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SEC and ACWA: Power giants leverage
Islamic finance for 2017 strategy
Both Saudi Electricity Company (SEC) and
ACWA Power have major plans to tap
the international Islamic debt market highlighting a seemingly limitless investor
appetite for Saudi paper. The upcoming
deals mark the first in a long-awaited wave of
issuance following the landmark US$9 billion
sovereign issuance and subsequent US$3
billion Saudi Aramco transaction, which blazed
a trail for corporate Islamic activity within the
Kingdom.
SEC was last month reported to be in talks with
regional and international banks for the potential
issuance of a US dollar-denominated Sukuk
which is likely to be in the region of US$1 billion,
continuing the trend for major benchmark-sized

deals from the Kingdom’s state utility giants.
However, the latest news also suggests that
the firm has sent out proposals for a five-year
US$1 billion Islamic syndicated bullet loan after
considering the current climate in the global bond
market, so it remains to be seen which way the
company will swing.
Either way, the size of the deal reflects the
liquidity extant in Saudi’s Islamic market,
which has remained resilient despite ongoing
oil price volatility especially following the last
OPEC meeting on the 25th May. At least some
of the proceeds from the debt raising will be
used to refinance a five-year US$1.5 billion
conventional loan obtained from the Industrial
and Commercial Bank of China in 2016, one
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of the largest loans ever extended by a
Chinese bank in the Gulf.

million five-year Sukuk issued in 2012 and
due in April 2017.

The five-year ‘direct commercial funding
agreement’ was extended without the
requirement for collateral. However,
its potential replacement with a more
traditional and Shariah compliant debt
instrument suggests that the company
is seeking to consolidate its debts and
reposition itself in advance of its upcoming
privatization.

The restructuring and review of the
company’s finances comes as SEC
continues to push ahead with privatization
plans. Its power generating arm in 2016
began the process of being hived off to
the Public Investment Fund (PIF), and
will subsequently be divided into four
companies, each of which will be privatized
and compete with each other for customers.
PIF will decide how and when these new
companies will be brought to market, and
whether they are offered to local and/
or international investors, with the first
expected to launch in 2017, although
SEC will retain control over electricity
transmission and distribution.

In the same vein, the company also last
month achieved the first ever Sukuk rollover
transaction in the Saudi local Sukuk market
— deciding to roll over its existing issuance
rather than print new paper, ostensibly in
order to expedite the timeline and simplify
the documentation requirements. SEC in
May completed the partial purchase of its
SEC Sukuk 3, to the value of SAR1.27 billion
(US$338.2 million), representing 18.13% of
the nominal value of the total Sukuk, and
leaving SAR7.73 billion (US$1.53 billion)
outstanding.
“The company’s success in achieving the
first Sukuk rollover in the Saudi local sukuk
market affirms its pioneer role as the largest
Islamic Sukuk issuer from the Saudi business
sector,” commented CEO Ziad Al-Shiha. “The
SEC has a large portfolio of projects under
development, and it follows a diversified
and balanced financing strategy to meet the
investment requirements in these projects
in addition to the financing dues at the
same time,” he added. “I am happy with the
majority of Sukukholders who decided to
retain their investment in this high-rated
credit instrument as a gesture of confidence
in the company, its business model,
its board of directors and its executive
management.”
Saudi Electricity is a well-known player
in the Sukuk market, issuing a landmark
US$2.5 billion deal in 2014: split between
a US$1.5 billion tranche maturing in 2024
and a US$1 billion tranche due in 2044. The
company also recently repaid a US$500

The company’s success in
achieving the first Sukuk
rollover in the Saudi local
sukuk market affirms its
pioneer role as the largest
Islamic Sukuk issuer from
the Saudi business sector

Riyadh-based ACWA Power has already
expressed interest in buying SEC assets after
the restructuring of the firm is complete.
“We know that consultants have been
appointed and we are very confident that
the first bundle will come out, at least the
request for qualification, before the end of
this year. The more clarity they give to the
private sector about the bundles, the better
responses they are going to get, the more
realistic it is going to be valued,” CEO Paddy
Padmanathan told Reuters in May. “We will
be buying. This is our domestic market and
we are well positioned. The biggest growth
for us is going to be Saudi Arabia because
of all the privatization.” ACWA, in which PIF

Ziad Al-Shiha – CEO of Saudi Electrical Company

also has a stake, expects to double its size to
US$70 billion over the next three years from
its current US$35 billion portfolio of power
and water assets.
Ahead of this buying spree ACWA issued a
US$814 million conventional bond in May
to meet its funding needs, and also has
plans to tap the Islamic debt capital market
to raise funding this year; with suggestions
of a US$600 million senior unsecured
bond and a US dollar-denominated Sukuk.
The company, which was the first Saudi
corporate to tap international investors
following Saudi’s debut sovereign bond
issuance in October last year, mandated
banks for the potential Sukuk issuance
as long ago as November 2016 before
postponing due to “timing constraints and
requests from investors for more time to
evaluate the proposed offering”.
The new Islamic deal is expected to be a
continuation of the same trade with the
same structure, a proposed amortization to
be repaid with cash coming in from
infrastructure projects in Saudi Arabia.
Jefferies and Citi are the global coordinators,
while CCB Singapore, Mizuho, NCB Capital
and Standard Chartered are acting as joint
bookrunners. The transaction is expected to
be 144A and Reg S, rated ‘Baa3’ by Moody’s
and ‘BBB-‘ by S&P.

Zamakhchary & Co is a full-service law firm. Our unique team consists of seasoned legal
advisors, senior international transactional lawyers, former members of the Saudi judiciary and
Shariah scholars. We offer the full range of services, from advising on Shariah-compliant
financing and corporate transactions to our market-leading litigation practice representing
clients on complex disputes before all levels of Saudi courts.
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Debt Capital Markets
SAPTCO OBTAINS FINANCING
Saudi Public Transportation
Company (SAPTCO) has
obtained a Murabahah credit
facility from Al Rajhi Bank for a
total amount of SAR125 million
(US$33.31 million), according
to a bourse filing.
The credit is covered by a
promissory note and will be
repaid in 36 monthly payments
starting one month after the
first withdrawal. The proceeds
will be utilized to finance
the last installment of the
purchase of 450 new buses.

ABDULMOHSEN OBTAINS NEW
FACILITIES
Abdulmohsen Al Hokair Group
for Tourism and Development
has received Islamic credit
facilities worth SAR45 million
(US$12 million) to finance the
company’s expansion projects,
according to Reuters.
The facilities, in the form
of term financings, have a
maximum tenor of seven years
including a grace period of
two years.

Equity Market
NEW CMA RULES
The Capital Market Authority
(CMA) and Saudi Stock
Exchange (Tadawul) have
released new draft rules

which are open for public
consultation. According to
a joint statement, the CMA
published the Rules on
the Offer of Securities and
Continuing Obligations and
the Glossary of Additional
Defined Terms in the Rules
and Regulations of the Capital
Market Authority (amended)
while Tadawul drafted new
Listing Rules and the Glossary
of Additional Defined Terms
in the Exchange Rules
(amended).

local and foreign acquisitions.
To date, the bank has branches
in 19 countries including Qatar,
Singapore, Bahrain, India, the
UK and the US.

TADAWUL LAUNCHES NEW
PRODUCTS

According to a press release,
the technology, which
promises reduced delivery
times, lower cost and
enhanced accuracy, was used
by Al Rajhi to transfer money
between the bank’s head
offices in Riyadh and Jordan.

Tadawul has announced in
a bourse filing that it has
launched a new suite of
market information products
and licenses.
The suite includes new
products such as analytics,
tick data and the non-display
license which are created
to boost transparency by
providing deeper insight and
additional detailed analysis to
fulfil investors’ needs.

Banking
FADB LOOKS TO SAUDI
First Abu Dhabi Bank (FADB) is
considering setting up shop in
Saudi Arabia, either through
acquisitions or a new license,
according to Abdulhamid
Saeed, CEO of the bank.
Abdulhamid said that the bank
is open to all opportunities for
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AL RAJHI PIONEERS
BLOCKCHAIN TECHNOLOGY
Al Rajhi Bank has completed a
cross-border money transfer
using Ripple Blockchain
Technology, marking the first
time the technology has been
used in Saudi Arabia.

JP MORGAN TO ADVISE
ALAWWAL ON MERGER
Alawwal Bank, which offers
Shariah compliant solutions,
has picked JPMorgan to advise
it on a proposed merger with
Saudi British Bank (SABB),
Reuters reported based on
unnamed sources.
On the 28th May 2017, senior
management of SABB and
Alawwal reportedly held talks
with advisors to discuss the
principle of the merger and
time frame for its completion.
The sources added that
SABB has selected another
undisclosed advisor for the

transaction. Even though the
time frame for the merger
has yet to be agreed, the
sources said that the accounts
of the two banks could be
consolidated by the end of
2017, but the merger would
take longer.

GIB TO BECOME LOCAL BANK
Gulf International Bank has
announced in a statement that
it has been granted a license
by the Kingdom of Saudi
Arabia to become a local bank.
The license, which was issued
in accordance to the Banking
Control Law, is expected to
further strengthen the bank’s
presence in the Kingdom.
GIB currently operates its
banking activities in Saudi
Arabia through its regional
branches in Riyadh, Dhahran
and Jeddah.

GLFL ASSIGNS SRB
TO OVERSEE SHARIAH
COMPLIANCE
Gulf Lifting Financial Leasing
(GLFL) has assigned Shariyah
Review Bureau (SRB) to aid in
the management of Shariah
compliant certification and
practices across its leasing
products and portfolio accounts.
According to a press release,
SRB will oversee investments,
financial activities, product
structuring, Shariah
certification and ongoing
Shariah supervision.

4

DEBT CAPITAL MARKETS

June 2017

w w w. I F N s a u d i a ra b i a . co m

Saudi could return to local debt market this year; new
mortgage plans boost lending market
The vice minister of economy and planning, Mohammed Al Tuwaijri, has confirmed that the government
could return to the domestic debt market this year to raise upwards of SAR70 billion (US$18.6 billion).
The state budget deficit will be funded by local debt, international debt and drawing down on the
government’s financial reserves, according to finance minister Mohammed al-Jadaan.
Prospects for the Kingdom’s debt capital
market are looking up, as the government
prepares to re-enter the domestic sector
this quarter after last year’s suspension
of local currency issuance. “We believe
actually the banks are pretty liquid
nowadays and their ability to invest in
government bonds is good,” Mohammed
Al Tuwaijri told the media.
Middle Eastern borrowing has set record
levels so far this year, with Saudi leading a
total of US$38.5 billion in MENA sovereign
volumes for the first five months of 2017,
according to data from Dealogic. The
Kingdom has raised US$11.46 billion
in Sukuk issuance over five deals (both
sovereign and corporate) since January
2017, making it the biggest issuer in the Gulf
— taking advantage of the growing investor
demand for high-yielding emerging market
bonds and the positive sentiment following
the landmark sovereign and Saudi Aramco
issuances earlier this year.
“Saudi Arabia’s record US$9 billion Sukuk
reinforces our expectation that total 2017
issuance in core Islamic finance markets will
grow at least as rapidly as it did last year
and that market-share will rise,” said Fitch
Ratings in its latest note.
And it is not just the sovereign who is
optimistic about conditions in Saudi’s debt
markets. Several corporates have also tapped
the Islamic market over the past month,
despite the usual slowdown in the run-up to
Ramadan - in a sure sign that the country’s
economic conditions are gradually improving.

Riyadh at night. The Saudi mortgage market is set to receive a boost

Saudi Public Transportation Company
(SAPTCO) obtained a Murabahah credit
facility from Al Rajhi Bank for a total amount
of SAR125 million (US$33.31 million),
covered by a promissory note and payable
in 36 monthly payments with the proceeds
used to finance the last installment of the
purchase of 450 new buses. Abdulmohsen
Al Hokair Group for Tourism and
Development has also received Islamic
credit facilities worth SAR45 million (US$12
million) to finance its upcoming expansion
projects. The facilities, in the form of term
financings, have a maximum tenor of seven
years including a grace period of two years.
Notably however, most activity has been in
the form of credit facilities and syndicated
financings, rather than Sukuk issuance – and
Fitch Ratings warns that: “The early start to
Ramadan this year means Sukuk issuance
will probably tail off after May,” suggesting
that we could see a quieter summer.
However, despite the slowdown in capital
issuance, we could see growing debt

market activity in other areas. Notably,
Saudi Arabia’s first mortgage-refinancing
firm has started approaching banks to buy
their mortgage portfolios, as the Kingdom
encourages residential property lending.
According to housing minister Majed
al-Hogail the state-run company was
created to develop a secondary market for
home loans, and will have SAR5 billion
(US$1.3 billion) of its own compliant capital
as well as working with the government’s
Real Estate Development Fund to invest a
further SAR5 billion into mortgage
portfolios. “We expect to start buying the
portfolios from the banks in late May or
mid-June,” said Hogail in a media briefing.
“Hopefully by the end of the year, we will
be securitizing this portfolio.” The current
value of mortgage portfolios in Saudi
banks stands at SAR116 billion (US$30.9
billion), and Saudi aims to boost the
country’s total mortgage loans to SAR550
billion (US$146.7 billion) over the next five
years.

At Your Service ... Globally
Market leading project ﬁnance and Islamic banking
in the Middle East.
Shibeer Ahmed
Partner, Global Head of the Islamic Finance
+971 4 424 2344
sahmed@winston.com
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Tadawul launches new products to deepen Saudi equity
markets in advance of MSCI inclusion
It’s been another shaky month for the Saudi stock exchange, which hit a high of 7,012.81 on the 2nd May before
falling below the 7,000 barrier the next day and failing to re-emerge for the rest of the month, ending at
6,871.24 on the 31st to mark a -1.9% overall decline for the month, and a -4.61% loss year-to-date.
The decline was exacerbated in the last
days of the month by the results of the
latest OPEC meeting on the 25th May. An
agreement to further cuts in production
for 2018 failed to impress the market and
the price of Brent Crude, which had risen
in anticipation in the weeks preceding
the meeting, slid almost immediately –
losing 4.6% by the end of the day and
ending the month almost back where it
started at US$51.19, a loss of 0.6%.

Chart 1: Tadawul All Share Index May 31st
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Nevertheless, as the Kingdom prepares
for the IPO of Saudi Aramco the Capital
Market Authority (CMA) continues to focus
on streamlining and improving the Saudi
market for both domestic and international
players. Focusing on this goal, the CMA and
Saudi Stock Exchange in May released a new
series of draft rules for public consultation.
According to a joint statement, the CMA
published the Rules on the Offer of
Securities and Continuing Obligations
and the Glossary of Additional Defined
Terms in the Rules and Regulations of the
Capital Market Authority (amended) while
Tadawul drafted new Listing Rules and the
Glossary of Additional Defined Terms in
the Exchange Rules (amended). Under the
Transition and Activation of Responsibilities
Project, the CMA will continue to regulate
offers of securities and continuous
obligations. However, the stock market will
take over the regulation of the listing of
securities and the details regarding timing,
format and mechanisms of disclosures.
Tadawul also announced in May the launch
of a new suite of market information
products and licenses: including new

products such as analytics, tick data and
a non-display license, designed to boost
transparency by providing deeper insight
and more detailed analysis for investors.
These developments come as the Kingdom
readies itself for its long-hoped for inclusion
in the MSCI emerging markets index, which
could happen as early as July with formal
entry to follow in 2018. Tadawul CEO Khalid
al-Hussan and other regulatory officials
visited the US in May to gather feedback on
the latest technical reforms, including the
recent change to international settlement
procedures, in a clear sign of the importance
of international participation to the Saudi
market as it attempts to diversify away from
petrochemical reliance.
According to Bank of America Merrill Lynch,
MSCI could grant Saudi Arabia a weighting
of up to 2-3%, or even higher if the planned
listing of Saudi Aramco is included, which
could lead to significant inflows into the
Kingdom’s equity markets. Deutsche Bank
has predicted that the move could result
in inflows of up to US$35 billion. Data from

EFG-Hermes suggests that Saudi equity
investors could expect annual returns of
around 20% in the years leading up to the
upgrade – but a potential decline of around
12% in the following 12 months based
on historical data from markets already
acceded to the MSCI index, including the
UAE and Qatar, suggesting that it is time for
equity investors to get in early and reap the
rewards in advance of the new classification.
And while inclusion would provide a major
boost for the Saudi equity market, it does
not mean its regulators can relax. “The effort
required by markets to get into MSCI
emerging markets has to be consistently
maintained,” Robert Ansari, the index
provider’s executive director for the Middle
East, said in May at a conference in Abu
Dhabi. Saudi Arabia will be competing with
leading emerging markets such as China,
Russia and India for the same slice of capital,
which will require constant evolution to stay
in the game. “All of a sudden, you are being
looked at by big Swiss pension funds,” said
Ansari. “So, actually, classification is when
the work starts, not when the work ends.”
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Investment patterns change for Saudi insurers as GCC
bond markets open up
At the end of 2016 insurance companies contributed just 2.5% of GDP, but accounted for around 20% of
transactions in listed companies, and around 14% of total trading value and volume, according to Saudi
Re chief investment officer Mamraj Chahar. The regulatory requirement to invest at least 50% in Saudi riyal
and at least 80% in the domestic Saudi market has made the SAR43 billion (US$11.5 billion) cooperative
insurance sector one of the most influential investors in the Kingdom – but limitations in available assets
are curtailing activity.
Gross written premiums for Takaful
providers reached an estimated SAR37
billion (US$9.85 billion ) at the end of
2016 — just a marginal increase over
the previous year. However, profits
before Zakat rose to over SAR2.5 billion
(US$665.74 million), an increase of 150%,
with around 30% estimated to come from
return on investments. As institutional
investors, Saudi insurers are big business.
However, they are also heavily regulated
and restricted in the instruments they are
able to access. Saudi insurers are prohibited
from investing in derivatives, options, hedge
funds, large-scale deposits with foreign
banks, private equity or off-balance sheet
instruments unless specifically approved.
As a result, the sector has traditionally focused
on bank deposits, short-term money market
funds and, to a lesser extent, investmentgrade fixed income such as sovereign bonds.
“Allowing insurers to invest selectively in
alternative assets would go a long way
towards reducing the difficulty in imparting
effective diversification to the book,”
suggested Mamraj in a conversation on the
Top 1,000 Funds investment strategies.
Currently, the risk weighting attached to
investable assets depends on the size of the
balance sheet rather than the asset itself.
Insurers are allowed to invest through funds
both in and outside Saudi, for example,
with a solvency margin of 5% of total assets
for domestic and 1% for overseas funds
— enabling them to evade the standard
prohibitions on many asset classes. But
their activities are still restricted by heavy
regulation.
The equity markets are encouraged, and
recent developments including greater
transparency and increased foreign
investment have boosted participation. All
investments in Saudi-listed stocks up to 5%
of total assets are eligible for solvency margin
— compared to other stocks, which are only
admissible up to 1% — making domestic

investments highly attractive for Saudi
insurers.
This is also driven by the depth of the Saudi
equity market, which has an average market
cap of around SAR9 billion (US$2.4 billion)
— as compared to the relatively shallow
domestic bond/Sukuk market, which has
only five listed issuances registered on the
exchange, in addition to around 48 private
placements, restricting the ability to invest
or trade.
Historically, low levels of domestic
sovereign and corporate bond issuance
has limited insurers’ exposure to the fixed
income markets, forcing them into equity
and real estate if they want to access returns
outside the money markets — leading
to increased volatility. However, with the
recent US$9 billion sovereign Saudi issuance
and the expectation of domestic Sukuk to
come and an expanding corporate market
on the back of the state play, all this could
be about to change.

We now expect insurers
to subscribe to fixed
income exposure
gradually, while
gradually divesting from
riskier assets, which
will mean improved
asset quality, higher
liquidity and more stable
profitability for the
sector

In Europe, insurers traditionally allocate
over 70% of their funds to bonds in order
to ensure a stable return. In Saudi Arabia,

Saudi Re chief investment officer
Mamraj Chahar

Takaful and cooperative insurance providers
allocate just a fraction of this — but with
the growing trend for high grade sovereign
issuance to fill budget deficits, a far
greater pool of investable assets are now
available to them which has the potential to
revolutionize investment patterns.
Although the volume of high-grade local
currency issuance in Saudi Arabia remains
small, patterns in other Gulf markets
suggests that the trend could gather
momentum following the sovereign
issuance. In Abu Dhabi, for example, Invest
AD Asset Management recently joined
forces with Swiss bank Julius Baer to offer
an institutional investment product focused
on high-grade US dollar-denominated GCC
bonds and Sukuk.
“The abundance of issuance from
sovereigns and corporates has given
insurers a pool of assets in which to invest
which simply wasn’t available before,” said
Mohammed Ali Londe, the assistant vice
president for regional insurance at Moody’s.
“We now expect insurers to subscribe to
fixed income exposure gradually, while
gradually divesting from riskier assets,
which will mean improved asset quality,
higher liquidity and more stable profitability
for the sector.”
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Banking developments continue as foreign players move
back into Saudi market
It has been a busy month for the banking sector, and one of the biggest trends of the year has seen
regional and international players make their intentions clear as they look to move into the Saudi space in
order to take advantage of the improving economic conditions and developing lending opportunities.
The UAE’s First Abu Dhabi Bank (FAB),
the new brand identity of the merged
Abu Dhabi National Bank and First Gulf
Bank and the largest banking group in
the UAE, is looking at Saudi Arabia as
one of its first moves as a new entity.
According to CEO Abdulhamid Saeed
the bank is looking at both local and
foreign acquisitions, and is open to
entry either through an acquisition or
a new license. Earlier this year Emirates
NBD also obtained approval to expand
its footprint in the Kingdom by a
further three branches.

One of the biggest trends
of the year has seen
regional and international
players move into the
Saudi space and a major
new player in the Islamic
banking space could
add some much-needed
liquidity to the Shariah
compliant lending arena

Bahrain’s Gulf International Bank has been
granted a license to become a local bank
in Saudi Arabia, which should further
strengthen its presence in the Kingdom,
where it currently operates banking
activities through regional branches in
Riyadh, Dhahran and Jeddah. The bank
launched its retail banking concept

‘Meem’ in Saudi Arabia in 2015, which it
claims to be the first Shariah compliant
digital banking service and which
currently provides the best profit rate for
Murabahah deposits in the Kingdom.
Qatar National Bank, the biggest bank in
the Middle East by assets, launched its
first Saudi branch in Riyadh on the 4th May,
and also confirmed that it plans to apply
for an investment banking license in the
future, with growth to be built through
its branch network rather than through
acquisitions, according to CEO Ali Ahmed
Al-Kuwari.
International as well as regional banks are
flocking back to Saudi. Citigroup received
its investment banking license in April,
while Credit Suisse is applying for a full
banking license, Goldman Sachs is still
looking at an equities license, and HSBC
has reportedly appointed Samer Deghaili,
the co-head of MENA equity capital
markets, to its Saudi subsidiary as it looks
to build up its presence.
JP Morgan also recently announced plans
to increase the number of bankers in
Saudi Arabia to 80 by the end of 2017 in
a bid to capitalize on the growing equity
market activity and develop its presence
in the booming M&A sector of the market.
With around US$200 billion in
privatization plans expected over the
next five years as well as the upcoming
Saudi Aramco IPO (on which JP Morgan
is reported to be an advisor), investment
banking presents a significant opportunity
which international banks are keen to
leverage. “We’re invested in investment

Samer Deghaili is reported to have been
transferred by HSBC to Saudi Arabia

banking and our equities brokerage
capabilities as we expect more activity in
the equity market with all the changes
that are going on,” Sjoerd Leenart, the
head of JPMorgan’s Middle East and North
Africa (MENA) region, told Reuters. “We
have about 70 people now and will go
to around 80 at year end… From 2018
onwards, we expect a busy agenda in
terms of IPO listings and trade sales to
strategic and financial buyers.”
JP Morgan has also been appointed as
advisor to RBS-owned Alawwal Bank in its
upcoming merger with HSBC-owned
Saudi British Bank, which could create the
third-largest lender in the Kingdom with
combined assets of US$80 billion and a
major new player in the Islamic banking
space which could add some muchneeded liquidity to the Shariah compliant
lending arena.
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Saudi funds growing by 8% per year as foreign
investment and new opportunities boost demand
The Saudi funds landscape is looking promising, with both fixed income and equity performance
improving and the asset management industry growing at an annual pace of around 8%. IFN Saudi Arabia
spoke to REDA GOMMA, the head of equity at Mashreq Capital, for a comprehensive view of the current
Islamic asset management landscape in Saudi Arabia – and the key opportunities to look out for in the
coming year.
Regulatory climate
So what does the current asset
management landscape look like in Saudi
Arabia in terms of regulation? “For tax and
other regulatory reasons, the majority
of structures used in Saudi Arabia are
domestically based,” explained Reda. “The
primary vehicle for asset management
in Saudi Arabia is an investment fund
regulated by the CMA. As opposed to
other Saudi Arabian vehicles, a CMA
fund is relatively inexpensive to establish
and maintain and allows for significant
structuring flexibility. Further, a manager
can structure the fund so that investors are
truly passive, unlike many other vehicles
where investors actually have statutory
veto rights and other substantial minority
protections.”
Under CMA, a CMA fund is not considered
to be a separate legal entity from the fund
manager. Accordingly, the Saudi Arabian
Ministry of Commerce and Industry will
not issue a commercial registration to a
CMA fund. Therefore, all actions of the CMA
fund, including ownership of real property,
assets and shares in Saudi companies, must
be performed by a CMA-licensed fund
manager or a CMA-licensed custodian on
the CMA fund’s behalf. In addition, foreign
funds may only be offered in Saudi Arabia
as a private placement (to investors making
an investment of at least SAR1 million
(US$266,771)) and must be placed by a
CMA-licensed distributor.

A growing market
However, despite these restrictions the

Saudi wealth management is key to asset growth

sector is once again on the rise. “Islamic
mutual funds are growing again after a
slump that lasted years, but the sector
still falls short of meeting demand for
Shariah compliant investment products,”
commented Reda. “Saudi Arabia remains a
key player for the Islamic funds, contributing
41% of the global Islamic AUM in 3Q 2015.
In terms of number of Islamic funds, Saudi
Arabia has 18% of the total market share.”
Islamic mutual funds globally hold US$70
billion of assets under management,
recovering from a low of US$25.7 billion
in 2008 – and although Islamic funds hold
a tiny fraction of this, demand is building.
“We are expecting Islamic funds in Saudi
Arabia to grow by 8% annually till 2019.
But the demand for such products is

Saudi could constitute
up to 3.5% of the MSCI
emerging market index
and will attract combined
passive inflows of US$11
billion, which will easily
triple current foreign
ownership in Saudi
equities
believed to be far greater,” confirmed Reda.
“The ratio of Islamic mutual funds to total
Islamic investable assets is estimated to

DDCAP Group’s award
winning Sharia’a compliant
24/7 ﬁnancial technology

Part of the DDCAP Group
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be 8.7% - well below the 36% observed for
conventional funds in the mature capital
markets of Europe and North America.”

Debt and equity
One of the biggest opportunities for
investors is of course the fixed income
market. “It is expected that the CMA
will issue regulations in the near future
governing the process to list Sukuk,”
predicted Reda. “We think Sukuk issues will
grow by more than 100% in 2017 compared
to 2016 because of the government issue.
Given the fact that oil price is expected to
stay in the current range of US$40-55 per
barrel for the medium-term, we think the
issuance of Sukuk will continue to grow by
low double digit growth over the next five
years.”
The equity side is a different story, however.
“The Saudi market is dominated by retail
and high net worth investors and this is why
the market is relatively volatile compared
to other emerging markets,” explained
Reda. “On average, retail investors are
contributing above 80% of daily trading
value, and the remaining 20% is distributed
between Saudi institutions, GCC investors,
and foreign investors. We think this is going
to change over the next five years when
Saudi becomes a member of MSCI emerging
market index, which will attract more
institutional funds to the market.”

Foreign funds
Foreign investors also play a role. Because
of their traditionally limited access to Saudi
market, foreigners own less than 1% of
the market and contribute less than 5% of
daily trading value. “I think this will increase
substantially when the Saudi market is
added to MSCI Emerging market index.
We are expecting MSCI to add Saudi to
the watch list in June 2017, upgrade it to
emerging market status by June 2018 and
become a member of MSCI by early 2019.
Saudi could constitute up to 3.5% of the
MSCI emerging market index and will attract
combined passive inflows of US$11 billion,
which will easily triple current foreign
ownership in Saudi equities.”
So where are the hotspots for growth over
the coming year, and where will Saudi asset
managers be looking for opportunity?
“We like healthcare and consumers at the
moment. For healthcare, the gap between
supply and demand will continue to support
growth,” said Reda. “The consumer sector
has seen the worst in the last couple of
years and we think 2017 will be a turning
year, especially after the government
reinstated public sector salaries. Also the
sector is trading at attractive valuation
multiples of 14x 2017 expected earnings,

Reda Gomma

which represent 30% discount to emerging
market peers.” IFN Saudi Arabia has learned
that Mashreq Capital will also be launching
a new asset allocation fund and a new real
estate fund in the near future.

Wealth opportunity
Wealth management is also set to be a
buzzword in the coming years, as investor
attitudes evolve. “The mindset of managing
your own wealth for Saudi HNW investors
will change over the medium-term, as the
era of easy money is behind us,” predicted
Reda. Expats are another key opportunity
and together, they could provide a muchneeded boost to the Islamic wealth
management sector. “With Western and
Arab expatriate time horizons averaging
eight years of stay in the country, and those
of other expatriate and local client segments
increasing, the results are encouraging for
those in the industry delivering long term
investment outcomes,” said Reda.

The primary challenge for
the wealth management
industry is designing
solutions which can attract
a greater percentage of
retirement savings assets

In fact, the big challenge for the wealth
management industry in Saudi Arabia could
instead be competition from substitute
products. Almost 53% and 32% of
retirement savings are placed into property
for Arab expatriates and Western expatriates
respectively. Furthermore, an average of
around 20% remains in bank accounts or
overseas pensions across these groups while

only 25% of retirement savings are placed in
GCC wealth management products such as
mutual funds and life insurance investment
wrappers. “The primary challenge for the
wealth management industry is designing
solutions which can attract a greater
percentage of retirement savings assets,”
confirmed Reda.

Looking ahead: Key trends to watch
in the MENA equity markets
Reda Gomma gives us his top tips for
2017:
• Balanced oil market with prices
remaining above US$50/bbl as OPEC
and non-OPEC work collaborate to
remove the supply glut.
• Higher oil prices to ease fiscal
burden of GCC countries.
• Banking sector liquidity in GCC to
improve mainly from increasing
government deposits.
• IMF support package and FDI into
Egypt to propel the economy.
• Political risk to decline from its peak
in 2016 as Syria and Yemen conflicts
are close to settlement.
• Substantial recovery in non-oil sector
especially in Saudi Arabia
• Foreign inflows into MENA equities
to increase as the probability of a
KSA upgrade to emerging markets
status by MSCI is increasing.
• Fiscal consolidation to continue but
at lesser pace than 2016.
• Private consumption to recover from
the second half of 2017.
• Corporate MENA earnings to grow
by 12% in 2017 mainly from margin
improvement and moderate topline growth.
• MENA equities to return 10% out of
which 3.5% will be generated from
dividends

June 2017
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INTERVIEW: Islamic structures increasingly influential in
the Saudi project finance market
This month IFN Saudi Arabia speaks exclusively to Shibeer Ahmed, head of banking and Islamic finance
at Winston Strawn, to discuss his views on the current landscape for project finance in Saudi Arabia, the
differences between Islamic and conventional structures, and the increasingly important role for Shariah
compliant financing as the Kingdom focuses on diversification away from oil.
So what does the current landscape look
like for project finance in Saudi Arabia?
“There is potential activity in the project
finance market, but it is in the early prequalification stages,” said Shibeer. “The market
is definitely growing but in terms of actual
deals, we are still waiting to see what happens.
“Part of the drive to try and diversify
the economy is to put in place different
infrastructure projects. These have
historically been paid for by the government
on a public procurement basis but now we
are seeing a lot more independent power
projects – the Saudi Electricity Company
(SEC) has implemented these, Saudi Aramco
has also negotiated very large and complex
financings for its major projects. Examples
include the Sadara, Rabigh and Satorp
projects. It is really about how quickly
that know-how can be transferred to
infrastructure PPPs.

The market is definitely
growing but in terms
of actual deals, we are
still waiting to see what
happens

“There are really two key areas of growth.
Renewables are very active, and the
government wants a flow of solar projects
in particular. There is also a general
keenness to involve the private sector in
the development and maintenance of
infrastructure projects, so the government
is looking at PPP projects for various assets
such as transport-related, waste water and
public service utility projects. I think the
authorities are currently looking at how to
model that, especially given where the oil
price is.”
But what role is the Islamic market playing?
“Islamic finance has been an important
source of finance for these projects,”
confirmed Shibeer. “There have not been

that many big projects that have been
wholly financed through using Islamic
finance though, and part of that is really
the capacity within the market. It might
also be an issue of liquidity with the Islamic
banks. In Saudi Arabia you only have three
pure Islamic banks: Al Rajhi, Alinma and Al
Bilad. These banks have different Shariah
requirements to some of the international
banks or even Saudi banks that get involved
in Islamic financing in the Saudi market.”
This has led to different types of
participation and different requirements.
“The Islamic Saudi banks are very strict in
the way that they interpret the rules and in
the types of structures that they are willing
to finance. For example, they do not like
to implement the usual Istisnah forward
lease type of arrangement that is popular in
project financing,” explained Shibeer. “The
Sadara project is a good example – it had
a Sukuk and it also had an Istisnah/Ijarah
facility and it had a Wakalah/Ijarah facility
as well. The Wakalah/Ijarah facility was
specifically added for the pure Islamic banks
because they did not want to participate in
the Istisnah/Ijarah facility.
“Another important issue related to these
Saudi Islamic banks is that they will not sign
English law-governed documentation, they
will only sign documentation governed
by Saudi law. In the big financings with
international banks, you often now have
a situation where all of the other facilities,

Shibeer Ahmed

including the Istisnah/Ijarah facility and all
facilities provided by international banks
and export credit agencies and so on will be
governed by English law, but then you will
also have a tranche provided by the Saudi
Islamic banks that will be governed by Saudi
law.
A key question is the flexibility of Islamic
financing structures compared to their
conventional counterparts, and here
Shibeer is optimistic.
“Both the Istisnah/Ijarah and the Wakalah/
Ijarah structures can be readily used for any
type of development project – anything
that has an asset associated with it. But for
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PPP concession projects you have to look
at alternative structures because with these
projects the company usually only has a
concession right and not an ownership
interest in the asset to be developed. In
this case you have to look at alternative
Islamic financing structures – and these
have already been developed, for example
by using management contracts. So Islamic
financing structures do have the ability
to adapt to any kind of project. I think as
the number of projects hitting the market
increases, and as the Saudi market opens
up, it will allow for different kinds of
structures to develop and existing ones to
be adapted to new purposes.”

In terms of actual yield
the market is still quite
subdued – we are still in
that space where people
are getting familiar with
the market

So what can we expect in terms of Islamic
financing growth?
“The issue really is liquidity in the Saudi
market – how much money do the Saudi
banks really have to fund these transactions
without international bank involvement?
International finance is going to be required,
just because some of these projects are very
large and do require major bank financing,”
warned Shibeer. “With international banks,
there are many players that are familiar
with and happy to participate in Islamic
structures. But there are some grey areas.
For example, it is not clear from a regulatory
perspective whether all Chinese banks are
able to provide Islamic financing. However,
international banks that have Shariah
boards are experienced in these deals
and are happy to use English law with an
Istisnah/Ijarah structure.”
And realistically, where does the impetus
come from to use Islamic financing over
conventional options?
“For an international bank the driver
is usually the sponsors involved in the
project,” explained Shibeer. “In the Saudi
market a lot of the major corporates do
expect a certain amount of the financing
they raise to be Shariah compliant. There
are certain investment funds that will only
invest in listed companies that can show a
proportion of Shariah compliant financing;

while if it is a private company often the
owners prefer to do Islamic financings.
For example Alhokair, which is a private
group, has set a strong precedent for
Islamic financing. From an international
perspective, the driver tends to be the
sponsor preference for Islamic financing in
their deals. For Saudi domestic banks the
Islamic market is an important source of
liquidity and of course the government is
keen to diversify funding sources, which is
another factor.”

than putting forward their balance sheet
and lending large amounts of money to
Saudi projects,” noted Shibeer.

So what is the outlook for 2017 in the Saudi
project finance sector?

“However, as projects come onto the
market and people start bidding for them,
I think we will see that change. The point
of using international banks is to bring in
international sponsors for these projects,
and they will bring with them export
credit agency financing, relationship bank
financing, development financing – so it is
important that as the government rolls out
these projects, whatever they are, the deals
are attractive to the international market.

“In terms of actual yield the market is still
quite subdued – we are still in that space
where people are getting familiar with
the market and looking forward to the
Saudi Aramco IPO but to be honest, a lot
of the international banks that have shown
interest in the Saudi market are more keen
on financial advisory type of work rather

“I think that we will see the role of Islamic
finance grow in the project finance sector.
Liquidity will continue to be a barrier to a
certain extent, but as more transactions
come along and more liquidity gets freed
up, Islamic finance is undoubtedly going to
be very important in the drive towards
diversification.”
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Saudi Arabian Islamic Bonds - Bookrunner Ranking - Last 12 Months (rolling)
Pos. Bookrunner Parents
1
HSBC
2
JPMorgan
3
Deutsche Bank
4
Saudi National Commercial Bank
4
Citi
4
BNP Paribas
7
First Abu Dhabi Bank
8
Standard Chartered Bank
9
National Bank of Kuwait
9
Natixis
9
Gulf International Bank BSC
Subtotal
All Saudi Arabian Loans - Mandated Lead Arranger Ranking - Last 12 Months
(rolling)
Pos. Mandated Lead Arranger
Deal Value
No. % Share
($) (m)
1
Samba Capital
1,492
7
10.7
2
Banque Saudi Fransi - BSF
1,463
6
10.5
3
Saudi National Commercial Bank
1,198
4
8.6
4
Arab National Bank - ANB
939
5
6.7
5
Saudi British Bank - SABB
916
5
6.6
6
JPMorgan
792
3
5.7
7
Credit Agricole CIB
608
4
4.4
8
Al Rajhi Capital
595
2
4.3
9
10

Riyad Bank
Citi
Subtotal
Total

586
568
9,157
13,987

3
2
13
15

4.2
4.1
65.5
100.0

All Saudi Arabian Bonds - Bookrunner Ranking - Last 12 Months (rolling)
Pos. Bookrunner Parents
Deal Value $
No. % Share
(Proceeds) (m)
1
HSBC
3,914
4
12.0
2
JPMorgan
3,463
4
10.6
3
Saudi National Commercial
3,360
3
10.3
Bank
3
Citi
3,360
3
10.3
5
Deutsche Bank
3,295
3
10.1
6
BNP Paribas
3,224
2
9.9
7
Goldman Sachs
1,951
3
6.0
8
Morgan Stanley
1,724
1
5.3
8
Mitsubishi UFJ Financial
1,724
1
5.3
Group
8
Bank of China
1,724
1
5.3
Subtotal
27,741
8
85.1
Total
32,610
15
100.0

Deal Value $ (Proceeds) (m)
2,190
1,739
1,571
1,500
1,500
1,500
456
352
295
295
295
11,693

No.
3
3
2
1
1
1
2
3
2
2
2
8

% Share
16.3
13.0
11.7
11.2
11.2
11.2
3.4
2.6
2.2
2.2
2.2
87.1

Saudi Arabian Islamic Loans - Mandated Lead Arranger Ranking - Last 12 Months
(rolling)
Pos.

Mandated Lead Arranger

Deal Value ($) (m)

No.

% Share

1

Saudi National Commercial
Bank

652

3

16.5

2

Samba Capital

611

3

15.5

3

Banque Saudi Fransi - BSF

582

2

14.8

4

Standard Chartered Bank

289

3

7.3

5

Arab National Bank - ANB

254

2

6.5

6

Mitsubishi UFJ Financial
Group

208

2

5.3

7

Saudi British Bank - SABB

201

3

5.1

8

Credit Agricole CIB

172

2

4.4

9

First Abu Dhabi Bank

151

2

3.8

10

Natixis

138

1

3.5

10

Alinma Bank

138

1

3.5

10

Al Rajhi Capital

138

1

3.5

Saudi Arabian Islamic bond volume last 12 Months (rolling)

Saudi Arabian Islamic loan volume-last 12 months (rolling)
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