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Background

The new Franchise Law (the “Franchise Law”) of the Kingdom of Saudi
Arabia (the “Kingdom”) was promulgated by Royal Decree M/22 dated
09/02/1441 Hijri (corresponding to 8 October 2019) and will come into
effect in April 2020. The Ministry of Commerce and Investment (“MOCI”),
the ministry in charge of administration and implementation of the
Franchise Law, has been tasked with issuing the Implementing Regulations
(the “Implementing Regulations”) of the Franchise Law by the time the
Franchise Law becomes effective.'

This article provides a brief overview of some of the key provisions of the
Franchise Law.

What is Franchising?

The Franchise Law defines franchising as “the granting by a person
referred to as the franchisor to another referred to as the franchisee of the
right to carry out the activities—subject of the franchising—for its own
account under the trademark or the trade name owned by the franchisor
or licensed to it, providing technical expertise and know-how to the
franchisee and determining the manner of operating the franchised
business, against monetary or non-monetary consideration, which
consideration shall not include the amounts paid by the franchisee to the

franchisor for goods and services supplied.” 2

In order to qualify for franchising, the activity that is subject of franchise
must have been carried on by two persons (who may be the franchisor or
one of its group members) for at least one year, or at least in two different
locations.?

' We will provide a further update regarding the Franchise Law once its Implementing Regulations have been published.

2 Article 1 of the Franchise Law.

3 Article 5 of the Franchise Law.
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The Franchise Law applies to any franchise that is to be implemented in

the Kingdom.* Certain contracts and arrangements are excluded from the

scope of the Franchise Law such as contracts that are regulated by the

Commercial Agencies Law and contracts for the use of trademarks or any

other intellectual property rights in relation to goods and services.®

Mandatory disclosure: The franchisor has now a statutory
obligation to disclose certain information (to be specified in the
Implementing Regulations) to the franchisee before the conclusion

of a franchise agreement.®

Mandatory registration: Franchise agreements must be
registered with MOCL.” The registration procedure will be set out

in the Implementing Regulations.

Terms of franchise agreement: The Franchise Law requires a
franchise agreement to include a number of substantive
provisions.® Among such mandatory provisions is the franchisor’s
obligation to transfer know-how; obligations of supply and
purchase of goods or services from a specific source, the
franchisee's right to grant sub-franchises and consequences of
change of control of either party. The Franchise Law allows the
parties to contract out from a number of such mandatory
provisions which provides the parties with flexibility to make a

contract on terms they like.

Termination rights and compensation: The franchisor may
terminate the franchise agreement in a limited number of

scenarios:®
the franchisee’s breach of contractual obligations;
winding up or insolvency of the franchisee;

suspension by the franchisee of the franchised business
for more than 90 consecutive days;

4 Article 3 of the Franchise Law. The Royal Decree, which promulgated the Franchise Law, disapplied Articles 5 (franchisor
experience required), 6 and 7 (registration and disclosure), 8(2) and 9(2) (franchisor's obligations), 11 (content of franchise
agreement), 17 and 19 (termination and compensation for the franchisor's breach of its disclosure and registration obligations) to
franchise agreements existing prior to the Franchise Law to take effect.

® Article 4 of the Franchise Law.
8 Article 7 of the Franchise Law.
7 Article 6 of the Franchise Law.
8 Article 11 of the Franchise Law.

° Articles 16, 17 and 18 of the Franchise Law.



if the franchisee's conduct poses a risk to public health or

safety;

the franchisee's material violations of laws of the
Kingdom by the franchisee or infringement of the

franchisor’s intellectual property rights; and
other circumstances agreed in the franchising agreement.

Under Article 17 of the Franchise Law, the franchisee is entitled to
terminate the franchise agreement if the franchisor is in material
breach of its disclosure and registration obligations under the
Franchise Law without any liability to the franchisor for such
termination.” Termination of the franchise agreement under
Article 17 has two implications: (i) the franchisor must within 60
days of the franchisee’s demand to re-purchase any asset bought
by the franchisee for the franchised business on the basis of
instructions from the franchisor (irrespective of whether such
assets were bought from the franchisor or third parties); and (ii) the
franchisor must compensate the franchisee “for any losses
suffered in relation to setting up, acquiring or operating the
franchise business in the Kingdom and any other damages

suffered by the franchisee.”"

Change of control: Unless agreed otherwise in the franchise
agreement, any change of control of the franchisee or assignment
of the franchise agreement by the franchisee requires the prior
approval of the franchisor.” The franchisor is not permitted to
withdraw and withhold its consent save in certain situations (e.g.
the assignee lacks sufficient financial resources or the franchisee
owes money to the franchisor).® If the franchisor fails to respond
(within the period to be specified in the Implementing Regulations)
to the franchisee's request to approve a change of control or
assignment, such approval is deemed to have been made by the
franchisor.

't is worth noting that Article 19 of the Franchise Law allows the franchisee to claim compensation (without terminating the
franchise agreement) if the franchisor materially breaches its disclosure and registration obligations.

" Article 20 of the Franchise Law. The re-purchase obligation of the franchisor will also be triggered when the franchisor does not
extend or renew the term of the franchise agreement (Article 20(1)(A) of the Franchise Law).

12 Article 13 of the Franchise Law.

'3 Article 13 of the Franchise Law.



" Article 25 of the Franchise Law.

'S Article 24 of the Franchise Law.

Dispute resolution: The parties may agree on using arbitration,
mediation or conciliation to resolve any disputes regarding the
franchise agreement or the application of the Franchise Law." The
Franchise Law contemplates the establishment of a committee
comprising of three members with jurisdiction over matters
involving violations of the Franchise Law. The committee may
impose fines not exceeding SAR 500,000 for violations of the
Franchise Law.”™ Decisions of the committee can be appealed to
the Board of Grievances which adjudicates claims against the

government.
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