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Foreword

The Middle East is fast becoming a focus for global financial market participants
as the region looks to diversify its economies and further develop its financial
markets. With many countries in the region publishing ambitious Economic Vision
strategies, much attention has focused on what market reforms and evolving
regulation may mean for Securities Borrowing and Lending (SBL) and broader
Capital Markets activity in the region.

There is no denying that the Middle East offers fertile growth opportunities for
new businesses entering the region. This is particularly true for the Financial
Services and Capital Markets sectors which will no doubt benefit from the drive
to develop a stronger market structure and diversified economy as outlined in the
various Economic Plans including the Kingdom of Saudi Arabia’s Financial Sector
Development Plan, as a component of Saudi Vision 2030.

At ISLA, our goal is to foster the growth of the securities borrowing & lending
industry thereby supporting liquidity, stability, and growth of markets, and actively
represent the long-term interests of all stakeholders. To this end, ISLA was
mandated by its members to review the regulatory rules and market infrastructure
across the Middle East with the goal of developing a common understanding and
interpretation across the SBL market in a number of jurisdictions in the region.

Andrew Dyson, CEO, ISLA

Working alongside our members, working groups and with strategic counsel from Latham & Watkins, we are pleased to
publish the first of our Middle East Securities Borrowing and Lending Guides. Over the remainder of 2024, ISLA will look to
publish several country-specific reports for key jurisdictions, providing its members and wider market participants with an
overview of the current SBL market as well as a detailed view of current regulatory and market frameworks and an outlook of
netting legislation in each respective country. These guides will not only provide members with market leading insights to help
inform their own Middle East growth agenda but will also provide a common interpretation to form the basis of ISLA’s future
regulatory engagement on behalf of its members in the region.

The first of these reports focuses on the Kingdom of Saudi Arabia (KSA). Host of one of the region’s largest and most liquid
Stock Exchanges; the Tadawul, the Kingdom has attracted much attention from international investors and businesses.

Capital markets activity in the KSA has grown exponentially in a short space of time with the Tadawul evolving from being
an exchange serving local investors with limited capital markets products, to becoming the tenth largest exchange globally
in market capitalisation. Indeed, the Tadawul has performed competitively against other markets by seeing a year-on-year
growth of new listings, with a strong IPO pipeline for 2024. This growth also paves the way for the SBL market to provide
continued support for a deep, liquid capital market while also aligning to the Kingdom’s 2030 Economic Vision growth and
diversification ambitions.

I would like to thank ISLA Members and Working Groups, as well as Latham & Watkins for their support in delivering these
reports, and welcome you to contact the ISLA team should you wish to discuss any of the information outlined in this and
future reports.

Andrew Dyson
CEOQ, ISLA

About this Guide

® has been working with key stakeholders in Saudi Arabia as well as leading market participants in
I Europe, the US and the Middle East to understand the current state of the Securities Borrowing &
Lending (SBL) market in Saudi Arabia. Latham & Watkins has been assisting ISLA in summarising the
existing legal and regulatory framework for the SBL market in the Kingdom.

ISLA is pleased to provide a summary of the findings set out under the following headings:

1. Overview of the SBL Market in the Kingdom of Saudi Arabia,

2. Overview of the Legal & Regulatory Framework, and

3. Overview of the Current Status of Netting Legislation.

In addition to the overview of the existing legal and regulatory framework for the SBL market in Saudi Arabia, key stakeholders
requested that ISLA also canvas for additional information regarding the use of standard onshore and offshore SBL models in
Saudi Arabia. This information is summarised in Annex 1.

ISLA is supportive of the ongoing initiatives in Saudi Arabia that will help to develop a well-functioning SBL market and has
provided this summary to broaden its members’ understanding of the SBL market in the Kingdom.
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1. Overview of the Securities Borrowing & Lending
(SBL) market in the Kingdom of Saudi Arabia (KSA)

How is the SBL market organised?

The SBL market in Saudi Arabia is operated as an OTC market, which is facilitated by the Saudi Securities Depository
Center Company (“Edaa”), which enables the temporary transfer of securities between lender and borrower on a free-
of-payment basis. Under Edaa’s Securities Borrowing and Lending Regulations (the “SBLRs”), title to the listed securities
lent are passed from the lender to the borrower?.

A set of frequently asked questions in relation to the SBLRs is maintained on Edaa’s website.

Who is permitted to engage in SBL activity?

Direct Borrowing/Lending
Directly entering into an SBL transaction is limited to Qualified Investors?2.

For the purposes of the SBLRs, a foreign financial institution may qualify as a “Qualified Investor” by virtue of it
becoming registered as a Qualified Foreign Investor (“QFI”).

A QFIl may onward lend securities that it has borrowed to its clients (i.e., on a back-to-back basis), provided that, where
its client is a non-Saudi and non-GCC national, the relevant client is also a QFI.

Further onward lending by a QFI client who has borrowed securities from its QFI broker, however, would not be
permissible.

Indirect Borrowing/Lending
Saudi and GCC-nationals who are not Qualified Investors may enter into an SBL transaction as a lender or a borrower (as
the case may be) after satisfying the following:

Lending Party: in the case of a Saudi or GCC-national lending party who is not a Qualified Investor, the lending party
must appoint a “Lending Agent” in accordance with Article 9 of the Securities Borrowing and Lending Regulations.

Borrowing Party: in the case of a Saudi or GCC-national borrowing party who is not a Qualified Investor, the borrowing
party must borrow the securities as a client from its Custody Member or Broker.

(Article 4 (Eligible participants) SBLRs)

1 To the extent an SBL Agreement is documented using the GMSLA 2010, this would, for example, include an obligation on a borrower holding title to the securities to deliver any “Income”

received (i.e. any interest, dividends or other distributions) to the relevant lender.

2 Qualified Investor” is defined under the Saudi Stock Exchange Glossary of Defined Terms Used in the Exchange Rules as comprising: (i) capital markets institutions licensed by the CMA

for their own account; (ii) clients of a capital markets institution authorized by the CMA to conduct managing activities provided that the capital market institution has been appointed
as an investment manager on terms which enable it to make decisions concerning the acceptance of an offer and investment in the parallel market (Nomu) on the client’s behalf without
obtaining prior approval from the client; (iii) the Saudi Arabian government, any government bodies, any supernational authority recognized by the CMA/Saudi Exchange and any other
stock exchange recognized by the CMA or Edaa; (iv) directly or indirectly government owned companies; (v) companies and funds established in a Gulf Cooperation Council state; (vi)
investment funds; (vii) non-resident foreigners permitted to invest in the Parallel Market and who meet the requirements stipulated in the Guidance Note for the investment of non-
resident foreigners in the Parallel Market; (viii) qualified foreign financial institutions (ix) any other legal persons allowed to open an investment account in the Kingdom and an account
at Edaa; and (x) natural persons allowed to open an investment account in the Kingdom and an account with Edaa and meeting any of the following conditions: (A) the natural person
has conducted transactions in security markets of not less than 40 million Saudi riyals in total, and not less than ten transactions in each quarter during the last twelve months; (B) the
natural person’s net assets are not less than five million Saudi Riyals; (C) the natural person works or has worked for at least three years in the financial sector; (D) the natural person holds
a General Securities Qualification Certificate recognized by the CMA; or (E) the natural person holds a professional certificate that is related to securities business and accredited by an
internationally recognized entity. A SAMA-licensed bank or other financial institution would constitute a “Qualified Investor” under (v) and (ix).

Under the Investment Fund Regulations, a fund manager of a public investment fund may only lend fund assets in two circumstances: (i) in the case of lending securities where the fund is
closed-ended; and (ii) in the case of lending securities where the fund is an open-ended, provided the securities lent does not exceed 30% of the fund’s net assets.

Are offshore market participants able to participate and if so, what are the additional requirements?

With respect to shares listed on the Saudi Exchange, an offshore financial institution that is a Qualified Foreign Investor*
(“QFls”) under the CMA’s “Rules for Foreign Investment in Securities” and holds a local investment account as such with
a CMA-licensed Capital Markets Institution, may participate directly (including two QFIs facing each other). A QFI may
also onward lend borrowed securities to its clients (i.e., on a back-to-back basis), provided that, where the client is a non-
Saudi and non-GCC national, the client is also a QFI. Further onward lending of the relevant borrowed securities by the
QFI client would not, however, be permissible.

An offshore financial institution may also arrange an SBL transaction on an agency basis (so the agent is not a party itself
to any transaction), provided that, where the borrower is a non-Saudi and non-GCC national person, the borrower is a
QFI and has suitable arrangements for custody and execution of the SBL transaction by appointing a Custody Member.
This particular structure is not, however, specifically anticipated under the SBLRs.

With respect to other types of listed securities on the Saudi Exchange such as bonds and sukuk which are not subject
to foreign ownership restrictions, offshore participants may, in principle, participate directly provided that they meet the
eligibility requirements to be categorized as a Qualified Investor.

In all cases, the overseas participants will be required to have in place suitable arrangements for custody, including
appointing a local Custody Member. The participants must also have in place a binding SBL agreement.

Is an Agency Lending model contemplated and if so, describe the set-up?
Yes.
As noted above, in our response to 1(B), agency lending is contemplated under the SBLRs.

Onshore Agency Lending
A person may enter into an SBL transaction in its capacity as a lending agent if it is:

(a) a Custody Member (i.e., a Center Member of Edaa with custody classification); or
(b) a Broker (i.e., an Exchange Member of Saudi Exchange).

Where a Custody Member acts as lending agent, it will provide custody services in relation to the relevant services to its
client. Before entering into any SBL transactions on behalf of a client, the Custody Member must:

(a) have in place a binding SBL agreement with its relevant counterpart, which complies with the SBLRs; and
(b) ensure that the terms on which the Custody Member will act on behalf of the client is documented in writing.

Where a Broker acts as a lending agent, it will appoint a Custody Member who will act on the Broker’s behalf. Before
entering into any SBL transactions on behalf of a client, the Broker must:

(@) have in place a binding SBL agreement with its relevant counterpart, which complies with the SBLRs;

(b) ensure that the terms on which the Broker Member will act on behalf of the client is documented in writing; and

(c) ensure that the terms on which the Custody Member will act for the Broker is communicated to the client
before it enters into any SBL transactions.

(Article 9 (Lending Agent) SBLRs)

Offshore Agency Lending

As discussed in our response to 1(B), a QFI may also onward lend borrowed securities to its clients (i.e. on a back-to-back
basis), provided that the client is also a QFIl and has in place suitable arrangements for custody, including appointing a
local Custody Member.

An offshore financial institution may also arrange an SBL transaction on an agency basis (so the agent is not a party itself
to any transaction), provided that, where the borrower is a non-Saudi and non-GCC national person, the borrower is a
QFI and has suitable arrangements for custody and execution of the SBL transaction by appointing a Custody Member.
This particular structure is not, however, specifically anticipated under the SBLRs.

Please refer to the Appendix (Onshore and Offshore Securities Lending Models) for further discussion in relation to the
regulation of what we understand to be common Onshore and Offshore Securities Lending Models under the SBLRs.

4

In order to be assessed as a QFI and therefore eligible to open an investment account as such, the QFI: (i) must be a legal person; and (i) must have assets under its group ownership,
management or custody of at least SAR 1.875 billion (or equivalent) (the “AUM Condition”) at the time of submitting an application to a CMA-licensed Capital Markets Institution to open
up the investment account. The AUM Condition is disapplied in the case of: (A) pension funds in which their main objective is to collect fees or periodic contributions from participants
or for their interest, for the purpose of compensating them according to a specific mechanism; (B) endowment funds in which their main objective is to making grants to organizations,
institutions, or individuals for scientific, educational, cultural purposes, including university endowment funds; (C) Market maker’s client, provided that the Capital Market Institution
verifies that the investment account is for market making purposes; (D) government entities, central banks and investment funds fully owned (directly or indirectly) by a government
entity, including sovereign funds and funds which take the form of pension and endowments funds; and (E) international organizations of which KSA is a member and their affiliated
institutions.



https://www.edaa.sa/wps/portal/edaa/Home?locale=en

E. What are the operational and infrastructure requirements for borrowers, lenders and agents respectively?

(1) Borrowers
The borrower must have suitable arrangements for custody and to execute SBL transactions, either by being a Custody
Member or appointing a Custody Member.

If a borrower is not a Qualified Investor, it must borrow the securities as a client from its Custody Member or Broker.

(2) Lenders
The lender or its agent, if any, must have suitable arrangements for custody and to execute SBL transactions, either by
being a Custody Member or appointing a Custody Member.

(Article 3(b)(6) SBL transactions)

(3) Agents
A person may act as Lending Agent (being an onshore participant) if it is a Custody Member or a Broker.

A Lending Agent may assign a third party to carry out any of its functions specified in the SBL agreement, including,
but not limited to, providing an indemnity to lenders against borrower default, facilitating lending transactions with
borrowers, collateral management, transaction management, and reporting®.

With respect to delegation of collateral management, any delegation by a Lending Agent to a third party must be in
compliance with Chapter 4 of the CMA’s Capital Markets Institution Regulations (Collateral and Money and Assets
Passed to Third Parties).

Where an offshore participant who is a QFI onward lends to a client (who must be either a Saudi national, GCC national
or QFI), on a back-to-back basis, the QFI and its client must each have suitable arrangements for custody and execution
of the SBL transaction in place by appointing a local Custody Member.

Where an offshore financial institution arranges an SBL transaction on an agency basis (so the agent is not a party itself
to any transaction), the relevant lender and borrower (who would each need to be either a Saudi national, GCC national
or QFI) must each have suitable arrangements for custody and execution of the SBL transaction in place by appointing a
local Custody Member.

(Article 9 (Lending Agent) SBLRs)

5 Among the requirements under Chapter 4 of the CMA’s Capital Markets Institution Regulations (Collateral and Money and Assets Passed to Third Parties), in delegating collateral
management to a third party, a Lending Agent must: (i) use reasonable steps to ensure that collateral is properly safeguarded and where a Lending Agent has reasonable grounds to
believe that the collateral will not be properly utilised or safeguarded by a third party, it must withdraw the collateral from the third party unless the client has indicated otherwise in
writing; (ii) where the Lending Agent passes collateral of a client which is client money or client assets to a counterparty in KSA, it must: (A) take reasonable steps to ensure that the
counterparty treats the collateral as client money or client assets; or (B) have obtained the consent of the client in the terms of business not to treat the money or assets as client money
or client assets; and (jii) a Lending Agent must not undertake a transaction for a client that involves client money or client assets being passed either as collateral to a counterparty or to a
settlement agent outside the Kingdom before formally notifying the client that: (A) its money or assets may be passed to such person; (B) the regulatory regime applying to such persons
is different from that of KSA; and (C) the Lending Agent has taken reasonable steps to ensure that the counterparty or settlement agent will effectively segregate the collateral from its
own assets under the law of the country in which the counterparty or settlement agent is located.
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F. What are the security types that can be lent or borrowed and what are the collateral requirements
applicable to those loans (e.g. title transfer vs. pledge, onshore vs. offshore)?

Under Article 5 (Eligible listed securities) of the SBLR’s, “an SBL transaction may only be entered into in respect of listed
securities which Edaa specifies, after notifying the Authority”. In this regard, pursuant to Edaa guidance, “all listed securities
are eligible for SBL except for tradeable rights”.

Collateral may be in the form of cash or securities.

It is not mandatory to safekeep the collateral in Edaa, and the parties to the process can determine these details through
the SBL agreement.

The collateral arrangements agreed upon between the two parties to the SBL transaction will be regarded as acceptable
by Edaa, provided:

(a) It is capable of valuation and enforceable;

(b) It is domiciled in a country that applies regulatory and supervisory standards similar to those applied by the CMA or
acceptable to it; and

(c) the collateral covers at least 100% of the value of the borrowed securities and continues to be valued at not less than
100% of the market value of the borrowed securities during the borrowing period.

In the case of collateral which is Edaa-deposited securities, where a lender takes ownership of the relevant collateral on a
title transfer basis in accordance with Edaa’s rules, the lender’s interest in the transferred collateral would be prima facie
enforceable.

From a practical perspective, any encumbrances or other adverse interests applicable to Edaa-deposited securities (such
as third party share pledges) must be registered with Edaa and, insofar as Custody Members are prohibited from enabling
any action which would violate such registered restrictions, such restrictions would, in the ordinary course, act as a
blocker on the relevant Edaa-deposited securities being transferred as collateral for the purposes of an SBL transaction.

(Article 6 (Minimum collateral) SBLRs and Edaa FAQs)

Under Edaa’s current rules and procedures, where collateral is in the form of local Saudi securities, title transfer of such
securities from one custody account to another custody account may only occur on a free-of-payment (“FoP”) basis
where the collateral movement is linked to an SBL transaction in relation to local Saudi securities, which is registered

in Edaa. As such, de-linkage of local Saudi securities and FoP transfer from one custody account to another custody
account as collateral for loans of non-Saudi securities (which would not be registered in Edaa) is currently not practicable.

While outside of the scope of SBLRs, in the case of loans of non-Saudi securities (which would not be registered with
Edaa), it may nevertheless be possible for Saudi securities to function as collateral for such loans, for example, by taking
a pledge over the relevant Saudi securities, putting in place a tripartite arrangement with a Custody Member (acting as
pledge agent) and registering the pledge with Edaa.

(Article 36 (2) (f) Edaa Securities Depositary Centre Rules (Transfer of Securities without Executing a Transactions)
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2. QOverview of the Legal & Regulatory Framework
in the Kingdom of Saudi Arabia

What are the rules and regulations that are relevant to SBL activity (including aspects of Short Selling
Legislation that outline provisions for borrowing to cover Short Positions), and to whom do they apply?

SBLRs

The principal rules in relation to SBL transactions are set out in Edaa’s Securities Borrowing and Lending Regulations,
which were originally introduced in 2017 and most recently amended in 2022. The SBLRs apply to both Qualified
Investors directly entering into SBL transactions and non-Qualified Investors entering into SBL transactions through
Lending Agents (in the case of lenders) or Custody Members or Brokers (in the case of borrowers).

Under the SBLR’s, a borrower may enter into an SBL transaction for one of the following purposes:
(a) Executing a short selling transaction pursuant to the Short Selling Regulations;

(b) relending securities to clients of a Broker, Custody Member or QFls?;

(c) the resolution of securities settlement failures;

(d) return of borrowed securities;

(e) the creation of units of ETFs; or

(f) other purposes determined by Edaa from time to time.

Short Selling Regulations
The Saudi Exchange’s Short Selling Regulations (the “SSRs”) set out the principal rules governing short selling
transactions in relation to Saudi Exchange listed securities.

Under the SSRs, “a short selling transaction means any sale of a listed security which is borrowed sufficiently to match the
sell order, or the seller has an exercisable and unconditional right to borrow’ in accordance with the SBLRs” (the “Availability
Requirement”).

A person must not enter into as a seller, and an Exchange Member must not transmit as an agent or principal, a short
selling order in respect of a listed security unless all of the following conditions are met:

(a) the seller is entitled to invest generally in the relevant securities on the Saudi Exchange;

(b) the short selling order is entered into in respect of eligible listed securities as specified in Article 5 of SSRs (being all
listed securities other than derivatives) subject to the following limits:

a. The short ratio to Average Daily Traded Volume of the relevant security (total net short positions / Average Daily
Traded Volume of the last 60 days) must not exceed 10 days; and
b. The total net short positions must not exceed 10% of the free floated securities of the relevant security;

(c) before placing the Short Selling order, the seller must have suitable arrangements in place to ensure that the sale is
covered pursuant to the Availability Requirement. In case such a seller has exercisable and unconditional rights to
borrow in accordance with the Availability Requirement, the relevant securities will be considered available once the
seller has obtained confirmation from the lender that the securities are available and reserved for delivery; and

(d) the price of selling the security, underlying the transaction, is higher than the price of the best bid of that security.

Exchange Members who enter into short selling transactions, either as an agent or principal, must report complete and
accurate details of such transactions to Saudi Exchange in accordance with the reporting mechanisms and controls
prescribed by Saudi Exchange. Saudi Exchange may, in turn, publicly disclose any information in respect of short selling
transactions and relevant positions as it deems fit.

Short selling in Saudi Arabia outside of these Regulations is prohibited by law and may attract administrative penalties.

6 In accordance with Edaa guidance, relending generally, however, is no longer one of the permitted purposes for securities lending transactions due to the risks that may accompany it.
7 The requirement under SSRs for a seller to have an “exercisable and unconditional right to borrow” (which, for example, aligns with the relevant standard in Hong Kong and Australia) may

generally be regarded as imposing a higher standard than the “reasonable grounds to believe” Locate Requirement applicable in the U.S.

Saudi Exchange Trading and Membership Procedures

The Saudi Exchange Trading and Membership Procedures (the “Trading Procedures”) set out specific disclosure
requirements in relation to short selling. In this regard, under Article 12 (Short Sellers) of the Trading Procedures, when
an Exchange Member transmits a short selling order either as an agent or principal, the transmitted order must be
flagged as a short sell order in the Trading System.

Edaa’s Depository Centre Procedures.

Edaa’s Depository Centre Procedures (the “DCPs”) include various rules in relation to SBL transactions which largely

mirror the SBLR’s. Pursuant to 44.3 of the DCPs, however, it should be noted that with respect to foreign ownership
limits, “throughout the loan duration, the borrowed securities will be included in the lender’s ownership limit (individual and
group), and the borrowed securities are included in the borrower’s ownership limit”.

What are the contractual requirements for engaging in SBL transactions?

The parties to an SBL transaction must enter into a binding written SBL agreement which, at a minimum, contains terms
which govern the matters specified in Annex 1 of the SBLRs (as discussed in the proceeding question).

(Article 7 (SBL agreement) SBLRs)

To what extent (1) has the local market adopted the Global Master Securities Lending Agreement (GMSLA),
(2) is the GMSLA an acceptable governing document for SBL activity?

Due to the emerging nature of the Saudi securities lending market, it is difficult to comment on the extent to which the
GMSLA has been adopted as a standard in Saudi Arabia. We understand that the mandatory adoption of the GMSLA
was previously under consideration by Edaa, but that this was subsequently abandoned in favour of adopting a set of
minimum terms which must be included in any SBL agreement. With respect to use of the GMSLA in the Kingdom,
insofar as most SBL transactions in the Kingdom are domestic in nature and the GMSLA is an English law governed
document, pragmatically, the GMSLA may not be an appropriate standard agreement for such transactions (in the
absence of a KSA-law based version).

The minimum terms to be included in any SBL agreement are:

(@) Parties: The names of all relevant parties of the SBL transaction including the borrower and the lender or any lending
agent;

(b) Duration: The SBL agreement period;

(c) Return of borrowed securities: Provisions in relation to the return of borrowed securities, including any related notice
periods;

(d) Securities: Unless the parties agree otherwise, the securities to be borrowed and any securities provided as collateral
must be delivered to the other party free of any encumbrances or restrictions;

(e) Acceptable collateral: Arrangements for the delivery of collateral, the maintenance of margin and the substitution of
collateral;

(f) Voting rights, distributions and corporate actions: Determining the rights of the parties in respect of voting rights,
distributions, and corporate actions relating to the borrowed securities and any securities provided as collateral;

(g) Recall right: The terms on which the lender has the right to recall the borrowed securities, if any, before the loan
period end date;

(h) Events of default: The rights and powers of either party in the event of a default by the other party, including with
regard to collateral;

(i) Notices: The methods of sending notices between parties; and

(j) SBL agreement annex if lending agent is to be appointed: including the lending agent name and all lending agent
client’s names.

In this regard, it should be noted that Edaa may prohibit any potential party to an SBL transaction, whether as agent or
principal (where applicable), from entering into an SBL transaction where, in its view, the terms of the SBL agreement do
not meet the above Annex 1 requirements.

Having regard to these requirements, we would consider the GMSLA 2010 to be an acceptable governing document,
insofar as it includes the above minimum terms, with posting of collateral by title transfer as is anticipated under the
SBLRs. It is important to note that in order to further increase international participation and encourage cross border
transactions, formal acknowledgement of an English law governed master agreement that is internationally recognised,
will be key (subject to applicable conflict of laws analysis).

11.
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D. Is Sharia only applicable if the underlying lender is an Islamic entity?

Sharia is the foundation for all laws, rules and regulations in Saudi Arabia. Consequently, consideration must always

be given to Sharia principles (not only where the underlying lender is an Islamic entity) and these may be applied in
relation to all manner or transactions and activities, in particular those involving Sharia compliant instruments, such

as sukuk listed on the Saudi Exchange. The extent to which one might reasonably expect Sharia law to be applied will,
however, vary based on the presence of codified laws, rules and regulations. In cases where there are well-defined and
comprehensive regulatory frameworks in place, such as the rules and regulations issued by Edaa/CMA/Saudi Exchange
in relation to SBL/short selling transactions, the likelihood of general Sharia principles being broadly applied (other than
in the case of Islamic compliant financial instruments such as sukuk) is, to a reasonable degree, mitigated.

From an enforceability risk perspective, consideration would, however, need to be given to the constitutional
requirements of specific counterparties and any specific requirements for such counterparty institutions to transact
business in a Sharia compliant manner (which might mandate that SBL transactions and relevant agreements be in a
Sharia compliant form).

E. What are the licensing & authorisation requirements for engaging in SBL for borrowers, lenders
and agents?

(1) Borrowers and Lenders

While no specific licensing/authorization process is applicable in order to permit a borrower/lender to enter into an

SBL transaction, directly entering into an SBL transaction is limited to Qualified Investors (which captures, among other
categories of investors, CMA and SAMA licensed financial institutions and QFIs®) . In addition, in order for an overseas
person to enter indirectly into an SBL transaction in relation to shares (as opposed to other securities such as bonds and
sukuk), it would need to be assessed by a CMA-licensed Capital Markets Institution as being eligible to be a QFI, with an
Investment Account opened in its name. Borrowers and lenders may, of course, separately, be required to hold financial
services licenses depending on the activities that they undertake and whether these are provided from a permanent
place of business in Saudi Arabia.

(2) Agents
A person may act as Lending Agent (being an onshore participant) if it is a Custody Member of Edaa or a Broker Member
of Saudi Exchange.

To be a Custody Member, the person must be licensed as such by Edaa and also hold a license from the CMA to provide
securities custody services.

To be a Broker, the person must be licensed as such by the Saudi Exchange and also hold a license from the CMA to
conduct dealing activities.

To act as an offshore participant borrowing and onward lending to clients (i.e. on a back to back basis), the offshore
participant would need to be assessed by a CMA-licensed Capital Markets Institution as eligible to be a QFI.

To arrange an SBL transaction on an agency basis offshore (so the agent is not a party itself to any transaction), no
registration or licensing requirements would be applicable and, in principle, an agent under this model would not need to
be a QFI.

F. Are there any reporting requirements that apply to this activity and who is responsible for compliance?
Custody Members have principal responsibility for reporting.

In this regard, a Custody Member who has entered into an SBL transaction must report complete and accurate details of
such transactions to Edaa in accordance with the mechanism and the controls prescribed by Edaa.

(Article 12 (Reporting of SBL transactions) SBLRs)

A Custody Member who has entered into an SBL transaction must ensure recording and retaining sufficient information
about its securities borrowing and lending activities to demonstrate compliance with the Capital Market Law, its
Implementing Regulations, the Exchange Rules and the SBLRs in particular.

8 See footnote 2

Is there any requirement under local law for counterparts to disclose their interest in local securities either
as collateral or borrowed securities?

As noted above in our response to 2(A), pursuant to 44.3 of the DCPs, “throughout the loan duration, the borrowed
securities will be included in the lender’s ownership limit (individual and group), and the borrowed securities are included in the
borrower’s ownership limit”.

As such, both the borrower and a lender must include the same borrowed/lent securities when calculating their
respective ownership limits. As a consequence of this approach, it is possible that double-counting may skew the
accuracy of foreign ownership information maintained by Saudi Exchange.

In this regard, under Article 85 of CMA’s Rules on the Offer of Securities and Continuing Obligations (“OSCO Rules”),
“any person must notify the Exchange if such person becomes the owner of, or is interested in, 5% or more of any class of voting
shares or convertible debt instruments of the issuer”.

What are the foreign ownership requirements with regards to the holding period and reporting?

With respect to a holding period for borrowed securities, there is no duration limit for a lending deal, but the period of
validity of the deal must nevertheless be determined (i.e. it may not be indefinite).

(Edaa FAQs)

With respect to investment limits, QFls are responsible for complying with investment limits and disclosure requirements
and abiding by the Capital Market Law and its Implementing Regulations and the rules of the Saudi Exchange and other
relevant laws. The following ownership limits (which are automatically controlled by the Saudi Stock Exchange) apply
with respect to QFls:

(a) each QFl/foreign investor may not own 10% or more of the shares of any issuer whose shares are listed or
convertible debt instrument of the issuer; and

(@) the maximum proportion of the share of any issuer whose shares are listed or convertible debt instrument of the
issuer that may be owned by all foreign investors (in all categories, whether residents or non-residents) in aggregate is
49%.

Where relevant limits are exceeded, prescriptive procedures are required to be followed by the various participants,
which would ultimately require the investor to cancel and transfer the borrowed securities out of its account within 5
days of the breach occurring.

(Edaa FAQs)

Lending Agents, if any, or Custody Members are the principle points of contact for Edaa and, in the ordinary course,
assume the principal reporting and disclosure obligations with respect to Edaa.

13.



14.

KINGDOM OF SAUDI ARABIA

3. Overview of the Current Status of Netting
Legislation

What is the current status of the development of legislation in the Kingdom of Saudi Arabia that recognises
the enforceability of close out netting under market standard agreements such as ISLA’s Global Master
Agreement?

Unlike the UAE (which has adopted Federal netting legislation applicable at a UAE onshore, DIFC and ADGM level),
Saudi Arabia has yet to introduce generally applicable legislation recognizing the enforceability of close out netting under
market standard agreements such as ISLA’s Global Master Securities Lending Agreement.

In November 2023, the Saudi Central Bank (“SAMA”) issued draft “Netting and Related Collateral Arrangements
Regulations” (the “SAMA Draft Netting Regulations”) for public consultation (following a previous limited private
consultation). It is anticipated that the SAMA Draft Netting Regulations will apply to netting agreements and related
collateral arrangements in connection with “Qualified Financial Contracts” entered with at least one party that falls under
SAMA supervision. For the purposes of these Regulations, we understand that, within the definition of “Qualified
Financial Contracts” are “a securities contract, including...an agreement to...borrow or lend securities, such as ... a securities
lending agreement...”.

Insofar as the SAMA Draft Netting Regulations are only applicable where at least one of the parties is regulated by
SAMA (e.g. being a Bank, Finance Company or Exchange Company), netting agreements exclusively involving CMA-
regulated (or generally unregulated) entities would, ostensibly, fall outside the scope of the SAMA Draft Netting
Regulations.

With respect to the CMA, we understand that regulations comparable to the SAMA Draft Netting Regulations are
currently under consideration and that SAMA and the CMA are liaising in this regard. Close-out netting plays a crucial
role in the stability and efficiency of over the counter (OTC) SBL and derivatives markets. It is important to note that the
implementation of fully developed close-out netting regulations by both SAMA and the CMA will be key to encourage
further international participation and cross border transactions.

How does this differ between international and domestic markets in the UAE?

As noted above, in contrast to the UAE, where at a UAE onshore, DIFC and ADGM level, generally applicable laws were
introduced applying to all persons who are parties to “qualified financial contracts”, it appears that, at present, Saudi
Arabia intends to adopt a markedly different approach, by adopting regulations at an individual financial regulator level,
in each case, only being applicable where one of the parties is subject to the regulatory jurisdiction of that regulator.
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Annex 1:

Parties

Lending Models (KSA)

ecurities on loan

Collateral

e o

Onshore

Onshore and Offshore Securities

Other comments /
conditions

Onshore Principal Any securities SBLR do not May be in the May be in the - Onshore Borrower must either:
listed on the apply form of cash or form of cash or (i) be a Qualified Investor (Ql)
Saudi Stock securities securities and have suitable arrange-
Exchange (other Must be': Must be2: ments for custody and execu-
than tradable 1. capable of 1. domiciled tion qf t‘he SBL transaction by
rights) valuation; and in a country appointing a Custody Member;
2. cover at least that applies or (i) borrow the securities
100% of loan regulatory and as a client from its Custody
value supervisory Member or Broker
standards - Onshore Lender must be a Ql
similar to the or use a lending agent (see
CMA; below)
2. capable of
valuation; and
3. cover at least
100% of loan
value
Agent As above As above As above As above - Onshore Agent must be a
obo Ql Lending Agent as defined in
Art 9 of the SBLR
- Offshore Agent must be a
Qualified Foreign Investor®
(QFI) when it is relending to
Borrower on a back-to-back
basis
- Offshore Agent may, in princi-
ple, act strictly as an agent (i.e.
not relending on a back-to-
back, but rather facilitating the
direct lending from the Lender
to the Borrower), although
this particular structure is not,
specifically anticipated under
the SBLR
Agent obo As above As above As above As above - Onshore Lender that is a Non-
non-Ql QI must lend through onshore
Lending Agent as defined in Art
9 of the SBLR
Offshore Principal As above As above As above As above - Onshore Borrower must either

be: (i) a Ql and have suitable
arrangements for custody and
execution of the SBL transac-
tion by appointing a Custody
Member; or (ii) borrow the
securities as a client from its
Custody Member or Broker

- Offshore Lender must be a QFI

Onshore

Offshore

Agent obo
Ql

As above

As above

As above

As above

Other comments /
conditions

Onshore Borrower must be a
Ql and have suitable arrange-
ments for custody and execu-
tion of the SBL transaction by
appointing a Custody Member
- If Onshore Agent, must be a
Lending Agent as defined in
Art 9 of the SBLR
- If Offshore Agent, must be a
QFl when it is relending to
Borrower on a back-to-back
basis
Offshore Agent may, in princi-
ple, act strictly as an agent (i.e.
not relending on a back-to-
back, but rather facilitating the
direct lending from the Lender
to the Borrower), although
this particular structure is not,
specifically anticipated under
the SBLRs

Agent obo
non-Ql

As above

As above

As above

As above

Offshore Lender that is Non-
Ql must lend through Onshore
Lending Agent as defined in
Art 9 of the SBLR

Onshore Borrower must be a
Ql and have suitable arrange-
ments for custody and execu-
tion of the SBL transaction by
appointing a Custody Member

1

2 |bid.

In addition to the listed requirements, the SBLR also requires that such collateral be “enforceable”. The SBLR does not provide any guidance on how this requirement may be satisfied by
a participant, although, consistent with market practice and depending on the nature of the collateral, due diligence and/or obtaining legal opinions may be appropriate measures for the
purposes of determining the enforceability of such collateral arrangements.

3 The Offshore Agent would need to hold an investment account with a local CMA-licensed Capital Markets Institution, who would be responsible for assessing the eligibility of the
Offshore Agent to open the investment account in its capacity as a QFI.

Offshore

Onshore

Principal

As above

As above

As above

As above

Offshore Borrower must be
either: (i) a QFI and have
suitable arrangements for
custody and execution of the
SBL transaction by appointing
a Custody Member; or (ii) be a
QFI and borrow the securities
as a client from its Custody
Member or Broker

Onshore Lender must be a

Ql or lend through a Lending
Agent as defined in Art 9 of
the SBLRs

Agent obo QI

As above

As above

As above

As above

- Offshore Borrower must be a
QFI and have suitable arrange-
ments for custody and execu-
tion of the SBL transaction by
appointing a Custody Member.
If Onshore Agent, must be a
Lending Agent as defined in
Art 9 of the SBLR
If Offshore Agent, must be a
QFl when it is relending to
Borrower on a back-to-back
basis
- Offshore Agent may, in princi-
ple, act strictly as an agent (i.e.
not relending on a back-to-
back, but rather facilitating the
direct lending from the Lender
to the Borrower), although
this particular structure is not,
specifically anticipated under
the SBLRs.

Agent obo
non-Ql

As above

As above

As above

As above

Onshore Lender that is a Non-Ql
must lend through onshore
Lending Agent as defined in Art 9
of the SBLR
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e o

Borrower | Lender

Offshore

Offshore

Principal

(0]

As above

Offs

As above

re

As above

o

As above

Other comments /
conditions

- Offshore Borrower must be
either: (i) a QFI and have
suitable arrangements for
custody and execution of the
SBL transaction by appointing
a Custody Member; or (ii) be a
QFI and borrow the securities
as a client from its Custody
Member or Broker

- Offshore Lender must be a QFI

Agent
obo Ql

As above

As above

As above

As above

- Offshore Borrower must be a
QFI and have suitable arrange-
ments for custody and execu-
tion of the SBL transaction by
appointing a Custody Member.

- If Onshore Agent, must be a
Lending Agent as defined in
Art 9 of the SBLR

- If Offshore Agent, must be a
QFI when it is relending to
Borrower on a back-to-back
basis

- le, act strictly as an agent (i.e.
not relending on a back-to-
back, but rather facilitating the
direct lending from the Lender
to the Borrower), although
this particular structure is not,
specifically anticipated under
the SBLRs.

Agent obo
non-Ql

As above

As above

As above

As above

Onshore Lender that is a Non-Ql
must lend through onshore
Lending Agent as defined in Art 9
of the SBLR
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Disclaimers
ISLA Disclaimer

While we have made every attempt to ensure that the information contained in this paper has been obtained
from reliable sources, the International Securities Lending Association (ISLA) is not responsible for any errors or
omissions, or for the results obtained from the use of this information. All information in this Report is provided
“as is”, with no guarantee of completeness, accuracy, timeliness or of the results obtained from the use of this
information, and without warranty of any kind, express or implied, including, but not limited to warranties of
performance, merchantability and fitness for a particular purpose. Nothing herein shall to any extent substitute
for the independent investigations and the sound technical and business judgment of the reader. In no event will
ISLA, or its Board Members, employees or agents, be liable to you or anyone else for any decision made or action
taken in reliance on the information in this Report or for any consequential, special or similar damages, even if
advised of the possibility of such damages. The information provided is not intended to be a comprehensive
review of all developments in the law and practice, or to cover all aspects of those referred to. Readers should
take legal advice before applying it to specific issues or transactions.

Latham & Watkins Disclaimer

The information contained in this publication should not be construed as legal advice. Should further analysis
or explanation of the subject matter be required, please contact the lawyer with whom you normally consult.
The invitation to contact is not a solicitation for legal work under the laws of any jurisdiction in which Latham
lawyers are not authorized to practice. Latham & Watkins operates worldwide as a limited liability partnership
organized under the laws of the State of Delaware (USA) with affiliated limited liability partnerships conducting
the practice in France, Hong Kong, Italy, Singapore, and the United Kingdom and as an affiliated partnership
conducting the practice in Japan. Latham & Watkins operates in Israel through a limited liability company, in
South Korea as a Foreign Legal Consultant Office, and in Saudi Arabia through a limited liability company.
©Copyright 2024 Latham & Watkins. All Rights Reserved.
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