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Ccorporate governance

WHAT, WHY, and HOW?



WHAT is corporate governance? PelS yidl daS ga AL

« Corporate governance involves a set of slaael g ABal) AB5 ) Lolad A lS,A) Sy

relationships between a company’s management, its

Adlall il kY sy Omadlaally By (ulaa
board, its shareholders and other stakeholders. &

Corporate governance also provides the structure ay WBA Ga afy AlSs Sls,al asgn g LS A,
through which the objectives of the company are 9 Gy Al gdatl el i) Laady ¢ AS,AN Cilal

set, and the means of attaining those objectives and ) o
¢ baiBy) o glail) dabiia ¢« oIV 48] e
monitoring performance are determined » - OECD '

« Corporate governance is concerned with holding calal) o Gl e dlblaall A ISl AsSsay
the balance between economic and social goals and ~ <ila¥ly 438 CIAY) Guy Aeladay) dlally Lauady)

between individual and communal goals..The aimis  ga I8 mluas o oY) a8 5écil ga dsgll Aelasl)

to align as nearly as possible the interests of « Lpaliaall g als il
individuals, corporations and society. » 258 gl

- Sir Adrian Cadbury
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Good Corporate Governance: '

Rules, Structure, Process, and Reporting
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WHY good corporate governance?

«The quality of the company’s board has now
become an important evaluation factor for
institutional investors. » Russel Reynolds

P i) A gad grliad fikal

b isall b sal) aal aal 3 laY) (ulae 33 g Canaly
« A latiny) Gluall ans

DN sy dail

« If a few rotten apples can spoil the barrel, | think
we have to look at the nature of the barrel, not just
the apples. Organizational design, structure, and
culture do play a role and almost always have in
corporate scandals.” » R. M. Kanter

(B sdiall Ale gy o auldll Zlall anl Sl 13y
;CM\MAQA:\SJ Gsdiall 4zl ) laill Lide 43) agic ]
« Sl Legal il JSLaall CasS

B

«The ultimate benefit of good governance is to
develop efficient and effective corporate culture (not
just  compliance) based on good rules and
institutions for higher productivity and sustainable
growth in increasingly competitive global market. »

Corporate Governance Center — Alfaisal University
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WHY good corporate governance? N CPRA P I PIN s jalal "

The Saudi Arabian stock market will join
FTSE Russell’s emerging market index. It is

expected to draw billions of dollars of
fresh foreign portfolio investment to the
Kingdom.

Corporate Governance Center — Alfaisal University Jiadll dadls — S )il AaS sn S s



HOW to assess CG? PelS pid) daS ga At (S

Measurement/Assessment Jaileall g (il

Good governance is generally evaluated e OsSh sde DA e daSal) Baga Ll Le Bale
through an index which is composed of CG

categories to rate companies in terms of their Al AN sa bRl dpulul) Glipial ) gl dae

compliance to the certain CG rules and Bas ) daS gall oalae  Gualaly CilS )
principles.

1O 9SE Apalad) ) glaal)
SJM\J\ uﬂ@ .
Cpatlacall (38 o
laall Glaal Gsia o

The CG categories include:

= Board of Directors

= Shareholders Rights

= Ppublic Disclosure and Transparency
= Stakeholders Rights.

¢ The CG index works like other key economic Lalie ddle dpanf 4l culS Jil) daS ga liga o
indices providing opportunity to track and (S AY D ) QL) ) i gal) 2l
monitor CG related changes in a country. ddlatial) &) pail) Ad) pa g aill dua B B g Cua

Laaly A s i) la) g daS gall Guadal LB
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Saudi Arabia CGlI 53 gsl) AaS gal) i g

World-class CGI standards e ulie

A major 2013 World Bank report (titled as (b pal 2013 ale Aol il e jaa &8 A
Raising the Bar on Corporate Governance) rdaS gall pdiga s LY ALl @ ghadl)
recommends the following steps for good CGl:

Craaigall g 51 uAd) aa & L) -1

1) Use a wide initial consultation gall CilAY Aaada2

2) Define objective of the index

3) Select the index approach @J‘u‘ JEa) -3
4) Customize the governance criteria for the country ALY dagla e Aas gall dail ga -4
5) Build a transparent and credible evaluation 4..35\&4.4 Q\lj PEER? ﬁ# 3‘3:,)}: eLid) -5
process .

6) Achieve maximum possible disclosure Jals) CE‘a‘g‘ -6
7) Effectively monitor the index criteria J*-:‘J"M daqla -7
8) Develop the index );;.}d\ e L) -8

YVe have ft?llowed the reco.mmenda.tlon above gl g sl uﬁ ol il ok &1.;,; L U g i g
in developing CGI for Saudi companies. s stal) ALl (5 gually A el S SN kgl
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Team Members Jax! é_ua

Members from College of Business

Dr. Bajis Dodin Cpdgd daaa (wals 3
Dean of College of Business Jas ¥ 54 aulS Aas
Dr. Necati Aydin O Alad g
Professor of Economics, College of Business Jlas¥ 5)a) A1€ (ALl uﬁ A
Dr. Ahmed Alanazi ¢ Jiad) saa) o
Assistant Professor of Finance, College of Business Jes ¥ 3090 Als Al ‘;5 3o Laea i
Ms. Samah Alsubaie (rved) Lo |}
Research Analyst, Supervisor of Corporate Governance 2\_45‘9;3‘ 38 e ‘dw‘g\"m Haa dualy

External Consultants
Dr. Stephen Davis

Faculty of Law, Harvard university. Acting as Quality Assurance Consultant of CGl project

Kobirate International Credit Rating and Corporate Governance Services Inc.
Acting as Operational Consultant of CGl project
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CGl Project Collaborative Partners 45 glasial) culgall

Saudi Arabian General Investment Authority S dalal) digl
ol it MY aaladl 3 % gl
(SAGIA) MfAGIA“*‘”
i i -~ Al g gl A
Capital Market Authority & ool i llal) (3 gual) Adia
(CMA) Capital Market Authority

~R% T T

. . iy vo AN Z N AT T 24 o .

Saudi Arabian Monetary Agency @U?JWM]W § 9 gral) 28) dcns g
%\m. ?? Saudi Arabian Monetary Authority

(SAMA)

. Lo o™l g 33Lendl 3410 Yo » ot (e
Ministry of Commerce and Investment iy ot mdmining -l Boladl 5 3

(Mci)
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CGI Project daS gal) pii'sa

Objectives ilaay)
Provide data-based, objective, and S ! Jihiia g (S g ga 9 Uil Ao re il ana e
independent evaluation of Saudi companies ) i
in terms of their adherence to CG principles Ltz g (Al Aas sall fgalaay Lgal ) i (o 4 grad)
set by CMA and OECD Agail] g g aLaiBY () gla) Aakiia g Agtlall (§ guud) Aisa

Promote good corporate governance Al 3 A (e Bl S ) AaS g il jlaa Jiadi @

practices a?nd culture by studying and sharing il laal) Jai
best practices

Monitor the st-atus of corporate governance & S b Sl s i daSga Alla o
on annual basis

Provide guidance/consultancy to companies TS ga (ppeant] S il il LIS [ Aun 531 sl o
to improve corporate governance
<ls )
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Methodology 2

L

\

Process of Developing CG Variables i gall Q) partia JLOA dules
Explored world-wide CGI practices Lallad) 4aS gal) jgalia Al 3o
= < 5
Collaborated with world-wide renowned Consultants daS gal) £ gunga (A 0 S il A 5 939 (B i ga (p Lila g (yglal
N /L J
Engaged with local partners (SAGIA, CMA, SAMA, MCl) A8 dsa’pa g Jlall (3 g S £ 9un gally daliga dulaa g pa (gl
Determined CG principles for the index based on CMA and Ly giln o sl HAiigall skl ‘;,a daddiuial) daS gal) (salea LA
OECD CG principles $bai®) ¢ glail) daliia g Jlall (§ o
Established four CGI categories with over 150 attributes P e ulila 150 aladialy  pdigpallulll dpend ;) glaca a ) JLEA) Al
through consultation <l plday)
Developed CGI questions based on selected CG principles ) LGN DA ra sdieall okt ALiu) Lad) a3
through consultation => A G4 pal) e
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Methodology g all

Main index — for all Sectors CloUall asand — il gl
1) The Board of Directors (39 variables)

Variables by Category Number of Variables
Main Functions of the Board of Directors 13
Responsibilities of the Board 4
Formation of the Board 7
Qualifications of Independent Board Members 9
Committees Formed within the Structure of the 2
Board of Directors
Nomination and Remuneration Committee 2
Meetings of the Board 1
Remuneration and Indemnification of Board 1
Members
2) Shareholders (30 variables)
Variables by Category Number of Variables
Facilitation of Shareholders’ Exercise of Rights and 6
Access to Information
Investor Relations 3
Shareholders’” Rights Related to the General 13
Assembly
Voting and Minority Rights 3
Dividend Rights of Shareholders 4
Transfer of Shares 1
3) Public Disclosure and Transparency (35 variables)
Variables by Category Number of Variables
Policy and procedure 15
Board of Directors’” Report 20
4) Stakeholders (13 variables)
Variables by Category Number of Variables
Stakeholders 13

Corporate Governance Center — Alfaisal University Jeadll daala — S HAN daS s S je
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Methodology g all

Sub-indices — for Bank Sector

& i) gLl o 81 gl
CATEGORIES & VARIABLES (165)

CG Index for Banking Sector
1) The Board of Directors (69 variables; 31 from SAMA principles)

Variables by Category

Number of
Variables

Main Functions of the Board of Directors 13
Responsibilities of the Board 4
Formation of the Board 5]
Qualifications of Independent Board Members 19
Committees Formed within the Structure of the 25
Board of Directors
Meetings of the Board 1
Remuneration and Indemnification of Board 1

Members

2) Shareholders (36 variables; 7 from SAMA principles)

Variables by Category

Number of
Variables

Rights of Shareholders 4

Facilitation of Shareholders' Exercise of Rights 6
and Access to Information

Shareholders” Rights Related to the General 17

Assemblvy
Voting and Minority Rights 4
Shareholders' Dividend Right and Transfer of 5
Shares

3) Public Disclosure and Transparency (42 variables; 15 from SAMA principles)
Variables by Category

Number of
Variables

Policy and procedure

22

Board of Directors® Report

20

4) Stakeholders (18 variables; 5 from SAMA principles)

Variables by Category

Number of
Variables

Stakeholders

18

Corporate Governance Center — Alfaisal University
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Methodology g all

Sub-indices — for Insurance Sector Craldl) gUaR o 811yl

1) The Board of Directors (78 variables; 41 from SAMA principles)

CATEGORIES & VARIABLES (160)
CG Index for Insurance Sector

Variables by Category Number of
Y ariables
Main Functions of the Board of Directors 14
Responsibilities of the Board 12
Formation of the Board 19
Committees Formed within the Structure of the 26
Board of Directors
Meetings of the Board ]
Remuneration and Indemnification of Board 1
MMembers

2) Shareholders (30 variables)

Variables by Category

Number of
Variables

Rights of shareholders 3
Facilitation of Shareholders® Exercise of Rights (4]
and Access to Information
Shareholders’ Rights Related to the General 13
Assembly
Voting and Minority Rights 3
Dividend Rights of Shareholders 5

3) Pu

blic Disclosure &Transparency (39 variables; 12 from SAMA prin

Variables by Category

MNumber of
Variables

Policy and procedure

14

EBoard of Directors’® Report

25

4) Stakeholders (13 variables)

Variables by Category

Number of
Variables

Stakeholders

13

Corporate Governance Center — Alfaisal University
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Methodology

iall

LA

Company Evaluation and Rating Process

1.Developed CGI Evaluation Template

S ) 4y ald 7dgad y gkl S 1

~

7

2.Conducted Two Pilot Evaluation for Quality Assurance

ABal) g Bagal) (e UM (S a0 e Lida (gaatl) o5 -2

~

~

3.Collected Required Documents for 171 Companies

4S5 171 ) g da U il glaall apan o5 -3

A 4

~

4.Reviewed the Documents for Evidence of Compliance with
CG Principles

(53 Calal (B (b gl g ) (e Gaagll AT 038 daa) ja pi-4

A 4

daS gl

A 4

5.Requested from the Companies to provide any missing
information

bl g) dagiia cila glra ol Uiy g 3t cilS i) aran g Jual gl a1 -5

A 4

A 4

6.Rated companies based on collected evidence of CG
practices

Leldad g cila glaall do oLy il yid) Ciuas a1 ) 44 -6
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Methodology el

Quality Assurance Process 53 gal) 48| 4o dilac
1.Internal QA Process Llda Bagal) 480 o 1
A . - 4.:;\‘).0
| "
z  Frad 4 e
Review by €am Jazll
evaluation by
CGl analyst
2.External QA Process La A Bagal) 481 4 2
Review ltems Consultants Feedback Requested
CGI Variables and Categories Dr.Stephen Davis
CGI Rating Methodology & SAGIA, CMA,SAMA,
CGI Company Selection Criteria Kobirate and MCI
CGl Pilot Evaluation Consultant Team

Corporate Governance Center — Alfaisal University Jeadll daala — S HAN daS s S je
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Methodology 22 gall

Rating Methodology and Weight daddiiceal) 0 3 g¥1 g Aaiall) 48, )l
The corporate governance assessment is based on : andil) dolas u& ) el aladiu) Al
117 attributes within four categories for Sle Uaall Jeld pxie 117 o
general CGlI

* 165 attributes for banking sector ) .
el g Uil 36 160 o

e 160 attributes for insurance sector

T il e el Lgbudinl 3 duileall dagil

* Each category is evaluated over 100 points. The final

CG score is the weighted average of four categories

over 100 points. adady A (pe Ll glas @jﬁd BEBEY\

* The CG score reveals the compliance of companies . 1+ CAS Ll ) Y sde (s Al Aagll e
to good CG principles. o 2 ) ;S);J\ 6;1“
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Methodology

L

LA 4

h

Rating Methodology and Weight

The four categories and their weight are:

Board of Directors and Executive Management
(35%)

Shareholders’ Rights and General Assembly (25%)
Public Disclosure and Transparency (30%)

Stakeholders (10%)

The cumulative CG score ranges 0 to 100.

Corporate Governance Center — Alfaisal University
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Methodology

”

L 4

L4

\

Rating Scale Aaballl (ulita
Score Letter Description Score Letter Description
Grade Grade
90-100 A Excellent 90-100 A Jhaa
80-89 B Very good 80-89 B I
70-79 C Good 70-79 C L
60-69 D Fair 60-69 D Jgsde
Below 60 F Very weak Below 60 F e

Corporate Governance Center — Alfaisal University
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Project Flowchart and Timeline

1. Developing
methodology

with variables

1.1 Determine
CG principles,
variables and
L companies

1.2 Consult

f— stakeholders
& partners

1.3 Consult
external experts

1.4 Confirm

A variables
L

—v methodology and

»
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2. Developing
templates

S

2.1 Develop

L source

— template for data

-~

2.2 Develop

questionnaire
template

-~

2.3 Develop
rating template

2.4 Confirm
— developed
A L templates

Consult external experts (Dr. Steven, Koberate consultancy company)
Consult stakeholders & partners (SAGLA, CMA, MCl and other companies)
Report to SAGILA

3.Gathering
the data

——

3.1 Prepare three
pilot data
collection

3.2 Send

— guestionnaire to

companies

L )

i -

3.3 Collect data
from companies

L )

" 3.4 Send data to |
companies for

E final confirmation

i )

4. Rating

companies &
creating CGI

p—

4.1 Rate each
company

|

4.2 Review of
rating by expert
panel

-~

4.3 Create index
and ranking

-~

4.4 Write report
and publish the
findings
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Project Outcome - CGI CilS pad) daS ga pdiga £ g e il
Year 1 (2017) (2017) Js¥) alad)

* Developed basic CG assessment tool Lo sl dlldy I AeSall hige ki Lk

with 117 variables
Jeldi yuxie 117
e Assessed 92 companies listed in

Tadawul sl 3 4a )24 ,5 92 Llls o

* Awarded five companies with highest subaly S yE ded JuadY jilea Uaia e
CG score

* Released first report ranking 92

companies based on their CG practices e sl 92 I <lSHal i i (dlely Ld o
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Project Outcome - CGI ClS &) AaS g pdiiga £ g pdia gl
Year 2 (2018) (2018) gm\ alal)
* In addition to the basic CG index Sl pand Al S sl 550 ) iVl o

* Developed two new sub-indices: one for
& gl &Lkéj e G il (gl ge A8l Liad
bank Sector with 165 variables and one

for insurance sector with 160 variables e 160 = el g Uadl e s yaxia 165 =
e Assessed 171 companies listed in sl ol Ayl SN e i o
Tadawul
: AS s 171
* Atomize the CG assessment and
reporting process using an electronic pladiuly QIS AN Jalald 5 andi ¢ uin 9o daally Liad o
system. oala g Sl A
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Project Outcome - CGI CilS pad) daS ga pdiga £ g e il
Year 3 (2019) (2019) i) alat)

*  While keepi b-indices for the banki s e . .
ile keeping sub-indices for the banking i el gk e Jeall ) PO
and insurance sectors, we will develop new

CG assessment variables based on new Gl s Lay A3 ?L’J‘ 25all yulaa  gha oo
CMA principles Hanal) ALl (3 gudl A 3aY e
 Evaluate all companies listed in Tadawul Gpmdl (B 4 yaall LIS 5l pran oty o gl o
based on expected 300-400 measures sxie 400 ) 300 e Lo alass L e I

* Use digital dashboard for CG assessment
and reporting JalSIL apsil) dlae daail o

* Conduct workshops and provide training 5 Lo dun 50 g Jas g Mo e
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Findings gl

Summary Statistics il alilaa)
Cumulative CG Shareholders Public Dis. and Stakeholders
Score BOD Score Score Tran. Score Score
N 171 171 171 171 171
Mean 67.02 78.29 74.89 63.78 17.66
Median 66.90 79.71 75.00 64.10 15.38
Std. Deviation 7.75 8.04 9.52 11.43 17.51
Minimum 44.60 49.28 45.00 16.18 0.00
Maximum 90.60 95.00 95.00 91.03 88.46

Corporate Governance Center — Alfaisal University Jeadll daala — S HAN daS s S je



Findings gl

Key Observations cillaadlall aal

The cumulative CG scores range from 45
points to 91 points with a mean of 67 and
standard deviation of 8.

This shows that companies vary
significantly in terms of their CG practices.
While the half of companies scored 67 or
above the other half scored less than 67.
This means that overall companies are
doing fine in terms of corporate
governance even though they have
significant room for the improvement.
Companies are particularly doing well in
terms of the CG principles related to board
of directors and shareholders’ rights.

They need great improvement in the areas
of public disclosure and transparency, and
stakeholders.

Corporate Governance Center — Alfaisal University
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Findings

Summary Statistics

100

Average Cumulative CG Score and Its Sub-Categories

Stakeholders Public Dis. and Cumulative CG Shareholders BOD Score
Score Tran. Score Score Score
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Findings

il

Key Observations

BOD and SH are the doing well among the 4 categories as

these two categories are under the eye of the

regulators and most of the criteria are driven from the

mandatory principles by CMA and companies get penalized in

case incompliance.

Companies are doing well in terms of meeting the minimum

requirements for public disclosure. However, they tend to

keep important policy information confidential unless it is
pushed by the regulators.
Stakeholders rights are important traits of good corporate

governance. However, since they are not mandated by CMA,

companies have little interest to follow those good practices.

cillaadlall aai

e da 0 el cpeabuad) Bsia s o jlaY) Lullas s
S el el o ) elld (6 5a s s AY) Cilinaily
Al (85 At S8 (e dnal 31 es0lie (A Gatiuatl) (s
ALl O s A8aa 5 alal) Aladll pady Lo Wl
Oy plail) ssabie Gl e BV aally ol
Ale Wi o Llall & ~ladl dalall clubd)
Al Gl Gal e 48l iy algald) s

et o aaid dladl Clanal §siay el Gl Ladic
ssdlaall O G Caiaill 138 (8 ddpa Leaili IS AN

Al ) e U
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Findings gl

Cumulative CG Score Distribution daS gall pdige cla jal Alaal) S il ao gl

Figurel. Cumulative CG Score of 171 Companies (2018)

407

307

&0 70 B0
Cumulative CG Score
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Findings gl \'

Board of Directors (BOD) Score Distribution BN (allae gilial laa) a3 sl

Figure 2. Board of Directors Score of 171 Companies (2018)

40—

Frequency

BOD 5core
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Findings

Shareholder Rights Score Distribution

Figure3. Shareholders Score of 171 Companies (2018)

40

Frequency

Shareholders Score
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Findings L)

Public Disclosure and Transparency Score A alall Cb‘éy\ il Alaal) ) gl
Distribution ; i

Figure4. Public Dis. and Tran. Score of 171 Companies (2018)

40

Frequency

Public Dis. and Tran. Score
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Findings il

Stakeholders Score Distribution rllaall a3l laual il Alaay) an )il

Figure5. Stakeholders Score of 171 Companies (2018)

507
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Stakeholders Score
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Findings

ommercial Serv. and Retailing

Ll ) S

ransportation

@

Bank and Diversified Financials

elecom and Media

e Uall) caa

Eneryg and Utilities

Material

-

8
Consumer Durables and Consumer .ﬁ
Services

Food & Staples and Food & Beverages

Real Estate

Healthcare and Pharma
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Sectoral Comparison By Four Categories
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Trend Analysis

Using 2017 Cohort
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Cumulative CG Score Distribution agall as) Al ag 5 6l

Figure 1a. Cumulative CG Score of 92 Companies (2017) Figurelb. Cumulative CG Score of 91 Companies (2018)
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Board of Directors Score Distribution 51 Gallaa cigiiat 4 s
Figure 2a. Board of Directors Score of 92 Companies (2017) Figure 2b. Board of Directors Score of 91 Companies (2018)
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Findings - Trend Analysis using 2017 Cohort ralall alall digal) guilisy 45 e = @m‘
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Figure 3a. Shareholders Score of 92 Companies (2017) Fijjure3b. Shareholders Score of 91 Companies (2018)
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Findings - Trend Analysis using 2017 Cohort
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Public Dis. And Trans. Score Distribution

Figure 4a. Public Dis. and Trans. Score of 91 Companies (2017)
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Fi jure 4b. Public Dis. and Trans. Score of 91 Companies (2018)
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Figure5a. Stakeholders Score of 92 Companies (2017) Figure5b. Stakeholders Score of 91 Companies (2018)
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How to improve your CG Score?
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Companies shall go beyond the minimum
requirements. They shall internalize CG principles
and follow at maximum level.
For instance, for public disclosure and transparency,
companies could do the followings to get better
score:
* post CVs for Board members and executives
* upload meeting minutes-
* make the CG code of the company available
on corporate website
* Post other announcements and information
concerns shareholders on their website
 Keep the archive last years news and reports
for potential investors. Some companies
update their website and ignore the previous
information were shared on their website!
* Availability of General Assembly Meeting
minutes.
And more ..
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Policy Recommendation

Given the fact that most of corporate governance
principles are voluntary based, it is important to organize

workshops and conferences to increase awareness and

facilitate sharing of best practices.

Develop a certificate program for the training of board

and company executives in regard to corporate

governance principles and best practices.

Provide research grant to researchers to study the

importance of good corporate governance. This will

generate empirical evidence to encourage companies to
comply with voluntary corporate governance principles.

Pay great attention to the compliance to the corporate

governance principles related to Public Disclosure and

Transparency, and Stakeholders. The CMA might make

some of those principles mandatory for companies to

assure that companies are taking them seriously.
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2018 CG Excellence Award
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The Winners and Ranking

After the two panels, we will announce
five companies with highest cumulative
CG scores

We will also release the name of top ten
companies in cumulative CG score and
sub-categories.

The full list of company rating will be
available on CGC website.

We will

be pleased to release the

individual company ranking upon request.
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2019 CGI Report
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Changes and Expectations

We will assess all companies which are listed on
Tadawul

We will assess CG practices based on practices
and documents for fiscal year 2017

In addition to sub-indices for the banking and
insurance sector, we will expand our variables
using new CG principles for 2019 CGI rating.

We appreciate the support of both government
agencies and business communities

We welcome for the

any  suggestion

improvement of the index
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Corporate Governance Center
Alfaisal University, College of Business
Alfaisal University
P.O. Box 11533, Riyadh, 50927
Tel: +966 11 215 7682
Email: cgi@alfaisal.edu
Website: http://cob.alfaisal.edu/cgc
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