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Bankruptcy 



A historical overview of bankruptcy law

 

  

rescue culture

 

Reorganization 

In the past, the only goal of bankruptcy laws was to liquidate the assets of a 

bankrupt or distressed debtor - whether an individual or a company - and 

distribute the proceeds from this liquidation to the creditors. A merchant's 

failure to pay his debts within their deadlines - according to those laws - was 

unforgivable, and in many cases even punishable. However, this punitive 

feature of bankruptcy laws began to diminish progressively with the 

emergence of what is known as the “rescue culture,” which requires that the 

role of bankruptcy laws not be limited to liquidating and ending the business 

of the troubled company. Rather, these laws must include procedures that 

enable troubled companies with economic viability to overcome financial 

hardship and return to commercial activity and contribute the economy. It has 

become necessary for bankruptcy laws to include rescue and restructuring 

procedures, considering the efficiency and effectiveness of these laws are 

evaluated by international organizations such as the World Bank, the 

International Monetary Fund, and the United Nations Commission on 

International Trade Law (UNCITRAL).

The most prominent embrace of this rescue philosophy is the reorganization 

procedure in accordance with Chapter 11 of the US Bankruptcy Code issued in 

1978. The Chapter 11 procedure includes tools that contribute to enhancing the 

chances of successful restructuring. Among these tools, for example, is 

establishing a mechanism to encourage the provision of new financing to the 

debtor company during the reorganization procedure and establishing a 

mechanism to govern the executive contracts concluded by the troubled 

company before the opening of the reorganization procedure. The American 

Chapter Eleven procedure was used successfully to restructure several major 

American companies, most notably General Motors.
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A historical overview of bankruptcy law

At the local level, the issuance of the bankruptcy protection settlement system 

in 1416 AH represents the first step by the Saudi regulator in adopting a rescue 

culture. The aim of this system was to find means of rescue that would enable 

troubled institutions to rearrange their financial conditions, rise again, and 

avoid the specter of bankruptcy, which would achieve the interests of all parties 

and be in the interest of the national economy. However, this system did not 

achieve the expected effect for several reasons, most notably the extreme 

brevity of the system’s articles, and its failure to address some important issues 

in the process of restructuring troubled companies. As a result, these issues not 

addressed legislatively were subject to the discretion of the judges. It was very 

difficult to predict the outcome of the application of this wide discretionary 

power, which explains the rare cases in which the bankruptcy settlement 

system was resorted to for restructuring by troubled companies, which would 

have preferred instead to resort to amicable settlements with their creditors.

In 2016, the Kingdom's Vision 2030 was announced, one of its most important 

economic goals is to create an attractive environment for domestic and foreign 

investment. To ensure the achievement of this ambitious goal, the Kingdom's 

government has exerted unremitting efforts in developing the legislative 

system for the trade and business sector and benefiting from pioneering 

international experiences. Perhaps the most prominent example of these 

legislative reforms is the Saudi bankruptcy system issued by Royal Decree No. 

(M/50) dated 5/28/1439 AH. This system came because of a comparative study 

conducted by the Ministry of Commerce for several countries that have 

effective and well-tested bankruptcy laws, such as the United States of America 

and Britain.
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Bankruptcy System Aims 

•

•

•

•

The new bankruptcy system aims to enable the creditor to recover 

his debts owed by the debtor who defaulted and/or is likely to 

default and the debtor in difficulty, in addition to enabling the 

latter to benefit from procedures that allow him to avoid declaring 

his bankruptcy by reorganizing his financial conditions, resuming 

his activity, and contributing to supporting and developing the 

economy while considering the rights of creditors in a fair manner 

and ensuring fair treatment for them.

Where the bankruptcy system provides means aimed at avoiding 

bankruptcies and liquidating the debtor's funds, and aims at 

regulating bankruptcy procedures; Article (2) of the system 

mentioned bankruptcy procedures, which are:

• Protective Settlement

• Financial Restructuring

• Liquidation

• Administrative Liquidation
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 First:

Protective Settlement



Protective Settlement ​​Procedure ​
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This procedure is different from others in its description and how 

it is put into practice. For example, this procedure is a voluntary 

right of the debtor who can submit it, before any creditor can ask 

for it. In this process, the debtor has free movement because he is 

allowed to handle his finances and meet his contractual 

responsibilities.

The first process that the new bankruptcy law sets up is the 

preventive settlement procedure. Where the preventive 

settlement process is used, it is because the debtor is likely to 

have financial problems that might lead to default in his 

payments, or even because he is bankrupt. The goal of this 

procedure is to facilitate and agreement between the debtor and 

his creditors about how to pay off his debts. In this case, the 

debtor keeps running his business, unlike from the financial 

reorganization procedure, in which the debtor's business is run 

under the supervision of a court-appointed bankruptcy trustee.

After a request to start the preventive settlement process is filed, 

the court will set a date to look at the request within (forty) days 

of the date the request was filed. The court will decide whether 

to open the procedure, reject the process, or end the session.
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 Second:

Financial Restructuring



Financial Restructuring

•

•

•
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Conditions and procedures for financial reorganization apply to a debtor who 

is in default, likely to default, or facing financial turmoil with the fear that he 

will default due to his financial inability to pay the debts he owes in due time, 

as well as a debtor against whom enforceable judgments have been issued. 

This procedure is designed to assist the debtor in reaching an agreement with 

his creditors regarding the financial reorganization of his business, under the 

supervision of a court-appointed, licensed trustee.

As for the financial reorganization of small debtors, it seeks to facilitate the 

small debtors reaching an agreement with his creditors to financially 

reorganize his activity within a reasonable time frame using simple 

procedures at a low cost and with a high degree of efficiency, all under the 

supervision of a trustee. According to the Bankruptcy Law and its Executive 

Regulations, a minor debtor is any debtor whose total debts at the beginning 

of the bankruptcy procedure do not exceed (2,000,000) two million Saudi 

riyals.

Debtor, creditor, or competent authority may petition the court to initiate a 

financial restructuring procedure. If a non-debtor files a request to initiate a 

financial reorganization procedure, the court must notify the debtor within 

five days, and the debtor has the right to object. The following are examples:

• If any of the conditions for opening the procedure are met.

• When the debt is disputed.

• If the creditor wants to take advantage of the process.
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 Third: Liquidation



Liquidation
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Liquidation is one of the procedures used to determine creditors' claims 

and sell bankruptcy assets. In addition to distributing the proceeds to 

the creditors, the liquidation trustee oversees and manages this process. 

The debtor, creditor, or competent authority may submit a request to 

the court to initiate the liquidation procedure for the debtor if the 

debtor is in default or insolvent to the point where there is no way for 

the debtor to continue its business. The creditor's request to initiate a 

liquidation procedure is not limited if the debtor has contested the debt 

with the creditor prior to the creditor submitting the request. 

Considered an abuse of the liquidation procedure, the creditor's request 

to initiate the procedure when there is evidence that the debtor disputes 

the creditor's claim.

Afterwards, the court sets a date to consider the request to open the 

liquidation procedure, provided that the date is within (forty) days of 

the date the request was filed. The judge decides, ether the procedure 

will be initiated, the application will be denied, or the session will be 

postponed.

As for liquidation of small debtors, the minimal debt required for a 

creditor to initiate a liquidation procedure or a liquidation procedure 

for small debtors is fifty thousand Saudi riyals. (50,000) 
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 Fourth:

Administrative Liquidation



Administrative Liquidation
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The objective of the administrative liquidation procedure is to sell bankruptcy assets 

whose sale is not anticipated to generate sufficient proceeds to cover the costs of the 

liquidation procedure or the Small Debtors Liquidation Procedure.

If the debtor is insolvent or bankrupt and his assets are insufficient to cover the costs 

of the liquidation procedure or the liquidation procedure for minor debtors, either the 

debtor or the competent authority may petition the court to initiate the administrative 

liquidation procedure. 

In its ruling to open the administrative liquidation procedure, the court appoints the 

bankruptcy committee to carry out the procedure, and the debtor is immediately 

suspended from managing his activity after the bankruptcy committee is appointed. 

During the duration of the procedure, the bankruptcy committee replaces the debtor in 

administering his activity and carrying out his statutory obligations, and its actions 

cannot be questioned in front of others.

Every disposition of the debtor's assets after the appointment of the bankruptcy 

committee is deemed void, and the court may decide to recover the assets or whatever 

it deems appropriate, considering the rights of third parties (good faith), and the 

injured party may file a claim for damages. The Bankruptcy Commission shall notify 

the debtor of any court summons, notice, or order.

The Bankruptcy Committee issues a decision to terminate the administrative 

liquidation procedure after the completion of the sale of bankruptcy assets - if any - 

and the end of lawsuits in which the debtor is a party, within (twelve) months from the 

date of initiation of the procedure, and the name of the debtor is removed from the 

bankruptcy register after (thirty) days from the date of depositing evidence of 

termination of the procedure in the bankruptcy register. The removal of a natural 

debtor's name from the bankruptcy register enables him to engage in commercial, 

professional, or profit-generating activities.



Services

•
•
•
•
•
•
•
•

•
•
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Ibrahim Al Howishel Law Firm is regarded as one of the leading firms in the 

Kingdom in terms of providing advanced legal services in the field of 

bankruptcy and handling the files and cases of joint-stock companies listed and 

unlisted in the Saudi financial markets (TASI and Nomu), as well as limited 

liability companies and individual institutions, to whom we provide services. 

Legal services meet the highest quality and professionalism standards, as well 

as assisting, accompanying, and supervising financial reorganization, 

preventive settlement, and liquidation procedures, which are also applied to 

small debtors in accordance with their provisions and regulations.

These services include, but are not limited to, the following:

• Written and verbal consultations.

• Attending bankruptcy sessions in front of the appropriate court.

• Legal assistance for compliance with the insolvency system, businesses, the 

Financial Market Authority, and the Central Bank.

• Legal assistance with structuring and reorganizing business transactions.

• Legal support for exit transactions and project transfer.

• Submitting memoranda and legal research pertaining to bankruptcy 

procedures.

• Assistance with the preparation of all legal documents and reports required 

for the bankruptcy procedure.

• Preparing and submitting legal reports regarding violations committed by the 

company's former and current management and its employees, based on the 

information provided.

• Legal assistance with government agency and bank negotiations.

• Legal assistance in drafting a proposition for a bankruptcy procedure.
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