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SAMA Issues Additional Licensing Guidelines for Digital-
Only Banks in Saudi Arabia

The guidelines are part of Saudi Arabia’s efforts to build out a regulatory framework for an
innovation-based financial technology ecosystem.

On 24 February 2020, the Saudi Arabian Monetary Authority (SAMA) issued additional licensing
guidelines and criteria for digital-only banks in Saudi Arabia (the Guidelines)".

Digital-only banks conduct business mainly through digital channels such as the internet and mobile
applications. The Guidelines are applicable to digital-only banks and are cumulative to SAMA’s Banking
Licensing Guidelines and Minimum Criteria published on its website?.

The issuance of the Guidelines is in line with Saudi Arabia’s concerted efforts to build out a regulatory
framework for and promote the growth of an innovation-based financial technology ecosystem. The

Guidelines establish a licensing avenue of startup fintech-based banks that witness growth in other
markets.

Licensing Conditions
The founders of a digital-only bank must have:

¢ Relevant experience and knowledge in the financial and technology industries

e Financial capacity to set up the digital-only bank

In addition, the applicant to a digital-only banking license must employ a team with the capability and
expertise to discuss any relevant aspects of the application. As part of the application, the applicant will
be required to present:

e A business plan (including an exit plan)

¢ Aninternal capital adequacy assessment plan

e Aninternal liquidity adequacy assessment plan

The Law Office of Salman M. Al-Sudairi, a sole proprietorship, works in cooperation with Latham & Watkins in the Kingdom of Saudi Arabia. Latham & Watkins operates worldwide as a limited liability partnership
organized under the laws of the State of Delaware (USA) with affiliated limited liability partnerships conducting the practice in France, Hong Kong, Italy, Singapore, and the United Kingdom and as affiliated
partnerships conducting the practice in and Japan. Latham & Watkins operates in South Korea as a Foreign Legal Consultant Office. Copyright 2020 Latham & Watkins. All Rights Reserved


https://www.lw.com/en/practices/financial-regulatory

led) § 2 ) o gL il

THE LAW OFFICE OF SALMAN M.AL-SUDAIRI

LATHAM&WATKINS

SAMA may also require the applicant to appoint an independent third-party assessor to perform
assessments on the specific technical areas that concern the digital-only bank’s operations as a condition
precedent to licensing.

The licensing conditions also require the articulation of an exit plan that contains elements of business
continuity and other disruption and failure contingency planning.

SAMA Operational Compliance

A digital-only bank must be set up as a Saudi Arabian joint-stock company, having at least one physical
office to serve as its head office.

Notably, a digital-only bank will be subject to the same set of prudential requirements as conventional
banks. Among those requirements, including requirements in relation to consumer and data protection, a

digital-only bank must:

e Apply SAMA’s Principles of Corporate Governance for Banks Operating in Saudi Arabia

Apply relevant risk management and control policies

e Apply Banking Consumer Protection Principles

e Comply with SAMA'’s Rules of Outsourcing

e Comply with anti-money laundering and counter-terrorism financing requirements

e Comply with the Cybersecurity Framework and BCM Framework.

The Guidelines provide that applicants “should demonstrate the compliance of the AML/CTF regulations
in the fully digitalized environment”. Whilst this appears to open the possibility of a fully digitized KYC and
client on-boarding process — a step that removes one of the most frequent operational hindrances to

efficient digital banking — potential applicants would benefit from more clarity as to the intended scope of
this language.
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If you have questions about this Client Alert, please contact one of the authors listed below or the Latham
lawyer with whom you normally consult:

Salman Al-Sudairi
salman.al-sudairi@lw.com
+966.11.207.2500

Riyadh

Brian A. Meenagh
brian.meenagh@Ilw.com
+971.4.704.6344

Dubai

Khaled Al-Huneidi*
khaled.alhuneidi@lw.com
+971.4.704.6414

Dubai

Homam Khoshaim
homam.khoshaim@Iw.com
+966.11.207.251

Riyadh

*Admitted to practice in Maryland only

You Might Also Be Interested In

Saudi Arabian Monetary Authority Publishes Draft Payment Services Regulation

This article is published by the Law Office of Salman M. Al-Sudairi in cooperation with Latham & Watkins
as a news reporting service to clients and other friends. The information contained in this publication
should not be construed as legal advice. Should further analysis or explanation of the subject matter be
required, please contact the lawyer with whom you normally consult. The invitation to contact is not a
solicitation for legal work under the laws of any jurisdiction in which our lawyers are not authorized to
practice. A complete list of Client Alerts, articles, and other commentaries can be found at www.lw.com. If
you wish to update your contact details or customize the information you receive from us, visit
https://www.sites.lwcommunicate.com/5/178/forms-english/subscribe.asp to manage your subscription
preferences.

Endnotes

' Additional Licensing Guidelines and Criteria for Digital Only Banks in Saudi Arabia. (Feb. 24, 2020) available at
http://www.sama.gov.sa/en-US/Laws/BankingRules/Additional _Licensing_Guidelines_and_Criteria_for Digital-
Only Banks_in_Saudi_Arabia-EN.pdf

SAMA Banking Licensing Guidelines and Minimum Criteria. (Dec. 2018) available at http://www.sama.gov.sa/en-
US/Laws/BankingRules/SAMA_Bank_Licensing Criteria_en.pdf
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