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The Ministry of Commerce and Investment is currently in the latter stages of reforming the Kingdom’s
bankruptcy laws and regulations. The new Law is intended to replace certain sections in the Commercial
Court Law and the Bankruptcy Protecting Settlement Law dealing with bankruptcy.

The new Law comprises detailed rules designed to create a legal framework aimed at protecting the
number and size of private investment projects through the preservation of the economic value that those
projects add to the economy. To achieve this, the new Law gives priority to the provision of assistance to
debtors through reconciliation procedures for the debtor that is financially stressed, enabling
reorganisation of the debtor’s business.

The new Law will adopt a number of mechanisms designed to increase the prospects of success of the
above objectives. As an example, a creditor may not be allowed to take any action against the debtor
beyond the actions stipulated in the new Law. One such available action will be to permit or prevent the
implementation of enforcement requests on security interests (charges/mortgages) when enforcement
could actually result in stopping a debtor from pursuing an opportunity to reach a settlement with all
creditors.

The new Law also empowers the judicial authorities to oblige creditors to accept the arrangement
proposed by a debtor that is in dire financial difficulties to settle its debts. The judicial authorities may
also prevent the parties involved in contracts with the debtor from exercising an option to terminate the
relevant contract in circumstances where the termination relates to a debtor in default, in serious financial
difficulty or even when the debtor is entering a stage of bankruptcy.

From the creditor’s perspective, the new Law recognises the importance of preserving creditors’ rights by
distinguishing between debtors having a reasonable opportunity to resume their business where they can
fulfil their obligations, from those debtors who are not expected to bring their business back to a level that
could satisfy the creditors’ expectations and achieve settlement of their financial obligations.

It is also understood that there will be restrictions relating to debtors exercising certain rights against
creditors. For example, the majority of creditors must approve debt settlement arrangements, creditors
must adhere to the ranking of the debts and some sort of priority may be given to those creditors that
have not exercised their termination rights.

The new Law is expected to include a number of provisions particularly dealing with small and medium
size companies in order to encourage the growth of these types of businesses. Small and medium size
entities facing financial difficulties will be treated differently in terms of rectifying those difficulties.

In addition, the new Law is also expected to be in line with the business activities report issued by the
International Bank for 2015, which indicates that developed bankruptcy regulations provide solutions to
maintain the continuity of projects that face financial difficulties, thereby enabling these projects to survive
and then continue to operate efficiently. The main purpose of any developed bankruptcy law is to bring
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back the debtor to its normal business practice as soon as possible and to increase the settlement of
debts.

On the other hand, the new Law will address those projects that are faced with financial difficulties and
lacking in operational efficiency to such an extent that the ability to continue is compromised. In these
circumstances, the new Law will propose liquidation and the placement of the remaining assets under
proper management moving forward.

Whilst some legal commentators anticipate that the new Law will be issued during 2016, most will expect
that this will not occur prior to the first quarter of 2017.



