP), which includes the Financial Leadership

Programme (FLP) for the capital market.
16.1. Strategic Plan 2015-2019

In December 2014, the CMA Board approved the Strategic Plan for 2015-2019, which comprised four themes

covering 13 objectives, to be achieved through 63 initiatives (Figure 33).

Strengthening and Developing’
the Capital Market

Expanding the institutional

investment base

Supporting the development of
authorised persons and human
cadres in the capital market sector

Supporting the growth of asset
management industry

Encouraging Sukuk management
and debt instrument issuance

Supporting the localization of jobs
in the authorised persons

9

Improving disclosure requirements
and content in order to raise the
transparency level in the capital

market

Raising awareness and investment
culture for market participants

Boosting compliance with the
Capital Market Law and its
1ting regulations through

4

effective monitoring and awareness
and adopting deterrent policies

Adopting the regulatory disclosure
rules and working on the
continuous development of
implementing regulations

Enhancing coordination and
cooperation with government
entities related to the capital

market

Promoting the Institutional
Excellence at the CMA

Improving the internal efficiency
and effectiveness of the CMA

Strengthening internal governance
and risk management

Facilitating the electronic
transformation of the CMA’s
business and services

—

Themes of the Strategic Plan 2015-2019.
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In 2015, the plan was reviewed by the Council of Economic and Development Affairs (CEDA), which approved
its overall direction, objectives, and vision. An additional strategic objective of Deepening the Capital Market
was added, as well as several strategic initiatives related to enhancing transparency and governance and
increasing communication with investors. As a result, the plan had a total of 14 objectives and 69 initiatives.
During the years 2015 and 2016, 63 initiatives were implemented, and the plan was later updated to align
with the Saudi Vision 2030.

16.2. Saudi Vision 2030

In 2016, His Royal Highness Prince Mohammed bin Salman bin Abdulaziz, Crown Prince, Prime Minister,
and Chairman of the Council of Economic and Development Affairs announced Saudi Arabia’s vision for the

future, a vision that expresses the country’s long-term goals and expectations and reflects its strengths and

capabilities. Saudi Vision 2030 is based on three

. . . . - A1 o Ayl G *
pillars: a vibrant society with strong roots, fulfilling -y G , Q l I
UM AL-QURA

lives, and strong foundations; a thriving economy

syl goay abll aus

2401 ol Gale

1180 2oy 11
Qgran SV, T o ¢ AakeVYe  TEGOR

with rewarding opportunities, investing for the BZY ook gy 08 30 aliaidl g Sgr paicne .. pY Yo Sl
long-term, open for business, and leveraging its i 1 1 el
| 4Skal

£

unique position; and an ambitious nation that is
effectively governed and responsibly enabled.

Saudi Vision 2030 includes a wide range of
economic, social, and development programmes

aimed at preparing Saudi Arabia for a post-oil : , G e e e
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era. The Vision was endorsed by the Council of

Ministers on 25th April 2016 (Document 88). ;1] News of the Council of Ministers’ Endorsement of Vision 2030.

16.3. Financial Sector Development Programme (FSDP)

In April 2017, CEDA launched several Vision Realisation Programmes (VRP). The most prominent of these

programmes is the Financial Sector Development Programme (FSDP), which aims to create a diversified and
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effective financial services sector to support the development of the national economy, diversify its sources
of income, and stimulate savings, finance, and investment. The FSDP will achieve this by enabling financial
institutions to support private sector growth, ensuring the formation of an advanced capital market, and
promoting and enabling financial planning, without impeding the strategic objectives intended to maintain
the financial services sector’s stability. In short, the strategic pillars of the FSDP are: 1) enabling financial
institutions to support private sector growth 2) ensuring the formation of an advanced capital market, and

3) promoting and enabling financial planning.

CEDA directed the Ministry of Finance to establish the FSDP in cooperation with competent agencies in the
sector, most notably the CMA and SAMA. Soon after, both entities began developing a detailed action plan,
objectives, initiatives, timelines, and measures to address challenges and risks. Moreover, the CMA played a
key role in setting the objectives of the FSDP—especially in relation to forming an advanced capital market—

by drawing on its experience in developing its own strategies and initiatives.

Furthermore, the second strategic pillar of forming an advanced capital market comprises four objectives
(Figure 34). The first is enhancing the role of the financial market in providing financing sources for the
national economy to diversify sources of funding for the government and private sector by further growing
and deepening liquidity of the equity and debt capital markets, as well as encouraging the planned

privatisation of state-owned entities through IPOs on the Saudi Stock Exchange.

The second objective is offering an efficient platform to encourage investment and diversify the investor
base by promoting institutional investment, attracting foreign investors to bring capital into the economy, and
establishing co-trading linkage with developed markets, which could provide foreign investors with access
to the Saudi capital market. The third objective is providing a safe and transparent infrastructure as well as
maintaining financial market stability by further digitising the process of opening investment accounts to
enhance the investor experience, while improving security informatics to ensure infrastructure stability and
safety. Lastly, the fourth objective is capacity-building for market participants by establishing a financial
sector academy covering all sub-sectors to improve local skills and capabilities, as well as considering the
establishment of a regulatory entity to supervise the audit offices of listed companies to ensure compliance

with the highest standards of disclosures and transparency.
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Offering an efficient platform
to encourage investment and
diversify the investor base

Capacity building for market
participants

Objectives of Developing an Advanced Financial Market according to the FSDP.

16.4. FLP

The CMA launched a strategic plan for the capital market called the Financial Leadership Programme 2019-
2021 as an initiative of Vision 2030's Financial Sector Development Programme (FSDP). The Programme
aims to make the Saudi capital market the leading market in the Middle East for funding and investment
seekers by attracting foreign investors, either through the primary market or direct trading, and increasing
the rate of foreign investment in market capitalisation to over 15%. Furthermore, the programme aspires
to enhance market depth and attract more start-ups through a parallel market with a significant number of
companies and an efficient primary market with an efficient listing process, with the goal of increasing the
number of listed companies in the primary and parallel market to 250 by 2021.

The programme aspires to include the Saudi market as part of international indices of emerging markets in

order to increase liquidity rates and meet the objectives of capital market participants. The programme seeks
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to increase the volume of funds invested through managed channels, increasing the value of managed assets
to SAR 600 billion, either via funds, portfolios, or other innovative financial instruments including private
equity funds, venture capital, and fintech. In addition, targeted initiatives were developed to foster investor
confidence in the capital market by reducing volatility, enhancing stability, protecting and compensating

victims of unlawful or unjust actions, and imposing deterrent penalties on Capital Market Law violators.

FLP is based on four themes and includes 16 strategic objectives to be achieved through 172 initiatives

(Figure 35).

Stimulate investments

Support the growth of asset
management and promote
institutional investment

Increase the attractiveness of market

to foreign investors

Diversify available investmentproducts
and mechanisms in the capital market

Adopt a risk-based supervision
methodology while enhancing P X

mechanisms to address qualitative
violations Increase the depth of the capital

market and promote its role in capital

/ \ .
Enhance stability in the financial [ \‘ formation

marketRaise the level of governance in ( |

the capital market | Develop stock and debt markets
Optimise investor protection and \\ / Support the development of

dispute resolution procedures > alternative financing mechanisms

Build capacity within the market

Develop the capabilities of capital
market institutions and CMlls

Raise awareness and promote a
financial culture in the market

Facilitate development of data and
financial technology solutions

Themes of the Financial Leadership Programme.
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To achieve the objectives, the CMA developed a governance framework with a clear methodology to measure
performance and evaluate progress. The governance framework is based on several assumptions which could

contribute to realising the aspired goals.

Unlike the Strategic Plan of 2015, which relied on accumulated expertise in following five-year development
plans and carrying out the responsibilities assigned under the Capital Market Law, the Financial Leadership
Programme is based on the nationwide Vision 2030. Additionally, FLP is part of interrelated initiatives in
which other entities are involved, such as the Ministry of Commerce, SAMA, and the Ministries of Finance and
Housing. The CMA is working directly on some of these initiatives, and indirectly with other entities and the

work goes smoothly and in harmony with the said entities.

In conclusion, the current focus has expanded beyond the capital market and its participants to include the
development of the private sector to boost its contribution to GDP, which involves creating a more advanced
capital market that encompasses all capital market pillars comprising stock market, sukuk and bonds market

and participating institutions in the market.
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Chapter 17: Legislative and Regulatory
Developments

The Saudi capital market has faced many challenges and overcame many obstacles in the past, achieving a
good level of regulation and control. Based on the objectives of Saudi Vision 2030, the market is preparing
for the future, focusing on legislative and regulatory development, which includes amending the legislative
framework of the market, developing market sectors and trading, settlement, and clearing systems, and

modifying rules related to authorised persons and auditors.
17.1. Amending the Capital Market Law

The Capital Market Law has been in place since 2003 without any major changes. However, a minor
amendment was made in 2012, which assigned the CMA the task of granting authorisations for special
purpose entities. In line with the passing of the Law of Commercial Pledge, which excluded traded securities
from being subject to its provisions, a limited amendment to the Capital Market Law was made on 23rd April
2018 to assign the CMA the responsibility of regulating pledged securities. As a result, a sub-paragraph
numbered 9 was added to paragraph A of Article 5, which addresses the CMA's responsibilities. The added

sub-paragraph stipulates "Regulating the pledge of securities and its enforcement”.

In light of Saudi Vision 2030 and the launch of the Financial Leadership Programme (FLP), it was necessary
to amend the Capital Market Law to enhance the CMA's role in protecting investors and promoting the
development of capital market institutions. In doing so, international best practices and regulations were
taken into consideration, including the recommendations made by the IMF's Financial Sector Assessment
Programme in 2011. Moreover, the CMA strove to increase compliance with international standards set by
the International Organization of Securities Commissions (I0SCO) and took into consideration the views of
market participants before amendments were proposed.

In 2016, following the announcement of Saudi Vision 2030, work began on proposing amendments to the

Capital Market Law.
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The Law amendment process included identifying obstacles and challenges and seeking feedback from
relevant authorities such as Committees for the Resolution of Securities Disputes, Tadawul, and the Securities
Depository Centre. A final draft of the proposed amendments to the Capital Market Law was prepared and

presented to CEDA. After consideration of CEDA's comments, the draft amendments were published for public
consultation before being presented to King Salman - the custodian of the two holy mosques -. The proposed

amendments were intended to benefit investors, issuers, authorised persons, and foreign investors. Figure

36 illustrates the main aspects that were intended to be addressed by the amendments.

Promote investor protection

Main aspects to be

addressed by the Support capital market
amendments infrastructure institutions

Further deter market violations

O

Main Aspects to be Addressed by the Amendments to the Capital Market Law.

274



Market Story Phase Three / Part 5

Documentation of the Saudi Capital Market History Chapter 17 | Legislative and Regulatory

Developments

The draft included 25 amendments, which were reviewed and approved by competent authorities, followed
by CEDA's recommendation 47-5/40/D to adopt them on 14th May 2019. The Shura Council, on 25th June
2019, approved the draft amendments—during its 49th ordinary session of the third year of the seventh
term—after reviewing the report of the Council's Financial and Economic Affairs Committee. The draft was
then presented to the Royal Court. On 17th September 2019, the Council of Ministers approved the draft
amendments during a session chaired by King Salman Bin Abdulaziz, followed by a Royal Decree approving

the adoption of the amended Capital Market Law! (Document 89).
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m Announcing the Amendment of the Capital Market Law.

The amendments made changes to the titles of certain chapters of the law, including renaming Chapter
3 from "The Capital Market” to “The Exchange, the Depository Centre, and the Clearing Centre,” Chapter
4 to "The Committee for the Resolution of Securities Disputes (CRSD) and the Appeal Committee for the

1 Royal Decree M/16 issued on 18th September 2019, which was published in Um Al-Qura newspaper in issue No. 479, stipulated amending the
(Capital Market Law which was issued by Royal Decree M/30 on 3rd July 2003. This included amending the titles of certain sections, amending the
definition of "The Exchange” and "The Depository Centre” in Article 1, amending sub-paragraphs 14,3,8 and adding sub-paragraphs 22,21,20 to
paragraph A of Article 6, adding sub-paragraph 6 to paragraph B of Article 13, amending Article 20, adding Article 20 Bis, amending Articles 21, 22,
23,25,27,28, 29,30, 31, 33, 34, 35, amending paragraph E of Article 55, and amending Articles 58, 59, 60, 61, 62, 63, 64.

275



Market Story

Phase Three / Part 5

Documentation of the Saudi Capital Market History

Chapter 17 | Legislative and Regulatory

Developments

Resolution of Securities Disputes (ACRSD)”, and Chapter 5 from "Regulation of Broker” to “Brokers and

Members Regulation”. The titles of the remaining chapters remained unchanged. Figure 37 highlights the

main amendments to the Capital Market Law.

Developing the capital
market infrastructure

Major amendments to the

Capital Market Law

T

Amending penalties to
enhance the efficiency|

institutions

Granting the CMA the authority
1o license the capital market
infrastructure institutions

Raising the level of governance
of the boards of directors of
these institutions

Laying down the regulatory basis
for licensing the securities
clearing center

Activating its role in performing
duties and obligations within the
capital market infrastructure
institutions

Developing the mechanism of the
class action suit

Activating the impacted
investors’ compensation funds

of deterrence

Raising the maximum limit of the
fine that the CMA Board or the
CRSD may impose on violators

Granting the CMA some
additional powers to address

Developing the provisions
regulating the CRSD

Expanding the committees’ jurisdiction to
include disputes of the clearing center's
regulations, rules, and instructions

Stipulating that committees can be
formed of more than one department

Amending the statutory instrument for
appointing members of committees for
the resolution of securities disputes

)

Expanding the settlement

scope with those accused of
violating the law and its
implementing regulations

Granting the CMA the authority to
conclude a settlement with those
accused of violating any of the
provisions of the Capital Market
Law and its implementing
regulations

Regulating the
reporting of violations

Granting a reward to
whistleblowers, who provide
information that leads to the

discovery of violations

Granting the CMA the authority
to set procedures that contribute
to protecting whistleblowers

violations

Main Amendments to the Capital Market Law.

These amendments served as the legislative basis of capital market developments during this phase. The

following sections will address major regulatory changes since 2017.
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17.2. Reclassifying Market Industries

Having a stable market classification and indices is crucial as it is uncommon for a capital market to frequently
reshape and reclassify its sectors. The current classification method has been considered sufficient from
2008, but as the economy in the Kingdom has developed, new industries have appeared in both public and
private sectors. Therefore, it was necessary to adapt to these changes by reclassifying the sectors of listed

companies on Tadawul.

In 2017, Tadawul announced the adoption of the Global Industry Classification Standard (GICS), a widely
recognised worldwide standard for industry classification. GICS was developed jointly by Standard and
Poor's (S&P) and Morgan Stanley Capital International (MSCl), which are leading global companies providing

independent financial data, indices, and benchmark-related products and services.

The new industry classification consisted of 20 sectors (industry groups), representing Level 2 under the
GICS's hierarchical classification system, and closely aligned a company'’s business activities and sources of
revenues to its sector classification. On 7th January 2017, Tadawul adopted the new sector indices at 5,000
basis points, thus facilitating industry comparisons, and calculated their historical data for the previous year
and made it available on Tadawul's website. The following day, Tadawul published its percentage changes

and ceased to calculate previous industry indices as of 8th January 2017.
17.3. Developing Trading Mechanisms and Regulations

During this phase, Tadawul worked on regulating trading and membership procedures for registered traders.

As aresult, a new set of procedures and regulations has been issued (Table 2).

277



Market Story

Phase Three / Part 5

Documentation of the Saudi Capital Market History

Date
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22nd February
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Key Trading Rules and Regulations

Regulations

Securities Borrowing and Lending
Regulations

Purpose

Regulating the borrowing and lending of
securities in the Kingdom

Short Selling Regulations

Regulating the short selling of
securitiess in the Kingdom

23rd March 2017
Amended:

1st April 2018
26th January 2021

The Exchange and Centre Procedures

Specifying the Exchange and the

Centre procedures that must be

followed to comply with the provisions

of relevant Exchange Rules, which

include the following:

1- The amended Securities Depository
Centre Rules

2- The amended Trading Procedures

3- Orders Aggregation Accounts
Regulations

4- The amended Glossary of Defined
Terms used in the Exchange Rules

30th July 2018
Amended:
6th May 2019

Trading and Membership Rules

Regulating Exchange membership
and access to the trading system; the
registration of registered traders; the
disclosure of information by Exchange
members; and trading listed securities
by Exchange members.

30th January 2019

Procedures of Suspending the Trading of
Listed Securities

Determining the mechanism to deal
with the centre accounts and the
securities deposited therein when the
custody member ceases or intends to
cease his activities and terminate his
connection with the Depository and
Settlement System.

1st October 2019

Derivatives Exchange Trading and
Membership Rules

9th December
2019

Derivatives Exchange Trading and
Membership Procedures

Specifying the derivatives exchange
trading and membership procedures
that derivatives exchange members
and derivatives exchange registered
traders must follow in relation to listed
derivatives products.

Key trading rules and regulations.
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These regulations also included the following decisions to further develop the capital market:

- Approving the introduction of securities lending and covering short-selling.

- Allowing partial settlements on a daily basis to reduce the number of accounts in a failed chain.

- Developing the Independent Custody Service to enable institutional investors—locally and globally—to have
access to better trading limits.

- Introducing a new optional service for asset managers to aggregate all orders of managed assets
(discretionary portfolios and investment funds) under a single comprehensive order.

- Regulating trading and membership in the derivatives market, which was launched on 30th August 2020.

- On 7th May 2018, Tadawul moved from a Volume Weighted Average Price (VWAP) to an auction method for
determining closing prices. The aim was to identify a fair closing price, based on demand and supply, when

executing orders through the Tadawul system.

On Sunday, 17th July 2016, the CMA amended the share purchase and sales commission paid by sellers and
buyers by increasing it from 12 base points (the equivalent of SAR 12) to 15.5 (SAR 15.5) for every SAR
10,000 of transaction value. At the same time, the minimum limit of commission for any executed order in

the Exchange being equivalent to or less than SAR 10,000 was cancelled.

Example of the percentage change in commission

e ™ e N
Previous commission New commission
0.00035+

0.00120

Transaction value

100.000

X0.00120

3.5+

Base Point

Increase in commission after adjustment = SAR 35

-
\

The Amendment of Share Purchase and Sale Commission.
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Furthermore, the CMA Board issued a resolution to allocate part of the commission generated from share
trading to support a permanent national programme that aims to raise awareness and spread the culture of

investment among all traders and capital market stakeholders.
17.4. Developing Clearing and Settlement

17.4.1. Securities Settlement

Prior to establishing the CMA, the settlement period for securities transactions was changed from three
business days (T+3) to one business day (T+1) in January 1992. With the implementation of the new
Tadawul Electronic System (TES) in 2001, the settlement period was further shortened to real-time (T+0)
and remained so until 2017. On 23rd April 2017, the settlement period was once again extended to two

business days (T+2).

The reason for these changes is attributed to prevailing market conditions. The goal of reducing the
settlement period from (T+3) to (T+1) and then to (T+0) was to increase market liquidity by allowing
investors to buy and sell immediately, which, of course, required updating trading systems. Twenty years
ago, the main objective was establishing and growing the capital market, and real-time settlement was the
best way to do so. This development greatly served the capital market and has been one of the reasons for
the increase in the size and liquidity of the market. The settlement period of T+0 was maintained when the

capital market was largely closed to foreign investors.

As the Saudi market began to open up to the global economy, the Kingdom aimed to align its market and
regulatory systems with international standards, which included a shift to a T+2 settlement cycle. This was
particularly important to increase the possibility of the Saudi market being included in emerging market

indices.

The settlement of securities refers to the process of transferring securities from a seller's portfolio to a
buyer’s portfolio, whereas cash settlements refer to the process of transferring the value of securities for
executed transactions from the buyer's investment account to the seller's investment account, through

Exchange members.
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The T+2 settlement cycle has multiple benefits, such as increasing the protection of investors’ assets,
verifying the accuracy of the transaction and addressing any errors that may be present, and promoting
a favourable investment environment that encourages institutional investment while taking into account
future changes. Additionally, it is considered a crucial step towards cooperation and integration with other

markets, both regionally and globally.

The change in the settlement cycle does not affect investors' behaviour in relation to stock trading and
purchasing power. A buyer can sell securities immediately after the transaction is executed, without having
to wait for the completion of the security settlement. Sellers can also gain purchasing power, allowing them
to buy new securities immediately after the sale transaction is completed, without having to wait for the

cash settlement to be completed.

17.4.2. Securities Clearing

The Securities Depository Centre continued to handle the deposit, transfer, settlement, clearing, and
registration of traded securities. However, the clearing process was partially carried out partially by the
centre. Clearing is a process that follows the trading of securities and includes determining the rights and

obligations of each party in the transaction before the settlement process to minimise the risk of default.

On 2nd May 2018, the Saudi Stock Exchange (Tadawul) announced the establishment of a subsidiary
company, the Securities Clearing Centre Company “Mugassa’, with a capital of SAR 600 million. Mugassa was
established to develop future clearing services in line with international risk management best practices.
Mugassa began its clearing operations on 30th August 2020 in the derivatives market and was soon to
provide its services in relation to other securities. Figure 39 shows a comparison of clearing operations

before and after the establishment of Mugassa.
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Before (partial clearing at the
Securities Depository Centre):

The Saudi
Stock

Exchange
(Tadawul)

Trading

Cash settlement

The Saudi
Stock

Exchange Centre

(Tadawul)

Trading

Securities
Clearing

(Muqassa)

Chapter 17 | Legislative and Regulatory
Developments

After (partial clearing at the
Securities Depository Centre):

Cash settlement

Clearing Operations before and after Establishing Mugassa.

The amendments to the Capital Market Law following Royal Decree M/16 established the regulatory framework

for the Securities Clearing Centre to support capital market infrastructure institutions. In accordance with the

amended law, the CMA, SAMA, and the Saudi Stock Exchange (Tadawul) began implementing the necessary

regulatory procedures to enable Mugassa to begin its operations.

On 18th November 2019, the CMA Board issued a decision to approve the Securities Central Counterparties

Regulations, which aimed to regulate the securities clearing activities in the Kingdom and specify the

procedures and conditions for
obtaining an authorisation to carry
out such activities. The following
year, on 12th January 2020, the
CMA Board issued a decision to
authorise the Securities Clearing
Centre  Company  (Mugassa)
to provide securities clearing
services in the Kingdom and
designate it as a Qualified Central

Counterparty.
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On 9th December 2019, the CMA Board approved the Securities Clearing Centre Rules, which aims to
regulate the following: 1) clearing membership and access of clearing members to the clearing house 2)
the disclosure of information by clearing members to the clearing house 3) the consequences of a default
by the clearing house or any of its members, and 4) the relationship between clients and clearing members,
and their rights and obligations under the clearing documentation. On the same day, the CMA Board also
approved the Clearing Procedures, which specified derivatives clearing procedures that clearing members
must follow before the derivatives market was launched, to comply with provisions of the Securities Clearing

Centre Rules.

The development of clearing and settlement also involved technology upgrades. To that end, Tadawul signed
an agreement to transform its post-trade technology infrastructure, which includes registry, depository and
risk management technologies. The new technology replaced Tadawul's former X-STREAM INET system,
which was implemented in 2001. Furthermore, the new central counterparty clearing solution enabled both
Tadawul and market participants to introduce new asset classes to the market and offer new services to the

investors in compliance with international best practices and standards.
17.5. From Authorised Persons to Capital Market Institutions

After establishing regulations for securities brokerage activities during the initial phase and developing
prudential rules forauthorised personsin the second, the current phase has seen several related developments.
On 18th September 2017, the Authorised Persons Regulations and the Glossary of Defined Terms Used in
the Regulations and Rules of the Capital Market were amended. Glossary amendments included changes to

the definitions and descriptions of several terms, such as “sophisticated investor”, “professional investor”,

“institution”, and “compliance officer".

As for the Authorised Persons Regulations, the minimum paid-up capital requirements were set at SAR 50
million for dealing and custody, SAR 20 million for managing investments and operating funds, SAR 5 million
for managing private non-real-estate investment funds and sophisticated investor portfolios, SAR 2 million
for arranging, and SAR 400 thousand for advising. The amendments also stipulated that the value of assets

under management by an authorised person shall not exceed SAR 1 billion if their activity is limited to

283



Market Story Phase Three / Part 5

Documentation of the Saudi Capital Market History Chapter 17 | Legislative and Regulatory
Developments

managing private non-real-estate investment funds or managing sophisticated investor portfolios.

On 12th August 2020, the CMA Board issued a decision amending the Securities Business Regulations,
Authorised Persons Regulations, and Glossary of Defined Terms Used in the Regulations and Rules of the
Capital Market Authority, in addition to amending the name of “Authorised Persons Regulations” to “Capital
Market Institutions Regulations”, effective as of 1st November 2020. The amendments included developing
the scope of arranging and advising activities and the types of authorisations for dealing and managing
activities; developing and facilitating the requirements for authorisation to carry out securities business,
commencement of business, and capital requirements; developing the requirements for registrable functions,
conduct of business, system, and controls and client money and assets; and developing the requirements for
client’s understanding of risk, and the requirements for client suitability, including the provisions related to

client classifications and Know Your Client.
17.6. Adopting International Accounting and Auditing Standards

The CMA had always required listed companies and market institutions to appoint certified public accountants
who would provide the CMA and market with independent annual reports. However, as a response to
the G20's call to implement high-quality, internationally recognised accounting standards, the CMA took
measures to support listed companies in adopting the International Financial Reporting Standards (IFRS),
which were previously endorsed by the Saudi Organization for Certified Public Accountants (SOCPA) in 2012.
To that end, a high-level steering committee was formed. The committee consisted of the Secretary-General
of SOCPA, Chairmen and Vice Chairmen of the Accounting and Auditing Standards Committees, as well as

representatives of the Ministry of Finance, the CMA, and SAMA.

As a result, SOCPA’s board of directors decided to implement International Financial Reporting Standards
(IFRS). The implementation was to be reflected on the financial statements of listed companies starting 1st
January 2017. Moreover, the adoption plan identified several CMA-supervised entities that were required
to apply IFRS in full, such as companies in the process of listing, companies which had debt instruments
traded on the Saudi Stock Exchange, and other financial institutions such as investment funds. As for smaller

entities, they were required to adopt the IFRS for Small and Medium-sized Entities (SMEs).
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The new standards were more comprehensive, covering transactions and events that affect a company'’s
financial position and results. They also included topics and industries not addressed by the previous
standards, such as employee benefits, separate financial statements, real estate investments, agriculture,
and mining. Additionally, the IFRS include more comprehensive coverage of certain areas, such as requiring a
periodic audit of depreciation rates and the residual value of machines and equipment, as well as providing

detailed investment disclosures.

One of the key features of IFRS is their emphasis on fair value accounting, which allows for the revaluation
of fixed assets and investment properties based on their fair market value. Fair value is defined as the price
that would be received on sale of an asset or payment to transfer a liability in an orderly transaction between
market participants at the measurement date (an exit price). The IFRS were to be applied in their entirety, and

this adoption would ensure improving the quality and effectiveness of the audit profession.
17.7. Rules for Registering Auditors

In 2018, a major change occurred in relation to the auditing of companies’ accounts, as auditors were required
to register with the CMA and to publish annual reports for transparency. On 19th December 2018, the CMA
Board adopted the Rules for Registering Auditors of Entities Subject to the Authority’'s Supervision, such
as listed companies, investment funds, and Tadawul. The rules also required accounting firms and certified
public accountants to be registered with the CMA prior to being appointed to take on audit engagements

with those entities.

Furthermore, to register with the CMA, an accounting firm must: 1) be licensed to practise the profession

of account auditing in accordance with the Law of the Profession of Accounting and Auditing 2) not have a
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The Approval of the Rules for Registering Auditors of Entities Subject to the Authority’s Supervision.

judicial decision that has been issued against it as a result of an offence involving fraud or any act involving a
lack of integrity or dishonesty during the five years preceding the date of application for registration, and 3)
have adequate indemnity insurance for the risks of professional failures. As for certified public accountants,

they are required to submit their applications for registration through accounting firms.

As of the end of 2020, the CMA had 13 registered accounting firms with 39 registered and certified public
accountants. Moreover, the CMA conducts annual audits on the financial statements of entities under its

supervision to ensure compliance with the internationally recognised accounting standards adopted in the

Kingdom.
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Chapter 18: Investment Diversification and
Stimulation

The capital market continued to introduce new developments aimed at diversifying and stimulating
investment. This has been achieved through new initiatives and amended regulations that facilitated the
offering and listing of joint-stock companies on the main market, the establishment of the Saudi Parallel
Market (NOMU) for SMEs, updates to merger and acquisition rules, and improved corporate governance.
These efforts have helped to bring a wider range of investors, including individuals, foreign institutions, and
domestic institutions to the market and have also contributed to the diversification of investment products,

which has further attracted more investment.
18.1 Evolution of Joint-Stock Companies Regulations

18.1.1 Main Market

The Offer of Securities Regulations and the Listing Rules were put into effect in the main market on 4th
October 2004. Upon the separation of the functions and jurisdictions between the CMA and Tadawul, the
CMA developed the Rules on the Offer of Securities and Continuing Obligations and the Glossary of Defined
Terms Used in the CMA Regulations and Rules. Meanwhile, Tadawul prepared the Listing Rules and Glossary
of Defined Terms Used in the Exchange Rules. The CMA Board approved these regulations on 27th December
2017, and they became effective in Q2 2018.

The CMA Board also approved, on 12th May 2020, the termination of the Supreme Joint Committee work on

the separation of functions and jurisdictions between the CMA and Tadawul, which was launched in 2013.

At the same time, the capital market planned several strategic initiatives to enhance the efficiency of offering
and listing procedures of companies in the capital market. The CMA reviewed and improved the regulatory
framework for the offering of shares for public subscription and expedited the review of applications for

such offerings.
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The CMA worked with ministries and relevant entities to explore ways to encourage unlisted companies
to go public and list their shares in the capital market. A preparatory programme was developed to enable
companies to meet the offering and listing requirements. In January 2018, the CMA Board approved the
amendments to the Instructions for Book Building Process and Allocation Method in IPOs, which were
designed to improve pricing efficiency by allowing GCC investors with a legal personality to participate in the

process. The Instructions were amended again on 17th September 2019.

On 6th August 2018, the CMA Board approved the Instructions on the Price Stabilisation Mechanism for IPOs
to regulate the price stabilisation activities for the shares of newly listed companies on the Exchange after

the IPO (Document 92). The Instructions were amended on 14th January 2021.
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Figure 40 shows key main market regulatory developments between 2004 and 2021:

Significant regulatory developments of the main market

« Starting the adoption of * Updating the instructions on
underwriting method * Amending the listing rules the book building and share allocation
* Securities offering rules « Amending articles No. 25 « Instructions on the book « Regulating the price
« Listing rules and 30 of the listing rules building and share allocation  stabilization mechanism for IPOs

« Starting the adoption of the * Amending article No. 50 of * Rules on the offer of * Amending rules on the
book building process the listing rules securities and continuing obligations  offer of securities and continuing
nhlisatinnc

Key Main Market Regulatory Developments.

The initiative to stimulate public offerings in the capital market was launched in line with Vision 2030's
objectives of two of its three pillars: a thriving economy and an ambitious nation, as well as the Financial

Sector Development Programme (FSDP).

Entities and ministries, such as the Saudi Industrial Development Fund (SIDF), the Ministry of Investment,
and the Saudi Food and Drug Authority (SFDA), collaborated with the CMA to implement this initiative by

launching incentives for companies to list on Tadawul.

During the forum on Listing in the Capital Market in May 2018, His Excellency CMA Chairman Mohammed
Abdullah Elkuwaiz stated that “the financial market rewards merit and punishes shortcomings regardless of
a company'’s size, age, and record. The purpose of offering and listing a company, as well as the associated
disclosure and governance and separation of ownership and management, is to safeguard the company from
the potential conflicts and disruptions that can arise between stakeholders and undermine its operations.”

Elkuwaiz emphasised that these amendments are a qualitative leap in terms of facilitation and simplification,
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compared to previous provisions.

The number of listed companies from 21 sectors increased from 73 companies in mid-2004 to 203 companies

by the end of 2020 in the main market, as shown in Figure 41:

Number of listed companies in the main market (2004-2020)
150

200

100

50

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Number of Companies Listed in the Main Market (2004-2020).

18.1.2 Establishment of the Parallel Market

One of the objectives of Saudi Vision 2030 is to support entrepreneurship and increase SME contribution to
GDP from 20 to 35% and non-oil GDP from 33 to 35%. The Financial Leadership Programme (FLP) approved
the creation of a parallel market, and the CMA conducted a feasibility study that was approved by its Board
on 11th April 2016. Tadawul then announced its intention to establish an equity market specifically for
SMEs in early 2017. This market was designed to provide financing for SMEs and motivate them to improve
governance and disclosure, which would increase opportunities for business growth and development.
Tadawul developed the regulations for the establishment of the parallel market. On 21st December 2016,
parallel market listing rules were adopted and the Offer of Securities Regulations was amended to include

provisions for share offerings on the parallel market.
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The Adoption of the Parallel Market Listing Rules.

Given the higher risk profile of issuers listed on the parallel market compared to the main market, only
qualified investors are allowed to invest in securities listed on NOMU. The total market cap of the company
must be at least SAR 10 million, compared to SAR 300 million in the main market. Listing on the parallel

market requires offering at least 20% of the shares to the public and the daily fluctuation limit is set at 20%.

NOMU was established on 26th February 2017 (Image 34), as a way for SMEs to access new investment
opportunities in an alternative market with less stringent listing requirements than the main market. NOMU
is intended to be a platform for companies that are growing in terms of size and governance, but do not
meet the requirements for listing on the main market. Once a company listed on NOMU meets the necessary

conditions, it can then be listed on the main market.
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[EA Launching the Parallel Market (NOMU).

NOMU, the first market for SMEs in the Gulf region, was launched with the listing of seven companies with a

total of 16.7 million shares and an offering size of SAR 1.9 billion.
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The Rules on the Offer of Securities and Continuing Obligations, issued on 27th December 2017, replaced
the Offer of Securities Regulations and the Listing Rules issued in 2004 and the Parallel Market Listing Rules

issued in 2016 (Document 94). The new rules subsequently apply to both the main and parallel markets.

On 27th February 2019, the CMA and Tadawul implemented structural changes to NOMU, which were
intended to promote the parallel market's growth and increase the number of listed companies and market
liquidity. The changes came two years after launching NOMU as part of CMA and Tadawul’s plans to support
SMEs through a more flexible platform. The changes were based on a thorough analysis of the market and

the needs of market participants.

The structural changes were
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access mechanisms by applying [EZ} Adopting the Rules on the Offer of Securities and Continuing Obligations.

a minimum liquidity threshold,

reducing normal trade thresholds, and introducing the NOMU Capped Index. Changes rolled out in the second
phase included the listing of close-ended funds and REITs on NOMU and the introduction of volatility guards
and independent research. To transition to the main market, the company must meet several conditions, such
as being listed on NOMU for at least two years and meeting the main market requirements at least a year

before the transition.
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Significant changes in Nomu-Parallel Market in 2019

Changing the financial
reporting from quarterly to Reducing normal trade
Enabling direct listing semi-annual threshold

1 1
Q12019 R @ @ ? .

Mechanism for transition from Updating the IPO mechanism Introducing the Nomu
the parallel market to the main through updating the Capped Index
market minimum liquidity threshold

Listing of closed-ended investment
traded funds (CEFs) and real estate  Allocation of a special fund for
investment traded funds (REITs)  research and analytical studies

1

Q22019 @

The application of volatility guards

Main Changes to NOMU in 2019.

On 29th October 2019, Alkathiri Holding Company was approved to move from NOMU to the main market by
Tadawul. This was the first time a company had made this transition following these amendments. Alkathiri
had capital of SAR 45.2 million and 4.52 million shares and met all statutory requirements stipulated in the

Listing Rules. The number of listed companies on NOMU from 2017 to 2020 is shown in Figure 43.
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12 The number of listed companies on Nomu (2017-2020)

10 9 [ )

@

2017 2018 2019 2020

The Number of Companies Listed on NOMU (2017-2020).

On 24th March 2019, Tadawul launched the NOMU Capped Index (NOMUC) as part of the announced
enhancement and instructions to include all eligible securities listed on NOMU. A capping threshold of 20%
for any security was applied to avoid a single security dominance on the Index. The NOMUC sets a maximum
percentage on the relative weighting of a component that is determined by its market capitalisation. The

index value for capped indices is calculated as follows:

Index = (today's total free float capped market capitalisation / previous day total free float capped

market capitalisation) x index value of the previous day.

Upon approval by Tadawul to transfer the issuer’s shares from NOMU to the main market and the completion
of the necessary procedures, the issuer is removed from the NOMUC and added to the Main Market Headline
index (TASI) and Industry Group indices after meeting the eligibility criteria, and new constituents are

included in Tadawul's indices.

Tadawul later announced the weighting threshold for each issuer in NOMUC would be capped at 35%,

effective from the start of trading on Tuesday 14th April 2020. In addition, the calculation and publishing of
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the Parallel Market Index were suspended by the end of trading on Thursday 14th May 2020.

On 26th December 2019, Tadawul updated its indices methodology and management to include revisions
in the methodology for the calculation of free float shares, a new rule for fast inclusion in TASI at the close
of the fifth trading day, and the application of index capping for TASI with a threshold of 15%, in addition to
announcing indices maintenance and adding/deleting shares from the index three business days prior to the

execution date.

NOMUC closed out 2020 at 26,245 points. The market value of shares outstanding amounted to SAR 12.18
billion and trading values reached SAR 7.11 billion, with 109 million traded shares and 287,500 deals.

18.1.3 Updated Regulations to Regulate Mergers and Acquisitions

The updated Merger and Acquisition Regulations, issued on 15th October 2017, replaced the previous
Regulations issued on 3rd October 2007 (Document 95). This update reinforced the importance of full and
fair disclosure in mergers and acquisitions, while clarifying the relevant procedures and obligations related to
owning or acquiring shares or controlling interests in listed companies. In addition, the updated Regulations
established a regulatory framework for offers to acquire all of a listed company’s shares or merge with
it, subject to the approval of the General Assembly of shareholders. It also allowed for partial takeovers
of a listed company’s shares, which were not previously available in the 2007 Regulations. The updated
Regulations included provisions that applied to anyone who increased their ownership of a listed company’s

shares to 40% or more. Certain provisions of the Regulations were modified on 23rd April 2018.
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E The Adoption of the Updated Merger and Acquisition Regulations.

Figure 44 shows the evolution of the number of merger and acquisition requests between 2006 and 2020:

The number of merger and acquisition requests from 2006 to 2020

2006 2007 2008 2009 2010 <2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

The Number of Merger and Acquisition Requests between 2006 and 2020.
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Saudi Arabia's Alawwal Bank formally merged with Saudi British Bank (SABB) to constitute the largest merger
and acquisition deal of 2019. After the merger agreement, all of the assets and liabilities of Alawwal Bank
were transferred to SABB, in exchange for SABB issuing 500 million ordinary shares with a nominal value of
SAR 10 per share in SABB in favour of Alawwal Bank shareholders by way of increasing the paid-up capital of
SABB from SAR 15 billion to SAR 20.54 billion. This represents an increase in the number of shares from 1.5
billion shares to 2.05 billion fully paid shares. Tadawul suspended trading on shares of Alawwal Bank as of
16th June 2019, ahead of share delisting procedures. Also in 2019, Aramco acquired a 70% stake in SABIC for
a total purchase price of SAR 259.125 billion (USD 69.1 billion), which we will elaborate on later. Figure 45

shows key mergers and acquisitions in the Saudi market:

The most significant merger and acquisition deals in the Saudi market

Almarai acquires HADCO Mubarrad acquires 95% of Al-Baha Investment and SAFCO acquires SABIC
Amnco Development Co. acquires Agri-Nutrients Investment
Takween acquires Savola the shares of Elegant
Group's packaging unit Centers Co. in full

2015 2017 2020
2007 2016 2019

Morgan Stanley Middle HSBC merges with SABB SACO acquires Medscan Terminal SABB acquires Alawwal Bank

East acquires the Capital Securities stc acquires SaleCo Sipchem acquires Sahara

Group Aramco acquires a 70% stake in SABIC
ADC acquires a 100% stake in Al Salam
Medical Services Co.

m Key Acquisitions in the Saudi Market.

18.1.4 The New Corporate Governance Regulations

The Corporate Governance Regulations, issued on 12th November 2006, and their subsequent 2008, 2009,
2010, and 2011 amendments, continued to apply until they were replaced by the new Corporate Governance
Regulations in February 2017 (Document 96). The new more detailed regulations comprise 98 articles and
are fully aligned with the Companies Law issued in 2015, while the 2006 Regulations’ 19 articles were

associated with the 1965 Companies Law. The Regulations are the result of coordinated efforts by the
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CMA and the Ministry of Commerce to align the regulations with the Companies Law. Corporate Governance
Regulations underwent a first amendment on 23rd April 2018, a second on 20th May 2019, and a third on
14th January 2021.

> P el oo oo O

(Y2 IV-11-A) @) Al pgad| dhd (gulsma 51 3

Yo lV-Y- 1Y G=219dl BVEYA-0- VT oyl
P =2 D) .
AT IVEAYSTY 05 (e 2kl Sl i e g A5 (o Gptaaill g sl ) AL 3 gund) Esa yulana o o
Log) aY W=V YFY oG 3 QLAY g g5 U1 joll Zanbuakl SIS i 3000 pullas fle (3 SIS il allEig ) EYE=T-Y g lig (T /a) a8 GSI a g AL joluall UL § guadl S5 e £l i
slaiel g alas] sie SIS il daS ga a5Y (o sl 3ulk) 3 3o il SLllit) puan sl (sas BVEPV=V-YA Gyl (¥ /p) By S a g AL jaliall
Log) AY* W= Y=Y ey 6§ dolall Lunaal) 45 (po dle Z881 g1 auus (6301 35101 pulane &6 ebie y5h
(s SIS il ZaS g a5Y oo Ja Gl e o ) 0 13 T8I A Lisaall 36 g SISyl daS g a5 olaie! (1 g:
(YHVYFN=Y) a8, &agll ulas 5l s joliall SlS pall LS ga &0 (ol Sudl Jalall sla] (@AYo T=V V=V TG kI AVEYV=) oY) ey g (V00 T=Y VY1) a3, Eagdl pulas s 5 juluall 3
AYAWVSESYY GG G | LSel AY VY-4-Y0 Gl gl AV EFF-\ V-4 &y Gy g Jandl )5 e £l 5
ip g SISV (U915 ) Lo gl AL 3 gl &S i g Lisgll 2850 3 1A gasdia (Me! (9 LAY IV=g-YY e,uyéu:,ned...;,mulu_nd!._u..;,;.ls,.mli.s,;&yru(g 3
o1 158 S5 Sl g 20 UGN (g BN sgl QUSG5 (5 (£)3 (V) IR (1) 3,800 o (1) ae il 3,80 Jans (1R 138 G () 3,8 (o Sl (g Q)
G (V) BAR g (o pdialy ZULI 3aL81 5o (Y) 9 (1) LSRNy (G pdiall g LSUH Bl s (2) 9 E
- . - () 3y (pmadly dusluad) 3alt1g o ydiall g Eialill 3Lk g (o penlly usalill SalL
AU Bl W uloea a_._',:'.n Bl (e () BN (Cpiuall g i:\:,m;::u il g Lyaladl s'_:: <ol 3210 e a:
il ama 3o il 3l ol Allis o (yll ygS a1 5ty ity Zusslll 3341 G (4) 3 (A)3 (V)3 (2)3 (V)3 (1) Sty wigialty .
N (V)8 (M))3 (V)9 (0) &R g ((pilaill g Laswulil) 3ulhl g (oLl g duwsbuall 3Lt1 g (iLalll g | |
1A G dama S 0 e 3 0 I ST ity iy N S0 G (1) 38 o (1) Gl 5l il 5L 3 (1)

SIS ol ) AeS g A

m The Adoption of the New Corporate Governance Regulations.

Inanew move, proxy voting was introduced, allowing shareholders to participate in General Assembly meetings
without physically attending them. It helped increase shareholder participation and improve efficiency at
these meetings. It also helped ensure that a quorum is reached and meetings are held, and reduced the cost
for companies by avoiding delays or rescheduling meetings. This mechanism was introduced to overcome

obstacles that might otherwise prevent shareholder participation or the convening of the assembly.

In 2019, electronic voting emerged as a convenient and efficient way for shareholders to participate in
General Assembly meetings and vote on decisions. It also helped to increase transparency and accountability
for companies. The number of electronic voters increased in 2019 by 7% compared to 2018, while the

number of physical voters decreased by 30% compared to 2018. Electronic voting also allowed investors to
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exercise their rights, leading to a 38% increase in the number of (electronic and physical) voters in general
assemblies, from 21,695 in 2018 to 29,847 in 2019.

In 2020, due to COVID-19 prevention measures, in-person assemblies of companies listed on the capital
market were suspended and held remotely instead. This led to a 14% increase in the number of electronic
voters in H1 2020 compared to H1 2019, making up 99% of total voters in shareholders’ assemblies,
compared to just 1% of in-person voters. The overall number of electronic and in-person voters increased by
133% during this time, with most shareholders participating through electronic voting, resulting in a 170%

increase in electronic voting shareholders in H1 2020 compared to the same period in the previous year.
18.2 Diversifying Investors

18.2.1 Individual Investors

The CMA was established to promote fairness and support individuals with limited income in public offerings
by setting conditions for subscriptions that prioritised the allocation of shares to individual investors, which
helped increase the number of individual investors. The CMA later focused on encouraging institutional
investment, which is common in global markets and helps promote stability. On 3rd April 2016, the CMA
approved the Investment Accounts Instructions (Document 97) to improve and enhance the procedures for
authorised persons regarding opening and operating investment accounts for clients, as well as defining
relevant supervisory and control rules. These Instructions were amended on 21st November 2018 (Document
98), with one significant change being the simplification of the process for opening and operating investment

accounts electronically.
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As of the end of 2020, there were a total of 9.03 million investment portfolios for individuals. The number
of individual investors was approximately 5.58 million, 75% male and 25% female. In the first half of 2013,
there were 7.9 million investment portfolios for individuals and 4.29 million individual investors, as shown

in Figure 46.

The number of individuals and investment portfolios between 2013 and 2020.

The number of retail investors and investment portfolios (2013-2020)
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portfolio

6.000.000 12,000.000
Py @

5,000.000 10.000.000

4,000,000 @ 8,000,000

3,000.000 6.000.000

2,000,000 4,000,000

1,000.000 2,000.000

2013 2014 2015 2016 2017 2018 2019 2020 -
the number of investment portfolios Female | Male |l

Number of Individual Investors and Investment Portfolios.

18.2.2 Institutional Investment

In 1688, the Spanish writer Joseph de la Vega referred to financial market participants as bulls and bears,
drawing inspiration from the sport of bullfighting, which was popular among miners in California during the
Mexican rule. The phrase "the struggle of bulls and bears” became widely used to describe financial markets
as a battleground between these opposing forces. In recent years, financial markets have sought to increase
institutional investment, which is perceived as more stable and less prone to individual investor greed and
panic. This trend can be seen as an effort to reduce market volatility resulting from the actions of individual
investors, who are more prone to overreacting to market conditions and global events, contributing to market

instability, as was the case during the 2006 bubble.
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The Financial Leadership Programme (FLP) aimed to support asset management and promote institutional
investment by implementing initiatives such as encouraging individuals with no previous experience to

invest through investment funds and facilitating the establishment and growth of endowment funds.

To promote professional practices and institutional behaviour in the market and to provide a wider range
of investment products for individual investors, the CMA gradually increased the proportion of shares
allocated to institutional investors in IPOs for issues offered above the nominal value, specifically those
invested through investment funds. The reasoning behind this is that fund managers are more experienced
in evaluating the risks outlined in prospectuses and investing through funds allows for a greater variety of
investment options. As a result, investment funds comprise 90% of institutional investors’ share allocations.
The change in ownership between individual and institutional investors from 2015 to 2020 is shown in

Figure 47.

Investors share ownership values according to investment behaviour in SAR million;

Values of investor ownerships by investment behavior (SAR min)
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To promote institutional investment, the CMA initiated the use of endowment funds. In 2017, the CMA
and the General Authority for Awgaf launched the Waqgf Investment Funds Project, which aims to support
community and development needs while also increasing the contribution of the non-profit sector to the
Gross Domestic Product. These investment funds, which follow the CMA's Instructions for Investment Funds,
are open-ended and do not have a set term. All units of these funds are endowed and not available for

circulation, and they are open to contributions from anyone.

The General Authority for Awgaf and the CMA are responsible for supervising the endowment fund, with
each agency having specific areas of oversight. To establish such a fund, at least SAR 10 million must be
collected. The fund manager must follow the defined investment policy to ensure that the value of the fund'’s
investments is no less than 75% of the total value of the fund's assets, based on the latest audited financial
statements. At least 50% of the fund's distributable net profits should be distributed to the beneficiary on

an annual basis.

The cooperation between the CMA and the General Authority for Awgaf resulted in the CMA Board approving
the public offering of Alinma Wareef Endowment Fund in June 2018. This Fund, which was created by Alinma
Investment Company, was the first in a series of endowment funds. By the end of 2020, a total of eight

funds had been created.

18.2.3 Foreign Investment

On 9th January 2018, the Rules for Qualified Foreign Financial Institutions Investment in Listed Securities
were modified (Document 99) to make the qualification process quicker and easier. This was done by lifting
the requirement for the CMA to review and register qualified foreign investors and increasing the pool of
qualified foreign investors by decreasing the asset requirement for qualified foreign investors from USD 1
billion to USD 500 million. It also allowed financial institutions affiliated with qualified foreign investors or
foreign portfolio managers, as well as investment funds managed by them, to be qualified without the need

for separate applications, and eased some of the ongoing requirements for qualified foreign investors.
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The Adoption of the Instructions for the Foreign Strategic Investors’ Ownership in Listed

all rights related to the shares of the listed companies they own, including trading rights. However, these

Instructions do not apply to citizens of the GCC.

1 The Instructions defined the foreign investor as a foreign legal entity that aims to own a strategic shareholding in listed companies, meaning the
direct ownership percentage in the listed company’s shares, and through which the aim is to contribute to promoting the financial or operational
performance of the listed company.
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On 30th September 2019, the Listing Rules were amended to allow foreign companies to list on Tadawul
while being held to the same standards of listing, disclosure, and governance as Saudi-listed companies. The
CMA and Tadawul created the necessary provisions and requirements for listing foreign companies, and also
formed bilateral agreements with other markets in the region to link the Saudi market to these markets in
an effort to promote integration with regional markets, provide new financing options for issuers, and offer

investors more diverse investment opportunities.

On 7th September 2020, the CMA Board approved the Instructions for Issuing Depositary Receipts Out of the
Kingdom, which define the requirements and conditions for issuing Depositary Receipts for shares issued
in the Kingdom that are either already listed on the Exchange or are in the process of being listed. The goal
of issuing depository receipts is to increase the efficiency of pricing securities between local and foreign
markets and to allow issuers to offer securities in the currency of the foreign market. Table 3 illustrates the

evolution of the value of ownership of Saudi, Gulf, and foreign investors from 2015 to 2020:

SAR mIn
Saudi investors | Gulf investors i:\?;zltirrls
2015 1,467,237 39,672 72,149 1,579,058
2016 1,571,785 38,120 72,047 1,681,952
2017 1,583,834 35,321 70,447 1,689,602
2018 1,734,953 36,739 86,845 1,858,537
2019 8,782,729 44,709 198,001 9,025,439
2020 8,847,286 45,544 208,337 9,101,167

The Value of Ownership in the Main Market per Investor Type in SAR Million.
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18.3 More Diversified Financial Instruments

Financial products and instruments continue to evolve in the capital market. From the inception of the
Financial Leadership Program, a range of new offerings have been introduced, such as government debt

instruments, closed-end investment traded funds, FinTech products, and financial derivatives.

18.3.1 Government Debt Instruments Listing

From its inception, the CMA has strived to promote government debt instruments in the capital market. In
H1 2017, it began registering sukuk and debt instruments on Tadawul and displaying them on the Tadawul
website. In December of the same year, the CMA updated its Rules on the Offer of Securities and Continuing
Obligations, introducing greater flexibility in the requirements for sukuk and debt issuance and the regulatory
requirements for listing through special purpose entities that allow the issuance of different debt instrument
structures through public or private offerings. By listing government debt, the CMA aimed to provide more
financing options for public projects, offer a diverse range of investment products for all types of investors,
and increase liquidity in the secondary market. The trustworthiness, security, and steady returns of these

government debt instruments make them an attractive choice for both issuers and investors.

In an effort to align with the goals of Saudi Vision 2030, the CMA approved the listing and trading of
government debt instruments on Tadawul in April 2018. This move, made in conjunction with the Public Debt
Management Office at the Ministry of Finance, resulted in a total of 45 government debt instruments listed,
with a nominal value of SAR 204.385 billion. These issues were divided among fixed-return instruments
(20 issuances, totalling SAR 77.72 billion), floating-return instruments (13 issuances, totalling SAR 68.21
billion), and sukuk (12 issuances, totalling SAR 58.46 billion). The government debt instruments index was

also added to the sukuk and bonds market.
At a press conference on 8th April 2018, the CEO of Tadawul, Eng. Khalid Abdullah al-Hussan, announced that
all investors can trade in government debt instruments issued by the Kingdom during the trading window; i.e.

from 11:30 a.m. to 3:00 p.m. every day.

In the capital market, debt indices can be grouped into three main categories: sukuk and bonds market,
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government debt, and corporate bonds and sukuk. The quantity of sukuk and bonds are expressed in par

value terms; not number of units. The price of sukuk and bonds is set as a percentage of the par value.

Tadawul, in collaboration with IHS Markit - a world leader in critical information, analytics, and solutions -
recently launched iBoxx Tadawul SAR Government Sukuk Index Series. These Indices are used to develop
financial products, including ETFs, and are calculated on a daily basis using independent fair value pricing
by tracking the performance of daily fair value sukuk price movements. They aim to provide transparency to

Saudi local currency and Saudi Government sukuk market performance.

Asset managers, ETF issuers, hedge funds, insurance and retirement institutions, investment banks,
legislators, central banks, research centres, and academics can all use these indices, which are also useful for
ETFs, research, and risk management. The iBoxx Tadawul SAR Government Sukuk Index Series can be found
on the Tadawul website at the end of each day. The base date for the index is 30th June 2019, and the base

value is set at 100.

In parallel, the CMA oversaw the operations of facilities specialised in issuing debt instruments. As previously
mentioned, the CMA was responsible for granting licences to establish special purpose entities through an
amendment to Article 5 of the Capital Market Law issued on 2nd July 2012. In order to put these provisions
into practice, the CMA Board approved rules and Articles of Association (AoA) for special purpose entities on

27th December 2017 (Document 101). These rules became effective in early April 2018.
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related parties, such as the sponsor or owner. The CMA issued the first licence for a special purpose entity
to issue asset-backed debt instruments on 22nd January 2019. On 14th January 2021, the CMA amended
the rules for special purpose entities, which became effective on 28th January 2021. These changes offer
investment fund managers the option to establish a special purpose entity as the legal entity for their
investment fund and modify the structure of special purpose entities that offer debt by registering their
shares in the name of a trustee rather than the owners. Under the revised rules, Saudi joint-stock companies,
authorised persons, banks, finance companies, and limited liability companies can all act as sponsors for a

special purpose entity.

The market for sukuk and bonds in Saudi Arabia is still relatively small compared to other emerging markets
due to the lengthy process required to offer them for public subscription. Obtaining loans from banks is
generally easier and faster than going through the various procedures required to issue sukuk or bonds,
such as applying to the CMA, appointing a financial advisor, and presenting a prospectus. In an effort to
address this challenge and encourage the development of the sukuk and bond market, the CMA, Tadawul,
and the Public Debt Management Office coordinated to implement a series of improvements in June 2019.
These included restructuring the financial consideration for services provided in the market and reducing the
nominal value of government-issued sukuk from SAR 1 million to SAR 1,000. It is hoped that these changes

will encourage investment in governmental sukuk and revitalise the secondary market for it.

The CMA made a decision on 12th August 2020 to allow both resident and non-resident foreigners to invest
directly in listed and unlisted debt instruments. This was an important move towards offering a variety of
investment options to different investor groups. The decision allows all foreign natural and legal persons to
invest directly in debt instruments, but a non-resident foreign individual cannot simultaneously invest as a
direct investor in listed debt instruments and as a qualified foreign investor or ultimate beneficiary in swap
agreements. The CMA also created a guide for non-resident foreign investors to understand the available

channels for investing in listed securities, as well as the procedures for opening an investment account.
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18.3.2 Close-Ended Investment Traded Funds

Closed-end investment traded funds offer investors a high level of transparency and disclosure. Managed by
CMA-licensed fund managers, these funds provide the convenience of liquidity, allowing investors to easily
trade units. In addition, closed-end funds offer a wide range of investment options for the fund manager.
When units of closed-end funds are initially offered, investors have the opportunity to purchase them. After
being listed, these units can be traded on the secondary market just like shares of listed companies during
trading hours. The price of closed-end fund units is determined by supply and demand in the market and the

value of the underlying assets.

This product made a belated entrance into the Saudi capital market, with Closed-ended Investment Traded
Funds Regulations only released on 6th June 2018 (Document 102). Their purpose was to oversee the
offering of closed-ended investment traded fund units, their management, and operations within the
Kingdom.

On 24th February 2021, the CMA Board approved the amendment of the Investment Funds Regulations
and Real Estate Investment Funds Regulations with an effective date of 1st May 2021. These amendments
include merging the Closed-ended Investment Traded Funds Regulations with the Investment Funds
Regulations, and merging the Real Estate Investment Traded Funds Instructions with the Real Estate

Investment Funds Regulations.
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18.3.3 FinTech Lab

The Kingdom'’s capital market established a more streamlined regulatory framework for FinTech projects
through the FinTech Lab initiative. This framework allowed companies with innovative financial services to
receive a temporary licence to test their ideas for a period of two years, particularly if they may not fit within
the traditional regulatory framework. At the end of this period, the company can choose to seek a permanent
licence, pivot to a different business without significant risks or investment, or request an extension if more
time is needed to determine the viability of the service. This approach provided some regulatory oversight

to a field that is moving faster than regulators can keep up with.

The CMA approved the Financial Technology Experimental Permit Instructions on 10th January 2018 to
regulate the provision of FinTech products and services in the capital market and support FinTech projects.
In February 2018, the CMA began accepting applications for the first batch of permits to experiment with
FinTech. In July 2018, the CMA granted the first two permits to companies to test their collective ownership
financing services through an electronic portal owned and supervised by the company. The purpose of these

permits is to allow licensed companies to experiment with their FinTech products and services.

In October 2018, the CMA formed the FinTech Lab Committee to assist FinTech projects in the capital market.
The Committee hasarange of responsibilities, including reviewing and evaluating FinTech applications, helping
applicants understand regulatory requirements, supervising companies granted permission to experiment
with FinTech, and monitoring compliance with regulations as well as potential risks. The Committee also
works on developing regulatory concepts for FinTech and participates in educational campaigns, workshops,
seminars, and periodic publications related to FinTech. By the end of 2020, 16 companies had received
permission to experiment with FinTech in securities business, including a variety of services such as
collective ownership financing, automated advisor services, and the use of distributed ledger technology

(DLT) for securities issuance and preservation, as well as offering and investing in debt instruments.
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During the Financial Sector Conference on 14th April 2019, Their Excellencies Ahmad Al-Kholifey, SAMA
Governor, and Mohammed Abdullah Elkuwaiz, CMA Chairman, signed a Memorandum of Understanding (MoU)
to establish the Saudi FinTech Centre in partnership with the King Abdullah Financial Centre. The centre
serves as a hub for those interested in financial technologies, such as entrepreneurs and SMEs, to design
innovative solutions and models by providing collaborative workspaces, technical labs in partnership with

leading companies and actors in the sector, and business accelerator and incubator programs.

The centre focuses on the growth of the FinTech sector, regardless of whether it falls under the jurisdiction

of SAMA or the CMA, to ensure that entrepreneurs do not fall between the two entities.

18.3.4 Launching the Derivatives Market

MSCI Tadawul 30 (MT30) Index is a collaboration between Tadawul and MSCI, a global provider of index
services. It was created to serve as the basis for financial products such as derivatives and ETFs. The MT30
Index targets the top 30 securities of MSCI Saudi Arabia IMI Index based on free float market cap, allowing

the number of constituents to range between 25 and 35. The maximum security weight is capped at 15%.

The MT30 Index was launched on 5th December 2018 and was calculated retrospectively for a period of five
years on a base date of 26th November 2013, with a base value of 1,000 points. The Index is primarily used

as an alternative benchmark for the Saudi equity market.

Tadawul introduced the Saudi Futures 30 (SF30) Index Futures Contract, based on the MT30 on 30th August
2020, marking the launch of the Kingdom'’s first exchange-traded derivatives market. Goldman Sachs Saudi
Arabia has been granted membership to Tadawul and has the authority to provide brokerage services for
derivatives trading and act as both a principal and an agent in the new market. Tadawul intends to roll out
other derivative products and services in the future. The total value of derivative contracts traded amounted

to SAR 346.5 thousand by the end of 2020.
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Chapter 19: Investor Protection and Capacity-
Building

Protecting investors has always been a top priority for the CMA as per the Capital Market Law. Since its
inception, the CMA has implemented various measures, even indirectly, to safeguard the rights of investors.
Initially, it focused on creating a fair market and reducing risks through the issuance of implementing
regulations. It also provided a platform for investors to file complaints and take legal action against violators.
In subsequent years, the CMA introduced an automated complaint system, a call centre, and an electronic
investor protection system. It also approved class action lawsuits and launched the investor rights document

to further support the rights of investors.

Protecting investors' rights goes beyond just having legal and legislative protections in place. It also requires
investors to be knowledgeable and informed about their rights, so they can avoid being taken advantage of
or falling victim to fraud. A famous saying states, "The law does not protect the fools.” This saying has its
roots in the story of an American man who, despite living in poverty, came up with a plan to make millions
by placing an ad in the newspaper that read, "If you want to be rich, send a dollar to this mailbox". Seeing
the small amount requested, many people were drawn in by “get-rich-quick” dream and sent in their dollars.
However, when they realised they had been duped, they took the man to court and were met with the
sarcastic response, “The law does not protect fools". This saying serves as a reminder for investors to be
cautious and to be legally protected. The 2006 bubble serves as a reminder of the losses that can occur
when individuals and the market as a whole lack financial awareness. To address this issue, efforts have
been made to increase awareness and build the capabilities of market participants, leading to the creation

of the Financial Academy (FA).
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19.1 Evolution of Investor Protection

19.1.1 Investor Protection System

The Investor Protection System (EPS), launched by the CMAin 2017, aims to improve the speed and efficiency
of processing and resolving complaints and reports through an electronic system that connects the CMA
with all market participants (including plaintiffs, authorised persons, Tadawul, Securities Depository Centre
Company (Edaa), listed companies, and the General Secretariat of the Committee for Resolution of Securities

Disputes (GS-CRSD).

EPS allows the complainant to be easily notified of the filing of their complaint or claim with CRSD, eliminating
the need for a paper notification. The complainant can proceed to contact CRSD directly once notified by
text message or call from the employee handling their request. This has greatly streamlined the process
for receiving and processing complaints, reduced the number of paper transactions related to complaints
received by the CMA, and encouraged more citizens and investors to use electronic transactions. It has
also provided an effective channel for investors to report issues. Table 4 shows the number of complaints

received, classified by topic, between 2017 and 2020:
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The number of received complaints by subject

Item/Year | 2017 | 2018 | 2019 | 2020
,:\Eée;rgfenrtss and contracts between investors >3 35 55 49
Services provided by authorised persons 77 70 475 2,685
Investment portfolios 137 346 312 657
Corporate governance 690 441 692 1,241
Conducting unlicensed securities business 140 566 1,097 1,008
Complaints outside CMA jurisdiction 72 69 122 47
IPOs and priority rights 160 144 279 252
Investment funds 146 202 227 164
Executing securities transactions 53 87 107 224
Distributing profits of listed companies 77 277 344 847
Total 1,709 2,555 5,806 8,076

Number of Complaints Received, Classified by Topic.

19.1.2 Class Action Lawsuit

In November 2017, the Kingdom introduced amendments to the Dispute Resolution Regulations to include

a section on class action lawsuits for the first time in the country and the region. The goal was to streamline

litigation procedures for cases in which the plaintiff is a large group of people with shared legal issues

and alleged facts, which is particularly relevant for joint-stock companies and their shareholders, as well as

financial institutions and their clients. In 2019, the Capital Market Law was amended to include regulation

of class action lawsuits in securities disputes, providing a key tool for protecting investors. The amended

Resolution of Securities Disputes Proceeding Regulations, as approved by the CMA Board, is illustrated in

Document 103.
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Approving the Amendment of the Dispute Resolution Regulations.

Regulating class action lawsuits greatly enhanced the legal environment in the securities industry in the
Kingdom, as it not only reduced investment risks but also streamlined the process for seeking compensation

and reduced litigation costs. In 2020, there were 1,436 requests to join such lawsuits.

A class action lawsuit was filed against the Board of Directors of Mohammad Al-Mojil Group (MMG) in 2008
during the public offering of its shares. This first-of-its-kind case marked a defining point in the history of
the capital market. To understand the events leading up to the lawsuit, let's provide some background on the

Group and the violations that were made against it.

MMG was founded in the 1950s and quickly became a leading company in the fields of civil, mechanical,
and engineering contracting for the oil, gas, petrochemical, and iron industries. On 24th June 1974, the
company was registered as a sole proprietorship in Dammam. On 3rd April 2007, MMG became a limited
liability company, and on 22nd May 2007, its capital was increased to SAR 1 billion, divided into 100 million
shares. The capital increase was financed through retained earnings and credit accounts from the company’s
partners. On 10th November 2007, MMG was transformed into a joint-stock company by a ministerial

resolution.

Prior to 2008, MMG had completed several projects worth more than SAR 5.37 billion. The founding
shareholders then decided to offer 30% of MMG's shares for public subscription. On 11th March 2008,
the CMA Board approved the offering of 30% (or 30 million shares) of MMG shares for public subscription,
provided that, of these shares, 70% (or 21 million shares) were reserved for investment funds and subscribing

institutions, while the subscription manager retained the right to reduce this allocation to 30% (or 9 million
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shares).

The subscription occurred from 3rd to 12th May 2008. During the fair pricing phase of the initial offering, the
CMA used the book-building process to determine the value of the share at SAR 70 (SAR 10 nominal value
and SAR 60 share premium) with a total value of SAR 2.1 billion. There were a large number of requests for
shares submitted by investment institutions during the pricing process, which supported a higher price range

and provided coverage equivalent to twice the entire subscription including both institutions and individuals.

After the subscription process began, there was a surge in the number of individuals participating. As a
result, the subscription manager decided to increase the allocation of shares to individuals from 9 million to
21 million, which represents 70% of the total. This change was made at the expense of shares allocated to

qualified investment institutions and funds, which was decreased from 21 million to 9 million shares.

The subscription manager and underwriter for MMG shares announced that, at the end of the subscription
period, approximately 2.8 million people had subscribed to MMG shares and paid a total of approximately SAR
2.9 billion. The coverage rate of shares allocated to individuals reached 197%. MMG was listed on Tadawul
on 26th May 2008. MMG also announced its audited annual financial results for the period from when the
group converted to a joint-stock company until the end of 2008, showing a net profit of SAR 665.5 million
for the 14-month period.

On 16th March 2009, the CMA approved MMG's request to raise its capital by SAR 1.25 billion by offering one
free share for every four shares owned by shareholders at the end of trading on the day of the Extraordinary
General Assembly (EGA). MMG announced its financial results at the end of 2009, which showed a 93.9%
decrease in net profit compared to the previous year. MMG attributed this decline to higher direct labour costs,
increased use of materials, and depreciation, as well as the US mortgage crisis of 2008 and the resulting

decline in financing. MMG's profits began to decline and it registered losses starting in 2011.
In September 2012, MMG published its preliminary financial results on Tadawul website, but its chartered

accountant declined to comment on the figures. The statements indicated that MMG incurred losses of SAR

540.80 million for the first financial period ending in mid-2012, resulting in a deficit of SAR 279.80 million
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in shareholder equity and significant losses for around 90,000 shareholders. In light of this, the CMA Board
exercised its authority and decided to suspend trading of MMG’s shares on Tadawul until the company could

improve its financial conditions.

By the end of August 2014, MMG had accumulated losses of around SAR 2.7 billion, representing 215% of
its paid-up capital. In response, MMG announced a restructuring plan to its shareholders, which included
a 90% reduction in its capital. This involved reducing the capital from SAR 1.25 billion to SAR 125 million
by decreasing the total number of MMG shares from 125 million to 12.5 million. Despite this plan, MMG
continued to face financial and operational difficulties, leading to the delisting of its shares on Tadawul by
CMA on 2nd May 2017.

The Dispute Resolution Regulations enabled those who were impacted by MMG's losses to file a class action
lawsuit. An investor filed a class action lawsuit against MMG Board, certain senior executives, and auditors for
the violations committed on MMG shares during the public subscription process. These same defendants were
convicted on 8th February 2017 by the Appeal Committee for the Resolution of Securities Disputes (ACRSD)
of violating Capital Market Law and Market Code of Conduct by giving a false and misleading impression
of the value of MMG shares during the public offering. GS-CRSD approved the request to register the case
and authorised anyone who subscribed to or bought MMG shares before the release of its first financial
statements on 12th July 2008 and who were affected by these violations to join the class action lawsuit by
submitting a request to CRSD within 90 days of the announcement, which was made on 4th February 2019.

In total, 1,025 investors joined the class suit.

ACRSD issued a final decision in this lawsuit and ordered compensation for investors impacted by these
violations. The compensation amount was based on the number of shares the injured party bought or
subscribed to between the time of subscription and the publication of MMG's first financial statements on
12th July 2008, as the trading of MMG shares during this period was based on misleading information. The
Committee calculated the value of the compensation by determining the difference between the subscription
price of SAR 70 per share and the lowest estimated fair price of SAR 16 per share, which was SAR 54. This
class action lawsuit established a new precedent in the capital market and allowed those impacted to receive

compensation for the damage they experienced due to these violations.
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19.1.3 Investor Rights Document

The CMA created a document in early 2018 outlining the basic rights of investors as stated in the Capital
Market Law and the CMA's Implementing Regulations in an effort to clarify and consolidate these rights,
to help investors better understand their rights, and to make it easier for them to assert these rights if
necessary. The document was designed to be flexible and subject to ongoing development. Prior to its
creation, the rights of investors were scattered across various regulations, which may have caused confusion

and made it difficult for them to understand their legal rights.

The Investor Rights Document was issued on 23rd October 2019 to inform investors and participants in
the capital market about their rights under the Capital Market Law and its Implementing Regulations, to

enable them to actively participate in its development, and to promote confidence in the capital market

(Image 35). The document also provides

information on how to claim these rights, T

@ allo)hdgu)l dys
which is often the cause of complaints and Gapital Market Authority Zim

disputes. The document stems from the

CMA's belief that investors and participants in mg

the capital market are the first line of defence
for protecting the capital market from unfair

or improper practices.

19.1.4 CRSD E-System
The judicial committees originally relied

heavily on paperwork, which was time-

consuming and inefficient. Adoption of

technology improved the work of the

committees. The CMA sought to provide the
committees with laws that would support
their mission. In October 2018, GS-CRSD oot
introduced the Investor Protection System f ¥ © B SaudiCMA :

(EPS) to streamline litigation processes and .
E The Cover of the Investor Rights Document.
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improve the efficiency and speed of transactions. This was combined with new electronic services for filing
and recording cases with the committees, as part of the CMA’s efforts to promote transparency in securities

transactions and build confidence in the capital market.

The first phase of EPS streamlined the process of filing and reviewing lawsuits in preparation for their
registration and hearing before committees. It connected all parties involved in a case (plaintiff, defendant, and
adjudication committees) electronically and kept them informed of all details, requests, and memorandums
related to the case while eliminating the need for in-person visits to committee headquarters. EPS was
created by GS-CRSD to expedite litigation procedures and allow parties to easily access any developments

in their case electronically.

Inits current phase, EPS offers services such as filing and registering lawsuits with CRSD, notifying litigants,
exchanging notes between parties electronically, reviewing documents submitted by litigants, and reviewing
directives and instructions issued by the case reviewer, as well as his time limits for responses and defences.
EPS also provides notification of session dates, presents the schedule of case hearings, and communicates

decisions made by CRSD.

These improvements have resulted in a reduction of the average litigation period to 10 months, down from
36 months at the start of EPS implementation. The CMA aimed to further reduce the litigation period to
seven months in 2021. In addition, GS-CRSD has introduced the option for remote hearing sessions, with the

first such session held on Sunday 27th April 2020.

19.1.5 Investor Protection Association

The Investor Protection Association (IPA) was founded for the first time in October 2019 with the goal of
protecting investors by educating them about their rights and advocating for their interests. To achieve
this, IPA analyses and evaluates laws, regulations, policies, and legislation that affect investors and makes
recommendations to relevant authorities. IPA also works closely with regulatory and supervisory entities
to identify and address any unethical or suspicious practices in the management of listed companies in the
capital market. In addition, IPA may report any infringements of investors’ rights and interests to supervisory

and regulatory entities and provide legal assistance and advice to its members and individual investors
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seeking to hold accountable those who have violated their rights.

The Kingdom's endeavours to protect the rights of investors led to an improvement in its ranking on the Ease
of Doing Business Index for 2020. According to the World Bank's Ease of Doing Business report, the Kingdom
ranked third globally on the Minority Investor Protection Index, with a total score of 86 points. This is a
significant improvement from its ranking of seventeenth in 2012 and seventh in 2019. Its performance is on
par with that of New Zealand and Singapore, which are known for their favourable business environments.
The ranking of economies on the strength of minority investor protections is determined based on scores

that are the sum of the conflict of interest regulation index and the shareholder governance index.
19.2 Improving Skills and Abilities of Capital Market Employees

In 2018, the Jadarat project was launched in collaboration with Willis Towers Watson to enhance the
professional capabilities of capital market employees. This project focuses on creating tailored training
solutions and professional assessments based on market demands, as well as reviewing and updating the
technical and behavioural skills required in the capital market sector. To achieve this, experts and specialists
in the field participated in specialised technical workshops for each sector, with the aim of identifying skills

that are relevant to the financial sector and can be implemented in practice.
19.3 The Financial Academy (FA)

The Financial Academy (FA) has greatly aided the development of financial awareness and the qualification
of professionals in the financial sector in the Kingdom. SAMA first established the Institute of Banking
Training in 1965 to provide theoretical and practical training to citizens working in the banking industry or
seeking to enter it. In addition to its original focus on banking, the Institute has also offered daytime and

evening courses in English, secretarial work, typing and computer literacy.
SAMA oversaw the Institute of Banking Training and supported it to achieve its mission and goals. As part

of this support, SAMA funded scholarships for outstanding students to train at central and commercial banks

and complete university studies abroad. In 1989, the Institute was renamed the Institute of Banking and
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began offering a range of diplomas and qualifying exams, including the Financial Planning Diploma and
the Insurance Diploma, for the first time in the Kingdom. When TES was launched in 2001, the Institute
designed exams to qualify financial brokers to work on the system. After the establishment of the CMA and
the authorisation of brokerage activity in the country, the demand for Tadawul exams increased, and by the

end of 2005, more than 1,200 financial brokers had taken the certification exam.

The Institute of Banking worked diligently to provide specialised financial education and improve its services
to the banking and financial industries. However, as the financial sector continued to grow and evolve, the
Institute recognised that meeting the training needs of the sector would be a challenge. As a result, the
Institute conducted a study in 2014 to assess the needs of the entire financial sector and review its own
operational model. The findings of this study prompted the Institute to adopt a new mission, strategy, and
operating model in order to better serve the sector. It also changed its name from the Institute of Banking to
the Financial Institute to reflect the broader scope of its services, which now included the insurance, money
market, and finance industries in addition to the banking sector. The Institute also began collaborating with
the CMA, which sought to improve the capabilities of financial sector employees by supporting training and
qualification programmes and also had significant experience in professional exams. In addition to its own

training programmes, the Institute now also administers the CMA and Tadawul standard exams.

In parallel with these efforts, the CMA collaborated with SAMA on a joint project that culminated in the
signing of amemorandum of understanding in 2006 to establish a financial academy. Mr. Abdullah Abdulgader
Shibatalhamd, CMA Deputy Assistant for Corporate Resources, narrates the history of this endeavour: Despite
initial difficulties and setbacks and several attempts at revival, the CMA revisited the project in 2015 and
determined that it was necessary and overdue, recommending the establishment of an academy specialised
in capital market activities. However, it was ultimately placed on the backburner due to other prioritised
initiatives by the CMA.

In 2017, the introduction of Saudi Vision 2030 and the National Transformation Programme revitalised hope
for the establishment of FA, which had long been a goal for both the CMA and SAMA. This initiative, which
aimed to develop the financial sector, progressed from an aspiration to a national project that was being

closely monitored by government offices. The conditions were now favourable to move forward with the
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project, and there was no longer any possibility of halting or reversing its progress.

Granting administrative and financial autonomy to this new entity had to be brought before the Council of
Ministers for approval. Both parties then took steps to organise, draft the proposal, review it legally, and
submit it to the Council of Ministers. On 14th April 2020, the Council of Ministers approved the establishment
of FA (Image 36) and organisational arrangements. This approval by the Council of Ministers showcases the
Saudi leadership’s dedication to advancing the financial industry in the Kingdom and fostering its growth

and outputs.

The decision made by the Council of Ministers also included the organisational arrangements, which stated
that FA would have its own legal identity, and financial and administrative autonomy, and be affiliated with
the CMA Chairman. FA's goal is to train and develop human resources in the financial sector by enhancing the
knowledge, abilities, skills, and culture of employees, including administrative leaders and board members
of institutions within the sector, and promoting best practices in the field. FA's financial resources come
from contributions from SAMA and the CMA, and fees for services and projects, as well as gifts, donations,
grants, bequests, endowments, investments, and any other sources approved by the Council of Ministers that

comply with all laws and regulations.

Also according to the organisational arrangements, FA must be governed by a board of trustees, led by the
CMA Chairman. The board must include two representatives from SAMA, one of whom serves as Vice Chairman
and is nominated by SAMA's Governor, a representative from the CMA, and five specialists with relevant
expertise in fields related to FA's mission who are not affiliated with SAMA or the CMA. The appointment of
members to the board is made by a decision from the CMA Chairman. The term of service for board members

is three years, with the possibility of a one-time renewal.

On 18th May 2020, His Excellency CMA Chairman and Chairman of FA's Board of Trustees, Mr. Mohammed
Abdullah Elkuwaiz, announced the appointment of the members of FA's Board of Trustees. The appointees
included Dr. Fahad Abdullah Aldossari as Vice Chairman and SAMA representative, Dr. Abdulrahman
Abdulmohsen Al-Khalaf as a member, Mr. Tareg Abdulrahman Al-Sadhan as a member, Mr. Tariq Ziyad Al-

Sudairy as a member, Mr. Tal Hisham Nazer as a member, Mr. Al-Walid Abdul-Razzaq Al-Duraiaan as a member,
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Mr. Abdullah Abdulgader Shibatalhamd as
a member and CMA representative, and Mr.
Turki Dhaif Allah Al-Mutairi as a member and
SAMA representative.

Mr. Abdullah Abdulgader Shibatalhamd, a

CMA representative serving on FA's Board

of Trustees highlighted FA's expanding role.

“FA's responsibilities include four key areas:

training, testing, scientific and research
endeavours, and supporting government
employees. In terms of training, FA offers a
range of specialised courses in the financial

sector, including capital market, banking,

insurance, and finance.”

m The Financial Academy.

“To provide these courses, FA collaborates

with leading international training entities. Despite being a relatively new institution, FA has already trained
hundreds of individuals to a high standard. Regarding testing, FA conducts professional licensing exams
as required by SAMA and the CMA, and also oversees the development and administration of tests by the
Department of Professional Standards and Qualifications. FA works with local, regional, and international
experts who specialise in designing and producing professional exams for the financial services sector,
including the banking, finance, insurance, and money market industries. Additionally, FA collaborates with
regulatory bodies in the Kingdom to align local professional exams with their international equivalents, and

aims to host and implement international exams through international expert organisations.”
“The next area of focus is scientific and research endeavours, which are currently being developed. It is

anticipated that FA will collaborate with leading research centres to produce working papers and specialised

studies that will aid in the expansion of knowledge and improvement of financial expertise. Lastly, we
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address the fourth area of providing assistance to financial sector employees within government entities
such as the Ministry of Finance, SAMA, the CMA, and the Zakat, Tax, and Customs Authority, among others,

to train specialised professionals with a high level of competence in handling this crucial and delicate sector.”

The following infographic (Figure 48) illustrates the significant milestones from the establishment of the

Institute of Banking in 1965 to the Financial Academy (FA) in 2020.
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1965

Establishment of the
Institute of Banking
Training at SAMA

Institute renamed the
Institute of Banking to
include financing and
banking sectors

Institute renamed Financial
Institute to include
insurance, finance, and
banking sectors

2019

Establishment of the Financial
Academy (FA) in cooperation
between SAMA and the CMA to
include financial sectors
(banking, insurance, capital
market, financing)

2020

FA granted administrative and
financial autonomy to develop
human resources operating in
all financial sectors

Significant milestones in FA history.
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Chapter 20: Accession to International Indices

The Saudi capital market, like other markets, aspires to join major global indices and increase its appeal to
international markets. As the Kingdom strives to become the leading market in the Middle East, it has taken
steps to overcome any issues preventing it from meeting the requirements for inclusion in these indices.
The inclusion of the Saudi stock market index in the emerging markets index of the International Finance
Corporation (IFC), a member of the World Bank Group, on 20th April 1998 was a significant achievement for
the market. With ongoing developments in the Saudi capital market, it aspired to continue to progress and

eventually join some of the most prominent global market indices.
20.1 Accession to Global Indices

20.1.1 Rationale for Accession

The inclusion of Saudi Arabia’s capital market in global indices is a significant achievement that reflects
confidence in the stability and potential of the country’s economy and its capital markets. This move brings
several key benefits to the market, such as promoting stability and efficiency by encouraging institutional
investment in the Saudi capital market and increasing the market's attractiveness and liquidity to both
foreign and local investors. This attracts new segments of investors, and the possibility of dual listing, in

addition to a high level of free shares, which is a requirement for joining the indices.

Furthermore, the increased liquidity in the market provides a greater incentive for the government to privatise
state-owned companies and list them on the capital market. Joining global indices also means integrating
with advanced global markets and staying up-to-date with their developments. It also draws global attention
to and promotes investment in the Kingdom's economy and investment products, as well as increasing
transparency and reducing information discrepancy among investors and companies by encouraging the
development of investment products that require a package of market information, such as ETFs, and making

company and market reports available in English, thereby increasing global coverage by financial analysts.
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In addition to these benefits, the inclusion of the Saudi capital market in global indices also contributes to
the ongoing development of the investment environment and legal frameworks for the capital market (as
this is one of the requirements for remaining in these indices). By meeting these requirements, the market
will also see improved performance of authorised parties, increased participation of experienced investors in
general assemblies, a higher level and number of studies published on listed companies, and fair valuations

of share prices within these indices.

20.1.2 Requirements of Accession

The requirements for global indices are similar, with Morgan Stanley indices being among the most significant
due to the large size of assets they target compared to other global indices. MSCl Market Classification
Framework uses three criteria: economic development, size and liquidity, and market accessibility. For a
market to be classified within a specific investment universe, it must meet the requirements of all three

criteria, classified into frontier, emerging, and developed.

The FTSE Russell Index established a process for assessing the markets that are eligible for inclusion in
the index. This process is anchored in specific criteria used to objectively evaluate and compare markets.
To gather information, questionnaires are sent to capital markets and regulators. An evaluation advisory
committee, using the established standards, conducts the assessment. Markets that are close to meeting
the standards are placed on a watch list, which allows investors to anticipate future changes. These markets

must remain on the watch list for at least one year before they can be included in the index.

20.1.3 Stages to becoming part of global indices

The process of becoming a part of global indices involves multiple steps, beginning with the decision to be
added to the watch list. It typically takes three to five years to progress from being placed on the watch
list to being accepted into the index. Being on the watch list signifies that a market meets the minimum
requirements and is continuing to improve on them. Following this comes the phase of being included in
the index, with a fixed period of 12 months for all markets, during which foreign investors can establish

portfolios and formulate their investment plan.
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20.1.4 Pre-Accession

Tadawul CEO Khalid Al-Hussan details the journey to joining global indices, explaining that the first challenge
faced by the capital market was coordinating the opening of the market to foreign investors, which required
both amending the legislative system and addressing operational matters. The process of opening the
market to foreigners was not sudden, but rather the result of gradual changes. The biggest challenge was

not just opening the market, but ensuring its success in attracting foreign investment.

The Saudi market's entry into global indices was delayed due to a lack of market readiness. However, with
reassurance about legislative and operational aspects, the CMA and Tadawul collaborated on a phased
strategy. The key element of this strategy was to fully understand the accession requirements, which were
crucial to the success of the entry. This was followed by implementing necessary legislative and operational
changes over a period of months, many of which were conducted outside of the Kingdom. As part of this
process, stakeholders such as investors, custodians, brokerage firms, and index developers were consulted to

discuss and implement the necessary changes to meet global index inclusion criteria.

Significant progress was made over the years in the Saudi capital market, allowing it to meet the requirements
for inclusion in global indices. This includes shortening the settlement cycle for securities transactions to
two business days after the trade date (T+2), aligning with global best practices, as well as dropping the cash
pre-funding requirement for specific investors to bring trading practices in line with international standards,

and streamlining procedures for institutional investors.

The introduction of fail management controls offered by SDC (Edaa) for executing brokers to cover securities
shortages was among the achievements. These controls include transferring securities from the principal
account, borrowing securities via securities borrowing and lending, buying securities on the open market,
or optional purchase deals. A delivery versus payment (DvP) model was introduced wherein the delivery of
securities occurs only if the corresponding payment occurs, in accordance with laws in force in the Kingdom

and with the goal of increasing the level of protection for investor transactions.

Saudi Arabia opened its capital market to qualified foreign investors to broaden the foreign investment base

in the market, marking a major market transformation. This included allowing foreign investors to subscribe
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to Saudi companies, a step instituted in January 2017. Changes to the independent custody model were
implemented to support this move and enable custodians to reject unconfirmed trades executed by the
executing brokers. Borrowing and lending of securities, as well as covered short-selling, were allowed to
improve trading and provide new investment opportunities for market participants both locally and globally.
Additionally, an independent custody service was developed to provide institutional investors with better
trading limits. As a result, new laws were put in place to reduce risks associated with settlement procedures

for all market participants.

20.1.5 Accession Success

The efforts put in place by the Saudi capital market paid off and resulted in its successful inclusion in major
global indices such as the FTSE Russell Index, MSCI Emerging Markets Index, and the FTSE EPRA Nareit
Global Real Estate Index.

20.1.5.1 FTSE Russell Index

In 2015, the Saudi capital market was placed on the watch list of the FTSE Russell Index for secondary
emerging markets, following the introduction of the Qualified Foreign Investors Program. It retained its
position on the watch listin 2016. In October 2017, the FTSE Russell Index created the FTSE Saudi Inclusion,
which serves as a tool for local and foreign investors to track the performance of the Saudi capital market

through the Index.

FTSE Russell began incorporating Saudi domestic stocks into its indices starting in March 2019. It completed
the process on 22nd June 2020. The inclusion process of Tadawul was carried out over five phases, with the
first phase implemented on 18th March 2019, the second phase on 1st May 2019, the third phase on 24th
June 2019, and the fourth phase on 23rd September 2019. FTSE Russell divided the final phase into two
tranches—the first with an inclusion factor of 25% implemented on 23rd March 2020 and the second with an

inclusion factor of 75% completed on 22nd June 2020.
FTSE's semi-annual review on 8th March 2021 revealed that a total of 49 Saudi companies had been added

to the index, with a market value of SAR 891.87 million (USD 237.8 million), resulting in a weight of 0.38%

in the global index. Tables 5 and 6 shows the phases of including the Saudi market in the FTSE Russell Index
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for secondary emerging markets.
Phases Phase 1 Phase 2 Phase 3 Phase 4 Phase 5
. 23rd
Review 18th March | 1st May 5th June 23rd March
date 2019 2019 2019 September | 555 June 2020
2019
%25
Phase Size %10 %15 %25 %25
%25 %75
Total %10 %25 %50 %75 81.25% 100 %
Value of
inactive in-
vestments 1.8 2.7 4.5 4.5 1.12 3.38
in SAR
billion

Phases of Including the Saudi Market in the FTSE Russell Index.

Number of Traded
Shares

Investment value Number of

Transactions
thousand)
Phase 1* 14 38.5 54
Phase 2 2.5 554 4.4
Phase 3 521 1252 8.6
Phase 4 49 136.3 12.6

* Inflow of external funds associated with the FTSE and S&P Dow Jones Indices

Transactions Carried out during the Phases of the Inclusion of the Saudi Market in the FTSE Russell Index.

The Saudi capital market's inclusion in MSCI Index is a significant achievement, as it is the second global
index that the market joined after the FTSE Group. The process of being added to MSCI Index began in June

2017 when the market was placed on the index watch list. MSCl, a global provider of indices, recognised the
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efforts and developments made by the CMA and Tadawul in meeting international standards. On 20th June
2018, MSCl announced that Tadawul had been added to MSCI Emerging Markets Index, officially classifying
the Saudi capital market as an emerging market and making it the 25th country included in the index. This

was a great step up for the Saudi market as prior to this it was considered an independent market with MSCI.

The Saudi capital market was added to MSCl Index in two phases, with the first phase taking place during the
semi-annual review on 28th May 2019, and the second phase during the Q3 review on 28th August 2019.
A total of 32 companies listed in the Saudi capital market were included in the index, increasing its market
weight to 2.6%. This achievement represents a significant milestone in the development of the Saudi capital

market, improving its appeal to investors.

20.1.5.3 FTSE EPRA Nareit Global Real Estate Index

The capital market of Saudi Arabia successfully launched REITs and listed the first REIT in late 2016. On 26th
June 2019, Tadawul announced that it had been included in the FTSE EPRA Nareit Global Real Estate Index,
which focuses on REITs and real estate companies. Similar to other global indices, a group of listed securities
was chosen to be included in the index, which is periodically reviewed and announced on the FTSE EPRA

Nareit Global Real Estate Index website.

20.1.5.4 S&P Dow Jones Index

The process of joining international indices continued as the global provider of indices, S&P Dow Jones,
announced in September 2019 that Tadawul would be upgraded to an emerging market status. This upgrade
was a result of the tangible efforts and developments made by the Saudi capital market in increasing its
attractiveness and efficiency both domestically and internationally. This upgrade made companies listed
on Tadawul eligible to join several indices, including S&P Global BMI, S&P Global BMI Shariah, S&P/IFCI

Composite, Dow Jones Global Index, and Dow Jones Islamic Market World Index.
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20.2 Global Competitiveness Indices

The capital market's advancements, in conjunction with the economic entities within the government, played

arole in enhancing the Kingdom's standing in global financial indices.

20.2.1 Global Competitiveness Index

In 2019, Saudi Arabia made its most significant progress in seven years, as reported by the World Economic
Forum’s Global Competitiveness Report. The country ranked in the top 25% of countries on the Global
Competitiveness Index, earning 70 points out of 100. This led to an improvement in its ranking, from 41stin
2017, to 39th in 2018, and ultimately 36th out of 141 countries in 2019.

The improvement in Saudi Arabia’s ranking in corporate governance is responsible for this progress.
Specifically, the country's ranking in the strength of auditing and accounting standards improved to 23rd,
its ranking in managing conflicts of interest improved to 21st (up two ranks), and its ranking in shareholder
governance improved to 2nd in the world (up three ranks). Additionally, Saudi Arabia made significant
progress in the area of financing for SMEs and the availability of venture capital, rising 17 ranks to reach
19th and 12th, respectively.

The capital market and other economic sectors in the country underwent a series of developments and
measures in cooperation with regulatory entities, leading to significant progress. This progress resulted in
the Kingdom rising to the second rank in the world for shareholder governance, after previously occupying
the 77th rank in 2017, hence achieving first place in the Arab world and second in the G20. The CMA played
a key role in this improvement, specifically through the development of corporate governance regulations
for companies listed on the Saudi Stock Exchange. Additionally, the CMA made contributions in the area of
financing for SMEs and the availability of venture capital through various initiatives, such as authorising
companies to participate in the FinTech Lab.

The Global Competitiveness Report showed the Kingdom's progress towards meeting the ambitious goals
outlined in Saudi Vision 2030. These goals focus on improving the business and investment climate,
increasing foreign direct investments, and aiming to be among the top 10 in the Global Competitiveness
Index by 2030. Figure 49 illustrates the Kingdom's ranking in the Global Competitiveness Report from 2017
to 2019.
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Saudi Arabia’s ranking in the Global Competitiveness Report on capital
markets from 2017 to 2019.

77

54
36
31 >q
15 |

W 2017 2018 i W 2019

Strength of auditing and Conflict-of-interest
accounting standards regulations

Shareholder governance

Market capitalization

Saudi Arabia’s Ranking in the Global Competitiveness Report on Capital Markets from 2017 to 2019.

20.2.2 Doing Business

Saudi Arabia carried out a record number of business reforms in 2019, earning the country a top spot in
this year's top 10 global business climate improvers, according to the World Bank Group’s Doing Business
2020 report. The Kingdom implemented reforms in eight Doing Business areas, its busiest activity since the
launch of the study. The country placed 62nd globally in ease of doing business rankings with an overall
score of 71.6 out of 100.

Saudi Arabia ranked third globally in the protection of minority shareholders, which measures the strength
of minority shareholder protections against misuse of corporate assets by directors for their personal gain
as well as shareholder rights, governance safeguards, and corporate transparency requirements. It scored

the highest among both Arab and G20 countries, having advanced four places from its 2018 ranking due to
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various reforms. The Kingdom scored 86 in Doing Business, 43 in the strength of investor protection on a

scale of 0-50, and 9 in the scope of disclosure index on a scale of 0-10.

The integration of the Saudi market into global markets was facilitated by accession to global
indices and improvements in the Kingdom'’s international rankings. The opening of the capital
market to foreign investors and the successful inclusion in international indices created a favourable
environment for the launch of the oil giant, Saudi Aramco, which would propel the Saudi market to

the ranks of global markets and pave the way for future growth.
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Chapter 21: Saudi Aramco’s IPO and Listing

Saudi Aramco, the global oil industry leader with over 80 years of history, is a key contributor to the Saudi
economy. As part of Saudi Vision 2030, the company aims to facilitate the offering of shares and listing of

state-owned companies, including itself, in the capital market.

These initial steps would result in the largest IPO in the history of stock markets. The ultimate goal was to
benefit the Saudi economy, with Aramco remaining a crucial pillar. The following story details the process of
listing Aramco in the Saudi capital market and the efforts for greater company transparency and openness

after years of keeping financial information and internal regulations private.
21.1 Beginnings and Establishment

Saudi Aramco's origins can be traced back to 1933, when a concession agreement was established between
the Kingdom and Standard Oil Company of California (Socal) to form the California Arabian Standard
0il Company (CASOC) to explore and extract oil in Saudi Arabia. 1938 was a turning point as commercial
production of oil began at Dammam Well No. 7, also known as "Prosperity Well”. The company was renamed
Arab American Oil Company (Aramco) in 1944 and focused on increasing the production of crude oil. To
expand into the distribution sector, the company built the Tapline, a 1,212-km-long pipeline linking eastern

Saudi Arabia to the Mediterranean Sea, sharply cutting the time and cost of exporting oil to Europe.

Atthe endof the 1950s, many Arab countries nationalised foreigninterests. Inresponse, the Saudi government
decided to negotiate with Aramco to gradually purchase shares of the company instead of nationalising it.
This resulted in a partnership agreement, where ownership of Aramco would be transferred to the Saudi
government gradually. By 1973, the Saudi government had bought a 25% stake in Aramco, increasing it to
60% the following year. In 1980, the Saudi government fully acquired Aramco and established the Saudi

Arabian Oil Company (Saudi Aramco) to take over all of Aramco’s responsibilities.
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21.2 Aramco’s First Offering Announcement

The announcement of the Saudi Aramco IPO as part of Saudi Vision 2030 was not the first. Crown Prince
Mohammed Bin Salman had previously discussed it in 2016 during his Thatcher Revolution interview with
The Economist as part of a plan to privatise sectors, such as healthcare and education, as well as state-
owned companies to reduce pressure on the government and provide greater opportunities for investors to
participate in profitable and growing sectors of the economy. King Salman also stated that the offering of
Aramco would allow investors to own shares in the leading company and would greatly enhance the size of
the Saudi capital market, making it competitive with global markets, while also improving transparency and

governance in the company in line with international standards. (Document 104)

At that time, the Saudi market did not allow foreign investment and was not included in global indices.

Therefore, Aramco considered a dual listing,
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reach investors outside the local market. The wam““i:ﬁ \S
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company explored several foreign exchanges,
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such as New York, Hong Kong, and London, for
a partial listing. Various exchanges, including
the Tokyo Stock Exchange, Hong Kong Stock
Exchange, Nasdag, NYSE, LSE, and Toronto
Stock Exchange, competed to host the Aramco

offering.

The Japanese government announced that
King Salman Bin Abdulaziz had agreed to
consider a request from Prime Minister
Shinzo Abe to list Saudi Aramco on the Tokyo
Stock Exchange. The CEO of the Japan Stock
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King Salman Bin Abdulaziz's Statements Regarding Aramco’s Offering.
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Exchange, Kiyota Akira, met with the Crown Prince to express interest in offering shares in the Japanese
market. China also offered options for the listing, including a dual offering of shares in Hong Kong and the
Saudi market, with Chinese funds as the anchor investors. The Hong Kong Stock Exchange hoped to attract

Aramco's listing by positioning itself as a gateway for wealthy Chinese investors.

American stock exchanges were also competing for the listing of Saudi Aramco’s IPO. Nasdaq CEO Adena
Friedman said in an interview that Nasdaq was touting its technology credentials in an effort to win the
listing of Saudi Aramco's upcoming IPO, while His Excellency Minister of State for Foreign Affairs Adel Al-
Jubeir revealed that the Kingdom was engaged in serious talks with the NYSE about the listing. Former
President Donald Trump publicly supported listing the shares on the NYSE, stating it would be in the interest
of the United States. He also spoke with King Salman Bin Abdulaziz about listing the shares on the NYSE
and tweeted, “Would very much appreciate Saudi Arabia doing their IPO of Aramco with the New York Stock

Exchange”.

In Europe, the LSE updated its listing rules to accommodate a new category of sovereign companies, with the
goal of listing Saudi Aramco. The LSE provided strong reasons for Aramco to list on their exchange. British
Minister of State Alistair Burt addressed the English Parliament saying, “We would like the Aramco share
offering to be issued in the United Kingdom and we will continue to suggest the City would be the best place
for it Additionally, international media reported on the Toronto Stock Exchange's strong position in the oil

and gas sector and its ability to attract international investors, revealing its interest in listing Aramco shares.

Aramco evaluated various offers and markets as part of a comprehensive plan to prepare for its IPO. While
some studies recommended caution, the initial plan, announced by the Crown Prince, was to list Aramco in
2017 or 2018. However, various factors emerged, and it was decided to list Aramco on Tadawul while the

final decision on the foreign listing market and date was still being determined by regulatory authorities.

Setting a date for the Aramco IPO was not a straightforward task as it involved considering multiple external
factors, such as market conditions and oil prices, as well as the complexity and size of the offering that
required internal preparations within the company. The chosen date had to ensure that the company could

meet all requirements in the selected market.
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The SABIC deal was crucial for Aramco as it helped to mitigate the impact of declining oil prices. By owning a
stake in the chemical company, Aramco’s revenue was less susceptible to fluctuations in oil prices. The Crown
Prince stated that the deal had to be completed before the Aramco IPO, explaining that it was not possible to
go forward with the Aramco IPO and then surprise the shareholders a year later with a new deal that was not

previously on the roadmap. For him, the IPO and the strategy needed to be clear to move forward.

Aramco and PIF held negotiations for the acquisition of SABIC, a deal that required 9-12 months to receive
regulatory approvals from international antitrust authorities due to the international nature of both
companies. After the deal was completed, Aramco needed additional time to update financial statements

with SABIC's assets and shares before the IPO.

On 27th March 2019, Aramco and PIF concluded a share purchase agreement, with PIF as the selling party,
where Aramco acquired 70% ownership in SABIC for a total of SAR 259.1 billion (USD 69.1 billion).

21.3 Preparations for the IPO

The regulators in the Kingdom continued to prepare for the IPO. Both the government and the capital market
were involved in these efforts, which were extensive and difficult to fully enumerate. Some examples of

these efforts are listed below:
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Government Capital market ecosystem

Converting Saudi Aramco

into a joint stock Formation of a joint

company

committee

m Preparations for Aramco’s IPO.

21.3.1 Government Efforts

Regulatory authorities in the Kingdom, including the Council of Ministers, worked to gradually transform the
company and prepare the right ecosystem to support Saudi Aramco as the world’s largest oil company. This
included the decision to convert Saudi Aramco into a joint-stock company as per its Articles of Association
(AoA), effective 1st January 2018, with the state retaining majority ownership. The Company’s board of
directors is appointed by the Council of Ministers based on a proposal from the Minister of Energy, Industry,
and Mineral Resources, and its capital is SAR 60 billion divided into 200 billion shares without a nominal

value per share. Its headquarters are located in Dhahran.

The Articles of Association (AoA) gave the Board of Directors the authority to issue, list, or offer Saudi
Aramco’s shares or other securities for public subscription, both within and outside the Kingdom. This
decision preceded the Company'’s listing on the capital market, as only joint-stock companies are eligible for
listing on Tadawul according to the Listing Rules. Document 105 confirms the Council of Ministers’ Decision

and the Royal Decree to convert Aramco into a joint-stock company.
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21.3.2 Capital Market Ecosystem'’s Efforts

Listing a company as large as Aramco in the capital market was a complex process that required the

development of specific standards. This process was supervised by leaders in the capital market. To manage

the requirements for the Aramco IPO, a joint
committee was formed by His Excellency CMA
Chairman, consisting of working groups from
the CMA and Tadawul that met regularly to

oversee all related activities.

Months of work went into fulfilling legislative
requirements and drafting laws to boost
market absorption and openness to the world.
The potential effects of an IPO of the size of
Aramco on market stability were studied. With
the Saudi market open to foreign investors and
foreign investment becoming more accessible
since 2015, the major barrier to Aramco IPO
had been removed. The inclusion of the Saudi
capital market in international indices also

helped promote openness to global markets.
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Approving Aramco’s Conversion into a Joint-Stock Company.

21.4 Newcomer's Market Reception

21.4.1 Before Making IPO Announcement

On 3rd November 2019, Saudi Aramco finally announced its intention to list its shares on Tadawul. The CMA

approved the request and the announcement received a positive response globally and locally. The IPO is the
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largest globally, valued at SAR 96 billion (USD 25.6 billion), surpassing previous IPOs such as Alibaba's (USD
21.77 billion) in 2014 and SoftBank’s (USD 21.35 billion) in 2018. It is also the largest locally, followed by
the National Commercial Bank’s IPO in 2014, valued at SAR 22.5 billion.

21.4.2 IPO Incentives
Individuals were given various statutory exemptions and incentives to participate in the public offering,
including bonus shares. For every 10 allotted shares from the offer shares, a qualified subscriber received an

additional 1 bonus share, up to a maximum of 100 free shares.

Aramco is the second company in the capital market to have price stability applied, which was previously
successful with Arabian Centres Company. Despite fluctuations in crude oil prices, Aramco committed to
providing sustainable and growing dividends to its shareholders. Subject to the Board's discretion after
consideration of a number of factors, it declared aggregate ordinary cash dividends of at least USD 75 billion
for 2020, in addition to any potential special dividends. The government would forgo its right to a portion
of cash dividends on its shares in order to ensure that the minimum quarterly cash dividend amount of USD
0.09375 per share was paid to non-government shareholders for calendar years 2020 through 2024, as

determined by the Board.

The CMA Board decided to waive certain requirements for qualified foreign financial institutions planning
to invest in the offered shares and also allow certain non-financial institutions to participate in the public
offering as qualified foreign investors, despite not meeting the standard qualifications stipulated in Rules for

Qualified Foreign Financial Institutions Investment in Listed Securities.

21.4.3 IPO Management

Aramco carefully selected top financial institutions, both international and local, to manage its public
offering of shares. Nine joint financial advisors were chosen, along with eight joint global coordinators
and institutional bookrunners. Additionally, four local and 12 foreign joint bookrunners and three private
consultants were chosen, as well as 12 receiving banks and 25 underwriters. The Company also appointed a

lead manager and an agent for international settlement.

342



Market Story Phase Three / Part 5

Documentation of the Saudi Capital Market History Chapter 21 | Saudi Aramco’s IPO and Listing

21.4.4 Participants in Subscription
Saudi Aramco, in consultation with the selling shareholder, decided to limit the offering process to investors
within the Kingdom and GCC, as well as qualified foreign investors and requests submitted to institutional

bookrunners in accordance with the Instructions for Book Building Process and Allocation Method in IPOs.

Individuals and institutions participated in the subscription, and for the first time in Saudi Arabia’s IPO history,
with the exception of REITs IPOs, non-Saudi natural persons residing in the Kingdom and Gulf citizens were

able to subscribe to Aramco shares as per a set timetable (Table 7).

Submitting applications and book building 17th November to 4th December 2019 (18

process for subscribing institutions days)
Submitting applications and individual 17th November to EOD 28th November 2019
subscription (12 days)

Deadline for submitting subscription

applications for subscribing institutions 4th December 2019

Deadline for submitting subscription
application forms and settling subscription 8th November 2019
fees for individual subscribers

Announcing the final share offer price 5th December 2019

Announcing the final allocation of shares to

subscribing institutions and individuals >th December 2013

Starting trading 11th December 2019

Aramco Offering Timetable.
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21.4.5 Subscription Mechanism

The CMA and Tadawul Joint Committee recommended streamlining the offering and listing process by
not following the traditional practice of first building a book for institutions and then for individuals, as
this prolonged the subscription period. The teams discussed the possibility of parallel offerings for both
institutional and individual investors, which would reduce the time between the allocation of shares and
the first day of trading. However, this option would pose several challenges for the capital market as it had
not been tried before. To address these challenges, the Committee worked closely with the listing manager
to develop a daily plan that would ensure smooth and efficient implementation of the parallel offering.
Tadawul received the subscription file every day at 6 p.m. and verified subscriber information until after
midnight. During the two-week subscription period, Tadawul reviewed information for 5 million subscribers

and opened over a million new portfolios.

21.4.6 Subscription Progress

The subscription period for the oil giant's shares began on 17th November 2019 and ended for individuals
on 28th November 2019 and for institutions on 4th December 2019. Saudi Aramco offered a 1.5% stake, or
about 3 billion shares, of its shares on Tadawul at an indicative price range of SAR 30-32. A third of those
shares, 0.5%, was allocated to individual investors who were required to subscribe at the upper limit of SAR
32.

Aramco announced that the offering process generated by institutional subscriptions amounted to SAR 397
billion, which, together with the total demand from individual subscriptions, equalled SAR 446 billion, or
465% of the total offered shares, hence valuing the Company at SAR 6.4 trillion (USD 1.71 trillion). A total
of 5.06 million individual investors subscribed to 1.54 billion shares at a total value of SAR 49.19 billion, i.e.,
153.7% oversubscribed.

The subscription manager announced that, after ending the subscription, shares were allocated to individual
subscribers. All receiving banks finished settlement and auditing procedures after closing subscriptions for
individuals on 28th November 2019. Saudi Aramco allocated 1,500 shares to each individual subscriber, a
full allocation ratio of 97.5% of total subscribers. The remaining shares were allotted pro-rata at a ratio of
10.9%.
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Individual subscribers in Saudi Aramco varied by nationality, with Saudis making up the majority at 97.8%.
The remaining 2.1% were residents and 0.5% were Gulf nationals. In terms of age, the largest group of
subscribers was between 31-45 years old at 45.9%, followed by those between 46-65 at 33%. Table 8 is a

breakdown of subscribers by nationality.

Number of Saudi Subscribers 4,947,275
Sub:scrlbt_ars Number of Gulf Subscribers 2,467
Nationality

Number of Residents Subscribers 106,258

m Breakdown of Saudi Aramco Subscribers by Nationality.

the Securities Depository Centre (SDC) (Edaa) announced that Saudi Aramco subscribed shares were
deposited into eligible shareholders’ Edaa Accounts on 6th December 2019, just 18 hours after the allocation
announcement. This is a record timeframe compared to global markets, and the listing and trading of shares

began as planned.

The successful IPO was a source of pride for all those working in the capital market ecosystem. It was only
possible due to the hard work and dedication of all parties involved in the process. The listing of the oil giant
in the capital market required thorough verification of details and a demonstration of the market's ability
to handle Aramco’s offering. To ensure a smooth process, Tadawul began testing all systems and running

simulations at 4:30 a.m. on the day of listing.
21.5 Saudi Aramco Listing in the Capital Market

Following the IPO, the capital market ecosystem continued to work in the back offices to ensure a successful
listing. As a result, Tadawul was able to list Saudi Aramco on 11th December 2019, just four days after the
end of the subscription period, a record time compared to other global markets. The daily price fluctuation
was set at a limit of +10%. The opening auction session was from 9:30 a.m. to 10;30 a.m., and trading began
at 10:30 a.m. and ended at 3:00 p.m. The opening auction for other securities listed on the main market

remained from 9:30 a.m. to 10:00 a.m. and trading for the rest of the listed securities commenced as usual.
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Aramco Listing Ceremony.

The bell signalling the start of trading rang, marking a defining moment in history (Photo 37). On the first
day of public trading, Aramco’s company valuation surged to SAR 7.04 trillion (USD 1.88 trillion), overtaking
Apple’'s market value of USD 1.190 trillion and claiming the top spot as the largest listed company in the
world by market value. Aramco's value is equal to the combined market value of both Apple and Alibaba, and
it is 1.7 times greater than the combined market value of the top five international oil companies, which

totals around USD 1 trillion.

The Aramco IPO set a new record as the largest IPO in history and helped raise the standing of the Saudi
capital market to the ranks of major markets. As of 31st December 2019, the market value of listed shares in
the Saudi market had grown to SAR 9.025 trillion (USD 2.41 trillion), an increase of over 385% from the end
of 2018, when it stood at SAR 1.858 trillion (USD 495.7 billion). This placed Saudi Arabia among the top 10

global markets, paving the way for more listings at local, regional, and international levels.
The CMA Chairman announced that the Saudi market, after the listing of Aramco, had become the ninth

largest capital market in the world by the end of 2019, surpassing its 2030 target. Discussions are ongoing

to revise future goals.
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After the first week of listing Aramco, net foreign purchases in the Saudi capital market amounted to  SAR
3.56 billion. According to MSCI, the inclusion of Aramco increased the weight of the Saudi stock market to
3%, making it the seventh largest market on the index, topping Middle East markets. The listing of Aramco on
Tadawul also boosted the energy sector in the Saudi market, making it the largest sector in terms of market
capitalisation, with 78.55% at the end of 2019. Additionally, it also strengthened the position of the energy

sector globally. Figure 51 compares the capital market statistics in 2019, before and after the Aramco IPO.

Ranking in global markets Market value

usbD
2,406 billion
usbD
492 billion

%78.1 Aramco’s Share from
the Total Market Value After Before After Before

Traded value (market)

30.13 billion

usD
15.44 billion

%34.2 Share from the traded
value After Before After Before

The Capital Market in 2019, before and after Aramco IPO.

On 25th July 2020, SDC (Edaa) announced the distribution of bonus shares of Saudi Aramco to eligible
shareholders. Each Saudi subscriber who continuously and uninterruptedly held offer shares from the date
of listing until the end of the bonus shares entitlement period on 7th June 2020 was eligible to receive the

bonus shares.
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Capital Market: A Look at its Progress and
Prospects

We have traversed a century of evolution of the Saudi capital market, chronicling its journey from the birth
of the first Saudi joint-stock company in the early 20th century through the first two decades of the 21st
century, all the way to the largest IPO in the world. Thus, our historical documentation of the capital market

from 1926 to 2020 draws to a close.

The capital market has undergone a transformative journey, marked by three distinct phases of evolution.
In the beginning, shares were traded in an unregulated market, with a proliferation of real estate and
brokerage offices. As the banking sector underwent modernisation and the trend towards privatisation and
the establishment of joint-stock companies gained momentum, the market transitioned to a new phase
where SAMA, under the supervision of a governmental committee, regulated the market according to the
requirements of the time. This phase lasted for approximately two decades, starting with the Royal Decree
on regulating stock trading through Saudi banks in 1984. The third and current phase began in 2003 with
the enactment of the Capital Market Law, marking the advent of a new era of capital market regulation
and development, led by the CMA and Tadawul and characterised by increased expansion, depth, diversity,

efficiency, and transparency.

As this book draws to an end, let us stop to ask ourselves, what has the capital market achieved? And what
are its aspirations for the future? In recent years, the capital market has undergone significant changes
in legislation, regulation, operations, and procedures. The number of listed companies has increased, and
a variety of financial products have become available. The market has also welcomed foreign investment
and expanded its reach by joining international indices, demonstrated by the successful public offering of
Aramco.

As for the future, the capital market is determined to achieve the goals of its Financial Leadership Programme
(FLP) and work towards its aspirations of becoming the leading market in the Middle East and a significant

player on the global stage. The market has always evolved gradually but steadily, keeping pace with
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successive legislative developments, and with the institutions tasked with their regulation, development

and operation.
Prominent Capital Market Developments Since 1984

l. Stock Indices

The capital market faced a range of challenges following the Royal Decree to form a Ministerial Committee
and restrict stockbroking to local banks in 1984. These challenges were influenced by economic, political,
and financial conditions and crises, as reflected in the performance of the market and its indicators. Figure
52 shows a generally positive trend in the general stock price index from 1985 to 2020 and Figure 53 shows

fluctuations in the annual percentage of change in the index over the same period.
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Trading Index for All Shares between 1985 and 2020.
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The Annual Percentage Change in the Index between 1985 and 2020.

Figure 54 illustrates the weekly evolution of Tadawul index for all issued shares based on total market value

from the start of weekly index calculation on 28th February 1985 to 26th January 1994:

Weekly evolution of Tadawul index for all issued shares based on total
market value from 28th February 1985 to 26th January 1994.
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The Weekly Evolution of Tadawul Index for All Issued Shares based on Total Market Value.
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Figure 55 shows the daily evolution of Tadawul index for all issued shares based on the total market value
from 26th January 1994 to 26th January 2008:

Daily evolution of Tadawul index for all issued shares based on the total

25,000 market value from 26th January 1994 to 26th January 2008.
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The Daily Evolution of Tadawul Index for All Issued Shares based on the Total Market Value.

The index calculation methodology was updated on 5th April 2008 to be based on free float (available for
trading) shares and announced on Tadawul website. Figure 56 shows the development of the index from 5th
April 2008 until 31st December 2020:

Daily evolution of Tadawul index for all shares based on the market value
12,000.00, of free float shares from 5th April 2008 until 31st December 2020.

10.000.00
8.000.00
6.000.00
4,000.00
2,000.00
e B e B e e e B B e e e L e e e B e S e B B e B R A B e
© for} < n ©0 ~ @
a o o o NNNm m < < n ©w WV ~ © ® )} o
TESEoo8duoddd g d o d N 08 dNg a0 g a8 o082 332N
S o o o oo o oo o o o o == o o o o o
QARNINYANIIIINANANIIINNNYINYR/AAR IR IRNILL &
NG SSA SIS SIS S SN S S SS IS8 ISSINR SIS YNNI
) < © T O3 /3D N H FONO NS m X [ <+ © T HF o8 D
A I T T L DN ORI S D TR Y o @
NARITN UMM FSFMAdOoONMo J3SEM SO FITasasNTFOOFIONNFOF Ag W
N B I} BN = @ D D A m o < SRS
L e S NN AN a4 -3 N B AN N O 4NN —

TASI performance by total market cap of free-float shares

351



Market Story

Documentation of the Saudi Capital Market History

Tadawul Index for All Shares based on the Market Value of Free Float Shares.
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The Tadawul All Share Index (TASI) evolved over multiple phases. From 1995 to 1997, TASI rose from
1,360 points to over 1,950 points due to rising oil prices that reached USD 18 per barrel. Despite the
1997 Asian financial crisis, its impact on the Saudi market was not felt until 1998, causing TASI to drop
to 1,400 points by the end of the year. However, in 1999, the market recovered with a 43% increase
in TASI, surpassing the 2,000-point barrier due to rising oil prices reaching USD 17 per barrel. TASI
continued to rise at a moderate pace through 2002, driven by rising oil prices and returning Saudi

money from abroad after the 9/11 attacks. TES was also launched in 2001.

The second phase of TASI evolution took place between 2003 and 2006, with the index rising by 76%
in 2003, 84% in 2004, and 104% in 2005, resulting in the Saudi stock market bubble. The index reached
its peak on 25th February 2006, surpassing 20,000 points, but experienced a sharp drop the next day,
losing 980 points. TASI continued to decline until the end of 2006. This period also saw the occurrence
of significant events. In 2003, STC shares were offered for public subscription and the Capital Market
Law was adopted. In 2004, the CMA Board was formed and Mobily shares were offered for public
subscription. Bank Albilad shares were offered for public subscription in 2005, and the nominal value of

all listed companies’ shares was divided to become SAR 10 per share instead of SAR 50.

TASI closed at 11,000 points in 2007, 4,800 points in 2008, and 6,000 points in 2009, due to the global
financial crisis that affected oil prices and economic growth worldwide. The crisis continued to impact

the Saudi market, resulting in the index closing at 6,600 points in 2010 and 6,400 points in 2011.

In 2012, the global economy began to show signs of recovery and oil prices reached record highs,
resulting in increased revenue for the Kingdom and improved performance in various economic sectors.
This was reflected in the rise of market indices, with TASI closing at 6,800 points in 2012, and continuing

to rise to 8,500 points in 2013, remaining at a similar level in 2014.

In 2015, the oil price began to drop again, along with a slowdown in the global economy and rising
interest rates, causing TASI to drop to below 7,000 points. However, the index quickly recovered in 2016
and 2017, reaching over 7,000 points by the end of 2017. In 2018, with the market's inclusion in global
indices (FTSE Russell and MSCI), TASI closed at over 7,800 points. The historic offering of Aramco in
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2019 also contributed to TASI's 7.2% increase, closing at 8,400 points.

The COVID-19 pandemic had a significant impact on TASIin 2020, causing it to hit its lowest level since 2016
on 16th March, reaching 5,960 points. However, it soon recovered and surpassed 7,000 points on 19th May
and 8,000 points on 2nd September. By the end of the year, TASI closed at 8,689 points.

The market value of issued shares at the end of 2020 was SAR 9,101 billion, and the total value of traded
shares was SAR 2,087 billion. A total of 76.69 million transactions were executed, with 79.32 billion shares

traded during the year.

Il. Investment Funds

In 1992, Saudi commercial banks began offering investment funds. From 52 funds in 1992, the number grew
to 170 by 2003 and 254 by 2020. The number of subscribers also grew, from 33,126 in 1992 to 172,197
in 2003, then to a peak of 563 thousand in 2005 during the stock market boom. However, the number of
subscribers later declined to 358.9 thousand in 2020. The total assets of the funds increased from SAR 12.4
billion in 1992 to SAR 53.87 billion in 2003 and surged to SAR 137 billion in 2005. The value fluctuated and
settled at SAR 209.7 billion in 2020.

The ongoing challenge is to establish a legal framework for funds, as they are currently only contractual
agreements without official recognition as legal entities or independent legal status in the country. Efforts
are continuing to give funds a recognised legal form, allowing for assets such as real estate to be registered

under the fund’s name and receive a commercial register from the CMA.

Figures 58-60 demonstrate the growth in the number of public investment funds from 1992-2020, the total

number of participants in these funds, and total assets in funds during that time period.
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550 Total assets in public investment funds in SAR Billion from 1992-2020
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Total Assets in Public Investment Funds in SAR Billion from 1992-2020.

Ill. Bond and Sukuk Market Performance

In 2020, the total value of Sukuk and bonds was SAR 387.8 billion, with 72 listed Sukuk and bonds.
Table 9 shows the general Sukuk and bonds market statistics in 2020:

Sukuk and TI;?S:;:LI:(H Index | Traded nominal Traded value Number of
bonds and bonds closing value (SAR) (SAR) transactions
Corporate

Sukuk/Bonds 5 994, 23 68,301,240 68,301,240 6
Index

Government

Sukuk/Bonds 67 1,036.33 | 34,733,290,000 | 37,469,751,729.22 1,468
Index

Sukuk/Bonds

Market Index 72 1,022.68 | 34,801,591,240 | 37,538,032,969.22 1,474

Sukuk and Bonds Market Statistics in 2020.
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IV. Real Estate Investment Funds

Real Estate Investment Funds in the Saudi capital market are separated into two categories: public and
private. The assets of public Real Estate Investment Funds grew from SAR 3.08 billion in H1 2013 (3% of
total assets of public funds) to SAR 7.545 billion by the end of Q4 2020 (5% of total assets of public funds).
The number of Real Estate Investment Funds increased to 10 by 2020, up from nine in 2013. Additionally,
the number of subscribers in Real Estate Investment Funds increased from 4,706 in 2013 to 7,212 by 2020.

Private Real Estate Investment Funds saw a significant increase in both asset value and number of funds
from 2013 to 2020. Asset values rose from SAR 17.7 billion to SAR 83.157 billion, and the number of funds
increased from 68 to 136. Additionally, the number of subscribers in these funds grew from 1,355 to 2,531.
Figure 61 shows Real Estate Investment Funds statistics between 2013-2020.
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Real Estate Investment Funds Statistics between 2013-2020.
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V. REITs

Real Estate Investment Traded Funds (REITs) were added to main stock market indices in Q4 2016. The
assets of REITs grew from SAR 555 million in 2016, held by the only listed fund at the time, Riyad REIT, (1%
of total assets of public funds) to SAR 21.645 billion by the end of 2020, (10.32% of total assets of public
funds). The number of REIT subscribers increased from 1,457 in 2016 (0.65% of total subscribers to public
funds) to 156,342 in 2020 (43.6% of total subscribers to public funds), indicating strong demand for this
type of investment. There are currently 17 REITs available. Table 10 provides a summary of REITs' financial

position in 2020.

S e

(Issued Shares (in million 1,657.21
(Net Income (in million (231.51)
Shareholders Rights (in million) 15,427.45
Market Value (in million) 15,953.96
Earnings per Share (0.14)
Price to Earnings 37.77
Book Value 931
Price/Book Value 1.03

Summary of REITs' Financial Position in 2020.
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VI. ETFs

At the end of 2020, the number of the Exchange Traded Funds (ETFs) reached a total of six. The initial ETF,
the FALCOM 30, was launched in 2010, followed by the FALCOM Petrochemicals ETF in the same year, and
HSBC MSCI Tadawul 30 Saudi ETF in 2011. Three additional ETFs were added to the market in 2019 and
2020: Albilad Saudi Sovereign Sukuk ETF, which tracks the performance of the Albilad Ideal Ratings SAR
Saudi Sovereign Sukuk Index; Alinma Saudi Government Sukuk ETF Fund - Short Maturity, which tracks the
performance of the iBoxx Tadawul SAR Government Sukuk Index - Short Maturity; and Albilad Gold ETF, which
closely tracks the returns of gold through an ETF structure. The volume of shares traded in 2020 amounted

to 173.9 million, with a traded value of SAR 2.5 billion, and there were 1,287 transactions executed.

VII. The Financial Leadership Programme (FLP)

The following tables offer a comprehensive overview of the key advancements of the capital market in terms
of initiatives for realising Saudi Vision 2030 and the objectives of the Financial Leadership Programme (FLP),
from 2017 to 2020:
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The most significant capital market developments represented in the initiatives to realise
Saudi Vision 2030

Shortening the settlement cycle for securities transactions to two business days
after the trade date (T+2)

Establishing a parallel market

Allowing borrowing and lending of securities, as well as covered short selling

Implementing IFRS for listed companies and market institutions

Joining MSCI watch list

Establishing an organisational entity to supervise audit offices that audit the work
of listed companies.

Adopting the updated Merger and Acquisition Regulations and Glossary of Defined
Terms Used in the CMA Regulations and Rules

Stimulating asset management activity by reducing management licence
requirements

Allowing non-resident foreign investors to invest directly in NOMU as qualified
investors

Contributing to improving Saudi Arabia’s ranking from 63rd to 10th on the Protect-
ing Minority Investors Indicator

Transforming the Securities Depository Centre Company (Edaa) into a standalone
entity with its own legal identity and autonomy

Launching EPS to handle complaints and reports

Regulating class action lawsuits in securities disputes

Amending the Rules on the Offer of Securities and Continuing Obligations and the
Listing Rules

Adopting the rules for special purpose entities

Adopting the FinTech Lab initiative

Mandating electronic voting in general assemblies

Establishing the Financial Academy (FA) to train and qualify financial sector
employees

Financial Leadership Programme (FLP) Achievements for 2017.
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The most significant capital market developments represented in the initiatives to achieve
Saudi Vision 2030

Adopting the Rules for Registering Auditors of Entities Subject to the Authority’s
Supervision

Accepting applications for the second batch of permits to experiment with FinTech

Establishing Saudi Tadawul Group's Securities Clearing Centre Company (Mugassa)

The Saudi capital market joining MSCI Index, the FTSE Russell Index, and the S&P
Dow Jones Index for emerging markets

CMA represented in the International Organization of Securities Commissions (I0S-
C0) and its affiliated committees for 2018-2020

CMA representing Saudi Arabia in the Financial Stability Board (FSB) for 2019

Adopting the Real Estate Investment Traded Funds Instructions and the amended
Close-Ended Investment Traded Funds Instructions

Adopting Financial Technology Experimental Permit Instructions

Amending Investment Accounts Instructions

Launching the Investor Protection app

Amending Rules for Qualified Foreign Financial Institutions Investment in Listed
Securities

Amending Merger and Acquisition Regulations

Amending the Rules on the Offer of Securities and Continuing Obligations and the
Book Building Process and Allocation Method in IPOs

Amending Merger and Acquisition Regulations

Amending the Rules on the Offer of Securities and Continuing Obligations and the
Book Building Process and Allocation Method in IPOs

Listing debt instruments issued by the Saudi government

Enabling fund managers to use aggregated orders to execute client orders

Financial Leadership Programme (FLP) Achievements for 2018.
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The most significant capital market developments represented in initiatives to achieve
Saudi Vision 2030

Amending the Capital Market Law

Offering 1.5% of Aramco shares for public subscription

Issuing the Investor Rights Document

Announcing several incentives for listed companies in cooperation with various
government entities

Accepting applications for the third batch of permits to experiment with FinTech

Establishing FinTech Saudi

Launching the Dividends Distribution (Paying Agent) service for all market
participants

Finalising Tadawul's accession to MSCI Index and S&P Dow Jones Index, and the
implementation of the fourth phase of joining FTSE Emerging Index

REITS" accession to FTSE EPRA Nareit Global Real Estate Index

Launching MSCI Tadawul 30 (MT30) Index for the leading listed companies in the
Kingdom

Finalising the first merger between companies listed on the Saudi capital market
(SABB and Alawwal Bank)

Adopting the Instructions for the Foreign Strategic Investors’ Ownership in Listed
Companies

Applying fundamental changes to NOMU

Applying the mechanism for the transfer of listed companies to the main market

Introducing NOMU Capped Index

Reducing the financial consideration for the services provided in the Sukuk and
bonds market

Applying a new trading session to the closing price

Introducing new amendments to the Rules on the Offer of Securities and
Continuing Obligations

Adopting the Securities Clearing Centre Rules and the Derivatives Exchange Trading
and Membership Rules and Procedures
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The most significant capital market developments represented in initiatives to achieve
Saudi Vision 2030

CMA accession to IFIAR

Establishing investment funds to trade in Saudi sovereign sukuk

Reducing the nominal value of listed local Sukuk issued by the Kingdom

Kingdom advancing in global competitiveness indicators related to the Saudi capital
market

FA and CISI conclude a strategic partnership agreement

Launching the International Certificate in Wealth and Investment Management by
CISI and IFSAH Certificate

Releasing Cybersecurity guide for financial institutions

Releasing electronic service for disclosure of a deceased’s investment assets

Financial Leadership Programme (FLP) Achievements for 2019.
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The most prominent developments in the capital market regarding the Kingdom'’s Vision

2030 initiatives

Launching the Corporate Finance Technical Foundations Certificate provided by CISI

CMA licences Securities Clearing Centre Company (Mugassa), and designates it as a QCCP

Adopting Securities Central Counterparties Regulations

Launching an electronic service for authorisation to conduct Securities Business

Adopting the amendments to the Securities Business Regulations, Authorised Persons
Regulations, and Glossary of Defined Terms Used in the Regulations and Rules of CMA

Adopting Instructions on Issuing Depositary Receipts Out of the Kingdom

Allowing Foreigners to Invest Directly in Debt Instruments

Accepting applications for the fourth batch of permits to experiment with FinTech

Adopting the amendment to Annex 1 of the Regulatory Rules and Procedures issued pursuant
to the Companies Law relating to Listed Joint Stock Companies

Obligating the issuers of listed securities in the main market that any notification to the
Exchange and disclosure to the public is made in both Arabic and English

CMA takes measures to address the repercussions of COVID-19

Launching derivatives market and trading in the MT30 Index Futures

Finalising accession to FTSE Emerging Index

Approving FA establishment and organisational arrangements

Appointing the members of FA's Board of Trustees

Adopting amendments to the Market Conduct Regulations®

Adopting amendments to the Rules for Special Purpose Entities?

Adopting amendments to the Rules on the Offer of Securities and Continuing Obligations and
the Glossary of Defined Terms Used in the CMA Regulations and Rules?

Financial Leadership Programme (FLP) Achievements for 2020.

1 On 25thJanuary 2021
2 On14thanuary 2021

3 On 14th January 2021

364



Market Story

Documentation of the Saudi Capital Market History

Issuance of Royal Decree M/30 of 31st July 2003 on
approving Capital Market Law

Formation of CRSD and ACRSD

capital market

Launch the Sukuk and Bonds Market

List and trade the first ETFs

Approval of the issuance and listing of Sukuk on the

Allow foreign financial institutions to invest in listed
securities

Launch the FinTech Lab
Government Debt Instruments Listing

Capital market milestones from 2003 to 2020
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-22 cilsy il (nd gwosluall & 4lsl dlos (nd JLall gl dolall &gl jga slo qualil alll Lhe 3 oo
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o 2013.

--23.2 b)p 2001 1952-LgiljLilg lpipwo Loglisl (nagewll (el 1 &l & wwdo (ale alall yo w200
0 2001

-24 p 2018 ,ayigildll Wiljlanlll nibgll j5joll alall aylall Ghglll Giloyg .ab Jlak (nahno.

-25 0 2006 .yl Lojghig lgili allall &ljg.
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1- aylall pilgall Gagag alnalllg aaladll (le alspdidl éa5ga 1 dwlja a0 dcllb gy g palhll o
uladl alwall g0 aall s ailspill do5ga Jga yuibgll (udilall s adloll quwball plbill B (1a
02012 gulo 7-6 (nogy 5wy p A 2 000 daola . nylalllg

2- aul4 piwalo dlluwy doalwall &agowll cilspidl agwl ailge (e dyigall Jolgall jLial alaall plo (sl
a 1411 jijell ayce ellall dooly . g)lallg alnigHl.

-3 ddhio (na dyilaw dwlja idngowll opwill dgw g jLatiwlll wldgoog Wilhaao” ,gloall 2 ga g 2yl
89-132.(p .0 2002 puliy .1 ¢, 24 po G)laill ads - Gajlajl daoly ,aykill igadl ddao " ondll

-4 02011 Lyl 62y dingawldl dllall Gguul jugill duwolAll (n5all . npooll aoall aie,

-5 (nagoull (namnoll plhill Gagow il a ool Ao w 2 0nlg oluull Gaagl auc 2 llag aguipall alll aucayc
01999 25-49p (0.1 .12 p.g)lalllg alniall ;jujall ayc el lall doola dlao "duanoll Gelasll (e

-6 yunall alwljall f Spo ghiddlg .daago wll é uyell @ Alaoll (ncloialllg (nalnidll jg hill jJLibll 4 a 4lo
0 1997 :g‘l__lgjgi”.

Reports

. CMA annual reports

. Tadawul annual reports

. SAMA annual reports

. National Centre for Financial and Economic Information, Ministry of Finance and National Economy
. World Bank’s Ease of Doing Business Report

. World Economic Forum'’s Global Competitiveness Report

N OO ool AW N B

. 6 Lessons for Our Economic Sustainability: Soug Al-Manakh & Five Other GCC Crises, Kuwait Financial
Centre, 2019
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Periodicals

1. Um Al-Qura newspaper
2. Voice of Hijaz newspaper
3. Tadawul magazine

4. Aramco World Magazine

Websites

CMA

. Saudi Exchange

. General Secretariat of Committees for Resolution of Securities Disputes (GS-CRSD)
. Bureau of Experts at the Council of Ministers

. National Centre for Archives and Records

SAMA

. Ministry of Commerce

. Ministry of Finance

O O N O UV A W N R

. General Authority of Zakat and Tax
10. Saudi Customs
11. General Authority for Statistics

References in English

1. Ben R. Craig The Souk al-Manakh Crash, Federal Reserve Bank of Cleveland, 2019.

2. Jean-Francois Seznec, the gulf capital markets at a crossroads, The Columbia Journal of World Business,
1995.

3. Mohamed A. Ramady, The Saudi Arabian Economy Policies, Achievements, and Challenges, Springer US,
2010.
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