CELEBRATING
OF

SERVICE

Doing Business in
Saudi Arabia

i




Doing Business in Saudi ArabiC



CELEBRATING
II I I 10 YEARS OF
SERVICE
I Contents

Economic Overview 4
Legal 6
Labour Law Background 7
CustomDuty in SaudiArabia 8
TaxRegime o]
BroadFeaturesof Entity in KSA& Dubai 10

GCompanyRegistrationsPolicies& Procedures 11

AboutIMC 14




Saudi Arabia, officially known as the Kingdom
of SaudiArabia, is the largest Arab state in
Western Asia It is borderedby Jordanand Iraq
on the north, Kuwait, Qatar, Bahrain and the
United Arab Emirateson the east, Oman and
Yemen on the south With a total area of
2,149,690 sg. km accountingfor 80 per cent of
the Arabian Peninsula,the Kingdom of Saudi
Arabia (KSA)s the largest Arab state in Western
Asia,with a, population of 30.6 million in 2014
The country has a very youthful demographic
profile with a medianageof 26.4 years

The ¢ o u n tandymassis approximately 2.25
million square kilometers with an estimated
population of 27 million people The official
language is Arabic while English language is
getting more popular through media 97% of the
population is Muslim. SaudiArabia geographyis
mostly dominated by the Arabian Desert with
almostno riversor lakesand hasvery little fertile
land.
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TheGrowth strory

The growth story of the KSAeconomybeganin
the early 1970s with the initiation of its five-year
plans that, over the years, have provided the
country with a highly developed infrastructure,
free public education and health care facilities,
and extensive social service programmes For
most of the last five decades,the KSAeconomy
has been heavily dependent on oil prices The
wo r | lardest producer and exporter of oil,
petroleum is an integral part of its economy,
accountingfor 80 per cent of budgetrevenues45
per cent of grossdomesticproduct (GDP)and 90
per cent of export earnings KSAis focusingon
diversification of its economy to produce and
export a wider variety of industrial goods and
evolve into a regional and global economic
powerhouse
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I Economic Overview

A The KSA economy is driven by
enormous revenues from its oil

export

A TheKSA' s five
focused on economic
diversification by increasing the
share of private participants in
order to reduce dependence on
hydrocarbon revenues

A
A
A

Agriculture contributes a negligiblg
portion to the KSA GDP

It employs 6.7 percent débour
force

Wheat, barley, tomatoes, melons,
dates, citrus are some of the majd
agricultural products

CELEBRATING
10 YEARS OF
SERVICE

A The establishment of SABIC has
aided the rapid expansion of

manufacturing

diversification.

force.

62.5 percent

A There has been a focus on roit
industries to enable economic

A The industrial sector employs
about 21.4 per cent adabour

o To

The Service sector in KSA engag
almost twothirds of theworkers

It accounts for 35.5% of GDP
Civil administrationgefence
hospitality and tourism are some
of the key sectors in services
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TheKingof SaudiArabiamaintainscontrol of its traditional judicial systemwithout any separationof
powers SaudiA r a blegal systemis founded on Sharia,which is Islamiclaw that stemsfrom the
Qu ' amd®BunnahprMu h a m mtaaditioss.

In 2010 Shariawas put into codesand regulationsto cover modern issuessuch as intellectual
property and corporate law. In 1932 King Abdul Aziz fostered the court system The systemis
comprisedof generaland summaryShariacourts alongwith administratorsto regulateand enforce
the criminalprocedurecode,whichwasset up in 2001 Althoughthe court systemmaintainscodes,
little progresshasbeenmadeto restructurethe judicialsystem
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I Labour Law Background

The main Saudi Arabian statute governing
employeremployee relationshipsis the Labour
Regulationwhich enteredinto force on 26th April
2006 superseding the earlier Labour and
WorkmenRegulation

* Sincel8th June2011the Ministry of Labourhas
begun to implement a new Saudisation
programme known as Nitagat The concept is

that, basedon the percentageof SaudiArabian
employees businessesre classifiedas Excellent,
Green,Yellowor Red,and that the employerwill

receive privileges or be subject to sanctions
connectedwith the employmentof foreign staff
dependingon the categoryit fallsinto.

» A workers' compensationplan existsunder the
direction of the GeneralOrganizationfor Health
and Social Security (GOSI) For both Saudi
employeesand expatriate employees,employers
must contribute an amount equal to 2% of their
salary towards a workers' compensation and
disability plan administered by GOSI
Contributionson behalfof Saudiemployeesequal
18% of an employee'swages,with the employer
contributing 9% and the employee contributing
9%

*While there is no government health plan,

medicaland hospitalcareis free for Saudicitizens

For all non-Saudi employees, and for Saudi
employees who want to be covered, health

benefits are required to be provided by the

employerdependingon the numberof employees
in a particulargeographiarea

* The Regulationsets out provisions concerning
end-of-serviceawards,to which most employees
are entitled in principle unlessthey are dismissed
for cause Pursuantto Article 84, when a fixed

term employmentagreementcomesto anend, or

when an employerterminates an indefinite term

agreementother than for cause,the employeeis

entitled to one-half of one month's wages for

eachof the first five yearsof employmentand a

full month's wagesfor eachyear of employment
thereafter, in both casespro-rated for part of a

year's service An employeewho resignsduring
the term of a contractreceivesno end-of-service
award for the first two years of employment

There are further detailed rules concerningthe

end-of-service award payable to an employee
who resignsin the courseof a contractfor periods
exceedingwo years
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I Custom Duty in Saudi Arabia

Import duty and taxesare due when importing goodsinto SaudiArabiaby a commercialentity on the
total shippingvalue Thevaluationmethod is CIF(Cost,Insuranceand Freight),which meansthat the
import duty and taxespayableare calculatedon the completeshippingvalue,whichincludesthe costof
the imported goods,the costof freight,andthe costof insurance

Duty Rates

Duty rates in SaudiArabia on industrial products like pumps and compressoris 5 % There is no
minimumthresholdin SaudiArabig therefore duty is alwaysleviedon importsregardlesof their value

SalesTax

0%salestax is applicablein SaudiArabia

’
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I Tax Regime

There is no personal income tax on income
earned by individual and employees However,
there are three type of taxes levied on the
Companiedbasedon the shareholdingstructures

(DCorporate Tax on all registered entities
including companies or branch having foreign
ownership

(ilWithholdingtax : on entities making payment
to non-residents,such as for rent, loyalties and
managemenfees

Imc

SERVICE

(ii)Zakat (Islamic wealth tax). Zakat, a religious
levy, is chargedon the ¢ 0 mp aZakatbase at
2% Saudicitizen investors (and citizens of the
GCCcountries, who are consideredto be Saudi
citizens for Sauditax purposes)are liable for
Zakat

Where a companyis owned by both Saudiand
non-Saudiinterests,the portion of taxableincome
attributable to the non-Saudiinterestis subjectto
Corporatetax, and the Saudisharegoesinto the
basison which Zakatis assessed

Corporate Tax Rate for unlisted Company is 20%

Basis for Corporate Taxation:

e Tax is on the net adjusted profits

* The share of profits attributable to interests owned by ASaudi / norRGCC nationals is

subject to income tax.
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» The share of profits attributable to interests owned by Saudi / GCC nationals is subject to

Zakat (religious levy).

Withholding tax rates
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T Rent e eeae e et ee e een e e e eae e aae e 5 %

T Royalty 0Or ProcCeeds e e :
T Management [ € e S e e e 2 0 %
T Payments for airline tickets, air or mar
T Payments for international telecommunica
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I Broad Features of Entity INKSA

LLCCompanyin Kingdomof SaudiArabia

Tax

It isthe largestArabstate in Westernby land area
and the secondlargestin the Arab World. It is
recognizedas a powerhouseof the Middle East
Currentlyi t poisedto become one amongthe
w o r Itog 10snost competitive nationsand with
that, one of the most profitable markets for
strategicinvestment

A) ForeigninvestmentRestrictions

1006 foreign investment allowed in service
sector However, trading and retail activities is
reserved for Saudi National and Saudi owned
entity only.

B)Minimumpaid up Capitalg LLC

* SAGIlAnay prescribeadditionalrequirements
*Services NA but recommended to maintain
$0.13m

e Industriat SARLm ($0.27m)

* Trading SAR20m ($5.33m)

* Agriculture SAR25m ($6.67m)

 Realestate SAR30m ($8m)

C)Timerame for CompanySetup:

After submissionof requisite documents with
SAGIAusinessset up processcan be completed
within 15-18 weeks

D)Corporateax:
ServiceCompanytaxed @20%
SaudiOwnedLocalcompaniegaxed @2%

Doing Business in Saudi ArabiC
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IMC oo
Company Registration, Policies
and Procedures

ForeigninvestmentRegulation After getting approval of the draft articles of
The KSA has introduced its new foreign associationfrom the Ministry of Commerceand
investment regulation act in 2000 The Industry, the shareholdersor their authorized
Governmentof the KSAalsoestablishedthe Saudi representatives have to submit articles of
Arabian GenerallnvestmentAuthority (SAGIAJn associatiorbefore a notary public, for which they
2000 to attract, encourage,and provide license would requirethe followingdocuments
for investmentin the country to the both local
andthe foreignparticipants 1. A letter from the Ministry of Commerceand
Industry Directorate of Companies, which
Initially only nationals are privileged to do should be addressedto the notary public,
businessin the KSA With the formation of the authorizingthe notarization of the articles of
SAGIAforeign investorsare getting permissionto association

investin the country,aswell.
2. Original articles of association,which should

The main documents required for foreign be approvedby the Ministry of Commerceand

investmentin the countryare: Industry Directorate of Companies The
approved articles of associationshould be

A completely filled up licence application for signed by the shareholders or their

withthea p p | i sg@ature Theform shouldbe representatives

include an authenticated declaration that the

applicant has reviewed the Foreign Investment 3. Acopy of the certificate of incorporationand

Regulatioract 2000andits ImplementingRules articlesof associatiorof eachshareholder

« An authenticated resolution of the a p p | i ¢ a Mt Agppyofinvestmentlicenceof the SAGIA
board of directorsto incorporatea limited liability

companyin the KSA 5. ldentification cards of the at least two
witnesses
A copy of certificate of incorporation and
articlesof associatiorofthea p p | | company’ s Thereafter, the summary of the articles of
associationis required to be published in the
« An authenticated copy of the last two to three OfficialGazette

y e alralancesheetof the applicant
After going through the abovementioned

« A copy of passportof the proposedmanagerof proceduresa bankaccountin anybankin the KSA
the companywith four passportsizephotographs should be opened by the shareholdersor their
of the saidperson authorizedrepresentatives Theyhave to deposit

theirc o mp acapjtaltsthat bankaccount

* Copiesof passportsof all the people mentioned
in the articles of associationof the applicant
company

Doing Business in Saudi ArabiC 11
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Company Registration, Policies
and Procedures

Thelastandthe final stepwould be to acquirethe
commercialregistration (CR)certificate. To obtain
a CRecertificate, the shareholdershaveto submit
the following documents to the Ministry of
Commerceand Industry.

1. Anauthenticatedboardresolutionmentioning
the nameof the boardmembers

2. Two copies of the articles of association
approvedfrom the notary public

3. Confirmation certificate for payment of the
capitalfrom the bank

4. A copy of investment licence issued by the
SAGIA

5. Acopyof documentof office lease

Procedureinvolved in obtaining company

Licenses

In recentyears,the KSAhasbeenactivelyfocused
on attracting investment, both local and foreign,
to enablesustainedeconomicdevelopmentof the
nation. The primary objectives of attracting
investmentinclude

« Diversificationof sourcesof incomewithin the
KSA

* Exportpromotion

* Increasedndigenization

» Developmenbf humanresources

* Increasing competitiveness of the KSA’
productsandservicedocallyandglobally

» Promotion of environmentfriendly economic
development

» Encouragemenbf uniform developmentof all
the regionswithin the KSA

The SAGIAs an institution, which takes care of

the investment of the KSA including foreign
investment

Doing Business in Saudi ArabiC
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Asperthe c o mp alawnorss,the documents
required for grantingof licenseto operate in the
KSAnNcludethe following:

1. Submissiorof electronicinvestmentlicense
application

2. Copiesof commercialregistration and the
ent er Memosrdunsof Associationin
its country, duly attested by the competent
authoritiesandthe Consulateof the KSA

3. Copyof trade name reservationissued by
the Ministry of Commerceand Industry

4. Draft Memorandum of Association of a
limited liability company

5. Draft Memorandum of Association and
Articles of Associationof the joint-stock
company

6. S h ar e h decisioato mvestin the KSA,
indicatingtheir names,share capital, equity
of eachshareholderaddressof head office,
type of activity, appointmentof the General
Manager, and his powers, duly attested by
the competentauthoritiesand consulate

7. Copyof GeneraManger'spassport

8. Copyof the national ID and FamilyRegister,
if one of the partnersis a Saudicitizen,and
copyof CRcertificateto showthe profession
or a relevant offprint from the Civil Status
Department

12
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Company Registration, Policies

and Procedures

9. A detailed action plan accuratelyidentifying 10.A balancesheet for enterprisesapplying for
the pr o eapdbilitgto achieve investment license from outside the KSA, covering a
objectivesincluding period of three years at least and reflecting
the solid financial position of the enterprise,

. contribution to increasing the Kingdom's duly certified by a recognized public
income accountant and authenticated by the body
concernedwith the trade and tax activity in

*  jobsto be providedto citizens the applicant'scountry, and legalizedby the

L _ _ SaudiConsulate
. how the project is going to contribute to

fosteringcompetition 11.A proof of the financial capability to invest
commensurately with the project's share
capitaland equity of eachshareholder,n line
with the action plansubmittedfor the project

. enhancingservices

. diversifyingoptionsfor consumers

12.Any other documents, data or information

. the strategic impact of the project on that maybe requiredby the SAGIA

investmentin the Kingdom

13. Approval by the relevant governmentagency
of the specializedhctivities,for which licenses
can be issuedbut exercisingthe businesswill
not be alloweduntil suchapprovalis obtained
Thisrestriction to the licenseshould indicate
the name of the governmentalbody whose
approvalis required

. benefits to the city and the surrounding
areaswherethe projectwill be stationed

. an employment and training plan including
an estimation of the number of employees
and percentage of Saudis in each
departmentandadministrativelevel

. personnelrainingandqualifyingprograms
. Numberof branchedo be opened

. An estimation of start-up cost and required
financing

Disclaimer Whilst every effort has been made to ensure that the details contained herein are correct
and up-to-date, it does not constitute legal or other professioadvice IMC doesot accept any
responsibility, legal or otherwise, for any errors or omission.

Doing Business in Saudi ArabiC 13
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Our Services

e Corporate Advisory

I About IMC

IMC is a cross border advisory firm focusing on the
AMEA (Asia, Middle East & Africa) markets. We specialize in
corporate advisory services, global mobility services, private

services
Corporate support
services

Global Mobility

International Tax ) ) . , ) i
! . client & family advisory, international tax, corporate finance,
Transaction Advisory i . . .

_ mergers & acquisitions, investment advisory and business
Services . :
support & outsourcing solutions.

Sleleal] FeuEiien At IMC, we pride in our team comprising of highly

SRIPIRIER & REFENng qualified professionals, possessingdiepth knowledge &

Private client & family practical experience, enabling us to understand specific

advisory

client requirements and respond accordingly. Our team
shares our philosophy of working in an environment of trust
and integrity with highest regard for work ethics to provide
our clients with worldclass services.
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DUBAI

MO2 NBQ Building,

Khalid Bin Al Waleed Road,
Bur Dubai, P.O. Box 115887,
Dubai, United Arab Emirates.
Tel: +971 4 3709963

MUMBAI

64,1st Floor,

Raghuleela Mega Mall,
Behind Poisar Bus Depot,
Kandivali (W),
Mumbai—400067.

Tel: +91 9833583243

CHENNAI

No.7 Sriji Palace,

17, EV.K Sampath Road,
Vepery, Chennai 600 007.
Tel: +91 44 25611073

SINGAPORE

Block 11,

Joo Seng Road,d714
Singapore 360011

www.intuitconsultancy.com

bc@intuitconsultancy.com
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