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Abstract

As Saudi Arabia gears towards economic advancement and openness, in line with its vision 2030, there is a need to have a suitable business
environment that is favorable for commercial companies to thrive and create more job opportunities for the population. One way to achieve
this, is by ensuring that there is a proper legal framework that allows for the conversion of commercial companies from one form to another,
which suits the country’s economic ambitions. This thus enables commercial companies to convert into legal structures that can adapt in the
changing environment and ensure that they contribute greatly to Saudi Arabia’s economy. Commercial companies that may have initially been
operating via forms that rendered them ineffective, can convert into forms that allow them to operate efficiently and ensure that they have a
strong and competitive position in the market while not necessarily changing their legal structures. This research paper thus examines and
critically analyzes the legal framework in Saudi Arabia that governs the conversion of commercial companies as enshrined under the Saudi
Arabia Company Law. This research paper aims to establish that a suitable legal system for the conversion of commercial companies in Saudi
Arabia is crucial for the economic growth of the country.
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1. Introduction
The Kingdom of Saudi Arabia has embarked on a quest to promote economic growth through ensuring that the
business environment is stable and favorable for both local and foreign investors seeking to invest into the country. In
particular, with Saudi Arabia’s vision 2030, the country seeks to diversify the economy and ensure that there are
economic and financial reforms that will usher in the new era. [1] As Amirat and Zaidi assert that Saudi Arabia seeks
to diversify its economy from an oil dominated economy to a knowledge based economy that caters for all aspects
such as technology, education, innovation and wealth creation, all to boost economic growth. [2] This means that by
2030, Saudi Arabia aims to have a diversified economy that incorporates all the other essential aspects of economic
growth apart from oil.

One way it seeks to achieve this, is by creating a suitable environment through its regulatory framework that
promotes economic growth by allowing local and international companies to thrive in the environment. Of particular
interest to this paper is the legal framework that allows commercial companies to convert into business structures that
enables them to thrive in the market as strong and competitive companies. Commercial companies are an essential
aspect of Saudi Arabia’s quest for economic growth, as Hassan and others note that with Saudi Arabia’s vision 2030
and market liberalization, companies are an essential vehicle to this economic development. They thus state that there
is a need for proper corporate ownership structures that enables the companies to thrive into the market. [3]

Therefore, for Saudi Arabia’s economy to benefit from the commercial companies, it must provide an environment
that allows them to convert into business forms that allows them to operate at their best and contribute to the
economic growth of Saudi Arabia.
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2. Research Methodology

This research paper in advancing the main concern which is on the “The legal system for the conversion of
commercial companies in the light of the rules of the Saudi corporate system- a comparative legal study”, relies on a
scientific research methodology that seeks to examine the relevant provisions of the Saudi Law on the conversion of
commercial companies. This shall involve a keen analysis of the provisions and their weaknesses in light of the role
of company conversions in the economic growth and development of Saudi Arabia’s economy.

A comparative analysis approach shall also be taken to compare and contrast the conversion of companies in other
jurisdictions such as in Jordan, Egypt, Kuwait and the United Arab Emirates (UAE). This research study also utilizes
an applied model for the conversion of commercial companies. The findings of the research study shall be included.

2.1. The Concept of Commercial Companies Conversions
As has been established, the conversion of companies to be at their best legal forms, allows them to contribute greatly
to the economy as they will be operating in at their best and this will enable them thrive in the market. The
conversion of a company connotes the alteration of the company’s legal form and structures from for example a
limited liability to a partnership company or from a private company to a public company and vice versa.[4] A good
illustration is as articulated by Ibrahim who states that company conversion may occur where for instance, in a
partnership arrangement, partners are constantly facing disputes, this may lead to the liquidation or termination of the
company, however, instead of liquidating or terminating the company, the partners decide to instead convert it into
another form of business that will still generate money and limit their liability.[5] Conversion thus allows the
company to settle for the best legal structure that suits its operation and fits into the market and environment that is
located.

2.2. Company Conversions under Saudi Arabia Companies Law: The Strengths and Weaknesses
of the Saudi Arabia Law

The issue of company conversion is not novel in Saudi Arabia, and it is enshrined under its company law. Article 187
of the Saudi Company Law 2015 allows companies to transform into other forms in line with stipulations laid down
for amendment of the company’s articles of association or articles of incorporation. Further, that such a
transformation meets the requirements laid down for incorporation, publication and registration in the commercial
register of the form of business structure it has been transformed to.[6] In the context of Saudi Arabia’s economic
growth and development, article 187 is instrumental in allowing companies to transform themselves into business
forms that will steer them into companies that are competitive and may withstand the economic reforms that the
country seeks to carry out.

If partners or shareholders object the transformation, then they may request the disassociation from the company.[7]
This means that is the company has decided to transform into a new business structure, then if the partners or
shareholders are opposed to this decision to transform, then they may choose to end their relations with the company.
When the transformation is meant for the good of the company, then article 187 (2) protects the transformation
decision over the interests of those partners and shareholders objecting to such a decision. In light of the vision 2030,
company transformations will be imminent due to the changing market dynamics in Saudi Arabia that might mandate
businesses to convert to structures that will reflect of the new diversified economy.

Nonetheless, this provision may be considered as ignorant of the rights of the partners and shareholders. Partners and
shareholders are crucial in any company and thus while the company might want to be converted, it would not be
ideal to dismiss any partner or shareholder objections and call for their disassociation with the company [8]. Thus the
provision fails to protect the minority shareholders and partners who form a crucial element in corporate governance,
as Abdulaziz argues that the Saudi Companies Law fails to protect the minority shareholders and partners in a joint
stake company during such transformation.[9, 10]

Article 187 (3) also provides that where partners who hold more than half of the capital or if the articles of
incorporation require a lesser percentage, request that the company be transformed into a joint stock company, the
company shall transform as requested, without prejudice to the rules of incorporation of such a company.[11] This
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thus allows partners with a majority holding of the capital, to request for transformation of the company into a joint
stock company which would be owned jointly by shareholders and in Saudi Arabia, it would be subject to numerous
regulations.[3]

Article 188 of the Companies law enshrines that even where the transformation has taken place, it will not result in
the formation of a new legal person. The company still retains its initial rights and obligations before the
transformation.[12] Thus even where a company has been transformed into a new form, it will not mean that the
company is a new legal person, under this article the company still retains its initial rights and obligations. This is a
suitable provision for those companies seeking to convert into new business forms but to retain its legal structure,
rights and obligations in a manner that allows the company to keep up with the economic development and
diversification that Saudi Arabia seeks to achieve by 2030 and further allows it to retain its legal structure.

However the provision might derail any objective transformations, it is argued that the purpose of the conversion is to
move into a new business form that is different from the former and that will enable the company to move into a
more suitable business form. This provision mandates that the new form shall still have elements of the initial
business form and shall not be a new legal person.

Article 189 of the Companies law provides that even where a limited liability company or unlimited liability
company has transformed, the partners will not be relieved from their liability with regard to the company’s debts that
existed prior to the transformation. This is subject to the exception that the creditors agree to the relief or if there is no
objection from the directors within 30 days.[13] This means that where the company has been converted, the partners
will still be liable for the company’s debts that existed initially, this provision thus ensures that the transformation
will not be a means that excuses the partners from liability for company debts.

Therefore the aforementioned provisions form the main legal framework for the conversion or transformation of
companies in Saudi Arabia, and in light of Saudi Arabia’s quest for economic openness and liberalization, conversion
of companies will go the long way in ensuring economic growth and development. As has been stated, conversion
allows companies to convert to the business form that fits their operations, this will provide an opportunity for the
companies to opt for business forms that will align with Saudi Arabia’s vision 2030.

2.3. Comparative Analysis
Other countries such as Egypt and Jordan have a legal framework that provides for conversion and it would be
prudent to see how it compares with that of Saudi Arabia, and whether their approach can be incorporated into the
Saudi Arabia framework to address some of the issues raised such as the neglect of minority shareholders and
partners during conversions.

2.3.1. Egypt

In Egypt, the conversion of companies is governed by Law No.159/198 on Joint Stock Companies, Partnerships
Limited By Shares & Limited liability Companies which was amended in 2018. Under article 136, a company of
limited liability may change form on the decision of the general assembly or group of partners, with a majority of
three quarters of the capital.[14] However something unique in the Egyptian law on conversions different from the
Saudi Arabia law, is that the once the company has changed form, the partners in them will not pay taxes and other
duties associated with the change.[15]

Under the Saudi Arabia regime, the change of form does not relieve the partners of their initial duties or liabilities
and thus this is an element that differs. This paper sides with the Egyptian law and states that for some duties and
liabilities, the change of form ought to negate them, however creditors should be protected as both laws have
expressly provided for their protection.

2.3.2. Jordan

Companies’ conversions in Jordan are governed by the Companies Law (Law No. 22 of 1997), which under article
215 provides that general partnerships may be transformed to limited partnerships and vice versa.[16] This is subject
to the approval of all partners and in line with all the necessary laws. Thus unlike the Saudi Law, this provision
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requires all partners to agree to the transformation and this might be a good provision as it will protect even the
minority partners incase they object to the transformation. Article 221 is similar to the Saudi Arabia law as it
provides that the transformation shall not result into a new entity and shall retain its initial corporate entity.[17]

2.3.3. United Arab Emirates

In UAE, company conversions are governed by the Commercial Companies Law (Federal Law No. (2) of 2015),
which under article 273 provides that companies may transform into different forms and retain their initial corporate
entity.[18] Article 274 provides that a public joint stock company may be transformed into a private joint stock
company where a special resolution by the General Assembly has approved the transformation and that further, the
special resolution must be passed by 90% of the shareholders (majority) and for transformation of partnerships to
joint stock company or vice versa, there must be a unanimous agreement by the partners on the transformation.[19]

Therefore unlike the Saudi Law on conversions, the UAE law needs a majority agreement by partners and a majority
vote by shareholders for joint stock companies, while the Saudi Law requires those holding more than half of the
capital to agree to the conversion. Thus under the UAE law, the threshold for transformations is higher and for any
company to be converted, they will have to rally a majority of the shareholders or partners.

2.3.4. Kuwait

In Kuwait, companies may transform to another form under article 250 of the Companies Law (Law No. (1) of 2016)
which provides that companies may change form to another form, provided that at least two financial years have
passed since the company's Registration in the commercial register.[20] Article 251 mandates that a partner who
objects to the transformation may withdraw from the company and redeem the value of his membership interests or
shares upon a request submitted to the company within sixty days of the date of Registration.[21] Article 254
provides that for shareholding companies that want to transform and have borrowed by issuing bonds, the approval
for the transformation shall require two-third majority of the represented bonds.[22]

Thus unlike the Saudi Law, the Kuwait law introduces two new things, one is the period before a company may seek
to transform, should be at least two years and the approval by two-third majority bondholders.

3. Conclusion

Thus this research study has established that company transformation or conversion is an essential element in Saudi
Arabia’s economic growth. Nonetheless, the law in place that governs transformations in Saudi Arabia, has some
issues such as the lack of protection from minority shareholders. Through a comparative analysis, this paper has
established that Egypt’s law on transformations protects partners and shareholders even after transformation form
liabilities such as tax and certain obligations.

Further, in UAE, the threshold for transformations is higher in a manner that before the transformation is approved,
90% of the shareholders or partners must agree to it, this means that before the change, all the parties must be
involved as compared to the 50% requirement by Saudi Law. Therefore Saudi Law must be able to protect the
minority shareholders and partners so that the transformation may not be detrimental to them, nonetheless, apart from
that, conversations are essential for Saudi Arabia’s economic growth in line with vision 2030. Conversions allow the
companies to fit into Saudi Arabia’s economic ambitions.
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