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Abstract

Elements of corporate governance must be activated at all scales
for the efficient functioning of a nation’s capital market. The
effectiveness of the board of directors depends on factors related
to, for example, the composition of the board and its
independence. This study aims to investigate empirically whether
the board of directors is an effective mechanism for monitoring
managers in Saudi Arabia through a survey. A questionnaire that
was developed and employed by Elyas (2015) is utilized for data
collection after modifying it and judging its appropriateness. We
targeted individuals who had relevant experience as members of
the board of directors as our respondents. Only 29 subjects took
the survey. The results indicate that the respondents generally
disagree with the survey items, pointing out the ineffectiveness of
the board of directors in monitoring executive management.
Although the subjects’ credible experience can be assumed, the
generalizability of our research findings is limited because of the
low number of respondents.
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1. INTRODUCTION

The beginning of this millennium witnessed several
corporate failures and scandals that were associated
with accounting fraud. Enron and WorldCom were
both audited by Arthur Andersen, then one of the
Big 5 auditing firms, whose founder had envisioned

a culture valuing the public’s best interests above all
other aspects (Beattie et al., 2001).

Arguably, Enron’s filing for bankruptcy in 2002
indicates abuse of investors’ trust in the market
system (Levitt & Breeden, 2003), discouraging future
investments and thereby threatening the economic
continuum (Adelopo, 2012, p. 183). In Saudi Arabia,
the adverse auditor opinion issued to Bishah
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Agriculture Development Corporation along with the
awkward revenue recognition by both Mohammad
Al-Mojil Group (Al-Adeem, 2015a) and Mobily drew
public attention. These breaches of the public’s
confidence threaten the existence of the entire
accounting profession (Carey, 1946).

Internal control is believed to be an effective
mechanism to mitigate corporate corruption (Salehi
& Mayou, 2016). However, the lack of
professionalism and independence among internal
auditors in companies, for example in Saudi Arabia,
raises major concerns regarding their effectiveness
(Al-Twaijry et. al.,, 2004). Therefore, elements of
corporate governance must be activated at all scales
for the efficient functioning of a nation’s capital
market. Corporate governance is a mechanism for
restoring the confidence of the investors and other
participants in the capital market (Ahmed &
Hamdan, 2015). US President George W. Bush
declared that no boardroom is above the law
(McLean & Elkind, 2003, p. 426). The US Government
enacted the Sarbanes-Oxley Act (SOX) in 2002,
considered the most significant piece of legislation
since the 1933 and 1934 Securities Acts.

Similar to the US Government’s action, the
Government of Saudi Arabia has also taken several
initiatives for restoring confidence in the capital
market, such as by issuing the Corporate
Governance Regulations bulletin in 2006, which
underwent two amendments in 2009 and 2015. In
2017, a new version of the bulletin was reissued
following the enactment of the new Company Law in
2015. Despite the higher governance levels (61.4%) in
the Saudi stock exchange, “there is no significant
impact for corporate governance adoption on firm'’s
operational and financial performance in the listed
companies in Saudi stock exchange” (Buallay et al.,
2017, p. 94).

The impact of corporate governance on entities’
performance has attracted the attention of
economists, financiers, behavior scientists, legal
practitioners, and business managers (Bonazzi &
Islam, 2007) and has been empirically tested (Ahmed
& Hamdan, 2015; Alshtewe, 2017; Borokhovich et al.,
1996; Habbash, 2014; Habbash & Bajaher, 2015;
Hamdan, 2016, 2019; Najjar, 2012; Hamdan & Al
Mubarak, 2017; Hamdan & Al-Sartawi, 2013; Hamdan
et al., 2013; Yousif, 2012).

While external factors such as ownership
structure (Al-Janadi et al.,, 2016; Habbash, 2014;
Hamdan & Al-Sartawi, 2013) influence the
effectiveness of corporate governance, the internal
dimensions of the board of directors, such as its
composition and independence of its members in
fulfilling their roles, may equally influence its
effectiveness. Particularly, firms operating in the
Gulf Cooperation Council countries consider several
factors for ensuring proper board effectiveness and
shareholder rights (Pillai & Al-Malkawi, 2016).

Despite the variety of corporate governance
mechanisms mandated and recommended by
bulletins and other official statements as well as
pronouncements, the effectiveness of these
mechanisms remains debatable primarily because of
the involvement of executive managers (Adelopo,
2012; Al-Adeem, 2015a; Fogarty, 2003). For example,
academics doubt the effectiveness of the audit
committee in a publicly held corporation (Adelopo,
2012). Audit fees are positively correlated with
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changes in the audit committee chair (Haq et al.,
2019). Audit fees may thus be a function of factors,
one of which might be the effectiveness of the audit
committee. Hence, this paper empirically explores
the effectiveness of the board of directors in
governing executive managers of companies in Saudi
Arabia.

The remainder of this paper is organized as
follows. Section 2 reviews the literature on corporate
governance. Section 3 presents the research method
used to address the research question and the scale
developed and employed in the study as an
instrument to collect data. Section 4 discusses the
results and research findings. Section 5 concludes
the paper, presents the limitations and suggests
directions for future research.

2. LITERATURE REVIEW

This section reviews literature related to the need
for governance as a result of emerging agency issues
in corporations. Moreover, studies on factors
affecting the effectiveness of the board of directors
are discussed. This section also offers a closer look
at the Saudi capital market.

2.1. Agency issue and the need for governing
corporations

At the beginning of the 2000s, the US market
experienced a wave of corporate corruption scandals
associated with audit failure, resulting in the
bankruptcies of two particularly large corporations,
namely, Enron and WorldCom. A lack of corporate
governance was the main reason that led to the
collapse of these companies (Umm Kulthum et al.,
2014). Consequently, the US Government enacted
SOX in 2002. Corporate governance was among the
mechanisms introduced or reinforced in the Act to
restore confidence in the capital markets. Although
the “not-to-do list” in Section 201 of the Act' may be
viewed as laying emphasis on auditor independence,
some sections, for example, Sections 204,? 301,° and
305,* can be perceived as mitigations of the agency
issue requiring more involvement from the board of
directors. The management team of a corporation
should be monitored so that managers’ interest is
aligned with the interests of those who finance its
operations. Agency theory suggests that cooperating
with other parties motivates opportunistic behavior
in which self-interest is optimal even at the expense
of the other party (Jensen & Meckling, 1976) because
it is human nature to exploit existing opportunities
(Jensen & Meckling, 1994). Still, researchers argue
whether corporate governance is a mechanism that
protects the interests of shareholders and other
stakeholders (Merag & Adam, 2012; Hermalin &
Weisbach, 1998, 2003). Empirically, the board size,
as an element of corporate governance, is negatively
related to cash holdings where holding less cash
signals a reduction in agency conflicts (Al-Najjar &
Clark, 2017).

! The section is titled Services Outside the Scope of Practice of Auditors.
2 The section is titled Auditor Reports to Audit Committees.

3 The section is titled Public Company Audit Committees.

“The section is titled Officer and Director Bars and Penalties.
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2.2. Effectiveness of the Board of Directors and
factors affecting it

Using a sample consisting of the top 460 listed
companies in the United Kingdom, Florou and Pope
(2008) did not find evidence supporting the
effectiveness of the board monitoring function.
However, empirical evidence from other parts of the
world suggests otherwise. The effectiveness of
corporate governance has a significant positive
relationship with the decrease in financial and
administrative corruption in Syrian banks (Zaher et
al., 2014). Similarly, in Egypt, corporate governance
is found to reduce earnings management practices
(Riyadh, 2012). Moreover, the board of directors in
Iraq plays a significant role in controlling earnings
management (Alfaddel & Hamad, 2015).
Furthermore, an empirical study in Brazil suggests
that better governance practices decrease the risk
related to external audits (Bortolon et al.,, 2013). In
markets where corporations face takeover threats,
the board of directors acts in the shareholders’
interests by preventing the takeover (John & Senbet,
1998). The presence of a board of directors and
audit committee members with corporate or
financial backgrounds are associated with firms that
have smaller discretionary accruals (Xie et al., 2003).
In addition, boards of directors with less complex
monitoring tend to link CEO pay less tightly with
firm performance by providing lower stock-based
incentives. Moreover, there is a stronger tendency
for a large board of directors to decrease outcome-
based CEO pay when they are not busy or in less
complex monitoring contexts (Seo, 2017).
Analytically modeling the determinants of
board compositions stresses the role of active
monitoring (Hermalin & Weisbach, 1998, p. 111). The
effectiveness of the board of directors in carrying
out the monitoring function is an explanatory
variable in the corporate model (Bonazzi & Islam,
2007). Corporate governance dimensions such as
CEO duality, chairperson of the audit committee,
number of non-executive directors, concentrated
ownership structure, and institutional investors
affect firms’ financial performance (Amba, 2014).
The effectiveness of the board of directors
depends on factors related to, for example, its
composition and independence. Studies have found
that playing a dual role as an executive director and
a chairperson of the board adversely affects the
quality of accounting information (Yousif, 2012). In
Saudi Arabia, independence of the board members
and segregation between the roles of CEO and
chairperson of the board of directors positively
affect firm performance (Habbash & Bajaher, 2015).
Moreover, in Saudi Arabia, corporate governance
through, for example, the independence of the board
of directors, is positively associated with voluntary
disclosure (Habbash, 2014). In Bahrain, Ahmed and
Hamdan (2015) document a positive effect of
corporate governance mechanisms on listed
companies’ performance. However, another study in
Bahrain shows a reverse relationship between the
independence of the board of directors and the
company’s performance (Hamdan, 2016).
Performance of Bahraini insurance companies,
although not associated with some dimensions of
corporate  governance, namely CEO status,
ownership concentration, the number of employees,
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industry performance, and number of shares traded,
is positively associated with other dimensions of
corporate governance, namely board size, firm size,
and number of block-holders (Najjar, 2012). In
Kuwait, Hamndan and Al-Sartawi (2013) and
Hamdan et al. (2013) find that corporate governance
does influence firm performance.

The company’s internal members on the board
of directors manage the company better because of
the absence of information asymmetry and their
knowledge of the day-to-day operations in
comparison with external members (Hamdan, 2016).
Studies in both Saudi Arabia and Bahrain reveal
similar findings that information asymmetry and a
lack of firm-specific experience deter independent
directors from making proper decisions that
contribute to the enhancement of the firm’s
performance, indicating that internal directors are
better (Hamdan & Al Mubarak, 2017). However,
several studies reveal divergent evidence. For
example, defining independence as the ratio of
external members in the board of directors, Yousif,
(2012) finds that independence of the board
positively affects the quality of reported data related
to corporate profit in Egyptian companies. In Saudi
Arabia, a positive relationship exists between
multiple memberships of directors and their
independence on one side and firm performance on
the other side (Alshtewe, 2017). Borokhovich et al.
(1996) associate better firm performance with
external directors who selected external executives
to lead the firm. In addition, Hamdan (2019)
confirms the positive relationship between multiple
memberships of directors and firm performance.

Furthermore, in relatively small business
environments, a small size of the board of directors
may be optimal (Hamand, 2016). Although the size
of the board does not affect the quality of
accounting information (Yousif, 2012), a small-sized
board of directors with external members has been
found to have a lower tendency to manage earnings
(Alfaddel & Hamad, 2015). However, this is not
always the case. Studies based on empirical data
conclude that board size does not affect the
relevance of information with regard to earnings
management (Yousif, 2012). On the contrary, a
recent study on the Middle-East and North African
countries empirically determines that board size
reduces agency conflict (Al-Najjar & Clark, 2017).

When the optimal number of members is
reached (five in the Bahraini setting), external
members benefit the board (Hamdan, 2016). Wang
(2014) finds that no significant difference exists
between insider and outsider board monitoring of an
external CEO who was originally appointed outside
of the firm. This is particularly true in the post-SOX
environment (Wang, 2014). In the pre-SOX era,
outside board members are positively associated
with selecting external executives (Borokhovich et
al., 1996).

In sum, the composition of the board of
directors does influence corporate performance.
Other factors, for example, a tenure-diverse board of
directors, show  significantly = higher = CEO
performance-turnover sensitivity (Li & Wahid, 2018).
Other factors in relation to the Saudi market will be
explored in this study.

-]

NITIR PESMY
Y

74



Journal of Governance and Regulation / Volume 8, Issue 3, 2019

2.3. The Saudi capital market: A closer look

Saudi Arabia is “one of the pioneers in corporate
governance in the Middle East” (Al-Aali et al., 2014,
p. 1332). Research on the efficiency of the Saudi
capital market suggests the existence of such
efficiency (Al-Adeem, 2017; Al-Salman, 2007,
Alzahrani, 2010; Al-Abbas, 2008). However, it can be
argued that the market operates with weak
efficiency.

The Company Law was first enacted in 1965 by
the Government of Saudi Arabia. Publicly-traded
corporations were further organized based on
special governmental resolutions. In 1994, the
Government of Saudi Arabia issued Ministerial
Resolve 903 to organize the audit functions in
corporations (Ministry of Commerce, 1994). Further
requirements related to the audit committee’s role
were later issued in 1997 and 1998, encouraging
corporations to form audit committees (Al-Aali et al.,
2014, p. 1323, footnote 1).

The Saudi Capital Market Authority (CMA) was
established in 2003 to regulate the capital market
and to oversee publicly held corporations traded in
the Saudi stock market. In 2006, Corporate
Governance Regulations were first issued (CMA,
2006). Then in 2009 and in 2015, they were further
revised (CMA, 2009, 2015). Following the enactment
of a new Company Law in 2015, new Corporate
Governance Regulations were issued in 2017.
Chapters 3 and 4 of Article 5 in the Company Law
focus on matters related to the board of directors
and the audit committee, while in the new
regulations, two major parts have been devoted to
the board of directors and its committees including
the audit committee. On April 23, 2018, the
Corporate Governance Regulations was slightly
amended.

Despite the Saudi Government’s attempts to
protect stakeholders’ interest, in particular, that of
stock owners, the managers of Saudi corporations
enjoy a powerful position. As stipulated in the law,
the general assembly is in charge of selecting the
auditor; however, in practice, it is the management
that appoints auditors in Saudi Arabia (Ba Suddan et
al,, 2004; Al-Adeem, 2015a) and other similar
markets, for example, Iraq (Abu Alhassan, 1993).

Contrary to the requirements of many capital
market authorities for disclosing audit and non-
audit fees in the annual reports of publicly traded
corporations, disclosing audit fees in the Saudi
market has not been mandated yet despite a
documented recommendation by Alhumaid (1988)
30 years ago, which empirical research has recently
re-emphasized (Al-Adeem, 2015b). In addition, the
lack of defined objectives in terms of the “work
scope, independence of AC members, a working
relationship with external and internal auditors, and
financial expertise” has diluted the effectiveness of
the audit committee, which is an “infant stage” of
development (Al-Aali et al., 2014, p. 1327, emphasis
in original). Empirical findings reveal the absence of
the role of the audit committee in governing
corporations in Saudi Arabia (Al-Moataz & Basfar,
2010). In a similar vein, the independence of the
audit committees has also been called into question
(Al-Twaijry et al., 2002). A recent study recommends

5 This study was conducted at a time when the Republic of Irag was run by a
legitimate and established government.
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a council to oversee publicly traded corporations in
Saudi Arabia (Al-Adeem, 2017, p. 253).

However, similar to managerial behavior
observed in other capital markets, managers of
listed corporations in the Saudi stock market are
motivated to manage corporate earnings for several
reasons, such as managers’ compensation, obtaining
debt finance, and reporting reasonable profit
(Habbash & Alghamdi, 2015). Other stakeholders in
the Saudi market may not perceive such type of
management of earnings as unethical (Al-Shabeeb &
Al-Adeem, 2019).

The independence of external auditors is a
matter of concern to accounting academics even
after the enactment of laws and regulations
regarding the accounting profession (Al-Adeem,
2015a; Bazerman, 2002; Bazerman et al., 2002;
Bazerman & Moore, 2011; Kleinman & Palmon, 2001,
p. 9; Mautz & Sharaf, 1982, p. 210; Moore et al.,
2006; Xu & Wang, 2004). Therefore, the question of
whether corporations should be governed and
monitored deserves further inquiry. Specifically,
whether the board of directors is an effective
mechanism in monitoring managers in the Saudi
environment is an empirical question that must be
addressed. The investigation carried out in this
paper regarding the effectiveness of this mechanism
from the perspective of the members of the board of
directors contributes to the literature on corporate
governance.

3. RESEARCH METHODOLOGY

This study collected data by surveying the opinions
and the perceptions of individuals who have served
and are serving as members of the board of
directors. The questionnaire developed and
employed by Elyas (2015)° is utilized for data
collection. It was originally written in the Arabic
language and was translated into English for the
purpose of this study.” The English language is the
language of business in Saudi Arabia.

The survey is composed of two parts. The first
part comprises the items of the survey adopted from
Elyas (2015), and the second part contains general
questions about the subject such as age, education,
and professional designation. The second part also
contains questions related to the subject’s
experience as a member of the board of directors, a
factor that may cause variation in the subject’s
experiences.! Two more items are included in the

® Retrieved from http://archives.univ-biskra.dz/bitstream/123456789/7743/1/
%D9%85%D8%B3%D8%A4%D9%88%D9%84%D9%8A%D8%A9%20%
D9%87%D9%8A%D8%A6%D8%A9%20%D9%85%D8%AC%D9%84%D8
%B3%20%D8%A7%D9%84%D8%A5%D8%AF%D8%A7%D8%B1%D8%
A9%20%D9%81%D9%8A%20%D8%AA%DI%81%D8%BI%DI%BA%DI
%84%20%D8%AD%D9%88%D9%83%D 9%85%D8%A9%20%D8%A7%D
9%84%D8%B4%D8%B1%D9%83%D8%A7%D8%AA.pdf

" After translating the items, we tested the validity of the translated items
using two steps. In the first step, the original items in Arabic along with the
translation were sent to two different accounting academics. Following their
comments and suggestions incorporated in the translated questionnaire, we
modified the set of items. The new version of the questionnaire was then sent
to a third accounting academic, who also commented on the items. The items
in the original language were provided to the third reviewer as well. Based on
his suggestions and comments, the set of items was once again modified and
sent to a fourth reviewer who majors in accounting. No major comment was
provided for this round. The items in the third version were used for preparing
an electronic survey.

8 A question labeled “Number of Boards of Directors in which you are a member
now” was removed from the analysis because of an issue related to the measures.
That is, the options given to the respondents were irrelevant to the question. The
respondents were given the following options: 1 year, 2 years, 3 years, 4 years, 5
years, 6 years, 7 years, 8 years, 9 years, more than 10 years, and none. We were
notified by some respondents about this error but could no longer fix it because
we had already started collecting data. It would be unethical to modify the
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second part to control for nationality and
geographic location. Omitogun and Al-Adeem (2019)
recommend that studies that are intended to explore
experiences of subjects in a particular nation or
society should contain an item inquiring about the
geographic location. Noncitizens who are residents
of the intended nation are members of the research
population. The experiences they acquired qualify
them to be included in the sample; not including
them in the sample may represent a threat to the
validity of the study, thereby jeopardizing the
study’s generalizability.

A pilot study was conducted in which the
questionnaire was sent electronically to accountants:
some of them are accounting practitioners, while a
few are lecturers who work in universities. Moreover,
all of them hold a master’s degree in accounting and
are sufficiently knowledgeable in this research area,
which makes them good subjects for the pilot
survey. They provided further comments that helped
improve the research instrument. No technical
issues were reported. However, they generously
provided comments on how the letter for the
respondents should be worded. All comments and
suggestions were incorporated, which enhanced the
readability of the research instrument remarkably.
The questionnaire was distributed using social
media platforms and was then sent to the email
address of our target respondents who all have
relevant experience as members of the board of
directors. We obtained their information from their
companies’ website and through personal
communication.

4, RESULTS AND DISCUSSION

4.1. Demographic data

Tables 1-6 collectively show respondents’ prior
knowledge and experience as members of the board
of directors. As presented in Table 1, the average
experience they have is approximately 6.5 years.
Approximately 40% of respondents have chaired the
board of directors. The same percentage has also
been CEO. Although the equal proportion of those
who served as directors on the board and those who
have been CEOs can be attributed to coincidence, it
can also be attributed to respondents’
misunderstanding. Therefore, such research findings
must be treated with caution; we were not present
when the respondents answered the survey to
provide clarification or assistance. This study is
preliminary in nature, and our research findings do
not intend to provide generalization because of the
low number of respondents. As shown in Table 4,
slightly more than 55% of the respondents did not
hold professional designations.

Table 5 reveals that only one respondent is
currently living outside Saudi Arabia. Table 6
presents the respondents’ age. Therefore, the
subjects who took the surveys are a good
representative for obtaining preliminary evidence for
the study.

research instrument. Hence, we decided to proceed and remove the items from
the analysis. For those who are considering employing the same instrument, the
proper answers supplied to the respondents should be as follows: 0, 1, 2, 3, 4, 5,
6, 7, 8,9, and more than 10.

Table 1. Years of experience in the board of directors

Years of experience Frequency Percent
No experience 1 3.4
1 1 3.4
2 2 6.9
3 4 13.8
4 2 6.9
5 2 6.9
6 2 6.9
7 0 0
8 4 13.8
9 2 6.9
More than 10 9 31
Total 29 100

Table 2. The number of the boards in which the
respondent is a current member

Number of boards Frequency Percent
None 1 3.4
1 0 —
2 5 17.2
3 6 20.7
4 3 10.3
5 3 10.3
[§ 3 10.3
7 2 6.9
8 1 3.4
9 1 34
More than 10 4 13.8
Total 29 100

I

Table 3. The number of respondents who have chaired
the board of directors and who have been CEO

Frequency Percent
Have you been a No 18 62.1
chairperson of a Yes 11 37.9
gfrirgo‘;fs? Total 29 100
Have you been a No 18 62.1
Chief Executive Yes 11 37.9
Officer (CEO)? Total 29 100

Table 4. Number of respondents with professional
designation (e.g., CPA, ACCA, CIA, CISA, CFA)

Frequency Percent
No professional designation 16 55.2
With professional designation 13 44.8
Total 29 100

Table 5. The geographical location of the respondents

Frequency Percent
Currently outside Saudi Arabia 1 3.4
In Saudi Arabia 28 96.6
Total 29 100
Table 6. Respondents’ age
Age Frequency Percent

More than 30 years but less 5 6.9
than 35 years .
More than 35 years but less
than 40 years 6 20.7
More than 40 years but less 3 103
than 45 years i
More than 45 years but less 7 241
than 50 years i
More than 50 years but less

5 17.2
than 55 years
More than 55 years but less 3 103
than 60 years i
More than 60 years. 3 10.3
Total 29 100

-]

NITIR PESMY
Y

76




Journal of Governance and Regulation / Volume 8, Issue 3, 2019

4.2. Perception about the effectiveness of the Board
of Directors

Table 7 presents the mean and standard deviation
(SD) for items included in the survey. Although the
subjects express consensus (mean value of 4.41 with
SD of 0.78) on the item “CEO Duality: the CEO is the
Chairman of the Board as well,” the respondents do
not agree that “A company’s management is

accountable to the Board of Directors” (the mean for
this item was 1.34 with SD of 0.67). The respondents
generally disagree with the survey items; the
disagreement is measured by calculating the grand
mean, which is approximately 2. This finding
indicates that subjects who responded to the survey
do not perceive the board of directors to be effective
in monitoring executive management.

Table 7. Mean and standard deviation of items

Statement Mean SD Min Max
The Board of Directors develops and strengthens outlines for responsibility and
- 1.55 0.632 1 3
accountability.
The Board of Directors ensures that senior management is appropriately supervised to
develop and implement strategic objectives in a manner consistent with the Board 1.66 0.67 1 3
policies.
The Board of Directors ensures that financial statements are disclosed in a timely 155 0.686 1 4
manner. ) i
Paying attention to the implementation of the applicable laws ensures the good
o AP . 1.69 0.85 1 5
management and organization of the company and minimizes risks.
As the primary responsibility for overseeing the performance of the company, the Board
: 1.45 0.736 1
of Directors are held accountable.
A company’s management is accountable to the Board of Directors. 1.34 0.67 1
The Board of Directors is primarily responsible for overseeing and monitoring
management performance in achieving appropriate returns for shareholders while 1.48 0.688 1 4
preventing conflict of interest and balancing competing demands on the company.
Transparency in the process of nomination and election of board members is ensured. 1.86 0.99 1
Board members have the ability to effectively commit themselves to their
et 1.9 1.012 1
responsibilities.
The Board of Directors ensures that senior management develops and implements the
h . P 1.86 0.915 1 5
company’s strategic objectives.
The Board of Directors determines and assigns responsibilities and tasks in a way that
) L 2.24 1.091 1 4
serves the company's objectives.
Board members discharge their responsibilities with good faith, seriousness, and
. : 1.79 0.861 1 4
commitment to the best interests of the company.
The company’s management discloses any damages that may harm stakeholders’
interests 1.97 1.017 1 4
The Board of Directors supervises the preparations of financial reporting and financial 21 1.205 1 4
statements. ) )
Stakeholders have the rights to contact the Board of Directors and report illegal or
: ) 2.03 1.18 1 5
unethical practices.
Board members are elected based on their expertise and experiences. 2.45 1.183 1 5
Senior management holds periodic meetings with the company’s employees for work-
related feedback and suggestions on methods for work implementation and 1.86 0.99 1 4
performance improvement.
The Board of Directors has adequate policies to ensure proper and efficient
- . X 2.11 0.994 1 4
administrative homogeneity.
The Board of Directors forms sufficient committees and subcommittees to ensure that
- . A - 1.72 0.702 1 4
various functions of the company are working in a safe, sound, and efficient manner.
New members of the Board of Directors are always provided with sufficient information
. Ny . . : 2.17 1.167 1 5
about the company and its financial and non-financial reports.
The Chairman of the Board of Directors shall attend, at least, one of the General
s . 1.86 1.217 1 5
Assembly’s regular meetings.
CEO Duality: the CEQ is the Chairman of the Board as well. 4.41 0.78 2 5
Stockholders are allowed to contact the Board of Directors to express their concerns
- . 2.1 1.012 1 4
about illegal behavior.
The Board of Directors is responsible for the development of the company’s strategy
. PR X 2 1.254 1 5
and identifying its risk exposures.
The Board of directors meets, at least, once every three months. 1.66 0.814 1 5
Grand mean 1.9524
Maximum mean 4.41
Minimum mean 1.34

5. CONCLUSIONS, LIMITATIONS, AND FURTHER
RESEARCH

The general disagreement of the respondents toward
survey items points to the ineffectiveness of the
board of directors in monitoring executive
management from the perspective of these
respondents. Such a perception may raise concerns
regarding the effectiveness of elements of corporate
governance in ensuring the functionality of the
Saudi capital market, given the role of corporate

I

governance as a mechanism for restoring the
confidence of investors and other participants in the
capital market. Specifically, the board of directors’
internal dimensions included in the survey, such as
the board’s composition and members’
independence in fulfilling their roles, may not be
perceived by respondents as being as effective in
monitoring executive management as they should
be. This may leave the agency issue unmitigated in
Saudi corporate entities.
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However, the small number of respondents
limits the formation of any conclusions about the
effectiveness of the board of directors in Saudi
Arabia. Moreover, the study’s conclusion cannot be
generalized to those other than who participated in
the survey. Hence, future studies wishing to
replicate this study or examine the same research
question are encouraged to increase the size of their
samples. Employing other research methods may
contribute to increasing the sample size. For
example, future studies should attempt to
collaborate with the board of directors through
interpersonal interviews. This will be an effective
way to obtain more data. Another possible way to
increase the number of respondents would be to use
the instrument in the Arabic language. Respondents
may be comfortable in expressing their views in
their mother tongues.

This study is exploratory in nature. Although it
neither establishes association nor draws causality
among the factors affecting the effectiveness of the
board of directors in governing executives, its
findings lay a foundation for further research
questions. Future studies on the topic of corporate
governance in Saudi Arabia should consider factors
affecting the effectiveness of corporate governance,
such as the structure of ownership, which is found
to affect both voluntary disclosure (Habbash, 2014)
and corporate governance (Al-Janadi et al., 2016) in

Saudi corporations. In general, institutional
ownership (Hamdan & Al-Sartawi, 2013) and
government ownership (Al-Janadi et al., 2016)

influence the dimensions of corporate governance.
Furthermore, other models for corporate governance
should be considered, for example, Mudarabah
(Amer & Sajjad, 2014).
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APPENDIX
Research instrument
Dear Member of Board of Directors,

Based on your own experience as a member of the board of directors, share with us the extent to which
you agree/disagree with the following statements. The objective is to explore the effectiveness of the board
of directors in monitoring executives of corporations they govern. The scope of the study covers all type of
entities whether profit or not for profit organizations. As long as the execution of the organization’s
operations and day-to-day activities in your organization is delegated to management governed by a Board of
Director in which you are a Board of Director member, then you are a good fit for taking this questionnaire.

This research is not funded by any type of organization, institution, university, or agency. It is
conducted by the authors for the sake of furthering knowledge and for the benefit of humanity in general. By
taking some of your valuable time, you are contributing to such causes. You do not need to share any
personal information. Your responses will be confidential and will be used just for research.

Should you have any question, feel free to contact us at our emails or cell phones. If you need a copy of
the paper after it is publication, we will be happy sharing it with you if it is not copyrighted by the journal.

1. Survey Items

Strongly 1 do not Strongly

No. Statement Agree Agree know Disagree Disagree

1 The Board of Directors develops and strengthens outlines for

responsibility and accountability.

The Board of Directors ensures that senior management is

2 appropriately supervised to develop and implement strategic

objectives in a manner consistent with the Board policies.

The Board of Directors ensures that financial statements are

disclosed in a timely manner.

Paying attention to the implementation of the applicable

4 laws ensures good management and organization of the

company and minimizes risks.

As the primary responsibility for overseeing the performance

of the company, the Board of Directors are held accountable.

6 The company’s management is accountable to the Board of

Directors.

The Board of Directors is primarily responsible for

overseeing and monitoring management performance in

7 achieving appropriate returns for shareholders while

preventing conflict of interest and balancing competing

demands on the company.

8 Transparency in the process of nomination and election of
board members is ensured.

9 Board members have an ability to effectively commit
themselves to their responsibilities.

10 The Board of Directors ensures that senior management
develops and implements the company’s strategic objectives.
p p pany g ]

11 The Board of Directors determines and assigns responsibilities

and tasks in a way that serves the company’s objectives.

Board members discharge their responsibilities with good

12 faith, seriousness, and commitment to the best interests of

the company.

The company’s management discloses any damages that may

harm stakeholders’ interests.

The Board of Directors supervises the preparations of

financial reporting and financial statements.

Stakeholders have the rights to contact the Board of

Directors and report illegal or unethical practices.

Board members are elected based on their expertise and

experiences.

Senior management holds periodic meetings with the

17 company’s employees for work-related feedback and

suggestions on methods for work implementation and

performance improvement.

18 The Board of Directors has adequate policies to ensure
proper and efficient administrative homogeneity.

The Board of Directors forms sufficient committees and

19 | subcommittees to ensure that various functions of the

company are working in a safe, sound, and efficient manner.

New members of the Board of Directors are always provided

20 | with sufficient information about the company and its

financial and non-financial reports.

1 The Chairman of the Board of Directors shall attend, at least,

one the General Assembly’s regular meetings.

22 CEO Duality: the CEQ is the Chairman of the Board as well.

23 Stockholders are allowed to contact the Board of Directors to
express their concerns about illegal behavior.

o4 The Board of Directors is responsible for the development of

the company’s strategy and identifying its risk exposures.

25 The Board of directors meets, at least, once every three months.

13

14

15

16
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2. Personal Information:

1. Education:

PhD

Masters

Bachelor

Diploma or associate degree after high school
High school

Other

None

2. Number of Boards of Directors in which you were/are a member throughout your career:
e  More than 10 years

9 years

8 years

7 years

6 years

5 years

4 years

3 years

2 years

1 year

No Experience

3. Number of Boards of Directors in which you are a member now: !
e More than 10 [...]*
9[.]*

® O o o o o o o o o
O ————_—————
AU U U

Z =N W U1 O N0
= I
e

4. Have you been a chairperson of a Board of Directors?

. Yes
e No
5. Have you been a Chief Executive Officer (CEQ)?
. Yes
e No
6. Do you have any professional designation, for example, CPA; ACCA; CIA; CISA, CFA...... etc.?
) Yes
e No

7. How old are you?

e Less than 25 years
More than 25 years but less than 30 years
More than 30 years but less than 35 years
More than 35 years but less than 40 years
More than 40 years but less than 45 years
More than 45 years but less than 50 years
More than 50 years but less than 55 years
More than 55 years but less than 60 years
More than 60 years

8. Nationality:
e  Saudi
e Non Saudi

9. Geography:
e Saudi Arabia
e  Outside Saudi Arabia

¥ See footnote No. 8,
* see footnote No. 8.
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