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AN OVERVIEW ON 
DIRECTORS’ DUTIES
AND LIABILITIES IN
SAUDI ARABIA

BY NABIL ISSA, JAMES STULL AND SAYF SHUQAIR
> KING & SPALDING LLP

On 2 May 2016, the new Companies 

Regulations were introduced in the Kingdom 

of Saudi Arabia to replace the previous 

regulations that were implemented in Saudi Arabia 

over 50 years ago. In general, the new regulations 

have been well-received and are seen as a step 

forward in the modernisation of the regulatory and 

investment landscape in Saudi Arabia, consistent 

with recent developments such as the opening 

of the stock market to foreign investors. The new 

regulations provide clarity and address several 

concerns regarding corporate structuring, ongoing 

operations and reporting obligations. One particular 

area that the legislator sought to strengthen was the 

role of managers and directors by placing additional 

responsibilities and obligations on them (and in 

some cases harsh penalties), in line with Western 

jurisdictions, in order to protect the wider interests 

of the stakeholders involved. In this article, we take 

a detailed look at managers’ and directors’ duties 

and liabilities in limited liability companies (LLCs) 

and joint stock companies (JSCs) in Saudi Arabia as 

stipulated under the new regulations.

Limited liability companies
The LLC is by far the most common corporate 

vehicle in Saudi Arabia. Its attractiveness generally 

lies in its ease of formation and the relatively 
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limited ongoing regulatory and reporting obligations 

which it has to abide by. In addition, although the 

new regulations set forth the general framework 

applicable to LLCs, shareholders in LLCs are given 

broad discretion to agree on various matters 

pertaining to the business and operations of the 

company, which are set forth in the company’s 

articles of association.

One of the matters over which shareholders have 

considerable discretion is the management structure 

that is to be adopted by the company. Shareholders 

may opt for either a single manager or a board of 

managers to manage the company, each having its 

own practical considerations. Also, shareholders 

are given some discretion to agree on the scope 

AN OVERVIEW ON DIRECTORS’ DUTIES AND LIABILITIES IN SAUDI...
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and breadth of the duties, subject to the statutory 

requirements in the new regulations.

Under the new regulations, managers’ duties 

primarily involve straightforward reporting and 

disclosure obligations, particularly 

in relation to the preparation and 

submission of financial statements. 

The new regulations do not provide an 

exhaustive list of duties for managers 

of LLCs, which are usually set forth in 

the articles of association, but instead 

they stipulate that managers shall 

be held liable for any loss suffered 

by the company or the shareholders 

or third parties as a result of the 

managers’ violation of the companies 

regulations and the company’s articles 

of association. This approach is generally in line with 

the position adopted under the previous regulations 

where managers were subject to a similar liability 

threshold.

However, under the new regulations, managers 

have an additional burden to exercise extra diligence 

when managing companies with questionable 

financial health. The new regulations provide that 

if an LLC’s losses reach 50 percent of its paid-in 

capital, the managers shall record such losses in 

the commercial register and convene a general 

assembly meeting within a period not exceeding 

90 days from the date of becoming aware of the 

losses to discuss the continuance or dissolution of 

the company. Further, the new regulations impose 

significant penalties and provide that a manager, 

officer or member of board of directors shall be 

subject to imprisonment for a term not exceeding 

five years and a financial penalty not exceeding SAR 

5m (or both) in case they did not convene a meeting 

of the shareholders or general assembly or have not 

taken the necessary steps to address the situation 

upon becoming aware of the losses.

Joint stock companies
A JSC is a more heavily regulated entity than 

an LLC, and is akin to a corporation in Western 

jurisdictions. While the shareholders in a JSC have 

the discretion to agree on certain matters in the 

company bylaws (which is the equivalent of an 

LLC’s articles of association), the new companies 

regulations also govern a significant number 

“Under the new regulations, the maximum 
penalty provided for directors in a JSC 
has substantially increased to become 
imprisonment.”

AN OVERVIEW ON DIRECTORS’ DUTIES AND LIABILITIES IN SAUDI...
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of operational and managerial aspects. A JSC 

previously needed to be formed by a minimum of 

five shareholders, but under the new regulations, 

generally a minimum of two shareholders is 

required, and in fact, single shareholder JSCs can 

be formed by the government, public institutions, 

wholly-government owned companies and 

companies with capital not less than SAR 5m.

A JSC is managed by a board of directors 

consisting of a minimum of three and a maximum 

of 11 members and shareholders are represented 

on the board in proportion to their percentage 

shareholding. As opposed to LLCs where managers’ 

statutory duties mainly involve disclosure 

obligations, in a JSC there are typically more 

stakeholders’ interests involved and directors’ 

duties are numerous. Such directors’ duties can 

be classified under the broad categories of: (i) 

continuous disclosure, pursuant to which directors 

are obliged to disclose transactions involving conflict 

of interest; (ii) non-competition, pursuant to which 

directors are required to avoid getting involved in 

activities competing with the company’s business; 

(iii) exercising good-faith, pursuant to which directors 

are required to exercise good faith in carrying out 

their duties; and (iv) maintaining confidentiality, 

pursuant to which directors are required to maintain 

the confidentiality of matters discussed in general 

assembly meetings.

Similar to managers in an LLC, the directors in a 

JSC are also generally liable for any loss suffered by 

the company or the shareholders or third parties 

as a result of their violation of the company’s 

regulations or bylaws. The liability in this regard is 

applied jointly between all members of the board if 

the loss is a result of a decision taken unanimously. 

However, if the loss is a result of a decision that 

is passed by a majority, members of the board 

who have expressly rejected the resolution in the 

minutes of meeting shall not be held liable. Under 

the previous regime, the maximum penalty was a 

three month to a one year imprisonment and a fine 

of SAR 5000 to SAR 20,000 and this was imposed for 

various violations related to the disclosure and illegal 

distribution of profits, among other things. Under the 

new regulations the scope of potential liability and 

penalties for directors in JSCs has been expanded for 

certain violations.

Under the new regulations, the maximum penalty 

provided for directors in a JSC has substantially 

increased to become imprisonment for a term not 

exceeding five years and a fine not exceeding SAR 

500,000 (or both) for various violations related to 

disclosure, abuse of authority or failing to convene 

a general assembly or shareholder meeting or not 

taking the necessary steps upon becoming aware 

that a company’s losses have exceeded 50 percent 

of its paid-in capital.

Similar to the requirements of an LLC, if the losses 

of a JSC exceed 50 percent of the paid-in share 

capital at any time during the financial year, any 

officer or the auditor must inform the chairman who 

AN OVERVIEW ON DIRECTORS’ DUTIES AND LIABILITIES IN SAUDI...
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must in turn inform the members of the board. The 

board must convene a general assembly meeting 

within 45 days of becoming aware of the losses to 

either increase or decrease the company’s capital 

so that losses become less than 50 percent of the 

capital or liquidate the company.

Conclusion
While the new regulations have generally 

maintained the same basic thresholds for managers 

and directors duties and liabilities in LLCs and 

JSCs, they have increased the potential exposure 

to liability for managers and directors managing 

companies with increasing levels of loss.

The practical implications of the new liability 

threshold remain to be seen; however, while under 

the previous regime, individuals were willing to 

accept directorship positions and take on passive 

roles in management in return for remuneration, 

such an approach would now potentially expose the 

relevant individual to imprisonment and significant 

penalties as the standard of diligence for individuals 

managing companies, particularly those nearing 

distress, has increased. Also, while the recent 

amendments may be regarded as deterrents for 

management to take reasonable risks, they should 

instead be interpreted as an attempt by the Saudi 

legislator to promote active, efficient and effective 

decision making processes. Also, and in light of 

the above, we expect that Saudi Arabian insurance 

companies may be the biggest beneficiary under 

the new regulations through a rise in demand for 

D&O insurance from members of management and 

boards of companies in Saudi Arabia.  RC&  


