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QFI RULES

By Ahmed Butt  & 
Samir Safar-Aly

The Rules for Qualifi ed Foreign 
Financial Institutions Investment 
in Listed Shares (the QFI Rules) on 
the Saudi Arabian stock exchange 
(Tadawul) were issued by the Capital 
Market Authority of Saudi Arabia (the 
CMA) on the 4th May 2015 pursuant 
to Resolution Number 1-42-2015 of the 
CMA Board, together with a frequently 
asked questions guide (the FAQ).

Saudi Arabia, which is a member of the 
Group of 20 (G20) and a member of the 
International Organization of Securities 
Commissions (IOSCO), is the last country 
of the major economies to open up direct 
access to its capital market to foreign 
investors. In any case, the opening up 
of the Saudi capital market is a major 
event in global investment history. The 
Tadawul, with a market capitalization 
of around US$528 billion (equivalent 
to two-thirds of the Saudi GDP), even 
after the oil-price driven falls of recent 
months, is still worth about the same as 
all other GCC capital markets combined.

The QFI Rules, which will become 
eff ective on the 1st June 2015, will enable 
certain qualifi ed foreign investors (QFIs) 
to directly trade on Tadawul thereby 
opening up the MENA region’s largest 
and most liquid market to foreign 
investment. QFIs will be permitt ed to 
commence investment in listed shares 
from the 15th June 2015.

Indexes which focus on Shariah 
compliant equities on the Tadawul, 
such as the S&P Saudi Arabia Domestic 
Shariah Index launched back in April 
2007, is bound to see a heightened 
level of activity as several regional 
and international Shariah compliant 
Islamic banks and asset managers 
seek admission as QFIs to make direct 
investments in the largest capital market 
in the GCC region.

Foreign investors have been able to 

indirectly access the Saudi market for 
some time now through investment 
funds, swap arrangements and exchange-
traded funds, allowing them to invest 
in listed shares without having a 
proprietary interest in the listed shares. 
However, these alternate arrangements 
for indirect investment carried on by 
local CMA licensed entities (Authorized 
Persons) on behalf of the foreign 
investors were generally considered both 
inconvenient and less cost-eff ective.

Registration criteria 
Financial institutions: A prospective QFI 
will need to submit an application to 
register as a QFI in the form prescribed 
by the CMA. A QFI must fall within one 
of the following categories of fi nancial 
institutions:
• banks
• brokerage and securities fi rms
• fund managers, or
• insurance companies.

Additionally, a QFI must be licensed or 
regulated by a regulatory authority and 
incorporated in a jurisdiction that applies 
equivalent regulatory and monitoring 
standards to those of CMA or acceptable 
to the CMA. The CMA will provide a list 
of recognized jurisdictions to Authorized 
Persons. However, it is currently 
unclear as to which jurisdictions are 
deemed to possess equivalent standards 
and whether the list of recognized 
jurisdictions will be made public.

Size: An applicant must have minimum 
assets under management of SAR18.75 
billion (US$5 billion) which may be 
reduced to SAR11.25 billion (US$3 
billion) at the CMA’s discretion. It is 
unclear under which circumstances the 
CMA may reduce the threshold.

Investment experience: A QFI applicant 
or its affi  liates must have engaged in 
securities investment activities for a 
minimum of fi ve years. 

QFI Clients: A QFI may also invest on 
behalf of a client provided that such a 
client has been approved by the CMA (a 
QFI Client). If a foreign investor (acting 

as an investment manager) intends to 
invest in listed shares on behalf of its 
clients, it must register as a QFI as well 
as obtain CMA approval for each client. 
For a QFI Client to be approved, the 
following criteria must be satisfi ed: 
• the QFI is responsible for the 

management of the client’s funds 
when invested in listed shares

• the client must not be a QFI itself or 
already approved as a QFI Client of 
another QFI, and

• the client must either be an 
investment fund which must be 
incorporated in a jurisdiction that 
applies regulatory and monitoring 
standards equivalent to those of the 
authority, or a fi nancial institution 
which meets the minimum criteria for 
a QFI.

Assessing Authorized Person
An application for QFI or QFI Client 
registration must be submitt ed to an 
assessing Authorized Person (AAP) 
in the prescribed form and with the 
requisite supporting documentation. 
Only one AAP may be appointed by 
each QFI. The supporting documentation 
includes an annual report, details of 
any affi  liate which is already a QFI or 
QFI Client, evidence of the applicant’s 
regulatory status and a draft QFI 
assessment agreement between the 
applicant and the AAP (QFI Assessment 
Agreement). Additional documents are 
required for QFI Clients.

The QFI Assessment Agreement 
must include the following minimum 
requirements:
• a representation by the applicant that 
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it meets the registration criteria for a 
QFI

• undertakings by the applicant to 
provide the AAP with all information 
and documents required for the 
assessment, to immediately notify 
the AAP of any event requiring 
notifi cation under the QFI Rules and 
to abide by the applicable laws and 
regulations of the CMA and Tadawul, 
and

• consent of the applicant to the AAP 
disclosing any information provided 
by the applicant to the CMA 
and Tadawul or any other Saudi 
government agency.

The AAP will determine within fi ve 
days (or any other period agreed 
between the applicant and the AAP) 
of receipt of a valid application and 
supporting documents whether the 
applicant complies with the applicable 
requirements and registration conditions. 
If the requirements and conditions 
are not met the AAP must reject the 
application. The AAP must notify the 
CMA of its determination with reasons 
and supporting documentation within 
a day of making it, receipt of which the 
CMA will acknowledge without delay. 

If the AAP has rejected the application, 
such a rejection will become fi nal upon 
the CMA’s acknowledgment. There is a 
general right of appeal included in the 
QFI Rules against any decision of the 
CMA – however, it is unclear how this 
will be applied in practice. 

If the AAP has approved the application, 
this will become eff ective upon the lapse of 
fi ve days from the CMA’s acknowledgment 
unless the CMA rejects the determination 
prior to the lapse of such a period. Where 
the determination of the AAP to approve 
a QFI application becomes eff ective, the 
CMA will register the QFI without delay 
and notify the AAP. The AAP must then 
notify the QFI in writing within one day 
of the CMA’s notifi cation. The parties 
must then execute the QFI Assessment 
Agreement and submit it to the CMA. 

Post-registration 
requirements
Before trading can commence, a QFI and 
each of its QFI Clients are required to:
• hold a client account
• hold an account with the Tadawul’s 

Securities Depository Center, and

• satisfy any other conditions as may 
be imposed by the CMA.

The QFI Rules oblige a QFI to annually 
disclose a copy of its consolidated 
accounts and an annual report, and to 
disclose on a quarterly basis any material 
changes to the information provided by 
the QFI in the assessment process.

QFIs are also obliged to disclose to AAPs 
the occurrence of any ‘notifi able events’ 
which may aff ect their QFI status.

QFI limitations and 
restrictions
The QFI Rules impose the following 
investment limits on QFIs and QFI 
Clients:
• The QFI (including its affi  liates) or 

a QFI Client (including its affi  liates) 
may own a maximum of 5% of 
shares in any listed issuer. A QFI 
acting on behalf of its clients must 
not execute a transaction for a QFI 
Client which would result in the QFI 
Client (including its affi  liates) owning 
more than 5% of the shares of any 
particular listed issuer.

• The maximum proportion of the 
shares of any particular listed issuer 
that may be owned by all categories 
of foreign investors (including QFIs, 
QFI Clients, investors through swaps 
and foreign investors resident in 
Saudi Arabia) in aggregate is 49%.

• The maximum proportion of the 
shares of any particular listed issuer 
that may be owned by QFIs and QFI 
clients is 20%. 

• The maximum proportion of the 
shares of all listed issuers on Tadawul 
that may be owned by QFIs and QFI 

Clients in aggregate is 10% (including 
swaps) by market value. 

It appears that QFIs and QFI Clients 
will remain subject to any other existing 
general limitations on foreign ownership 
in joint stock companies as outlined by 
the Saudi Arabian General Investment 
Authority in its negative list – for example, 
the prohibition on investing in shares of 
real estate companies operating in the holy 
cities of Makkah and Madinah.

The QFI Rules do not expressly permit 
QFIs to invest in initial public off erings 
(IPOs), which were previously restricted 
to Saudi and GCC citizens. However, the 
FAQ provides that the participation of QFIs 
and QFI Clients in IPOs will be “subject 
to the relevant IPO prospectus”. At a 
recent public event, the chairman of the 
CMA clarifi ed that QFIs would be allowed 
to participate directly in IPOs of Saudi 
companies on a case-by-case basis and it 
would depend on what the CMA feels the 
market requires at the time. He gave no 
further details as to what criteria would 
be used to determine whether the market 
requires foreign investment in an IPO.

Challenges that lie ahead for 
prospective QFIs and AAPs
While the QFI Rules represent a welcome 
step forward for keen foreign investors, 
it is clear that this is a limited opening 
rather than an opening of the fl oodgates 
to the lucrative Saudi securities market. 
There remain a number of areas where 
prospective QFIs and AAPs will need to 
exercise diligence. 

Once registered, QFIs will need to 
exercise diligence to adhere to the strict 
investment limits and comply with the 
continuing obligations specifi ed by the 
QFI Rules. Investment managers 
investing on behalf of their clients will 
need to be doubly prudent as they have 
the additional burden of obtaining 
approval for each QFI Client. For those 
investors eyeing the Saudi IPO market, it 
remains unclear what criteria the CMA 
will apply on a case-by-case basis for 
QFIs to participate in IPOs.

Ahmed Butt  is a Riyadh-based partner and 
Samir Safar-Aly is an associate at Simmons 
& Simmons Middle East. They can be 
contacted at ahmed.butt @simmons-simmons.
com and samir.safar-aly@simmons-simmons.
com respectively.
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