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Abstract

The framework of corporate governance in Saundi Arabia strongly aligns with Shariah law, which empbasizes principles of honesty, fairness,
transparency, and social responsibility in business practices. This study delves into the historical context of corporate disregard in Saudi Arabia,
tracing its origins and development within the conntry's legal framework. The analysis encompasses a comprebensive review of the evolution of
corporate law, judicial precedents, and legislative reforms that have shaped the application and interpretation of corporate disregard in Sandi
Avrabia. The historical trajectory reveals the dynamic nature of corporate governance and liability in Sandi Arabia, highlighting the influence of
cultural norms, economic imperatives, and legal adaptations. The nuanced understanding of historical developments offers a foundation for
comprebending the contemporary application of piercing the corporate veil in Sandi Arabia and informs discussions on potential future trajectories
in corporate law and business practices within the country.
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INTRODUCTION

Corporate disregard also referred to as "piercing the corporate veil," is a legal doctrine that allows coutrts to lift
the veil of limited liability characteristically enjoyed by shareholders so that they could be held personally liable
for a corporation's malfeasance or misappropriation’. In standard corporate law, protection of sharecholder
personal liability exists only to that level of investment in the corporation, but in case of fraud, unethical
activities, or serious abuse of corporate structure, protection can be withdrawnS. A court raises its defense of
corporate disregard when clearly showing shareholders are misusing the corporate form to escape debt or other
obligations or for the perpetuation of wrongful conduct without accountability’. By lifting the veil, the courts
hold liable beneficiaries of corporate action that causes harm or is involved in noxious corporate activities. This
principle helps check for abuse of the corporate form while ensuring the issue of fairness and accountability,
notably in a system such as Saudi Arabia's judicial, founded in Shatiah law.

The Mid-20th century saw Saudi Arabia emerge as an economic power, and the sudden development of the
nation brought with it a change in corporate cultures. Companies sought to adapt to global standards and reach
farther markets by setting traditional values aside, among which was their allegiance to Shariah principles®. The
newly emerging multinational companies and Western models served as a dilemma for them and the ways they
can economically grow while being ethically and religiously correct. Based on this conflict between modern
corporate behavior and Islamic values, we today identify what forms the basis of corporate disregard!?. In Saudi
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Arabia corporate governance have shown significant evolvement, this evolvement has particularly occurred in
the past few decades, reflecting modern business standards along with Islamic values!!.

Corporate disregard holds an important place in Saudi Arabia since it aligns with the principles of Shariah law
and the traditional elements of society in determining shareholders' responsibility!2. Shatiah law accords
significant attention to the duty of accountability and observes rigid adherence to morality, stating that anyone
should lead his affairs with honesty and justice while transacting business. Unlike general corporate structures
that substantially depend upon the principle of limited liability, the Shariah doctrine seeks to prohibit the
application of the corporate entity to evade moral and monetary obligations'3. By alignment, this environment,
which is both legal and cultural, pushes the courts towards piercing the corporate veil when occasioned by a
shareholdet's misuse so as to ensute justice and, by extension, societal trust!“.

The framework of corporate governance in Saudi Arabia strongly aligns with Shariah law, which emphasizes
principles of honesty, fairness, transparency, and social responsibility in business practices!>. These values
highlight the country's effort to establish an approach that allows corporate behavior to align with the core
societal and religious values of the public’®. However, Saudi Arabia has been constantly under pressure to
globalization and establish a modern economy, as currently, it is making efforts to meet the goals of Vision
2030, which aims to reduce dependency on oil, diversify the economy, and attract investment from foreign
entities!’.

Culturally, the collectivist culture in Saudi Arabia ponders collective good versus individual gain. It further
justifies this expectation: shareholders, as custodians of corporate entities, are expected to act in ways that do
not harm society but bring good!8. According to this definition, fraud or environmental damage is not merely
a legal breach but also a transgression of social and moral norms. Recent reformation, especially that found in
Vision 2030 has elegantly remarked on transparency and accountability in corporate governance through the
inculcation of Shariah-compliant mechanisms for dealing with misconduct!’®. The recourse of personal
responsibility bestowed to shareholders in case of corporate abuse accounts for not only the Shariah tenets but
also the cultural expectations of adapting in such a way so that in the Saudi context, businesses are conducted
cthically and responsibly as well?.

The pressure to diversify the economy, attract international investment, and reduce dependency on oil has
greatly amplified these forces?!. Globalization introduces Western corporate practices obsessive in the pursuit

1 Hassan, Abul, M. Sadiq Sohail, and Md Mahfuzur Rahaman Munshi. "Shari‘ah governance and agency dynamics of Islamic banking operations in the
Kingdom of Saudi Arabia." ISRA International Journal of Islamic Finance 14, no. 1 (2022): 89-106.

12 Umar, Umar Habibu, Egi Atvian Firmansyah, Muhammad Rabiu Danlami, and Mamdouh Abdulaziz Saleh Al-Faryan. "Revisiting the relationship
between corporate governance mechanisms and ESG disclosures in Saudi Arabia." Journal of Accounting & Organizational Change 20, no. 4 (2024): 724-747.

13 Al-Faryan, Mamdouh Abdulaziz Saleh, and Jassem Alokla. "Do publicly listed insurance firms in Saudi Arabia have strong cotrporate
governance?." Economies 11, no. 1 (2023): 21.

14 Kouaib, Amel. "Corporate sustainability disclosure and investment efficiency: The Saudi Arabian context." Sustainability 14, no. 21 (2022): 13984.

15 Bin Hagshah, Abdulaziz Farraj. "The new Saudi Corporate Governance Framework: a comparative legal study with the UK and Delaware." PhD diss.,
University of Glasgow, 2022.

16 Al-Faryan, Mamdouh Abdulaziz Saleh. "Corporate governance in Saudi Arabia: An overview of its evolution and recent trends." Risk Governance and
Control: Financial Marfkets & Institutions 10, no. 1 (2020): 23-36.

17 Bashir, Mohamed Sharif, and Abdo Aglan Babiker. "EVALUATION OF SHARI'AH GOVERNANCE PRACTICES IN SAUDI ARABIAN
BANKS." Malaysian Journal of Syariab and Law 11, no. 2 (2023): 243-270.

'8 Alasmri, Ahmed Dhaifallah. "Exploring the relationship between the boatd of directors and the Shari’ah Supervisory Board in Islamic financial
institutions in Saudi Arabia." (2020).

19 Boulanouar, Zakaria, Rihab Grassa, and Faisal Alqahtani. "The dynamic interplay of Shariah compliance rank and financial performance: nonfinancial
listed firms in Saudi Arabia as a testing ground." Jourmal of Financial Reporting and Acconnting (2024).

20 Abdulrahman, Zunaiba, Tahera Ebrahimi, and Basil Al-Najjar. "Exploring the nexus between Islamic financial institutions Shariah compliance
disclosure and corporate governance: New insights from a cross-country analysis." International Journal of Finance & Economics 29, no. 4 (2024): 4590-4612.

2t Alqarni, Ahmed Ali M. "The impact of corporate governance on major shareholdings: the case of Saudi Arabia." PhD diss., Newcastle University,
2021.

INTERNATIONAL JOURNAL OF RELIGION 1551



Shariabh and Corporate Conduct: Tracing the Evolution of Corporate Disregard in Sandi Arabia throngh Historical Perspectives

of shareholder value and high growth-which can create tensions between such approaches with the Shariah
sensibilities of social responsibility, transparency, and moral accountability??. Within this context, corporate
disregard becomes an issue that deeply affects Saudi businesses and makes alignment with Islamic values fail in
having complete public trust, investor confidence, and social stability?>. The study explores how Saudi Arabia's
cotporate practices, influenced by globalization and Vision 2030's economic goals, are affecting the way the
corporate disregard concept is evolving.

The financial regulatory monitory of Saudi Arabia which is known as the Capital Market Authority (CMA) plays
an important role in enforcing corporate governance standards, ensuring accountability, and promoting
transparency?®. The CMA also issues Saudi Corporate Governance Regulations (SCGR), which provide proper
guidelines for the rights of shareholders, disclosure requirements, and board responsibilities. These regulations
are developed to align with the balance between Shariah values and international best practices?>. Despite the
major efforts made by the Saudi government, there are still many situations that are yet to be addressed
including the effort to adopt corporate global practices without compromising the principles of Shariah?.

Shariah law comes from the principles of Quran and Hadith and it is the primary legal and moral framework
for business, social, and personal attributes in Saudi Arabia?’. Sharia has a major influence on the corporate
behavior of the country which focuses on strict guidelines regarding major issues. For instance, the Shariah
guidelines on r7ba (interest) are very strict as it is majorly prohibited in Islam, it emphasizes prohibiting practices
that exploit the principle of Islamic finance?. As a result of these guidelines the corporate industry, and the
banking industry of Saudi Arabia cannot collect interest like the Western banks, instead, they use leasing
arrangements, profit-sharing models, or equity-based financing which are per Shariah values®. However, the
forces of globalization and modernization have compelled some companies to sidestep these constraints,
therefore, leaving room for corporate disregard whereby ethical principles may be compromised for bottom
lines or when embracing Western practices.

Moreover, other unethical practices are prohibited under Shariah law including maysir (gambling or speculative
risk) and gharar (excessive uncertainty), as these practices majorly affect corporate making3'. According to this, the
companies operating in Saudi Arabia may not invest in alcohol, speculative trading, or the gambling industry as
these are inconsistent with the principles of Shariah. Instead of these industries businesses focus on contributing
positively to the community by investing in infrastructure, real estate, and education. Similarly, many
companies integrate gakat into their Corporate Social Responsibility (CSR) strategies, where profit portions are
allocated to social development projects, poverty alleviation, and charitable initiatives. Whereas in the CSR
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standards of the West social responsibility is not considered as an obligation but as an individual's optional
activity?3.

These principles make the business culture of Saudi Arabia unique, where corporate success is measured by
adherence to religious and ethical standards along with financial success3. Companies that do not follow the
values of the country face legal penalties, reputable damage, and loss of public trust. However, there is a notable
gap in research on corporate disregard and ethical conduct in the Saudi context, more particularly on the
influence of Sharia on business®. While Islamic finance principles are well-documented few studies examine
their practical application in diverse business industries. Another major gap is the lack of studies analyzing the
balanced adaptation of Shariah rules and Western business standards in the Saudi corporate industry®.
Addressing these gaps can help illuminate the real-world challenges and adaptations in economic
transformation and regulatory reforms of Saudi corporate governance while shedding light on situations that
lead to corporate disregard?’.

This paper addresses the evolution of corporate disregard in Saudi Arabia, looking at how Shariah law addresses
the abuse of corporate power. It weighs the balance for a modern corporate structure, such as a limited liability
company, and its ethical requirements against Shariah law, which calls for personal accountability and justice.
Using an analysis of the role of Shariah in forging the structure of corporate governance, this paper explains
how legal and cultural frameworks will evolve to make sure that corporate malpractices are dealt with at their
best when shareholders are held accountable for their actions even within a prison of limited liability. For
tracing Saudi Arabia's evolution of corporate disregard chronologically, a structured timeline approach will help
highlight key historical periods, shifts in corporate practices, and regulatory responses. This research will
provide insight into the dynamic correlation between contemporary business practices and religious values in
Saudi Arabia.

Saudi Corporate Law
The Establishment of the Kingdom of Saudi Arabia

The unification of Saudi Arabia by King Abdulaziz Al-Saud, based on Islamic principles and centrally governed,
is a great insight into one way of addressing corporate disregard within the Kingdom's legal and corporate
framework3s. Just like King Abdulaziz brought these disparate governance systems under one single, Shariah-
driven structure, this is exactly how Saudi Arabia's present corporate governance system finds an address to
abuse of corporate power, through Shariah-based principles; that is, further amplified by ethical accountability
and justice in governance and business practices®.

King Abdulaziz's gradual approach to unification minimized disturbances while securing stability when
submitting to the premise of Islamic values*. Similatly, addressing corporate disregard requires the incremental
integration of Shariah principles into corporations' frameworks with little economic uncertainty and without
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destabilizing the economic environment*!. The Kingdom's system of governance, resting upon local and tribal
accountability in Islam, provides a historical precedent for enforcing personal responsibility, even within the
decentralized or limited liability structure®2.

As Saudi Arabia develops into more traditional forms of governance like the General Shura Council, this
mirrors its corporate transformation®. Such systems represent a commitment to ethical accountability and
modern practices wrapped in a fabric of Islamic principles. It is also in step with the legacy of sensitizing one
to corporate disregard, reflecting a system that promotes a corporate culture fully in step with Saudi Arabia's
historical stand for justice, unity, and Shariah values#4.

Historical Economic Data and Development of Saudi Arabia

Another very influential factor that has shaped Saudi Arabia's structure and behavior, aside from the two
previous elements- Islamic instruction and centralization of power is its significant oil deposits*>. Most of this
oil, accounting for a quarter of the wotld's total, has played a role in financing massive social development as
well as placing Saudi Arabia in a list of the world's twenty richest countries. However, this dependence on oil
has also resulted in creating an environment that provides for corporate disregard, since corporations are
increasingly driven by revenues and fast-paced growth?. Furthermore, due to excessive use at home and the
lack of alternative sources of income, such apprehensions also raise doubts about long-term economic
sustainability.

Saudi Arabia's growth in GDP was very much in line with the fluctuation in oil prices as it had high growth
during the oil boom in the 1970s and early 2000s, and the economy grew very slowly during the oil price decline
in the 1980s and the 2010s¥". The early development plans, essentially established between 1970 and 1985,
aimed to develop most other sectors such that this economy would not be so vulnerable to fluctuations in the
oil price. These plans focused on adding schools, universities, hospitals, and roads because those were set to be
a fundamental basis for such economic strategies in the future®. In this, however, the uneven change in progress
kept the price of oil volatile, in turn, showing the sensitivities of the global oil market shifts to the economy®.
Corporate misconduct manifested in often insufficient planning or myopic strategies by business groups, as
they focused on short-term gains at the expense of developing sustainable development practices rather than
sponsoring resilience, which further entrenched reliance on oil%.

Although the oil dependence that many of these plans were designed to fight weighed so heavily upon them
and derailed many, the foundation was laid for more aggressive economic policies to rescue corporate
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University of York, 2021.
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Plan and Saudi fiscal reform." British journal of Middle Eastern studies 47, no. 3 (2020): 381-401.
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coherences." The Quarterly Review of Economics and Finance 85 (2022): 149-160.
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complacency in the long run3!. The early efforts, however narrow they may have been, formed a basis on which
today's transformational plans function, big enough to power the shift away from oil as GDP's primary fuel®2.
Nonetheless, even as the Saudi business sector gradually adjusts to those workable models, nagging issues of
business neglect remain relevant, particularly where businesses compromise Shariah-based ethics for short-term
advances in financial profit, a malady that leaves many corporate governance and sustainability practices much
more bereft of better integration with national priorities>.

Private investment, religious tourism, and non-oil exports are the key drivers of sustainable growth in research.
As private investment has been one of the most important drivers of GDP growth, this development would
boost the economy well into the future>. When Saudi Arabia continues its quest to diversify its economy more
and more, policy and legal reforms will be essential to drive its financial ecosystem forward to reach the
standards of the rest of the world®. However, corporate disregard remains a concern at large because some
corporations may be more concerned about making more money rather than abiding by the new reforms, which
would contradict the very nature of the sustainability and diversification of an economy>¢. The much-needed
strengthening of the governance framework would therefore be necessary to ensure that Saudi Arabia's
transition to an infinitely more stable and diversified economic model is not thwarted by corporate disregard?’.

Foundations of Saudi Arabia's Economic and Corporate Evolution
Shariah-Based (Saudi Arabia) vs. Western Corporate Governance Models

Corporate governance models and Shariah-based corporate governance in Saudi Arabia have both similarities
and major differences, which are shaped by their legal and ethical frameworks. One of the significant features
that the two systems share is accountability and transparency, which are critical aspects of instilling integrity
and confidence in corporate practices. They will protect the interests of the employees, shareholders, as well as
other customers®. When companies sidestep or do not live up to these principles at all, largely through being
driven by Western business models that reward profit and shareholder value over any ethical concerns, thus
corporate disregard is practiced®. Both Shariah, as well as international corporate governance regimes,
recognize the obligation to uphold the rule of law in avoiding the failure of moral mandate.

The principles of Shariah law are highly dependent on personal liability and also emphasizes the personal
responsibility of those who make decisions in the corporations!. Deception and dishonesty are abhorred and
business practices must be transparent and clean. People transacting business are also expected to behave in
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line with the dictates of Shariah to avoid fraudulent steps that may hurt othersé2. This applies even to corporate
shareholders, who do not have immunity from the responsibility even if it is behind a limited liability structure.
For fraud or harm through the actions of the corporation, Shariah demands that these shareholders must be
held responsible for the wrong. The believers are considered trustees in ethical business and unethical business
is not allowed®. This aligns with the greater Islamic principle of "Amanah" meaning trustworthiness,
emphasizing that individuals within the business have the responsibility to act in the best interest of society.
Hence, Shariah ensures that businesses operate not for sole profitability but for the greater good of society by
ensuring justice, equity, and accountability in all corporate dealings®*.

Shariah Mechanisms for Addressing Corporate Disregard

Evolutionary mechanisms of Shariah law on the approach toward addressing corporate misuse and corporate
disregard have been greatly transformed over time, assimilating modern legal concepts of higher
accountability®>. Among such developments is a new approach to incorporating Shariah-compliant corporate
governance frameworks, allowing Shariah courts to bypass limited liability protections where the corporation
has misbehaved mainly against stakeholders or breached ethical norms®. Such frameworks are now directed at
cthically led business practices with higher transparency and accountability.

Today, the Shariah audit finds an application in corporate audit activities to investigate ethical malpractices,
identifying cases of corporate malpractice wherein business enterprises' owners misuse legal structures to shun
individual responsibility’. Current trends in such judgment by the court introduce CSR applied through a
Shariah lens. Here, companies are not only held guilty of financial malpractices but also of social and
environmental ones. The progressive mechanisms reflect a modernized approach, ensuring that there is
personal accountability of business owners for their misuse while orienting towards both ethical and legal
expectationss,

Historical Evolution of Corporate Conduct in Saudi Arabia
Pre-Modern Saudi Arabia

The concept of amanah (trustworthiness), was the core value in that era as it required merchants to uphold
transparency and honesty®. The key practices were influenced by the Sunnah of Prophet Muhammad which
included the insistence on honoring commitments and mentioning clear terms in trading. There was a self-
regulation system in the markets known as Aisbah, in which a market inspector (muhtasib) was appointed to
ensure that market trading aligned with ethical standards™. This ended up forming a strong ethical foundation,
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banking sector." Paradigms 14, no. 2 (2020): 180-188.

04 Ibid 59
%5 Ibid 22

% Aldahmash, Abdullah Nasser. "The liabilities of company directors in Saudi Arabian law and Islamic law." Journal of University Studies for Inclusive
Research 5, no. 15 (2023): 9744-9782.

7 Almajri, Ibrahim. "The enhancement of accountability and transparency in corporate governance framework in Saudi Arabia." PhD diss., University
of Sussex, 2021.

%8 Alsadhan, Khalid Sami O. "Takeovers of publicly traded companies in KSA: a critique of regulations and minority shareholders protection rules in the
takeover context." PhD diss., Newcastle University, 2023.

9 Grasso, V.A., 2023. Pre-Islamic Arabia: societies, politics, cults and identities during Late Antignity. Cambridge University Press.

70 Ramaioli, Federico Lotenzo. "The Saudi Model and Shati‘a as Constitution." In Shari'a and the Constitution in Contemporary 1.egal Models: Two Worlds in
Dialogne, pp. 123-155. Cham: Springer International Publishing, 2024.
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which fostered a commercial environment based on trust and respect for community welfare adhering to
Islamic laws on fair trade, this acted as a core component for developing corporate ethics in Saudi Arabia’l.

However, as companies grew in modern times, the movement from personal to impersonal practices proved
challenging in maintaining such ethics’2. The amanab principle, as that principle would seem to proclaim and
encourage personal responsibility, might operate at odds with the limited liability structure of the corporation
and the exploitative use of the corporate veil. It is an exploitation of this veil to avoid financial responsibility
or ethical standards that presents a lack of respect for the foundational values of transparency and trust in their
most blatant form’™. These forms of corporate disregard undermined the integrity of not only commerce but
also social and ethical bonds central to the amanah conception of the Islamic tradition. Therefore, for shaping
corporate conduct in Saudi Arabia it was considered important to maintain a balance between traditional values
and modern corporate governance’.

Post-Oil Boom and the Rise of Corporate Entities (1950s—1970s)

Saudi businesses began to be highly influenced by the corporate practices of the West during this period”.
Practices including contracts, performance-based management, and standardized accounting were brought by
multinational corporations and Western oil companies that partnered with Saudi companies. Many firms
embraced Western corporate models, in this case, on growth and profitability principles”. This led to the
beginning of corporate disregard as companies started focusing on profit rather than being Shariah compliant.
Which in turn caused a moral dilemma for judges leading them to disregard the corporate veil of these
companies whenever something violates Shariah principles. However, the intersection of local values with
Western corporate frameworks laid the foundation of a modern corporate culture in Saudi Arabia, highlighting
the ongoing challenge of aligning modern corporate systems with foundational Shariah principles of fairness
and accountability’s.

Consolidation of the Saudi Corporate Sector 1980s—1990s

The corporate sector in Saudi Arabia witnessed significant consolidation within the 1980s-1990s; it was precisely
within these periods that not only were state-owned businesses growing but also private companies
substantially’. The government took such initiatives to expand companies in creating economic diversification
as well as shifting reliance away from oil-related revenues. The process of economic diversification advanced
through all sectors led by state-owned firms like Saudi Basic Industries Corporation (SABIC) and Saudi
Aramco, while the private sector was developing new ventures in the construction, banking, and retail sectors,
which meant more investment opportunities®’. The government went ahead to introduce several policies and
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programs that became additional measures under the umbrella of the Foreign Investment Act towards the
enhancement of standards of corporate governance as well as encouraging more international investmentss!.

However, this growth came at the expense of sometimes crossing over ethics and regulation in the corporate
sector as growth and profit became the goals®2. Corporate disregard cases appeared because some of these
corporations used the growing complexity of business structures as a means of dodging accountability issues
that seemed to run against the very foundation of Islam regarding fairness and social responsibility®3. This,
therefore, highlighted the tension between fostering rapid economic progress and maintaining a robust ethical
framework for preventing abuses of the corporate veil$+.

Globalization and Increasing Corporate Disregard 2000s—Present

The corporate landscape of Saudi Arabia has continuously been evolving and globalized since the 2000s, as
many corporate industries of the country have expanded and adapted to Western business models®. The
influence of foreign companies and global pressure has brought competitive practices with new management
styles and operational efficiency standards. Besides these influences driving huge economic growth, many
corporate industries sometimes neglect the core values of the country that are rooted in local regulations and
Shariah principles®. This can be observed from the practices of many construction, finance, and energy
companies, which often bypass labor law and engage in practices that are environmentally harmful to meet
global standards®’. This has also led to inappropriate usage of limited liability structures and corporate
frameworks to circumvent accountability, which reflects corporate disregard. This highlights the importance of
strengthening the regulatory frameworks that relate economic growth to core values related to equality and
community welfare in Saudi Arabiass.

Emergence of Corporate Disregard in Saudi Arabia
Modern Corporate Structures and Limited Liability

The establishment of Limited Liability Companies (LLCs) and the adoption of Western-style corporate forms
in Saudi Arabia marked an important break from the past in the business world, most notably during the 20th-
century oil boom?®. The key tenet of this law became the institution of limited liability, where shareholders were
protected from financial loss on their account by being liable only for the debts incurred by the company up to
their investments®. It helped the growth of this type of enterprise as more local and foreign investors were
attracted to it because it offered a haven to make investments®. However, once the LLC concept started gaining
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more popularity, questions began to be raised over the abuse of these limited liability protections that would
protect shareholders from the outcome of corporate malfeasance®.

This increase in the complexity and magnitude of corporations led to the emergence of cases of corporate
disregard?. Some business owners and investors took advantage of this limited liability structure by engaging
in fraudulent practices, maladministration, and even environmental damage, without any direct consequent
liability on their persons®. This rapidly growing demand also came from the growth of these abuses itself the
public became increasingly aware of the social and economic harms caused by irresponsible corporate
behavior?>. The tension between the legal benefits of limited liability and the ethical demands for personal
responsibility underscored the need for reforms aimed at corporate disregard so that business owners could
not deflect responsibility for actions damaging the community as a whole”.

Conflicts between Limited Liability and Shariah-Based Accountability

Vision 2030 is not Saudi Arabia's first attempt at economic divetsification, in reality, since 1970, many plans
have attempted to turn the country into a global player and develop non-oil sectors of the GDP?". There have
been recent concerns with the roles of private investment and corporate sectors in improving GDP, but reforms
to codify and modernize corporate structure have been in the works since at least 1965%. This was the year that
set the first codification efforts of corporate law, as Saudi Arabian Business Law or SABL was first
implemented, modeled upon the Egyptian/French business code but modified to include principles of Islam?.
Though the SABL introduced such principles of corporate law as limited liability, its early adoption is not
problem-free; inconsistent application and enforcement of corporate law would be the major problem due to
judicial strictures on adherence to Shariah principles!'®.

Limited liability does not sit well with Islamic teachings for several reasons rooted in Shariah principles. Shariah
law propounds justice and accountability and demands that the wrongdoers have to pay for the wrongs caused,
irrespective of any corporate shield!?!. The very notion of the protection of the shareholders from the liabilities
of a company goes against the grain of Islamic practice of full accountability of the individuals'%2. Shariah law
emphasizes justice, therefore, in any act that caused damage or resulted in debt, the person had to personally
sort out the issue!®.
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Repayment of debts is equally taken as a moral obligation in Islam!%4. The Prophet Muhammad warns of the
setiousness of debts, and Islamic teachings hold that an individual's obligations do not end at death!%. The
concept of limited liability, which restricts the amount that the individual would be obliged to accept
responsibility for, undermines the Islamic view that one must fully repay his debts!%. This often resulted in
difficulties in terms of coherency of the precepts of traditional Islam and the current practices of corporate law,
especially the separate legal personality and its aftermath, and this would require much litigation and procedure
hassle to business ventures!7.

This can cause unequal application of corporate law, as evident in case number 403\1\3 in 1985 and 1983 case
number 89\2\3 in 198318, Here, the lower courts, relying solely on Sharia principles, largely allowed the piercing
of the corporate veil and held shareholders personally liable!®. The higher courts reversed most of those
decisions, emphasizing the importance of observing principles of corporate law, including limited liability. This
inconsistency threw light on the fact that in Saudi Arabia, the two divergent lines of traditional Islamic values
and modern corporate practices continue to conflict with each other!!0,

The 1965 SABL was modified over several decades to strengthen the concepts of separate legal entities as well
as limited liability and was devised more to illustrate why they were essential to the courts''!. In 2015, there was
a complete overhaul when this new SABL was formed, which reinstated the concept of the corporate veil and
placed clear guidelines for piercing under certain conditions!'2. It was a new version of practice and an
adaptation of Saudi corporate law, pushing it toward international practices but in accordance with the specifics
of Shariah principles!'3.

This restructuring was highly necessary given the decline in investor confidence in the Saudi commercial
sector''4. This can be grasped from the decreased ranking of Saudi Arabia in the Business Confidence Index
and the continued last ranking on the Ease of Doing Business index in the category of Resolving Insolvency!s.
It registered a steep decline, going down to -2 points, in the third quarter of 2016 compared to 3 points in the
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prior quarter. Saudi Arabia's Business Confidence was averaged at 29.06 points for the period of years
2009 to 20169, The highest all-time recorded was in the third quarter of 2011 at 63.00 points, while the lowest
was seen as a record-low of -12.00 points in the first quarter of 2016 (Trading Economics- Saudi Arabia
Business Confidence)!!”. According to Resolving Insolvency, Saudi Arabia ranked last at 168 on the Ease of
Doing Business rankings from the World Bank!18.

Cases of Piercing the Corporate Veil in Saudi Law

In case number 439165552 in the year 2022, a creditor was seeking to have the shareholders liable for unpaid
rent after finding out that the debtor LLC has not dissolved and is still carrying out business informally''?. The
lower court advised the creditor against reliance on Article 181'20, The appellate court was in disagreement with
the above decision and held that a company need not be in dissolution before shareholders can be made liable
since there exists a judicial decree with no statutory requirement to that effect!?.

Contrary to a case filed in 2020, case no. 4062; the court was presented with evidence of insolvency by the
Saudi Monetary Fund Authority, but the process of holding the shareholders liable personally on grounds of
an act of desperation by the creditor had been dismissed!?2. The court held that the creditors had to exhaust all
avenues of collecting from the company before targeting the shareholders, and shareholder liability could only
be determined upon the dissolution or bankruptcy of the said company!?3.

Despite the fact that the circumstances in all these cases called for piercing, the courts did not apply Article
181124, The courts seem to be hesitant to pierce even when the circumstances call for it and the law is clear in
its support for piercing!?s. These inconsistencies appear to create far more hurdles before creditors seck redress:
This aversion could be due to familiarity and acquiescence with the corporate veil and limited liability, leaving
the judges less effective in recognizing and applying the piercing doctrine!?6. The lack of binding precedents,
also distinct in the overall system of civil law, makes Saudi Arabia a complicated legal environment for the
judicial application of such a principle.

Modern Reforms and Regulatory Changes
Enhancements in SABL

The SABL, major reforms aimed at enhancing corporate governance and investor confidence. Articles 153-157
and 159 were to describe the scenarios under which the corporate veil could be pierced!?’. Specifically, Article
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153 holds shareholders liable in their own and individual capacities for committing bad faith in the form of
prematute dissolution of the company, failure to distinguish their acts as personal rather than the company's,
or doing business in the name or on behalf of the company before its incorporation!?s. Article 159 makes the
list of the LLC's business endeavors narrow, with a set of corporate governance rules that would require them
strictly to adhere to all of these requirements to avoid liability beyond their capital contribution'?’. Therefore,
these provisions aimed at harmonizing the need for the protection of sharcholders with accountability and
transparency in corporate governance to enhance investor confidence in the Saudi commercial legal sector as a
protective measure against corporate disregard!30.

However, these clear codifications did not help the case, since lawsuits that attempted to pierce the corporate
veil relied on Article 181 (Alatawi, 2024)!31. This article stated that shareholders are liable for the company's
debts whenever losses surpass half of its capital and the business keeps operating 32,

The cause of such overreliance on Article 181 rather than Articles 153-157 and 159 is the misinterpretation and
high hurdle of proof that accompanies the latter'33. The phrasing of Articles 153-157 and 159 made many
lawyers believe these applied only to single-owned LLCs'3. To boot, proving bad faith or commingling of
assets under the provisions of these articles was perceived as being immensely difficult as well. Contrasted with
this is that the requirements under Article 181 appeared easier and more straightforward to establish!3.

Challenges and Future Directions in Addressing Corporate Disregard
Current Issues with Corporate Misuse of Limited 1iability

The establishment of LLCs and their incorporation of Western corporate forms introduced a new dimension
to the Saudi business landscape, mostly in the era of the so-called oil boom of the 20th century!3. Limited
liability became a foundation of corporate law, whereby shareholders were protected from personal financial
loss in that they could only be liable for a company's debts up to the extent of their investment!'?’. This
framework allowed entrepreneurship to flourish within its territories because it constituted a relatively safer
investment proposition and attracted local and international investors alike. Escalating penetration by LLCs
was joined by increasing concerns about the bad governance over eventual LLC abuse to shield shareholders
from corporate disregard!3s,

As corporate entities grew larger and more complex, instances of corporate disregard began appearing!'?. The
advent of limited liability made it easy for a few owners and stockholders to misuse the structure of the company
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for the sake of questionable practice, such as fraud or mismanagement, to the point of harming the
environment, while being ensured not to lose personally'®. With these acts of malpractice growing,
accountability calls strengthened especially if society became more aware of the social and economic ills caused
by irresponsible corporate activities. This tension between the legal benefits accruing from limited liability and
the ethical demands for personal responsibility underscored a need for reforms that would address corporate
disregard and ensure business owners could not shirk away from responsibility for actions that harmed the
broader community!*!.

Future Prospects for Shariab-Informed Corporate Governance:

Looking ahead, continued development in Saudi Arabia's corporate law is going to be a contributory element
for creating an atmosphere that can help boost business growth and investment. There are several
recommendations that may be made upon improving the Pierce corporate veil legal framework, including
avoiding judicial arbitrariness, and developing clear statutory provisions and definitions for piercing the
corporate veil. This will give the judges clear guidelines in making decisions, hence making their decision less
judgmental.

Improvement in the clarity of the judicial decisions and reporting of precedents should result in a more
predictable environment. The legal practitioners and businesses would better predict what likely outcome the
veil-piercing case would have. Islamic scholars and legal practitioners need to engage each other continually
and develop harmony between Shariah principles and modern business practices. This would involve finding
consensus on matters such as limited liability and corporate responsibility. Encouraging best corporate
governance practices among firms will reduce the possibility of such scenarios as those described above where
corporate disregard is required. This would include such elements as clear segregation between the assets
belonging to the corporation and personal assets, as well as practice and promotion of ethical business practices
by the companies.

CONCLUSION

The historical evolution of piercing the corporate veil in Saudi Arabia highlights the dynamic interplay between
legal reforms, judicial practices, and socio-economic factors. The journey from the initial codification of
corporate law in 1965 to the recent reforms in 2022 illustrates the kingdom's efforts to align its legal framework
with global standards while respecting its unique cultural and religious context. Understanding this historical
trajectory provides valuable insights into the current state of corporate governance in Saudi Arabia and informs
discussions on potential future developments. As the kingdom continues to pursue its Vision 2030 goals, the
ongoing adaptation of corporate law will play a crucial role in fostering a conducive environment for business
growth and investment.
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