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Abstract

Purpose —This paper examines the extent to which Saudedistompanies report
online information about their corporate governapcactice in light of the guidance
issued by the Saudi Arabian Capital Market Autlygf8ACMA), thereatfter.

Methodology —We adopted a content analysis approach, accordimgtgrporate
governance disclosure index is developed to andhseontent of every company's
website.

Findings — We found that the majority of Saudi listed compa utilise the Internet
to communicate some information about corporateegmance to their stakeholders.
We also found that the level of online reporting amfrporate governance varies
between sectors. In particular, the paper revetiat the banking sector has the
highest level of corporate governance disclosurepaoed with other sectors. On the
other side, companies in the industry and servieetoss provide very little
information about corporate governance on theirsiteb. The results suggest that the
nature of control over the sector, the involvenwgovernment in the ownership and
management of businesses and some social assumgboild have an impact on
companies' decision to disclose online informatimout their corporate governance
in developing countries.

Practical implications - The importance of investigating online reportig
corporate governance in Saudi Arabia emerges fhanfidct that SACMA published a
guidance in 2006 that recommends the disclosurecarfporate governance
information by Saudi listed companies. Therefareyould be worthwhile informing
SACMA about the extent of compliance with the guicka of corporate governance.
This is essential taking into consideration twagaérst, the recent remarkable grown
of the Saudi stock market which was accompaniediggificant increase in the
demand for additional information by stakeholdses;ond , the recent increase of the
utalisation of the Internet by companies for disal@ purposes worldwide. Further,
the results of this research study could add to lonited knowledge about the
practice of corporate governance in developing ttes)

Originality/value — This paper contributes to the limited literature disclosure
practices in developing countries in general andaudi Arabia in particular. Our
review of the literature revealed that there isshaly to date on online disclosure of
corporate governance in Saudi Arabia and very éichitesearch has been carried out
in developing countries in general. This is impottdaking into consideration
environmental factors of developing countries, whtould bring different sight in the
issue of the disclosure of corporate governance.

Keywords: Online disclosure; voluntary disclosure; corpoigagernance; content
analysis; developing countries; Saudi Arabia



1. Introduction

This study is an attempt to assess the extent tmwhwBaudi listed companies
voluntarily communicate corporate governance infmion over the Internet to their
stakeholders. It also explores the extent to whocline reporting of corporate

governance varies between Saudi listed compangesding to their sectors.

This research is motivated by a number of obsemmati First, SACMA issued a
guidance that recommends all listed companies solale corporate governance
information to the public. Therefore, it would beomthwhile informing SACMA
about the extent to which listed companies comply the new guidance and the
potential factors that explain differences in compa compliance. Second, research
on corporate governance in the business environrokmteveloping countries in
general and in that of Saudi Arabia in particutalimited. The review of the literature
suggests that not only there are few papers rdsagrahe issue of corporate
governance but also all of them approach the ibgudescribing the state of corporate
governance from an official regulation perspectorefrom a perspective of what

should the practical applications of the principdésorporate governance be.

Finally, researching the utilisation of the Intern® report information about
corporate governance is meaningful taking into meration arguments such as that
online reporting is more comprehensive than angrofiource of reporting, provides
companies with opportunities to voluntarily dis@dosimely information, gives
companies more flexibility in terms of the naturedaquantity of the reported
information, and helps companies to decrease tbe afodisclosure. The results of
this research should give insight about the pasitdd companies in developing

countries in the utalisation of the Internet to commicate with their stakeholders.



A corporate governance disclosure index is develdpeanalyse the content of every
company's website to identify whether corporateegoance information is disclosed
or not. We found that the majority of Saudi listedmpanies use the Internet to
communicate with their stakeholders. Our findingsoasuggest that the level of
online reporting of corporate governance variewbeh sectors. In particular, we
found that the banking sector has the highest lefvebrporate governance disclosure
compared with other sectors. On the other side pammes in the industry and service
sectors provide very little information about caigte governance on their websites.
The results suggest that the nature of control alersector, the involvement of
government in the ownership and management of bssas, and some social
assumptions could have an impact on companiedudsdtito disclose online

information about their corporate governance ineligping countries.

The paper is organised as follows. Section 2 pes/@ background on the context of
corporate governance in Saudi Arabia. Section &wey the literature of corporate
governance and online reporting, particularly ia thgion. Sections 4 and 5 describe
the research methodology and data. Section 6 seffwetdescriptive analyses and the
main findings. Section 7 concludes the findings aufjgests lines for further

research.

2. Corporate Governance Practice in Saudi Arabia

As this paper aims to assess the extent to whiclliS&sted companies voluntarily
communicate corporate governance information ovee {internet with their
stakeholders, this section provides a general gser of the environment of the

Saudi businesses practices. This description i®itapt in understanding the Saudi



practice of corporate governance in general, anglfxing the findings of this study

within its context, as well as other environmenihwsimilar characteristics.

Several environmental factors affect Saudi busemgsactices and it is difficult for
this research to deal in detail with all these dest Instead, it will consider some of
the most important environmental factors, as sugdeby the literature. The main
environmental factors that are more related topteetice of corporate governance
and will be discussed in this section are someacsyé the political, economical and
social systems. The discussion of these envirorathéattors will be followed by a
discussion of the 1965 Company Law that reguldtesptractice of Saudi businesses

and the guidance of corporate governance isSUS&RBMA in 2006.

The environment of the Saudi business practicegsses some characteristics of free
market found in the western countries, but difiersome critical aspects. The early
stage of the political, economical and social depelents in the country makes the
environment of the Saudi business practices smmfly different from that of the
developed countries and most similar to that ofdeeeloping countries in general

and that of the middle eastern countries in padrcu

The political system of Saudi Arabia is a monardigaded by the King. The Basic
Law of Government, which was introduced in 1992, censidered to be the
constitution of Saudi Arabia (Economist Intelligent/nit 2003). There are three
legislative bodies, within the political system,vhathe authority to initiate and/or
approve policies, regulation or rules: the Courafil Ministers, the Consultative
Council, and various individual Ministries. Theree also various groups or parties
influence major political issues and the developmeh regulations. The main

influencing groups are the royal family, Islamidslars, state officials, tribal leaders



and businessmen; all of whom have different intsraad different powers depending
on the importance of the issue to their interestd affairs (Al-Amari 1989; Al-
Rumaihi 1997; Aba-Alkhail 2001; Economist Intelligee Unit 2003; Al-Nodel

2004).

As an Islamic country, the legal system of Saudibda is derived from Islamic law
(Shariah; Algur'an Alkareem and Sunna Alsharifard coded laws for a number of
specific fields, such as commerce, tax and labdi#Amari (1989) reported that

Islamic law prevails in legal disputes, in caseatflictions.

Saudi society is heavily influenced by its Arabieritage and Islamic values (Al-
Rumaihi 1997; Aba-Alkhail 2001; Al-Nodel 2004). Tbaly practicing religion in the
country is Islam, all Saudis are Muslim, and thartoy is considered to be the center
of most Muslims. Al-Rumaihi (1997) described Sasdciety as characterised by the
impact of the personality and power of particuladividuals and the role of family
and friend relationships over regulations, privéegiven to personal relationships
over tasks, and the existence of a high level afesy. The country’s strongest
income and political system enable the governmeritatve an impact on the life of
Saudis, such as education, health and life stylee Gountry’s 2006 GDP, GDP
growth rate and Nominal Per Capita are presentdalote 1.

Insert Table 1 here

The economy of Saudi Arabia is an oil-based econatmreas government exercises
strong controls over major economic activitiegpdssesses 25% of the world's proven
petroleum reserves, ranks as the largest expoftpetooleum, and plays a leading
role in OPEC. Worldwide oil prices and productioolumes strongly affect Saudi

economy. Since the discovery of oil in 1938, oiverue represents the biggest



contribution to the economy. In 1990s, it accourftgdaround 35% of nominal GDP,
about 75% of government revenues, and 85% of expeceipts (Economist
Intelligence Unit 2003). Table 2 presents the cousit budgetary revenues,

expenditures and net surplus (or deficit) for tut three years.

Insert Table 2 here

Due to the increase of the importance of oil, agldvade commodity, in the

seventies of the last century, the country obsemnegrecedented increase in its
income, which in turns led to developments in ddfe aspects of the country's
businesses practices such as establishments tkjork companies, developments of
structures of companies, and issuance of regukafionbusinesses and professional

(Basher and Sadorsky, 2006).

Nevertheless, the current business practice of iSaudpanies is still much beyond
that of the developed countries. Noticeable featwfethe current practice of Saudi
companies are the domination of family busines#ies,deep involvement of the
government in the private sector, and the existeh@number of foreign-owned and

controlled companies based on joint venture agraeweith domestic companies.

The domination of family businesses type in Saudhbfa is argued by Al-Nodel
(2004). He explained that joint-stock companiesraspnt only 1.14% of the total
number, and account for less than 40% of the tatpital of the registered businesses.
The explanation for the domination of family busises type in Saudi Arabia was
given by Al-Rehaily (1992) who argued that the eases in world oil prices and
Saudi production of oil during the 1970s, reachitgy peak in 1980, created a

significant number of middle-class people who waivated to establish their own



business. Some of these businesses have growmnificsintly all over the country,

but the ownership-structure of these businessa&dlidominated by families.

The existence of a number of foreign-owned androiatl companies based on joint
venture agreements with domestic companies anthtisdvement of government in
businesses represent another significant featutheofSaudi private sector (Presley
1984; Aba-Alkhail 2001). Al-Rehaily (1992) assertdtht foreign investors mostly
use joint venture form to carry out business witBiaudi Arabia. In this regard,

Presley (1984: p.27) stated:

The identification of the private sector in Saudraia is not as
straightforward as it is in many other countries.i$ complicated by two
important features: by the operation of a great hemof private foreign-
owned and controlled companies working in the cgunbe majority in joint
venture agreements with domestic companies anandedy the partial
involvement of the government in many industrieaking the division
between public and private sectors difficult toimef

The 1965 Company Law regulates the practice ofnessies in Saudi Arabia. It sets
conditions for establishing businesses, describedegal framework for businesses,
and requires the publication of annual financiatesnents audited by an independent
party (see also Al-Rehaily 1992; Aba-Alkhail 2004daAl-Nodel 2004). In other
words, articles of the 1965 Company Law sets candht for several aspects of
businesses such as legal frameworks through whigineéss companies can be
established, the registration requirements, minincagital to be maintained, number
of partners, number of directors, accounts, thaiahaudit of the accounts and so on.
Shinawi and Crum (1971) asserted that the origithef1965 Saudi Company Law
goes back to the British Companies Act of 1948.1idaf1983) reported a similarity
between the 1965 Saudi Company Law and the UK iastged in 1948, 1967 and

1976. It is difficult for this research to discusdkthe aspects of the 1965 Company



Law; however, the legal frameworks of businessektha reporting requirements that

are set by the 1965 Company Law will be discussesthort.

With respect to the legal frameworks of businesges 1965 Company Law provides
several legal frameworks through which businesaasbe established such as general
partnership, joint venture, joint-stock companymited liability Company and

cooperative comparty.

The 1965 Company Law also sets the reporting rements of businesses. It requires
the issuance of a balance sheet, a profit and d&ssunt, and a report on the
company’s operations and financial position evesydl year. It further stipulates that
all corporations and limited liability companies shissue annual financial statements
audited by an independent auditor licensed to jpeddy the Saudi Ministry of

Commerce and Industry.

The stock market of Saudi Arabia is underdevelogmien1984, the Royal Decree
No. 81230 was issued as an attempt to officially reiguilae stock exchange (Abdeen
and Dale 1984; El-Sharkawy 2006). Under this Rdyatree, the Saudi Arabian
Monetary Agency (SAMA), thereafter, was given atteantrol over the stock

exchange through national commercial banks.

! General partnership is a form of business fornediathen two or more persons are
engaged in business and they are jointly and skyvdi@ble for business debts. A

joint venture is an association of two or more pesswhere third parties are not
aware of the association. Joint-stock companyasdigular form of corporation, with

capital divided into equal shares without namingrsholders, who are liable only to
the extent of the value of their shares. Limiteddility Company is composed of at
least two but no more than fifty partners liable floe company’s debt, each to the
extent of his or her contribution to the comparoapital stock. Cooperative company
is a form of business that might be formed betwagpint-stock company and a

limited liability company to carry out a specifioaperative purpose.



The significant change was in 2003 when the Sawudbian Capital Market Authority
(SACMA), which took responsibility of controllinghé exchange of Saudi stocks
from SAMA, was established (Ramady 2005). This a@sompanied by the use of an
inclusive electronic stock exchange system call@dAWUL that enabled online
trading of stocks, electronic investment accoumtsteiad of manual traditional
accounts, and access of easy and more informabiontdisted companies and the
market (Ameinfo 2006). This period observed sigaifit changes with respect to the
number of listed companies or market value. TaB)ecOmpares some key numbers

of the Saudi stock market between 1996- 2005.

Insert Table 3 here

Due the sharp decrease of the Saudi stock mark#06 which resulted in a loss of
about 45% of its market value, dropping its indexL1,141.04 at the end of 2006 as
compared to about 20,100.40 for the same peric2006, resulting in a significant
losses for Saudi investors, SACMA intensified itfoes to provide fairness in the
trading of the Saudi stocks. Among these efforts tix@ issuance of the guidance of

corporate governance for listed companies.

The guidance provides recommendations of the @&itéor the best corporate
governance practice that listed companies shoulths®. It has covered to some
extent the main five principles issued by the Oizmtion for Economic Co-operation
and Development (OECD) which are the rights of shalders, the equitable
treatment of shareholders, the role of stakeholdecsrporate governance, disclosure

and transparency, and the responsibility of thedo&directors.

Under the SACMA guidance of corporate governariseed companies are required

to report to SACMA about their compliance with @ré@eria of corporate governance

10



or reasons for incompliance if any. The reportogtains, for example, the board of
directors’ functions, responsibilities, formatiooommittees of board of directors,
audit committee, nomination and remuneration cone®jtmeetings of the board and

remuneration and indemnification of board membBers.

Finally, it should be noted that SACMA asserts tihat criteria for the best corporate
governance practice mostly constitutes the guigimggciples for all listed companies

unless any other regulations, laws or rules recguch requirements.
3. Literature Review: Corporate Governance & OnlineReporting

Although corporate governance has been the subpecan extensive research in
developed countriéslimited research has been carried out to invattithe issue of
corporate governance in business environment aéldping countries. Furthermore,
those limited studies approach this issue desthbestate of corporate governance
from an official perspective or from a perspectiok what should the practical

applications of the principles of corporate goveaebe.

For example, Al-Motairy (2003) explored the statecarporate governance practices
in Saudi Arabia. He reviewed different regulati@misbusiness and profession in the
country such as the company law, stock market faxejgn investment law and other

professional regulations. He concluded that thera vital need for (1) a review of

2. Detailed information about these regulationsissussed in the following articles (SACMA, 2006):
Article 9: Disclosure in the Board of Directors’ [et; Article 10: Main Functions of the Board of
Directors; Article 11: Responsibilities of the BdarArticle 12: Formation of the Board; Article 13:
Committees of the Board; Article 14: Audit ComméteArticle 15: Nomination and Remuneration
Committee; Article 16: Meetings of the Board; Aléid 7: Remuneration and Indemnification of Board
Members.

3 Examples include UK (see, for example, Demirag 1¥&amel and Willmott 1993; Writer 2001;
Vinten 2001), Netherlands (Groot, 1998), and Can@&llaumi and Gueyie, 2001). Other researchers
compared corporate governance practice betweenageek countries. For instance, Vinten (2000)
compared corporate governance practice betweenrdiU&. Another comparative study is Charkham
(1994), which found significant differences in tberporate governance practices in five countries:
Japan, Britain, France, the United States and Ggrma

11



these regulations to reflect the current practicesorporate governance, (2) the
issuance of guidance for best practices for managemand financial affair in
corporations and (3) the establishment of an osgdion to accelerate the adoption of

best practices of corporate governance.

Similarly, Fouzy (2003) evaluated the practices@fporate governance’s principles
in Egypt. He recognised the development in EgypaHitial regulations toward the
application of best practices of corporate goveteaie then argued that in practice

Egyptian companies do not meet these developmantgé.

Another example is a study by Oyelere and Moham(2605) that investigated the
practices of corporate governance in Oman and how being communicated to
stakeholders. They recommended enhanced regulaidncommunication for the

Omani stock market to keep pace with the internatidevelopments.

Finally, a research paper by the Centre for Intgwnal Private Enterprise (CIPE)
(2003) examined the corporate governance praatideur Middle Eastern countries
(Egypt, Jordan, Morocco, and Lebanon). It found tt@porate governance practice
is approached differently by each country dependingthe sophistication of the
financial market in the country. It further proveleseveral recommendations to
improve the application of the principles of comer governance in the region as a

whole.

The conclusion of these research studies is tHagti@r regulation of the corporate
governance in the region is critical in order torease the public confidence in the
regional financial markets. We further argue thabmmunication of such corporate
governance to the interested parties is importmntyell as the regulations itself since

the aims of the regulations would not be approachelgss the fundamentals of

12



corporate governance practice are communicatethkelsolders whose confidence is
important for the development of regional financrakarkets. One modern and
effective device of disclosure of corporate govansinformation to stakeholders is

the Internet

A review of the literature suggests that onlineoréipng of financial information was
the subject of most research investigating regia@hpanies' utilisation of the
Internet to report information to stakeholders sashin Egypt (Mohamed 2002;
Metwali 2003; AlDeesty 2004; Aly et al. 2008); Jord (Al-Htaybat and Napier
2006); Saudi Arabia (Tawfik 2001; Al-Jaber and Moleal 2003; Al-Saeed 2006);
Oman (Oyelere and Mohamed 2005); GCC Countriesa(ls?02). For the purpose
of this research, we will review the key articlaattare related to the online reporting

in Saudi Arabia.

Tawfik (2001) surveyed 69 joint-stock companieSaudi Arabia. He found that only
six companies use the Internet for reporting aoduficial information. He also revealed
that information about companies’ products was thest common information

available on Saudi companies' websites.

Al-Jaber and Mohamed (2003) compared the Interaporting in three regional
countries (Egypt, Saudi Arabia and Kuwait). Thewrfd that there are some
variations in the online reporting practices amangse countries. They also found
that companies’ products was the main concern fdin® reporting by these
countries, whereas financial information was theosd type of information reported
on the internet. They concluded that regional camgsaare still beyond in the use of
the Internet to report their financial informatiom comparison to companies in

western countries due to the nature of the teclgyadevelopment in the region.

13



Recently, Al-Saeed (2006) explored the practiceghefonline reporting by 46 Saudi
companies from three sectors: industry; cementagnidulture. He found that only 40
companies have websites, and companies from therdesector were the better off
with respect to the use of the Internet for repgrtfinancial information. He also
found that company’ size and profitability were réfggant factors in determining
Saudi companies’ use of the Internet reporting.nWéspect to the content of the
online reporting, he asserted that general infaonatbout the company and its

products were the most frequently reported inforomat

To conclude, describing the state of corporate garece, whether from the official
regulation perspective or from the perspective dhatvshould the practical
applications of the principles of corporate goveg®be, would not provide sufficient
evidence about the corporate governance practitikeimegion. The communication
of such corporate governance to the interestedepad crucial since the aim of the
regulations is to increase the public confidenc@énancial markets. This would not
be approached unless the fundamentals of corpagateernance practice are
communicated to stakeholders. One important disctbosnechanism for effectively
communicating corporate governance information takeholders is Internet.
Unfortunately, the utilisation of Internet to commicate information about
companies' corporate governance practice to stédeisois under researched,
particularly in developing countries. Therefore,r ogstudy aims to answer the

following research questions:

1- To what extent do Saudi companies use the gitdon communicate with their
stakeholders regarding their corporate governancacpce?

2- To what extent does the online disclosure ompa@te governance information
vary between sectors?

14



4. Research Methodology

To examine the extent to which Saudi listed comgmméport corporate governance
information online, we used the content analysisragach to identify the types of

information appears in companies’ websites. Th@smates of using this approach
are: first, it enables us to search directly at mhest current information on the
websites, hence, to look at a central aspect adlsoemmunication. Second, it relies
on the most efficient and common media of commuidnabetween companies and
the public. It also allows both quantitative andalifative analyses. To explain, it
allows identifying the content of every website lifjafively then calculating the

disclosure score for each company to perform gtaivie analyses. Finally, it enables
us to cover all Saudi listed companies, which wobéddifficult by using another

method such as interviews.

We carefully reviewed corporate governance discdterature to select disclosure
items that Saudi companies might disclose onlinee Key articles we reviewed
include Andersson and Daoud (2005); Oyelere andaviwd (2005) and Aksu and
Kosedag (2006). Reviewing these articles gave lisg af disclosure items. To select
our final list of the disclosure index, we compatki$ list of items with those items
recommended by SACMA corporate governance regustidhis allowed us to
crease a disclosure index applicable to Saudi corepaTable 4 shows our disclosure

index.

Insert Table 4 here

Once the final list of corporate governance disalestems was identified, we used
the un-weighted scoring approach in creating tlseldsure scores for each company

in our sample. Disclosure scores were calculatefol®wvs. First, an appropriate

15



score was allocated to the company if its webstetained a particular piece of
information. These scores represent the partialescdn other words, we allocated a
score of 1 for the presence of a corporate govemdisclosure item and a score of O
otherwise® Second, individual scores were then aggregatedairtotal index, which

summarises the overall quantity in a single number.

Since our paper used a disclosure index to mediserextent of corporate disclosure,
which was not amenable to be measured directlyusexl two methods to cross-

check/validate the disclosure scoring process.

First, because the companies' websites were vidttdieen October 2005 and
January 2006, these websites were revisited a@og period of time. In particular,

companies’ websites were revisited again in Ma@bd62and June 2006 as a validity
check. The resulting corporate governance disafosaore for each company from
the second and third time phase coincided exadtlly those calculated at the first
time round. In the case of companies whose webaiges under construction, it was
confirmed that they were still under constructign to the end of June 2006. This
provided assurance of stability of the coding mdthised in our paper. Second, all
companies’ websites were independently coded byirtsteresearcher and the second
researcher. The correlation between the resultdugexr by the first and second

authors was above 95%.

“ Our paper focuses on the presence or absencetainc@formation on companies’ websites. It does
not measure the qualitative dimension of the caf@orgovernance issue, which refers to the
meaningfulness of corporate governance disclostime; quality of corporate governance and the
effectiveness of corporate governance. This is imx&audi companies are still at an early stage of
implementing corporate governance regulations aedimd it very difficult — at the current stage- to
gain further information about the quality of corat® governance through other research methods like
questionnaires and interviews.

16



5. Data

Data is collected from Saudi listed companies’ \iteksbetween October 2005 and
January 2006. Our preliminary sample was basedl @aadi companies listed in the
Saudi Stock Market in January 2006. At that tintes total number of companies
listed in the Saudi Stock Market was 77 represgnight sectors: agriculture,

services, cement, industrial, banks, electricééctammunication and insurance.

We used TADAWUL® website @www.tdwl.ne) and Google website

(www.google.corn to access every company's website. We delete@ smmpanies

from our analysis for a number of reasons. Firg,deleted companies that have no
website (11 firms). Second, we deleted one comphay has a website under
construction. Finally, we deleted another compdrat has a restricted website. This

reduced our sample to 64 companies (see Table 5).

Insert Table 5 here

6. Descriptive Analysis & Main Findings

The descriptive analysis suggests that the majmftySaudi companies use the
Internet to communicate corporate governance indtion to their stockholders. It
also shows a variation in corporate governancenenteporting practice among
sectors. In particular, it reveals that banks htaeehighest level of online reporting of
corporate governance information. The correlati@wieen the level of corporate
governance online disclosure and the banking segpa is statistically significant.

The results are discussed in details below.

> TADAWUL is a semi-governmental organisation responsibilexecuting stock exchange.

17



6.1 Companies' Utalisation of the Internet to RepdrCorporate Governance

Table 6 shows the disclosure score for each compaayr sample. It describes that
the majority (71%) of Saudi listed companies (4énpanies) are disclosing online
information about their corporate governance, imparison to (28.1%) of Saudi

companies (18 companies) that are not disclosing iaformation about their

corporate governance on their website. Ten of thesganies are from the industrial
sector, six from the service sector, and one compam each of the cement and
telecommunication sectors. The range of disclosaes for companies that are
disclosing online information about their corporgte/ernance is between 1 and 25.
Of these companies, four companies in the industgator and one in the cement

sector have the lowest disclosure score.

Insert Table 6 here
With respect to the nature of the corporate govereainformation that is more
frequently reported by the majority of companiesdetail information about the
names of the board of directors and informationualmwnership. Companies with
disclosure scores between 6 and 8 provide detaifedmation about names of the
board of directors, managers’ team, number of baadtings, and detail information
about remuneration of the board of directors. Fanganies with disclosure scores
greater than 8, we observe that these firms promdee detail information about
corporate governance and some provide it in monm@db expression. For example,
looking at Bank Aljazira Annual Report 2005 whichavailable online at the bank
website, one can observe a comprehensive corpgmternance information been

reported’

® Such as Application of internal controls, Applioat of transparency policy, Number of board
meeting, Board responsibilities, Number of NEDs @i in the board, Name of the chairman of the

18



Only three companies in our sample have supplieddantified section entitled
“corporate governancein their websites. One of these is an industgampany,

Zamil Industrial Investment Co., and the others @alated to the Banking sector
(Bank Aljazira and National Arabic Bank). These @amies have the highest

disclosure scores (20-25 corporate governance jtems

The rest provide information about their corporgt&ernance either in theAbout
us’ section or in the company online annual repodr Example, one can see the
names of directors in the first two pages of thauah report for these companies,

while their remuneration appears in the incomeestant.

6.2 Variations between Sectors

Table 7 shows the descriptive analysis for all @sctlt reveals that the minimum
corporate governance disclosure score is betweand02, while the maximum is
between 4 and 25. The banking sector has the highean (8.2) and median (6)
disclosure scores compared with other sectors. iShikie to the fact that all banks
report at least one piece of corporate governamoennation and Bank Aljazira and
Arab National Bank have the highest disclosureescar this sector as well as among

the whole listed companies.

Insert Table 7 here

board, and no. of meeting attended, Names of mendiehe board and no. of meeting attended, Name
of the CEO, Executive committee — number of membErecutive committee — responsibilities, No.
of Executive committee meeting per year, Names efmbers attended the Executive committee the
number of meeting previously attended, Remuneratibmttending committee meeting — member,
Remuneration of attending committee meeting — CE@Jit committee — chairman, Audit committee
— responsibilities, Audit committee — number of nbems, Audit committee- number of independent
members, Audit committee —number of meetings, Nawlesnembers attended audit committee
meeting and the number of meeting previously atdnthternal control procedures.
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The insurance sector has the second highest mgaan{b median (5) disclosure
scores. The possible explanation for these higbestes for the insurance sector is
that the insurance sector is under direct contft@AMA, similar to banks, so such
tight control might play roles in enforcing insucancompanies to disclose online

information about their corporate governance.

The agriculture sector with a mean of 4.4 and aiamedf 4 comes as the third highest
disclosing sector of information about their cogtergovernance. There are two main
factors that could have an influence on the agucelsector's online disclosure of
corporate governance. First, the long establishmérthe sector in the country is
likely to have helped agricultural companies totdretapply the requirements of
corporate governance. Second, the similarity of ¢benpanies in the agriculture
sector with regard to their size and capital stiectcould also create incentives for
them to disclose online information about theirpmoate governance. This is evident
by the relatively low variation among companieshis sector, as table 6 suggests the
minimum corporate governance disclosure scorel@iagriculture sector is 2 and the

maximum is 8, representing the lowest variatiorhmieach sector.

In the other side, service and industry sectore g lowest means (3.4 and 4.2) and
medians (1 and 1) disclosure scores compared thér gectors, respectively. This is
supported by the fact that the two sectors corggnificant number of companies
with disclosure score of zero, 10 companies inndastry sectors and 6 companies in

the service sector as shown in table 6. The passiplanations for these results are

20



the nature of the capital structure and the degplvement of government within

these sectors.

In fact, significant numbers of companies in theéustry and service sectors are small
in terms of their capital and shareholders. Fomgda, Jarir Marketing Co, Tihama
Advertising, and SIEC from the service sector &aaidi Ceramics Co., Filling &
Packing, and Saudi Daifyom the industry sector have an average of SRO228)00

in capital and an average of 22,800,000 sharel®ldbich are small, in comparison
to the averages of the Saudi stock market of aB#ut650,000,000 in capital and
65,000,000 shares. The impact of companies' cagitatture on their attitude to
report information to their stakeholders has alserbsuggested by the literature (Al-

Saeed 2006).

Another possible explanation for the reluctanceahpanies in service and industry
sectors to disclose online information about tle@irporate governance is the deep
involvement of Saudi government in the ownershigl ananagement of some
companies in these two sectors. This is evidenthey participation of the Saudi
government in the ownership and management of compasuch as Saudi
Automotive in the service sector and SABIC Co., @asnd SPIMACO in the
industry sector. The deep involvement of the Sgediernment in the private sector
has also been affirmed by several researchers asidAresley (1984), Al-Rehaily

(1992) and Aba-Alkhail (2001).

Finally, the cement, telecommunication and eleatsectors have relatively moderate

scores with respect to their willing to disclosdia information about their corporate

" This paper does not intent to hypothetically thst factors that could affect Saudi listed compsinie
attitude to report information about their corpergbvernance, however, that does not prevent us fro
logically referring to them as explanations for €indings as long as they are suggested by theegbnt

of Saudi businesses or the literature.
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governance as shown in table 7. No significant olag®n can be suggested for

companies fall in these three sectors.

Table 8 states the correlation analysis betweeriadisre score and the eight sectors
in our sample. It suggests that the banking selcés a positive correlation with
disclosure scores and this correlation is sigmnificst the 5 percent level. On the other
hand, other sectors have insignificantly negative positive correlations with
disclosure scores. This is consistent with the rij@see analysis reported above and
suggests that Saudi sector types are linked wihréiporting patterns of corporate

governance information.

Insert Table 8 here

6.3 Discussion of the Results

The majority of Saudi listed companies utilise ingt to report online information
about their corporate governance, they, howevdierdvith respect to the quantity,
and nature of the information reported and the owetbf reporting from very little
and informal to sophisticated, formal and extensemorting. The most frequent piece
of information reported by most companies relateshe personnel involved in the

company whether in the company's management orrswipe

The reporting of personals involved in the managenoe own significant shares of
the company is likely due to the nature of Saudietg which is characterised by the
impact of the personality and power of particuladividuals, and the role of family
and friend relationships over regulations, andil@@e given to personal relationships

over tasks (Al-Rumaihi 1997).
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In this type of environment, companies are morelyiko be motivated to report the
piece of corporate governance information thattesldao personnel involved in the
company rather than that relates to policies, @gns and laws because information
about personnel is more understandable, believabte appreciable by the Saudi

society than the information about policies, regates or laws.

The results also suggest an existence of variati@tween sectors with respect to
their online reporting of corporate governance rimfation. It reveals that banks are
the most willing Saudi businesses to report onilifermation about their corporate
governance; in contrast companies of industry andice sectors are the least willing

businesses to report information about their cafgogovernance.

The expansion of Saudi banks, the use of new téapies and the regulations and
guidance on banks corporate governance from th@sl€B now are the potential
factors that drive Saudi banks to extensively uderhet as a disclosure mechanism
for communicating corporate governance informattontheir stakeholders. This
finding is in line with the suggestion of the ligure. Previous studies have suggested
that corporate governance in the banking sectodemeloping countries is an

extremely important issue (Arun and Turner, 2004).

To explain, Saudi stock market is still underdepelb and Saudi banks have been
(are still) the key player in the Saudi financigé®m as they are considered the most
important source of finance for the majority of imiduals and companies, and the
main depository for the economy’s savings (G-2003)0 At the beginning of the
1990s the Saudi banks had expanded their braniclexjuced stronger management
methods and new technologies, raised new capit@kaved their profitability and set

aside large provisions for doubtful accounts (GZI5).
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Regulators, also, intensified their efforts to eettontrol this sector. Accordingly, a
number of regulations have been issued to ensuak tths important sector is
effectively directed and controlled. The main pwoof these regulations and
requirements is to organise and control the relah@ps and responsibilities between
the board, management, shareholders and othearglstakeholders within a legal
and regulatory framework (Al-Sayari 2007). Exampbésthese regulations include
the”"Powers and Responsibilities of the Board ofeDtiors of Commercial Banks in
Saudi Arabia “issued in 1981, the guidance docunssoted in 1996 on the role of the
Audit Committee of the Board and the circular” Qfiedtions and Requirements for
Appointments to Senior Positions in Banks license8audi Arabia” which is issued

in 2004.

In contrast, factors such as the deep involvemégbwernment in management and
ownership, the nature of capital structure and dize of some companies in the
service and industry sectors could have influertbedconcern of the management of
these sectors' companies to utalise Internet trr@mpformation about their corporate

governance.

The deep involvement of Saudi government in thegpei sector presents an important
feature of the context of Saudi businesses prac(see for example, Presley 1984;
Aba-Alkhail 2001and Al-Nodel 2004). This is partiatly observable in some energy
and petrochemical companies (industry sector) antesransportation and real estate

companies (service sector).

This involvement of government in the ownershigtledse companies could provide
the management of these companies negotiable patierstakeholders such as

financer or shareholders that exceed the power dvardages of online
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communication of information of corporate goverreaupractice. This is reasonable
taking into consideration the nature of the develept in the country with respect to
its political and economical systems and the ercsdeof a high level of secrecy (Al-

Rumaihi 1997).

7. Summary and Conclusion

The study aims to explore the extent to which Séstdid companies report corporate
governance information online. It also examines #xtent to which corporate

governance online reporting varies between secformntent analysis approach was
used to examine the content of each company's tesb&lased on a list of corporate
governance disclosure items, we identified theldssze score for each company. We
also identified the mean and median disclosureesciar each sector and carried out a

correlation analysis for each sector type withréporting score for each sector.

This study concludes that the aspects of the Saadiety, as suggested by the
literature (see for example, Al-Rumaihi 1997), hare influence over the type of
voluntarily reported information of corporate govance. It argues that the majority
of Saudi companies utilise the Internet to commateiccorporate governance
information to their stockholders. They, howeveffed with respect to the quantity
and nature of the information reported and the owtbf reporting from very little

and informal to sophisticated, formal and extenseporting. The most frequent piece
of information reported by most companies relateshe personal involved in the
company whether in the company's management or raipe This is more likely

due to the social aspects of Saudi society thah#acterised by the impact of the
personality and power of particular individuals athe role of family and friend

relationships over regulations, and privilege git@mpersonal relationships over tasks
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(Al-Rumaihi 1997). In this type of environment, anmation of personals is more
understandable, believable and appreciable by twety than information of

policies, regulations or laws.

The study also shows a variation in corporate geMere online reporting practice
among sectors. It suggests that some environméttdrs such as the nature of
control and the deep involvement of the governmientthe management and
ownership could have different impacts on thewadt of companies' to report online
information about their corporate governance. Intipaar, our findings show that

banking sector has the highest level of online a@ate governance information. The
correlation between the level of corporate goveteaonline disclosure and the
banking sector type is statistically significantheBe results are in line with the
suggestion of the literature as the banking sastan extremely important device of
the economic growth and is the most important sowicfinance for the majority of

companies; therefore, it is more regulated than ather sector and has more

incentives to report their corporate governanceaenl

The involvement of the government in some businesthe other side, could provide
some safeguard or protect that could make compamiasagement less willing to
report corporate governance information online @vedoping countries, particularly

which are in an early stages of political and ecoical systems.

The main limitation of the study is that we did romver the whole market so the
sample may not be representative of the populatibrSaudi companies. This,
however, is justified by the nature of the studyick relied on the availability of
companies’ websites. So companies that are naided in our study are more likely

to have either no website, with a website understtantion or the access to the
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information in their website is restricted. This @gident by checking the type of
companies, which are not included. We found thasehcompanies are in general
small and less likely to use the online reportingevertheless, a study with a large

number of companies is needed for future research.

Our study focuses on corporate governance onlipertieg practice by Saudi listed
companies and the extent to which this practicaesabetween different sectors.
However, beside sector type, there are other datants of corporate disclosure such
as the intention to raise external finance, firmesiprofitability, listing/cross listing,
gearing and auditor type need an extensive invaghig So, it would be interesting to
examine the determinants of corporate governandeeorreporting of Saudi
companies. This study also suggested some impacictdl assumptions on corporate
governance disclosure; therefore, we believe thagstigating such assumptions in an
extensive research using a different research rdethd/or in a different environment
is worthwhile. It is also interesting to examine #geconomic consequences of this type
of reporting, e.g. the extent to which corporateegnance reporting provides value-

relevant information for investors.
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Table (1): Saudi GDP, GDP growth rate and Nominal Br Capita in 2006

GDP Growth at constant prices of

1999 (billion us $) 213.04
GDP growth 4.3 %
Nominal Per Capita (2004) $ 16,744

SourceWikipediawebsite (2008).

32



Table (2): Saudi Arabia budgetary revenues, experiires and net surplus or
deficit 2005-2007

ANNUAL GOVERNMENT BUDGETING (ESTIMATES )
MILLION SAUDI RIYALS ($1=3.75 SR)

Total Oil revenues Non-oll Total (Deficit)/
revenues revenues | expenditures Surplus
Amount | Amount] % | Amount| % Amount Amount

2005| 280000 | 220000 79% 60000 | 21% 280000 0
2006| 390000 | 320000 82% 70000 | 18% 335000 55000
2007| 400000 | 330000 83% 70000 | 17% 380000 20000
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Table (3): Key Figures of Saudi Stock Market beteen 1996-2005.

YEAR NO. OF TRADED MARKET | INDEX
TRANSACTIONS STOCK VALUE ($
(THOUSAND)) (MILLION) MILLIAR)
1996 284 138 46 1,531
1997 460 314 59 1,958
1998 377 295 43 1,413
1999 438 528 61 2,029
2000 498 555 68 2,258
2001 605 692 73 2,430
2002 1,034 1,736 75 2,518
2003 3,763 5,566 157 4,438
2004 13,320 10,298 306 8,206
2005 46,607 12,281 650 16,713

Source: TADAWUL website accessed of'®eptember 2006
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Table (4): Corporate Governance Disclosure Index.

1. Board of Director

Chairman
« Name (picture, gender)
 Age

* Main education

* Work experience

* Responsibilities & tasks
e Salary & compensation
* Other

Chief Executive Officers (CEO)
« Name (picture, gender)
* Age

* Main education

* Work experience

* Responsibilities & tasks
e Salary & compensation
* Other

Finance Director

« Name (picture, gender)
* Age

* Main education

* Work experience

* Responsibilities & tasks
» Salary & compensation
* Other

Non-Executive Directors (NED)
« Name (picture, gender)
* Age

* Main education

* Work experience

* Responsibilities & tasks
e Salary & compensation
* Other

The board’s Secretary

* Name (picture, gender)
* Age

* Main education

* Work experience

* Responsibilities & tasks
e Salary & compensation
* Other

2. Nomination Committee

Chairman of the committee
Members of the committee
Principles of composition
Responsibilities and tasks
Number of meeting per year
Other

. Compensation Committee

Chairman of the committee
Members of the committee
Principles of composition
Responsibilities and tasks
Number of meeting per year
Other

4. Executive Committee

9.0ther corporate governance issues

Chairman of the committee
Members of the committee
Principles of composition
Responsibilities and tasks
Number of meeting per year
Other

Audit Committee

Chairman of the committee.
Members of the committee
Principles of composition
Responsibilities and tasks
Number of meeting per year
Other

Other committees

Chairman of the committee.
Members of the committee
Principles of composition
Responsibilities and tasks
Number of meeting per year
Other

Internal Control system
Aims

Procedures

Other

Key Shareholders and ownership

Structure
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Table (5): The Sample

Sector No. of firms % Accessible %
firms

Agriculture 9 11.6 7 10.9
Services 18 23.4 12 18.8
Cement 8 104 7 10.9
Industrial 28 36.4 24 37.5
Banks 10 13 10 15.6
Electrical 1 1.3 1 1.6
Telecommunication 2 2.6 2 3.1
Insurance 1 1.3 1 1.6
Total 77 100 64 100
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Table (6): Disclosure Scores

Sector/Firms Disclosure Scores | Sector/Firms Disclose
Scores
Agriculture Industrial
NADEC 5 SABIC Co. 8
Hail Agricultural 8 Al-Ahsa No website
Saudi Fishers Co. 3 Almarai Company 15
Qassim Agriculture Co. No Website Alujain 20
TABUK Agricultural 5 National Metal No website
Bishah Agriculture No Website Nama Co. 0
Ash-Shargiyah 4 SIDC 4
Al Jouf Development Co. 2 Saudi Ceramics Co. 0
Gazadco Development 4 Nat. Indus. Co. 3
Services National Gypsum 0
SIEC 0 Sahara Petro. 0
Ahmed H. Fitaihi Under Construction Saudi Advanced 5
Al Mawashi Al Mukairish No website S. A. Fertilizers No website
Al-Baha Investment & No website S. A. Refineries No website
Arriyadh Development 2 S. A. Amiantit 0
Aseer Trading, Tourism No website Saudi Cable 0
Saudi Hotels & Resort 0 SPIMACO 1
Saudi Automotive 0 Gasco 0
Jarir Marketing Co 0 Filling & Packing 0
Makkah Construction & 12 Saudi Industrial 0
SAPTCO 5 Arabian Pipes Co. 1
Thimar Co. 5 Food Products Co. 1
Tihama Advertising, 0 N. Co. for Glass 1
Saudi Land Transport Co. Restricted Website Saudi Chemical 6
Taibah Investment 7 Zamil Industrial 25
Saudi Real Estate Co. 0 Saudi Ind. Invest. 3
The National Shipping Co. 10 SAVOLA 8
Tourism Enterprise Co. No website Saudi Dairy 0
Cement Banks
Yanbu Cement Co. 7 Riyad Bank 3
Tabuk Cement Co. 1 Bank Aljazira 21
EPCC 8 Saudi Investment 5
Saudi Cement Co. 0 Saudi Hollandi 2
Yamama Cement Co. 4 SABB 6
Qassim Cement Co. 3 Arab National 20
Southern Province Cement No website SAMBA 4
Arabian Cement Co. 2 Al Rajhi Bank 6
Telecommunication Banque Saudi 6
Etihad Etisalat Co 0 Bank Albilad 9
Saudi Telecom 6 Insurance
Electrical Cooperative 5
Insurance
Saudi Electricity 4
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Table (7): Descriptive Analysis

Sector No of firms | Minimum | Maximum Mean Median
Banks 10 2 21 8.2 6
Services 18 0 12 3.4 1
Agriculture 9 2 8 4.4 4
Cement 8 0 8 3.6 3
Industrial 28 0 25 4.2 1
Electrical 1 4 4 4 4
Telecommunication 2 0 6 3 3
Insurance 1 5 5 5 5
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Table (8): Correlation Analysis

Sector CG Disclosure
Banks 0.28**
(0.024)
Services -0.10
(0.412)
Agriculture —-0.06
(0.657)
Cement -0.07
(0.603)
Industrial -0.01
(0.928)
Electrical -0.01
(0.913)
Telecommunication —0.05
(0.679)
Insurance 0.01
(0.944)

The significance levels (two-tail test) are: 18 percent, ** = 5 percent, *** = 1 percent.
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