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Abstract

Most of the literature on management control systéhCSs) shows that state-owned
enterprises (SOESs) lack autonomy, do not havelgldafined objectives, and therefore
have inadequate accounting systems, accountalahiy,control systems. Whilst some
researchers claim that privatisation per se shaulokove this aspect of enterprise
performance and accountability, others argue tim@nge cannot be brought about
without accompanying structural, cultural and exérenvironment changes. As a
result of its economic reform policy, governmerdal’elopment plans, the need to join
the WTO, and the need to overcome the poor perfocmand ineffectiveness of certain
industries, the Saudi Arabian Government privatseae of its SOESs.

This study is an exploratory investigation into #feect of such policy on two selected
organisations and their MCSs in Saudi Arabia. l@nmmobjective is to describe the
nature of control systems before privatisation atetermine the impact it has
subsequently had on the companies in questiondditian, it investigates whether
privatisation was the only reason for change ortidrethere were other influencing
factors. The case study was conducted within twodSaompanies that have been
privatised recently, viz., the Saudi Telecom Conyand the Saudi Electricity

Company. For triangulation purposes, the case samdgloyed three modes of data
collection: semi-structured interviews, examinatioh classified official corporate

documents, and semi-structured interviews with siereal related party (the Saudi
Investment Authority).

The main finding of the study is that privatisatiaione cannot change MCSs: without
changes in organisational structure, culture and #xternal environment, the
privatisation process cannot effectively achiegeoibjectives. The study found out that
although both companies were privatised, changehdin respective control systems
were different for three main reasons. (1) The eegrof competition: the
telecommunication sector becomes more competitind therefore the Telecom
Company had to develop very efficient control systeso it could compete in the
market. However the Saudi Electricity Company ammtid to dominate the market and
as result there was no strong motive to apply gémb MCS. (2) Managerial power
within the two organisations: Whereas in Saudi fieity engineering managers were
dominant and therefore highly influential on thexkiof changes the company was
seeking, in the Saudi Telecom Company accountingagers dominated and were very
different in their attitude towards changing cohtrsystems. (3) Government
involvement: Saudi Electricity had very limited anbmy since the Government was
still the main decision maker on factors such dsimy and policy, whereas Saudi
Telecom had a considerable level of autonomy ipatgy making.
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Chapter 1: Introduction

Introduction

State-owned enterprises’ (SOES’) reform is a wordégwphenomenon. Since the 1970s,
governments throughout the world have undertakérmes that improve the market-
orientation of their policies, e.g. trade liberatisn, deregulation of domestic markets,
and privatisation of SOEs, in order to improve exuit efficiency and maintain long-

term growth (Campos and Esfahani, 2000).

State-owned enterprises, mainly in developing aoesit are often inefficient and
insufficiently accountable due to many factors, éample, lack of clearly defined
objectives; overstaffing; lack of resources; tinmel @ost overruns; inefficiency of huge
inventories; poor quality products; lack of autorypmcontrol, qualifications,
competition and incentives linked to performanggdequate measures for judging
performance; insufficient compensation and trainlagk of necessary information due
to inadequate accounting systems; weak managematig or controlled pricing
policy; recruitment, promotion and training policlgck of auditor general power;
ineffective internal or external control; inadequdinancial targets, and failure to
expand services to meet rapidly growing demand r{8}a2003; Ayub and Hegstad,
1986; Shirley and Nellis, 1991; Shirley 1983’ Ahairdl986; Singh, 2000; Ramamurti,
1991; Pallot, 1998; McCrae and Aiken, 1988). Prsaiton has made accounting
research more significant. The policy of privatisathas become an important element
in the development programme of developing cousitriccounting is considered as
the driving force in these new policies (Sobharf1t9Vickramasinghe, 1996; World
Bank, 1995).

During the past two decades the Kingdom of Saudbir has been the subject of rapid
economic development in all areas, including theirmss sector. Therefore, in Saudi
Arabia, a privatisation programme has been intidteovercome the inefficiency of the
public sector and to achieve economic developmknis assumed that under the

privatisation programme management control systenfisbecame effective, of the
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change to private ownership (Uddin, 2004). Themudgjectives of this research are to
study the changes that privatisation has made inag@ment accounting control
systems (MACS) in privatised Saudi Arabian compsniand find out whether

privatisation alone has an effect on MACS or theme other factors has be taken into

consideration.

This chapter aims to describe the research probkarting with describing the
background of the study, then declaring its aim abgctives, specifying the research

methodology and outlining the structure of the ihes

1.1Background of the Research Problem

Saudi Arabia is a comparatively young country, ldsghed on 18 September 1932. The
Saudi government took advantage of the oil boomsyegathe 1970s, and established a
modern state and world-class infrastructure asisinument to speed up development in
the country, including railways, airlines, ports,ater, electricity, postal and
telecommunications activity. At that time, the goweent was the only body able to
establish these huge projects to fulfil basic regjuents and provide public services to
the society. However, during the last three decattiesSaudi economy has witnessed
growing budget deficits coupled with high populatigrowth, low investment in
infrastructure, and poor performance and ineffertess. As a consequence there has
been increasing pressure to restructure and diyets# Saudi economy in order to
engage in the global trend towards enhancing theiesfcy and effectiveness of the
public sector and developing the private sectoer&tore, privatisation has become a
necessity for state-owned enterprises, which ansidered major players in economic

performance and social activities in the country.

Advocates of privatisation presume that ownershifanges will induce superior
management accounting controls, and hence greaéugtive and allocative efficiency
(Adam et al.,, 1992; Vickers and Yarrow, 1988). ¢ assumed that under the
privatisation programme, management accountingrebsystems will be effective as a
result of private ownership. According to most agcding studies, the market

mechanism indicates how business functions shoallgdsformed. Having received a
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signal from the market mechanisms, a managemeruating control system can
formulate appropriate strategies and control mesha for the enterprise (Uddin,
1997). However, there are some studies which cprestie belief that privatisation can
be the only cause of the change in the managenwaoiuating control systems in
privatised organisations especially in developingrtries (Uddin and Hopper, 2003;
Wickramasinghe and Hopper, 2005). Flamholz, DasTanud (1985) state that the three
elements of the context of management control (pateenvironment, organisational
structure, and organisational culture) can be gffecas well as the change on the

ownership status.

The interest in changes in management accountingatesystems due to the changes
on ownership signify a need for research on ac@ogim the context of recent changes
in developing countries. Unfortunately, no attempas been directed towards
understanding the management accounting contrééregsand privatisation in Saudi
Arabia. As far as the research shows, almost dhoms have been concerned with
financial accounting. This study is motivated bistteficiency. Therefore, this study
aims to investigate the changes that occur in m&magt accounting control systems
after privatisation and explore whether privatisatwas the only reason for the changes
or whether there were other factors.

1.2 Aim and Objectives of the Study

It appears that there is lack of empirical literatuand clear understanding of
management accounting control systems in privatiSaddi Arabian companies. In
principle, this study will attempt to investigateetchanges that appear in management
accounting control systems due to the privatisatioisaudi Arabia. It is hoped that
such a study will make a highly significant conttiion to knowledge in general and to
the organisations and the government of Saudi Ara#s the government is in the
process of privatising other state-owned enterprifte importance to the organisation
and the Saudi economy in general can be gauged tiierfact that a large number of
participants in the research enthusiastically agketde shown the final report of its
findings and recommendations. This may also beusecaf the general dearth of this

kind of research work in the Saudi public and pevsectors.
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This research has the following objectives:

To investigate the nature of change in managemmauating control systems

in the two post-privatisation Saudi companies;

. To determine the factors other than privatisatibat tled changes in the

management accounting control systems in the seledmpanies;
To examine whether privatisation improve managemnmegtounting control

systems or not;

. To examine the impact of cultural, political ancustural factors on the changes

in the management control systems of Saudi prisdtt®mpanies;
Propose recommendations drawn from findings redatm Saudi privatised
companies that might assist the government of SAuabia when it privatise

other organisation.

To address these objectives, the following resequestions were developed:

What were the changes that appear in the aspeatsgapédgement accounting
control systems in privatised Saudi companies?

What were the factors that affected the changeth@management accounting
control systems other than privatisation?

Does privatisation improve management accountimgrobsystems?

This research is not intended to be a comparatidyf the impact of privatisation on

management accounting control systems in diffecenintries, but a comprehensive

analysis of changes on management accounting ¢@ystems due to privatisation in

the Saudi Arabian context. It is not intended taegalise the findings to other

companies on other countries, as it is well knoWwat tcultural, legal and political

differences exist between countries and that figelifrom one context cannot be

extrapolated to another.



1.3Research Methodology

The design of research in management accountingatan several forms: it can be
either normative or positive and it can be baseeitrer theory or practice. The major

methods used will be descriptive case study and-seoctured interview surveys.

In order to accomplish the research objectives, rédsearcher needs first to have a
general understanding of the organisational prestiand values that influence
management control systems. Thus the first stagehisf research is devoted to
reviewing the literature on management accountmmgtrol systems in general and its
relation to privatisation in particular. This intiggtion aims to provide a better
understanding of the meaning, aspects and the boesdf these phenomena.

This empirical study is based secondly on extendiv@epth interviews with
respondents at various levels in two Saudi priedtisompanies and 3 governmental
officials. The purpose of these interviews is tplexe the investigated organisations’
previous and current MACS and the role of privdisa in changing it. The
examination of highly confidential organisationgicdimentations is used on the study.
As a result, this case study employs a methodadbgidangulation approach,
combining qualitative methods and documentatiomgugh the complementary use of
primary data (interviews) and the examination ofghty confidential documents
(secondary data) pertaining to the MACS of the piggtions.

In terms of validity, as noted earlier, it is noteénded to generalise the findings of this
research to other companies or SOEs. Hence, ektemhdity is not a concern here;
instead, the focus is on internal validity. In atleords, could the research be repeated
to produce the same results? The research wasnddsig meet this criterion. More
details concerning the utilisation of these methara$ data analysis techniques are to be
found in Chapter Four.

1.4The Significance of the Study

As stated earlier, this study seeks to explore amderstand the changes that occur on
MACS as a result of privatization in Saudi Arabdanumber of arguments justify the
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importance of this study. First of all, the importa’s of the issue of management
accounting control systems and changes in themlltgoanpanies in any country.
Second, privatisation in Saudi Arabia is a new assbat needs more in-depth
investigation, especially due to the lack of enwairiliterature and clear understanding
of MACS in Saudi SOEs and private companies. Tlasdfar as the researcher is aware,
this study is the first empirical exploration of ma@ement accounting control systems
and the changes that appear in it as a resultieatation in any country that is a
member of Gulf Co-operation Council (GCdhcluding Saudi Arabia. Fourth, this
study will provide policy makers in any developinguntry especially Saudi Arabia
with information on the steps and the aspects thatcountry should take in any
privatized sector in order to enable the privai@afolicy to be affected in regard to
MACS. Fifth, because the study is conducted thranggraction with the subjects, this
will enable the individual organizational actorsdome to a better understanding of
themselves and the MACS in their respective orgdiums. Sixth, it is anticipated that
the results of this study will be useful not ondySaudi Arabia but also internationally,
to private investors because it will clarify manyrent and future obstacles regarding
MACS, and it is hoped that other developing coestrespecially the members of GCC
which have a similar environment to that of Saudal®a, will benefit from the
knowledge gained. This knowledge should allow feturseful comparisons and
extrapolations. At the national level, the studyhaped to be of particular interest to
state-owned enterprises’ managements, controlteyards of directors and decision
makers, the Ministry of Finance, the Ministry ofaRhing and Economy, the
Consultative Council, General Investment Authorityniversities, Educational and
Training Institutes, Accounting and Consulting fanBanks, and Potential Investors.
Internationally, this study will attempt to fill ¢hwide gap in the international literature
on management accounting reform that stressed ligotzen (1998) and Lapsley
(1993).

1.5Structure of the Thesis

The thesis consists of six chapters including thisoductory chapter (see Figure 1.1
The Structure of the Study).

! This is including Saudi Arabia, Kuwait, Qatar, Qméanited Arab Emirates, and Bahrain.
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Chapter One provides a general overview of the research prohleder investigation.
It discusses various issues, including the backgtdo the research problem, research
objectives, research methodology, the significaanmod importance of the study, and the

study structure.

Chapter Two gives an overview of the Saudi economy, a bristdny of its political

systems, a review of major economic developmemtsctibns of development planning
in Saudi Arabia, reasons for applying privatisatgmiicy in Saudi Arabia and sectors
that candidates for privatisation, other countergeriences with privatisation including

developed and developing countries, and overvieth@two organisations under study.

Chapter Three contains the literature review; it examines thbjett of management
accounting control systems and provides a broadviexe of the relation between
privatisation and changes on MACS. It provides #ebeunderstanding of the main
themes and aspects of MACS in general and the elsaomgp them due to the
privatisation. Finally, it provides us with a cleexpectation of the changes on MACS

because of the changes on the ownership statwsitfpation).

Chapter Four presents the research design and methodology rchosaddress the
aims and objectives of the study. It explains thasons for selecting certain data
collection methods and describes the design ofd#ta collection instruments. It also

describes the research hypotheses and questidras¢havestigated in the study.

Chapter Five presents and analyses the results of the queditaspects of the case

study. It presents the changes that occur on MAC®® organisations under study.

Chapter Six provide a discussion of the changes that occuMACS based on the
analyses on chapter five and reveal the other fa¢t@t have implications on MACS

beside privatisation.

Finally, Chapter Sevenoffers a summary and conclusion of the study.dditeon, its
major findings and limitations are discussed andgsstions are made concerning

possible further research.
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Chapter 2. An Overview of Saudi Arabia and Its Eonomy

Introduction

The Kingdom of Saudi Arabia is not only the homeélaf the Arab peoples but also the
birthplace of Islam, the world's second-largesigreh. The Kingdom of Saudi Arabia
was founded in 1932 by Abd Al Aziz bin Abd Al Rahm&l Saud. The central
institution of the Saudi Arabian government is thenarchy and Islamic law (Sharia) is
the primary source of legitimacy. The Sharia hassfime status as the constitution and
the power of the Monarch is not unlimited, as icamstrained by the Sharia (McCurry,
1994). The Kingdom of Saudi Arabia remains a leggiroducer of oil and natural gas
and holds approximately 25 percent of the world’evpn oil reserves (Ministry of

Economy and Planning, 2006).

The Saudi government is committed to pursuing ecoaageforms and diversification
and promoting foreign investment in the countrytle context of Saudi Arabia’s
accession to the WTO in December 2005. A rapidlgwgng population, aquifer
reduction and an economy largely dependent on lgetro output and prices are all

ongoing government concerns.

This chapter discusses the geography, demograghga@rernance of Saudi Arabia and
reviews its business environment by looking at thaor economic developments
affecting it. In the context of this project itexpfically examines the reasons behind the

recent privatisation programme and its implemeorati

The chapter is divided into seven main sectiors, vi
(1) Brief description of the location and populationS#udi Arabia;
(2) Governmental system in the Kingdom and the prooéggcision-making in
the country
(3) Government policy towards business;
(4) Major developments in the Saudi economy;
(5) Development planning in Saudi Arabia’;

(6) Review of the Saudi public and private sectors;



(7) Reasons for privatisation in Saudi Arabia and girsation experiences of

other countries.

2.1 Geography and Population

Saudi Arabia has a total area of 2.2 million squdieanetres—about 10 times the size
of the United Kingdom and a third the size of tlemtmental United States (Saudi

Ministry of Information 1997). The Kingdom covemughly 80 percent of the Arabian

Peninsula and is bordered by Iraq and Jordan tdltnth, Kuwait to the Northeast, the

Arabian Gulf, Bahrain, Qatar and the United Arabifates to the East, the Sultanate of
Oman and the Yemen Republic to the South and birdtkSea to the West (Figure 2.1
Map of the Kingdom of Saudi Arabia).

Figure 2.1 Map of the Kingdom of Saudi Arabia
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According to the latest estimates of the Centrapddenent of Statistics, the total
population was 24 million in 2006, comprising 1dlion Saudis (73% of the total
population) and 6.7 million non-Saudis. Saudi Asais one of the fastest growing
nations in the world in terms of population growhich is expected in the next few
years to remain exceptionally high, at 3.2 pergat year, in comparison witthe
global growth rate of 1.5 percent (SAMA, 2006).

2.2 Government Systems

Saudi Arabia is an Arab and Muslim state, whosestitition is based on the Qur'an
(the Book of Allah) and the Sunnah (Words and Rrastof the Prophet Mohammed:
peace be upon him). It is a monarchy, with a Kirgpge official titles include President
of the Council of Ministers and Custodian of thedl'Woly Mosques and who occupies
multiple positions as Head of State, Prime Minisiad Supreme Commander of the
Armed Forces, formulating and executing nationdicpges. The Deputy Prime Minister,

who is also the Crown Prince and the Minister offdbee and Inspector General,
directly assists the King. Other ministers, who a&edl-known people of intellect and

wide experience, appointed to the Council of Migist provide policy and legislative

support to the King. The King also receives adyissupport from the Consultative

Council, the majority of whose members have reckiheir higher education or earned
postgraduate degrees from among the best uniesrgitithe world.

It should be pointed out that the political devetgmt of Saudi Arabia differs from that
of most developing countries. Saudi Arabia has m&toty of exploitation and
subjection by any Western colonial power. Al-am982: 54) states:

Most of the developing nations, in their formatistages, were heavily
influenced by one or the other of the Europeanamati Accordingly they
patterned their independent system of governmeter d@fiose nations...
Saudi Arabia, on the other hand, was never a coloiig relations with

other nations were always on a more remote, motalelgasis. And when
the political system of Saudi Arabia was being it relied on the values
of the nation, predominantly those of Islam, rattien on a foreign model.
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In addition to being the most influential Arab ctnynand leader of the Islamic world,
the Kingdom has maintained a respected and inflaleposition in the international
community. Saudi Arabia is a founder member of @mmngress of the Islamic World,
the Arab League, and the United Nations, the Gulbgeration Council (GCC), the
International Monetary Fund and the G20, and mahgrointernational organisations
(SAMA, 2008).

2.2.1 The Council of Ministers

In the 1930s, the central administration was ewstiadtl for the first time in Saudi
Arabia as a result of two independent developmdifts.first was the discovery in 1938
of oil, which gave the Kingdom a source of incometigh which all its needs could be
met. This required a centralised government to mpands affairs. The second

development was the increasing complexity of gowemt.

Prior to the 1992 reforms, the Council of Ministepsercised three main functions of
government: legislative, executive, and administeat However, due to the
establishment of the state Consultative Councill®®2, a new constitution for the
Council of Ministers was issued in August 1993, abhilimited the Council of
Ministers’ responsibilities to mainly exercising eexitive authority, which it gets
directly from the King who acts as Chairman of @muncil and Prime Minister.
The council’'s executive jurisdiction includes tloldwing functions:

1. Monitoring the implementation of statutes, rulasd decrees;

2. The creation and organization of public services;

3. Following up implementation of the overall develagamplan;

4. Establishing committees that will investigate thregress of the work of

Ministries and other Governmental bodies or a sjgassusé.

Although the establishment of the Consultative iuas part of the 1992 reforms
reduced the Council of Ministers’ monopoly over tneation of legislation, the Council

2 Three ministries were established in 1950: Fordifjairs, Finance and Defence. Other ministries,
including Interior, Communications, Education, Agiture, Commerce and Health were established in
1954. The Directorate General of Petroleum and Misenith other agencies and departments followed
in 1958.

3 Art.24 of the Basic Law of Council of Ministers.
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of Ministers has the right to look into the decreéshe Consultative Council (Art.19,
and see section 2.3.2) and may disagree with them.

The King, as President of the Council of Ministecsirries veto power over its
decisions. In addition, the first and second Degsutieport to the President of the
Council, while Ministers are required to report ttee Council and its President.
Decisions are voted on by the majority of membeesent, but are not binding until
approved by His Majesty. One of its main respotisis is to study the state budget
before its issuance in accordance with a Royal &e@nd vote on it chapter by

chaptef.

2.2.2 Consultative Council

In order for a Government to be legitimate in Islammust be based on Islamic
Principles. Consultation is considered an Islanmiodiple; therefore, Government must
encourage consultation and enforce the rule of Wtaion at every level of
Governmental operations. The Saudi government ligeabto consult the citizenry on
public affairs and abide by agreements made inutai®n. In March 1992, the King
announced thirty articles governing the Consulea@@ouncil (CC) and it was apparent
in his speech that this newly established Counab van extension of the existing
system. The Council started with 60 members (Art®ps later extended to
91members, including the Speaker of the Councd,r@w consists of 150 members. In
August 1993, the King appointed members of the Cbuand the Speaker: members
are selected and appointed from different sectased on their experience, knowledge,
and specialization to reflect all professional grein the country and to reach a balance

that mirrors Saudi society as a whole.

The CC discusses what is sent to it by the Kirtyrmakes recommendations. It has the
ability to initiate laws if ten of its members s&gg an idea to the King, which may be
pursued further on this request (Consultative CibiReport, 2006).

According to Article 15 of the Basic Law of Goveramt (BLG), the Consultative
Council gives its opinion on the general policidsState presented before it by the

President of the Council of Ministers (the King).darticular, the Council may:

4 Art.26. The Basic Law of Council of Ministers.
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a) Discuss the general plan of economic and sociakldpment and voice its
opinion on it;

b) Study laws, regulations, concessions and intemalitreaties and agreements
and offer suggestions on them;

c) Interpret laws;

d) Discuss annual reports submitted by Ministers ahéroGovernment agencies

and offer suggestions on them.

In 2003, the King issued a decree giving the Cdasué Council the authority similar
to the Council of Ministers to propose new lawshwiit first seeking his permission.
The move was prompted partly by rare protests woda of Government reform

(Consultative Council Report, 2006).

2.3 Government Policy on Business

Until the emergence of the oil industry, Saudi etciwas basically engaged in
primitive agriculture, fishing and theajj (pilgrimage) trade. Most of businesses at that
time were family owned. The first time foreign coamges started investing in Saudi
Arabia was as a result of the discovery of oil. e3& companies made significant
contributions to a successful Saudi economy, af@ihotheir business aims and
objectives constrained the time and money that tveye able to dedicate to the
planning of local business development, the majareption being Saudi Aramco,
which gave much more help to the local businedsas any other Western company
(Wright, 1996).

The Seventh Plarperiod (2000-2004) saw a number of initiatives exinat creating a
conductive business environment and attractingapgivnvestment, particularly foreign

direct investment. The most important of thesadtites are:

® Over the last three decades, Saudi Arabia hasssad gradual rising accumulation of surpluses from
oil sales with sharp price and production increaséséch have continued for quite a time. To utilibese
surpluses for the development of human and natesalurces, the Saudi government started five-year
development planning in 1970 as a framework for ghecess of overall development. Development
plans have been formulated under the guidanceeofimistry of Planning and National Economy and
with support from other public agencies. These plaawve played a crucial role in developing the tgun

So far, Saudi Arabia has accomplished seven fiw-gevelopment plans and the eighth development
plan is being implemented during the current perigd05-2009). The five-year plans are prepared
according to General Objectives and Strategic Basesare approved by the Consultative Council and
the Council of Ministers.
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1)

(2)

3)

(4)

SAGIA (Saudi Arabia General Investment Agency), eithwas created to be
responsible for national and foreign investmentiadt It issues investment
licences, facilitates procedures for foreign ingest via one-stop-shops
(comprehensive service centres) in all major citipsoposes policies and
measures for the improvement of the investmentatkmpromotes investment

opportunities and provides relevant information.

The new Foreign Investment Law issued in April 2@0Gures equal treatment
for national and foreign investors by allowing figre companies to obtain full
ownership of projects and pertinent assets, as agebffering equal investment
incentives including soft loans provided by the @alndustrial Development
Fund (SIDF). Foreign companies are also allowechtoy over their losses for an
unlimited number of years for purposes of tax, Whias also been reduced to 20

percent of the profits.

The Capital Market Law, issued in 2003. In viewtltd significance of the capital
market in promoting economic growth, and with stoglarket and other
mechanisms being considered as instruments forneflalg national savings,
stimulating national investment and attracting iigmeinvestment, the Capital
Market Law aims at restructuring and regulating 8eadi capital market by
developing the institutional structure of the marked completing the related
infrastructure in line with international best piee to ensure transparency and

safety of dealings. The most significant featurethis law are:

1. The establishment of three new institutions withmadstrative and
financial autonomy intended to replace the prowvislomeasures that
were adopted by the market. These are the Seesurliechange
Commission (which is considered a supervisory agdlatory body), the
Securities and Exchange Market and the SecuritegsBitory Centre, as
custodian of securities and related settlements.

2. The separation of the supervisory and regulatole from the executive
role of the capital market. The former is fulfilldyy the Securities and
Exchange Commission and the latter by the SecsirdMarket and the
Securities Depository Centre under private sectamagement.

Establishment of the Human Resources Developmemd Fu2000. The aim is to

support the process of training and educating étemal workforce.
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(5) The launch by SIDF, in collaboration with the connan@ banks, of a programme
of support for small and medium enterprises (SMEs)der which SIDF
guarantees up to 75 percasftthe loans provided by the commercial banks to
SMEs (Ministry of Economy and Planning, 2006).

2.4 Review of Major Economic Developments

This section will provide a detailed descriptiontbé economic environment in Saudi
Arabia. An examination of the Saudi economic envment, focussing particularly on
the importance and contribution of oil to the whelnomy of the Kingdom will be
presented briefly. Other socioeconomic indicatarshsas employment, interest rates

and inflation rates are also discussed.

2.4.1 Economic Environment in Saudi Arabia

According to the Energy Information Administrati(2007), in the context of becoming
successfully integrated into the global economydb#rabia, the largest economy in
the Middle East, has emphasized the importancegbnal unity among Gulf States
economically, politically and militarily. Reflectinpositive conditions in the world oil
market, Saudi Arabia enjoys continued optimism ang@rovement in the domestic
investment environment in all sectors of the ecoponfhis is due to high oil prices,
increasing oil production and export earnings, éedipwith structural reforms,
economic diversification and stable macroeconomoticpmaking (Saudi American
Bank, 2008).

As shown in Table 2.1 Selected Economic Indicatibrs,Saudi economy continued to
record high growth in all sectors during fiscal ye06, which remains heavily
dependent on oil and petroleum-related industriesluding petrochemicals and

petroleum refining.

Table 2.1 Selected Economic Indicators

2002 2003 2004 2005 2006
Estimated population (million) 21.5 22.0 22.7 23.1 23.7
GDP at constant price (billion riyals) 707.1 804.038.8 11,1825 1,307.5
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GDP at constant prices of 1999 (billion riyals) 637 686.0 722.2 766.0 798.9

Non-oil GDP deflator 99.0 102.1 1059 110.3 110.2
Inflation rate (consumer prices) 0.2 0.6 0.4 0.7 2 2.
Aggregate money supply M3 (billion riyals) 3904 744 496.1 553.7 660.6
Average price of Arabian light oil (US$)* 2432 B9. 3453 50.15 61.05
Riyal's real effective exchange rate (2000=100) 099. 90.5 84.4 82.3 81.8
Ratio of currency in circulation to total money plyp 13.4 13.3 12.1 11.6 10.5
Ratio of total deposits to total money supply 86.6 86.7 87.9 88.4 89.5

Net foreign assets of domestic bank (billion riyals 52.5 41.0 47.1 26.4 70.6
Interest rates on domestic currency deposits (3timsdn 2.23 1.63 1.73 3.75 5.02

Bank capital adequacy ratio (Basel standard) 213941 17.8 17.8 219
Actual government revenue (billion riyals) 213.0 32® 392.3 564.3 673.7
Actual government expenditure (billion riyals) 233. 257.0 285.2 346.5 393.3
Ratio of budget deficit /surplus to GDP -2.9 4.5 411 18.8 22.2%*
Exports of goods (billion riyals) 271.7 349.7 472.%77.1 786.6
Import of goods CIF (billion riyals) 121.0 1384 78 223.0 248.4
Ratio of current account surplus to GDP 6.3 13.1 .720 28.5 27.4
Current account (billion riyals) 445 105.2 194.7 37D 357.7
Share price index (1985=1000) 2,51841437.6 8,206.2 16,712.6 7,993.3

Source: OPEC, 2007

The major indictors show that the oil price had @sifive impact on economic
conditions in 2006. According to OPEC sources,awerage price of Arabian light oll
rose by 42.2 percent to $50.15 a barrel compare®61005 a barrel in 2006, which
increased the actual revenue of Saudi Arabia (SARDD7).

The increase in oil prices had a positive impactainSaudi economic sectors. As
shown in Table 2.3, GDP (at current prices) rosel®¥ percent to SR 1.3 trillion in
2006, while the real growth was 4.3 percent, amagrib SR 798.9 billion.

Therefore, the budget of Saudi Arabia was in suitslasurplus in 2006, amounting to
SR 289.7 billion or 22.2 percent of GDP. The beéanf payments current account
recorded a surplus for the eighth consecutive yieargasing by 6.0 percent over the
preceding year. This growth in the state budget lbanseen as resulting from the

increased oil price in 2007 (ibid).

According to the Saudi Arabia Monetary Agency (SAMAOQ7), actual oil revenue
increased to SR 604,407 million in 2006 (see Tab®, when oil revenues stood at
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89.7% of total revenues, compared to 89.4% in 200fle non-oil revenue was about
10.3%, against 10.6% in 2005.

Table 2.2 Actual Oil and non-oil Revenues (millioyal)

Oil Revenue Non-oil Revenue
Year SR % SR % Total
Revenue

2002 166,100 78.0 46,900 22.0 213,000
2003 231,000 78.8 62,000 21.2 293,000
2004 330,000 84.1 62,291 15.9 392,291
2005 504,540 89.4 59,795 10.6 564,335
2006 604,470 89.7 69,212 10.3 673,682

Source: Ministry of Finance Report, 2007

Table 2.3 Distribution of the State Budget 2006 2007 (by major sectors)

2006 2007

Million SR % of total |Million SR % of total
Human resources development 87,164 26.0 96,483 25.4
Transport and communication 9,804 2.9 11,329 3.0
Economic resources development 12,454 3.7 13,902 3.6
Health services and social development 26,798 8.0 31,902 3.6
Infrastructure development 4,555 1.4 5,188 1.3
Municipal services 11,588 3.5 13,576 3.6
Defence and national security 110,779 33.1 132,922 |35.0
Public administration, utilities & general items 62,814 18.7 61,756 16.2
Government specialized credit institutions 575 0.2 1,026 0.3
Subsidies 8,469 2.5 12,808 (3.4
Total 335,000 100 380,000 100

Source: Ministry of Finance (2008)

The allocation of finance for each of the majortgesincreased at varying rates in 2007
compared to 2006 as it shown from Table 2.3.

2.4.2 Major Socioeconomic Objectives

In addition to the enhancement of economic grovefmployment, exports and the
diversification of economic activities, the objeets of the Saudi Eighth Development
Plan (2005-2009) includes greater attention to ghevision of care to poor social
groups and basic health and education servicedy@adced distribution of the benefits
of development among all regions of the Kingdom. résponse to regional and
international economic developments, the Plan addpt objectives of strengthening

economic integration among GCC states, enhancirap A&conomic cooperation and
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accelerating the process of merging into the glelsahomy (Ministry of Economy and
Planning, 2006).

Table 2.4 shows the main macroeconomic indicatoi targets during the Eighth
Development Plan as compared with the recordedeaeiients of the Seventh
Development Plan. The macroeconomic projectionsvaaveloped after taking into
consideration the internal and external variabied had a direct or indirect impact on

the Eighth Development Plan.

Table 2.4 Macroeconomic Indicators of the Eight-Blepment Plan Compared with the
Seventh Development Plan (%)

7™ Development 8" Development
Indicators Plan (actual) Plan (targeted)
2000-2004 2005-2009
A) Growth rates (annual average)
* Real GDP (1) 3.44 4.6
- Oil sector (2) 2.59 2.73
- Non-oil sector 3.93 5.21
e) Private sector 4.28 5.68
f)  Government sector 2.95 3.82
* Gross fixed capital formation 4.4 10.72
- QOil sector 16.92 20.12
- Non-oil private sector 2.32 10.45
- Government sector 10.33 3.18
* Goods and services exports 3.72 3.03
* Goods and services imports 7.32 457
B) As share of GDP at current priceg3)
* Gross savings 39.8 40.8
* State budget balance 9.4 1.4
* Current account balance 21.8 18.02
C) Unemployment and inflation rates
* Inflation rate (4) - 0.60 0.60
* Unemployment rate (5) 7.04 2.84
- Males 5.63 2.42
- Females 15.86 4.35

Source: Macroeconomic Projections, Ministry of Be@my and Planning (2006).

Notes
i At constant 1419/20 (1999) prices.
i Crude oil, natural gas and petroleum refining prasiuc
b By the end of the Plan.
b Average annual growth of consumer prices.
i Exclusive to Saudi labour force as a percentadgebafiur force by the end of the Seventh

and Eighth Plans.
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2.4.2.1Cost of Living

As Table 2.1 Selected Economic Indicators shows,géneral cost of cost of living

index (1999=100) registered an increase of 2.2gmerin 2006. The wholesale price
index recorded an increase of 1.1 percent in tlmesgear, while the non-oil GDP

deflator declined by 0.1 percent (SAMA, 2007).

The average inflation rate as measured by annuwalgds in the cost of living indices
during the twelve months to March 2008 rose by 5(8&udi American Bank, 2008).

During the period April 2007-March 2008, the raferdlation for goods and services

surpassed the rates of the previous five year2(2006).

The group of renovation, rent, fuel and water rbgel0.7 %, food and beverages by
8.0%, goods and other services by 6.8 %, mediced by 5.6 %, education and

entertainment by 0.7 % and transport and teleconwations by 0.3 % (SAMA, 2007).

2.4.2.2Interest Rates

The body responsible for fixing the interest ratethe Kingdom is the Saudi Arabia
Monetary Agency (SAMA), which, like any other cadtbank, employs interest rates
as one of the tools to control the money suppltheneconomy. In comparison to a rise
of 1.64 percentage points to 5.13 % in the Euraedahte in 2006, the average interest
rate for three month riyal deposits rose by 1.2&getage points to 5.02 percent. The
smaller increase in the riyal deposit rate thatha Eurodollar deposit rate resulted in
the differential between the two average ratesiigrm favour of the dollar rate to the
extent of 11 basis points. The trend from 20020062is shown in Table 2.5.

Table 2.5 Interest Rates on Riyal and Euro $ Déposi
(Average rate on 3-month deposits)

Year Saudi Riyal| Euro $| Differential
Deposit Deposit between Riya
and Euro $ rate
2002 2.23 1.71 0.52
2003 1.63 1.11 0.52
2004 1.73 1.53 0.20
2005 3.76 3.49 0.27
2006 5.02 2.13 -0.11

Source: SAMA, 2007
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2.4.2.3Exchange Rate

The riyal is pegged to the dollar and this remaireentral principle of poli¢y SAMA
maintained the riyal exchange rate with the USadadit 3.75 per dollar during 2006.
This rate was made official on January 1, 2003. ddxdining trend in both the nominal
and real effective exchange rates of the riyal iooetd during 2006. The index of
nominal effective exchange rate (NEER)ear 2000=100) declined steadily from 103.5
in 2002 to 90.3 in 2006. Likewise, the index ddlreffective exchange rate (REER)
fell from 99.0 in 2002 to 81.8 in 2006, as showT able 2.6 (IME, 2007).

Table 2.6 Indices of Nominal and Real Effective Exage Rates (2000=100)

2002 2003 2004 2005 2006
NEER 103.5 95.9 91.2 90.6 90.3
REER 99.0 90.5 84.4 82.3 81.8

Source: IME's International Financial Statistic60Z.

The riyal briefly rose to a 20-year high after th® Federal Reserve cut its interest rates
in September 2007 and SAMA decided not to follovs ttut, partly due to concerns
about the inflationary effects of low interest satend a lower value for the riyal, which
returned to its peg against the US dollar in eBdgember of 2007 (SAMA, 2007).

2.4.2.4Unemployment

During the mid to late 1980s, in the wake of higlhpoices, the oil-producing countries
of the Middle East experienced rapid developmeritickv contributed to economic

growth, infrastructure development and the expansibpublic goods provision, and
finally created excess labour demand that could beotmet by domestic resources.
Foreign workers were therefore imported to fill fegps (Ruppert, 1998).

The economies of GCC countries became highly ciezdgch and dominated by the
public sector, partially due to the presence ofgdampublicly owned oil-related

industries. In order to implement national develepbtplans, the demand for qualified

workers increased in both public and private sectiuring the period of economic

® All GCC member countries have the US dollar aiiaff anchor for their currencies.

" NEER represents the trade-weighted average dRitya’s bilateral exchange rates with currencies of
selected countries and the Euro area.

8 REER represents adjusted for relative movemengsiée level indicators of Saudi Arabia, selected
countries and the Euro area.
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boom. However, at the same time, the Ministry obiamy and Planning reported an
annual growth in unemployment of 9.8 percent, brnggthe unemployment rate to
12.02 percent of the total labour force in the Kiogn of Saudi Arabia, with

unemployment among Saudi males at 9.07 percenagothg females at 26.27 percent,

as Table 2.7 shows.

Table 2.7 Unemployment Rate by Sex and Nationality

Year Saudi Non-Saudi Total
Male Female| Male Female| Male Female
Total Total Total
2000 6.54 17.64 8.15 1.13 0.96 1.11 3.78 9.34 457
2001 6.82 17.32 834 .98 0.60 0.93 3.87 9.14 4.46

2002 7.57 21.70 9.66 .82 0.62 0.79 4.21 11.51 |5.27

2003 8.00 23.18 | 10.35 .80 0.79 0.79 4.36 12.51 | 5.56

2004 8.39 24.40 |[10.97 g7 0.93 0.80 4.49 13.36 [ 5.82

2005 8.74 2541 |[11.52 75 1.06 0.80 4.60 14.07 | 6.05

2006 9.07 26.27 12.02 74 1.17 0.80 4.71 14.49 25 6.

Source: Ministry of Economy and planning, 2007

Apart from historical reasons, other factors canidentified as being influential in
determining the supply of and demand for skilledkeos in the Saudi labour market.
These include a wide range of determinants suclsa@sal, economic, political,
educational, and managerial and externally infleeinfactors. In general, it is agreed
“education will be the main inspiration for altegimnd solving the major problems of
human resources development in Saudi Arabia” (Athdlivahed, 1981: 186).

The researcher believes that the increasing lesElsnemployment among Saudi
nationals can be attributed primarily to the pogaldy of the Saudi educational system.
There is also a tendency for young Saudis to bectaht to take basic low-level
positions and work their way up into positions e$ponsibility, as happens in Western
countries. Instead, there is an expectation antibeg that they will be able to enter
employment in high-level positions where they wosigervise other employees who

might be more experienced than them.

2.4.2.5Public Debt.

Until 1988, Saudi Arabia financed its deficits thgh a drawdown of government
deposits. The practice of financing the deficitotigh domestic borrowing started in
1988 when SR 42 billion (15% of GDP) worth of Gawaent bonds were issued to

commercial banks and autonomous Government ordgamisa The 1990s witnessed a
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rapid build-up in the Saudi internal debt, from 387 billion in 1992, or 51% of GDP,
to SR 650 billion in 2002 equal to 94% of 2002 G&IFSR 659 billion. The public debt
has continued to rise, reaching nearly 100% of GR€B, 2003). Most of the debt is
owed to Governmental organizations, which redutes risks associated with high
levels of debts. Nevertheless, the Government stilstnake interest payments on all
of its debt, and this debt servicing has becomigrafeant part of the budget: SAMA-
estimated SR 32 billion, or 15% of actual experrdgun 2002 at a 5% rate of interest
(MECG, 2000, and SAMBA, 2002).

Allocation of the debt between organizations isadlsws:

a) Special Government Bond” holders hold SR 235.7%dwill Special bonds
have been as hoc issuances ad bonds primarilyntoactors to honor, late
payment obligations of the government.

b) Farmers and contractors hold SR 37 billion. Theegoment has issued
special bonds or “Farmers Certificates” to farmever the past several
years for late payment for government purchaseagsc

c) SR 137.9 billion is held by the Retirement Pensidgsncy. This pension
fund manages the retirement pension programmes gfrernment
employees.

d) SR 120 billion is held by the commercial banks au@ Arabia.

e) The General Organization holds SR 68.4 billion fwcial Insurance
(GOSI). This organization manages the retirementsijom of Saudis
employed in private sector.

f) Other establishments and funds hold SR 54.8 bil[BAMBA, 2002).

Because of the increase of the Saudi budget and suigplus on its budget due to the
increase of the oil prices the Saudi governmentaged to reduce the amount of public
debt from SR 660billion in 2002 to be SR237 billimn2008 equal to %13.5 of GDP
(Arab News, 2009).
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2.5Directions of Development Planning in Saudi Arabid

According to the Ministry of Economy and Planni2§Q6b), planning for development
is a process that is intended to bring about phasedl orderly socio-economic
transformation from an existing state to a new nuesirable state. In the context of
setting targets, the planning process and the gdaoument give due consideration to
domestic and external conditions and challengesg;hwdre prioritized in terms of their
nature and the extent of their impact on the dguraknt process. The efficiency of the
planning process depends on its capacity for coatis renewal and adaptation, in
order to keep up with the changes and specific iiond of the individual phases of
development. Thus, where planning is a means ofnmegfl socioeconomic
development, the methodology of planning is thecstre of that process. The Saudi
government started five-year development plannmd@970 as a framework for the
process of overall development to utilise the suge$ from oil sales arising from sharp
price increases and its ability to increase oildpiiion. These development plans,
which have been formulated under the guidance ef Nfnistry of Economy and
Planning with the support of other public agenclesye played a crucial role in the
economic development of Saudi Arabia. To date, BAtabia has accomplished seven
five-year plans and the eighth development plarbasg implemented during the
current period (2005-2009).

2.5.1 Integrated Strategic Planning

The strategic dimension has been an essential pteofighe development planning
process employed in the Kingdom of Saudi Arabiafakt, any development plan has
to be guided by a vision and a strategic perspectwer the first five development
plans, a set of ‘General Objectives and Strategiochples’ served as the strategic
dimension and provided the general framework foe tibjectives, policies and

programmes of individual plans. Taking a step fadyaver and above its general
objectives and strategic principles, overseen gy Sapreme Economic Council and
approved by the Consultative Council and the CduatiMinisters, the Seventh

Development Plan adopted a long-term perspects<iis the national economy.

® Most of the information and economic statisticshiis section are based on the reports issuedeby th
Ministry of Economy and Planning, Saudi Arabia.
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2.5.1.1The Plan’s Indicative Role

Starting with the Fifth Development Plan (1990-19%he process of planning for
development adopted a methodology of indicativemlag for the private sector, as a
complementary approach to the directive planninghoaology adopted vis-a-vis the
public sector. However, certain aspects of the thighlan methodology have been
further developed to enhance the Plan’s indicatole. This development comes in
response to the growing role of the private seotar recent years and the expected
further expansion of that role over the coming gegrompted by the progress of
privatisation and the process of stimulation of/gte investments. Among the aspects

that have been developed are:

* Increased emphasis on effective policies and ingddvansparency in

their implementation.

* Ensuring that policies are accompanied by relevenglementation
mechanisms, and setting of specific quantitative time-bound targets
for these mechanisms. This will allow for effectimeonitoring and
evaluation of performance and efficiency of pokciby responsible

agencies.

 Listing of strategic projects into a separate ceapf the Plan document.
The list provides data on project volumes and itnaeat requirements
and, as such, provides an indicator to the busisest®r of the size and
nature of the Plan’s investment priorities. (Mingsbf Economy and
Planning, 2006b).

2.5.1.2The Plan’s Directive Role

The emphasis on policies and objectives, partibuldnose relating to activities and
outputs, aims at strengthening the role of the amanting agencies at all levels of
government, in achieving the Plan’s objectivesuliothe selection of the best possible
programmes, projects and other activities. The gs®cof setting policy objectives
coupled with relevant implementation mechanismsvadl the agencies responsible for
follow-up and monitoring to improve their perforncanin carrying out these tasks.

On the other hand, the emphasis on activities bedt butputs, the establishment of

indicators for measurement of the output and tligngeof targets for these indicators
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will contribute to the improved efficiency of thegencies involved, because
performance criteria are tied directly to activitgjectives. For example, the objective
of health activity is to improve health standardéile health sector inputs, including
hospitals, physicians and health centres are easeamimprove health standards, they
are not sufficient by themselves. Thus, activitytpoi indicators provide a direct

reflection of service standards and other actiofijectives.

Table 2.8 makes it evident how closely Governmeeaditure follows the fortunes
of the Kingdom'’s oil revenue, with the Seventh p(a@00-2004) not reaching the peak
of the ‘boom years’ of the Third plan (1980-19872he researcher expects in this
current development plan (2005-2009) that goverrinegpenditure will be the more

than in any previous development plan, due to tlgeloil price increase during 2008.

Table 2.8 Expenditure (billion riyal) by Saudi Déyement Plan (1970-2004)

First Second Third Fourth Fifth Plan |[Sixth Plan [Seventh
Expenditure plan Plan Plan Plan Plan
SR [% |[SR % |SR % |SR % | SR % | SR % | SR %

Economic 9.5 |27.7(97.3 |28.0[192.2|30.0|71.2 |20.4{34.0 |10.048.2 (11.5 41.7| 8.5
resources
development

Human 7.0 [20.6/51.0 |14.7|115.0|18.5(115.1(33.0(164.6|48.0(216.6/51.5(276.9|56.7
resources

development

Social and3.5 [10.3)27.6 | 8.0 61.2| 9.9(61.9 [17.7/68.0 |20.187.5 |20.8 95.8|19.6
health

development

Infrastructure |14.1(41.4|171.3|49.3|256.8|40.8(100.7(28.9(74.2 | 21.968.1 |16.2 73.8|15.2
development

Total 34.1]100 |347.2/100 | 653.2100 | 348.9/100 | 340.9100 |420.4100 [488.2/100

Source: Ministry of Economy and Planning, 2006

The growth targets of the Eighth Development Plad06-2009) were set up in a
manner that reflects the strategic directions & Kingdom’s long-term economic
development. These include improvement of the stahdf living of Saudi citizens,
development of human resources, diversificatiothefeconomic base and a rise in the
productivity level of the Saudi economy. The masportant objectives and policies of
the Eighth Development Plan (Ministry of Economydaflanning, 2006) are

summarised as follows:

. Increasing economic growth rates.
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Increasing the private sector’s contribution toremuic growth and national

income.
. Diversifying the economic base.
. Improving the balance of payments position in favaiithe Kingdom.
. Realizing a high degree of economic balance aiwg gtability.

. Realizing balanced development in all regionhefKingdom.

2.5.2 Implications of the Saudi’s Accession to the WTO

Saudi Arabia has concluded bilateral market accegptiations with all interested
WTO Members. The WTO General Council formally camiedd negotiations with

Saudi Arabia on 11 November 2005 on the terms @fcthuntry’s accession and Saudi
Arabia became a full WTO Member on 11 December 2005

There were many advantages of accession to the WAEG@nost important of which was
encouraging private sector investors to establigfoe-oriented industries, as a result
improving the competitiveness of national produntéocal and global markets. It also
enabled the Kingdom to make use of the trade lawisrales in protecting its foreign
trade sector against unfair practices, such as othgnpmposing arbitrary duties,
commercial counterfeiting of products and othercpcas which might have adversely
affected the stability and development of trade.

The Kingdom was also able to avoid the unilateraglasures and differential trade
policies practiced by some countries since its espgere no longer subject to dumping
or counter-tariffs unless within the provisions WTO legislation. Similarly, the
Kingdom had the right, according to WTO laws, team to various measures to protect

its trade interests.

The Kingdom’s petrochemical exports were the mdeneficiary of the positive
impacts stated above due to the reduction of customtres in the WTO member
countries as well as the removal of constraintsclwkvere hindering penetration into
the markets of these countries. These factors wgoiothe competitiveness of
petrochemicals exports.
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The most serious negative implication of the Kingkoaccession to WTO lay in the
increased foreign competition in Saudi domestic keizy;, particularly in banking,

telecommunications and consulting services, as agetlonsumer products.

2.5.3 Activation of the Saudi Stock Market

The endorsement of the Capital Market Law by theur@d of Ministers in 2003
represented a major step towards restructuringsthedi stock market. It was able to
operate more efficiently and expand and createc®&fte instruments for investment of
savings, while promoting the requirements of tramspcy, equity and protection of
dealers. The Saudi stock market is the largestawst active in the Gulf region in terms
of market capitalization, which reached SR 891lidillin the first quarter of 2007
(Figure 2.2).

Figure 2.2 General Share Price Index (1985=1000)
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Source: SAMA, 2007

In 2006, the number of shares traded rose by ldréept to 68.5 billion, compared
to 61.4 billion in 2005, due to the effect of thditsin April 2006 of the nominal
value of the shares of all listed companies intol®Rer share instead of SR 50 per
share. Therefore, the number of transactions iseckdy 106.2 percent to 96.1
million, compared to 46.6 million in the precedipgar, with 86 companies trading
on the Saudi share market at the end of 2006 hanrmyerage market capitalization
of $3,800.6 million per company (SAMA, 2007).

Comparative studies also indicate the possibilitynaking the stock market more
developed and comprehensive. However, this willed€epto a great extent on the
effectiveness of the rules to be set by the Seesritnd Exchange Commission

regarding the regulation of transactions and caovtitfor listing of companies in the
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market, as well as the removal of the constraintéch impede the development of

the market. In this context, the following mechamssmay contribute to the creation

of an appropriate investment climate to facilitite development of the Saudi stock

market:

1)

2)

3)

4)

5)

Putting more effort into implementation of the GapMarket Law with regard
to restructuring and regulating investment in sidesr and providing more
transparency and financial disclosure to compantash issue shares, to assure

the safety of dealing in the traded securities.

Ensuring measures for the activation of the primargrket for shares. The
existence of an active primary market is a predwnifor an active stock
market, since it allows the listing of new shatesyeby enhancing the scope and
activities of the market. It is noteworthy that tleeel of activity of the Saudi
primary stock market remains weak. Only 13 commahgve been added to the
companies listed on the market over the last decamtdributing to an increase
of market capitalization of only 3 percent. To asldr this weakness and to

activate the primary market, it may be necessary to
a. Accelerate the implementation of the privatizamwagramme.

b. Encourage the transformation of family-owned conmgmninto joint-
stock companies, which could be listed on the stoakket.

Establishing investment banks that will set up arahage investment funds and
portfolios, as well as providing investment trustrwces including advice to
investors, marketing of securities covering pulsiibscriptions and delivering

other services related to the activation of seguméarkets.

Allowing foreigners to invest in shares of some pames listed in the Saudi
stock market. This will contribute to channellinget savings of foreigners
residing in the Kingdom towards productive actestiin the Saudi domestic

economy.

Evaluating the influence of banks’ financing of @stment in securities. It is
noteworthy that bank finance of private sector simeents in securities
increased in 2004 by 49 percent as compared to.Zl0tI8 may be one of the
reasons behind the sharp rise in the general gtook index during 2004.
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2.6 Public and Private Sectors in Saudi Arabia

Public and private sectors play a crucial role be Saudi Arabian economy. This

section will describe the background and develogroEhoth sectors.

2.6.1 Public Sector in Saudi Arabia

The public sector in Saudi Arabia has grown in aravith the development of the
Kingdom itself. At the beginning of the 1970s, 8tart of economic development in the
country, Saudi Arabia lacked infrastructure prageand its private sector was unable to
provide the financial resources and administrapeéentialities necessary to execute
large-scale economic projects to meet the requinésrad growth.

At the same time the intention was to redistriltbh&eincreasing income from olil in the
form of services and public utilities to all comniyncategories at low prices (AL-
Shakawi, 2002).

Trivedi (2002) divided the growth of the public s&dnto three stages as follows:

a) Foundation of Public Administration (1902-1953):
The focus of this stage was on management of iddals without any attempt to create
a centralized administrative structure. Governared regions with other officials,

judges and treasurers undertaking principal adtnatige duties;

b) Centralisation of Public Administration (1953-1969)
All Government bodies were brought together unterdupervision of a single agency
when the Council of Ministers was established aeseatral administration in the
Kingdom. After World War I, there was a tremendalesnand for oil, which increased
Governmental revenue from SR 172 million in 1945%® 1,355 million in 1954, and
led to an increase in the size and responsibildgfe&overnment bodies. This in turn
put great pressure on public agencies becausewblsy unable to cope with the new
practices due to lack of qualification. As a resultadministrative gap started to emerge
and became this became even more evident when dlier@nent was faced with a
serious financial crisis in 1956. This crisis waainly due to excessive spending and
weak financial control policies within Governmergpdrtments and drew attention to
the need to develop modern administrative and pubanagement systems. A serious
attempt was subsequently made to start a proceadroinistrative reform to create a

solid central administration within the country;
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c) Foundation of the Development Administration (19i@sent):
The launch of the First Development Plan saw theodluction of the Development
Administration. A number of public enterprises wetecated to accelerate the
development process. This was preceded by theiameat centralized Government

machinery and public agencies capable of plannmigexecuting development projects.

2.6.2 Private Sector in Saudi Arabia

The nature and the scope of economic activity by $audi private sector and the
development of its institutions have been closéhkdd to the Kingdom’s overall
development path since the adoption of the Firstelzgment Plan. Unlike the situation
in some countries, the Saudi private sector's msgrhas never faced ideological
constraints, as the Government has consistentiyrshiooth by its stated policies in the
Development Plan documents and by its actions.

Its commitment to principles are based first, oa tblamic Sharia and traditions that
foster freedom for individuals to engage in ecoroastivity of their own choice, and
second, the philosophy of the market economy, ek access for all individuals and
groups, as stated in Development Plans and guachbiethe state.

During the Second and Third Development Plans, itherease in government
expenditure, which was of historic proportions, d&®do shape the modern emerging
private sector more forcefully. It successfully iempented a wide range of industrial,
agricultural, healthcare, transport and operatemd maintenance projects, establishing
complementary links between the public and privagctors and avoiding any

contradictions. (Alsughayer, 2001).

The tremendous expenditure, as a result of the @peconomy and huge revenues
from 1975 until early 1990s, led to private and lputsector complacency about
expenditure. Unfortunately, this attitude had negatconsequences for the Saudi
economy and society. It had created a growing f@iveector and a population
dependent on state expenditure, with the resultlibtn private sector and individuals
had become interested in the state’s policies anidpnance (Aldamer, 1995).

However, in the late 1990s encouraging signs obeemmature and autonomous private
sector began to appear where reliance on Governex@enditure had been reduced. At

31



the beginning of the Sixth Plan, several factodidating the beginning of the private

sector's growth were evident, providing grounds dptimism that the private sector
would undertake an increasingly important role @edome a major driving force for

growth in the Saudi economy in the future (Alsugdrag001).

The Seventh Plan (2000-2005) was anticipated téirao reforms of privatisation and

economic diversification of the economy and to ad&n greater emphasis on new
additional sectors such as training and employrag8taudi population.

The early stages of the policy’s adoption gavepitngate sector opportunities to engage
in a wide range of economic activities and enalléd make an effective contribution
to the overall development of the Kingdom.

It was able to enhance its role in the nationalneocwy, improve its managerial,
technical and financial capacity and therefore beezanore economically efficient in
terms of both investment and production.

Thus the sector became capable of mobilizing cafatafinancing projects and using
advanced management techniques and technologies aperations. The Government
further enhanced its developmental role by creamgivestment climate leading to the
privatisation of telecommunications, power genergtidesalination and many other
fields. By creating these investment opportunitihe Government encouraged the

sector’s role in socioeconomic development. (Miyist Economy and planning, 2008)

Despite the progress achieved by the private settatill faces challenges, which
should be addressed during the coming period. Feseamong these are: continuing to
improve the level of competitiveness of the setboenable it to face the challenges of
globalization; increasing its contribution to pration and investment; providing
sufficient job opportunities for the growing numbafr Saudi entrants into the labour
market and increasing its investments in high valdéed projects and activities which
can be integrated with the basic industrial platfey particularly the highly competitive

export-oriented industries (Alsughayer, 2001).
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2.7 Privatisation in Saudi Arabia

Privatization represents one of the strategic tlsensating to the diversification and
transformation of the Saudi economy. It also regmés an important mechanism for
increasing private sector participation in econonewelopment. However, the oil and
gas sector is not part of this programme and resnamter state control. Following the
announcement by the Supreme Economic Council ofptiatization strategy and
identification of the public facilities to be pritrzed, the next important stage was to be
the preparation of an implementation programmepfoatization.

This entailed:

a) Preparation of a regulatory framework to supgbg privatization programme,
particularly with respect to privatization of instauctural facilities, including

development of pricing controls for infrastructsexvices;

b) Gradual implementation of the privatization paogme, which entailed restructuring
some Government organizations and transforming thregm state-owned joint-stock

companies. This was the first step towards fullgiization;

c) Assessing the value of assets of the faciliteesbe privatized using techniques
appropriate to the individual facilities. This hetp determine the total value of the

facility and was used as a guide in the privataraprocess;

d) Ensuring transparency in decision-making andemgntation of measures related to
privatization;

e) Making use of specialized advisors in prepadetpiled studies and managing the

privatization implementation programme.

(Ministry of Economy and Planning, 2006b)

The implementation programme involved the prepamaif a specific schedule to
accelerate the process of privatizing the varimmemic sectors.

However, despite the initiatives, the more rapideligpoment of Saudi exports required
even more incentives to exporters that did not lednkith the commitments resulting
from the Kingdom’s accession to the WTO.

These incentives included:
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1) Increasing technical assistance for exporters thuae the average cost of
production, improve the quality of exported producnd enhance their

competitiveness;

2) Intensifying efforts to accelerate implementatidrerport-related measures and

provide trade information about overseas impoméiSaudi products;

3) Expanding and activating the Saudi Non-Oil Exp@tedit Programme adopted
by the Saudi Fund for Development to protect thedSaxporters against default

of payment;

4)  Studying the possibility of transforming the Sa&otports Development Centre
into a public organization with the aim of promatiand diversifying the Saudi
exports base. This meant addressing the issueg fagporters and developing
an appropriate strategy for export promotion. (Ml of Economy and
Planning, 2006b)

2.7.1 Privatisation Needs in Saudi Arabia. .

Unlike many developing countries and those of Gérand Eastern Europe, Saudi
Arabia and other Gulf countries did not need toigfar their economic system (which
was considered a prerequisite for the privatisgbimtess to take-off).

Furthermore, none of the Gulf countries were fordsdthe World Bank or the
International Monetary Fund (IMF) to pursue prigation as part of an economic
reform programme, as was the case in many deve@uantries (Azzam, 1994).
However, the IMF did call the for acceleration cbromic reforms in the Kingdom in
order to reduce the already large public debt,queson public finances, and encourage
investment. It required that measures were put lacepto cut expenditure and
strengthen controls over spending to eliminate aelstrdgetary outlays, and also
recommended that the authorities made a clear¢éenstat to the market of the
timetable and steps that would be taken to exeamtannounced privatisation policy
(Arab News, 26, 10, 2002).

In response, the Saudi Finance Minister stressadthie first step to overcome debts
was getting rid of the annual deficit in the budgetich could be achieved by
minimizing unnecessary expenditure and increasengmnues through seeking new

sources of finance.
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He stated that privatisation “will reduce pressomethe government. The private sector
will provide services previously offered by thetstarhis will (positively) affect public
spending”.

The minister further indicated that revenues gateer from the sell-off would be used
to pay for the entire domestic debt (Al-Jaralla®2).

AlKadiri (1999) pointed out that incomes from ptigation would make no material

change in non-oil revenues for budgetary suppditipagh they might reduce slightly

the debt service portion of the budget.

He also contended that actual privatisation prosemcer the next 5 years would be
modest compared to magnitude of the debt. Fornuostahe sale of 30 per cent of the
Saudi Telecom Company would yield about SR 65@oiill

AlKadiri (1999) described privatisation as a sherm remedy: although it gave quick
cash and cut spending commitments, it was not g-lerm solution if there was not

some form of revenue-generating process to go wvittat would be sustainable over

the long term.

However, other writers have pointed out that in ynanuntries privatisation has led to
dramatic improvements in customer service, padityl when competition is
introduced or the private sector is made accouattdl service standards (Speakman,
2002).

Speakman also referred to both empirical and anakcdeidence indicating the need for
Saudi state enterprises to use capital more eftigiemaking reference to the costs of
line installation in Saudi telecommunications agpragimately double international
norms. He indicated that in most infrastructured@ascthere were cases of excess capital
expenditure, whether over-specified container gamelditional airport terminals, or
empty hospitals.

The common perception of both informed observerd ardinary citizens in the
Kingdom was that the public sector was not as iefiicand effective as it could and
should be (Trivedi, 2002).

The Saudi Arabian Secretary General of the SuprEswomic Council referred to
privatisation as an important element of the Saatbrm programme and a strategic
choice, pointing to the need to identify econonutiaties and Government services to

be privatized, and to put in place a well-desigpedatisation strategy.
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In 2002 he stated:

Privatisation represents the government commitminteconomic
reform and conveys a positive picture to attraceign investments. The
nature of privatisation in Saudi Arabia slightlyfigirs from that in some
other countries. The creation of the country wasdihon private
initiatives and Government intervention in econoattvities happened
during the oil boom years when the economy was iggpat a fast pace
but the private sector did not have the resouraetechnical ability to
provide the goods and services that were needesimiply could not
create the industries, the housing projects, and tities, airports,
railways, roads, and hospitals, universities thatrgv needed to bring
Saudi Arabia into the modern world. However, theiation today is
different since the very sophisticated private @ees endowed with
resources to manage and finance many economidtagiyAl-Tuwaijri,
2002).

Al-Homeadan (2001) argued that King Fahd’s annooner# of the privatisation policy
on May 9" 1994 was due to the failure of some SOEs to miaiiata acceptable level of
service in terms of quantity and quality and agsult the Government had decided to
allow the private sector to engage in all of thevétes that such a sector was capable

of performing.

In a survey study, Al-Homeadan (1996:286) found tthe@partment heads in Saudi

SOEs preferred privatisation because of

Dissatisfaction with public bureaucracy, the diffitly of maintaining a large
public sector, the need for the development of etarkor a more productive
economy, to attract more international investmemd a. the superiority of
private sector managerial practices to create nean®mic opportunities, to
reduce public expenditures, to reduce the budgitigjeo limit government
intervention in the market place, to increase thegte sector’s capabilities,
and to strengthen the local economy.

Speakman (2002) described the Government’s ro8airdi Arabia as a change from an
active participant in the economy to an economiticposetter and regulator. The
private sector would be responsible for the dejiver many infrastructure services,
which the public sector currently provided. It sltbplay an increasingly important role
in providing future social sector services, i.ealtte education and housing. Moreover,
the natural resources sector would operate atefwdlls of private sector efficiency with

full accountability to the people of Saudi Arabia.
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2.7.2 Saudi Arabian privatisation programmes.

The Saudi government has a history of being vemgvative in its approach to private
sector participation. In May 1933 the Saudi govezntrcontracted out its oil operations
to the Standard Oil Company via the formation oarico. The policy of acquiring
technology and foreign expertise by using foreigmpanies has been pursued since
1973 through the encouragement of joint-venturesaiwide spectrum of sectors,

including construction, manufacturing, banking pgling and petrochemical processes.

By May 1995 there were, for example, 287 joint weatmanufacturing projects in the
Kingdom involving the public and private sector lwfbreign capital and expertise and
72% of the capital was in the chemicals and plassiector (Al-Sarhan and Presley,
2001; and US-Saudi Arabia Business Council, 192%: 5

The Saudi Government had already sold 30% of aseshin SABIC (the Saudi Arabian
Basic Industries Corporation) to the public in #eely 1980s. It also sold 30% of its
shares in the Saudi Telecom Company in 2002 after years of preparation and
restructuring and also assigned the maintenance&@tion of many of its agencies to
the private sector. These included the Port Auttyrahe dry port under the supervision
of the Railway Organization, as well as the operatand maintenance of some
hospitals, and the maintenance and constructiooaafs.

Moreover, the Government used other methods ofpsation, including liberalization

from legal monopolistic control and permitting thevate sector to work and compete
in a sector run by the Government, e.g. by pemgt8NAS, DHL and other companies
working in fast mail delivery and parcels to congetith the state-owned post
enterprise.

The Government was also primarily concerned wittirge up appropriate legal and
regulatory structures for the privatisation procéssthe Saudi economy to ensure
competition and avoid monopolistic tendencies.

The Council of Ministers Decree No. 60 (August ©97) was the starting point to
establish the eight objectives of privatisationSaudi Arabia and the principles to be
taken into account in order to achieve these ot The Council of Ministers Decree
No. 257 of (February 5, 2001) stated that the Supr&conomic Council would be

responsible for supervising the privatisation papmgme and monitoring its
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implementation, in coordination with competent Goweent organizations, and for
determining which activities were to be privatized.

Decree No. 6/22 issued by the Supreme Economic lloam 2 August 2001 provided
for the reorganization of the Privatisation Comeettwithin the Supreme Economic
Council under the chairmanship of the Council’s rery-general. Members
represented the Ministry of Finance, the Ministry Industry and Electricity, the
Ministry of Commerce, and the Ministry of Plannirmgpnd National Economy; in
addition two members were from the Advisory BoadEconomic Affairs.

The Supreme Economic Council Decision No.1/23 datedune 2002 approved a new
privatisation strategy comprising eight basic obyes, each of which required the
adoption of a number of policies.

The new privatisation strategy was prepared in @aeoe with the provisions of the
Council of Ministers Decision No. 60 datedMigust 1990) which stated:

Expanding the private sector’s participation in thational economy and
enabling it to undertake its role in investment dim@&ncing should be in
line with the national development plans, and pesitfor both the
government and private sector.

The privatisation process constituted an imporgant of the Government’s long-term
strategy to enhance opportunities for the privatgtas and improve the efficiency and
competitiveness of the national economy. This wabiewed by encouraging
participation by the private sector in economic elegment and employing the most
appropriate ways of ensuring this would happenhis Tncluded transferring certain
types of economic activity to the private sectod amabling it to accomplish its

investments and financing role in accordance withrtational development plan.

The privatisation strategy defines a number of adstrative and implementation
procedures related to privatisation, whereby thengmic Council will be responsible
for supervising privatisation programmes and mamtptheir implementation.

To carry out the required activities and functiorecessary for the discharge by the
Supreme Economic Council of its duties and respmlitgss with respect to
privatisation, the Privatisation Committee is inxed in designing the privatisation
strategy, determining and recommending the pulolierprises, projects, and services to
be privatized, determining the regulatory and impdatation procedures for the
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privatisation process, and monitoring and supamgisithe implementation of
privatisation activities.
Although the strategy clarifies the steps thattarbke taken, a specific timetable for the

process has yet to be established.

The definition of privatisation as stated in thevatisation strategy is

“The process of transferring the ownership or managnt of public enterprises,
projects and services to the private sector, rglyon market mechanisms and
competition, through a number of methods, includiagtracts for managing, operating,

leasing, financing, or selling all or part of thevgrnments’ assets to the private sector”.

2.7.3 Sectors that are Candidates for Privatisation

On 11th November 2002, the Saudi Council of Minsstapproved a list of 20 vital

economic state enterprises and sectors recommehgethe Supreme Economic
Council (SEC) for privatisation as shown in Tabl@ Below. The announcement of this
list of sectors presented tremendous opportunitieshe private sector and had major

implications for the economy as a whole.

Table 2.9 The Full List of the 20 Enterprises aedt8rs to be privatised

Activities to be Privatised

1) Sale of State-Owned Shares in Limited 11) Municipality Services:
Companies:
Establishment of slaughter houses and their
Including the Saudi Electricity Company (SEC)pperations; establishment of general markgts,
Banks, the Saudi Arabian Basic Industrjeselling centres and their operation; transportation
Corporation (SABIC), the Saudi Arabian Miningand collection of municipality revenues; cleaning
Company (Ma'aden), the Saudi Telecorand waste removal
Company (STC), and local oil refineries.

2) Sale of State-Owned Shares in the Capital 9f12) Social Services:
Joint Arab and Islamic Companies.
Management and operation of social care
institutions; employment recruitment of Saudis|in
the private sector.

3) Education Services: 13) Roads:

Establishment and maintenance of educatioridanagement, operation, and maintenance| of
buildings; printing of textbooks; schoolexisting highways, and construction and operation
transportation; student housing. of new highways.

4) Health Services: 14) Agricultural Services:

Establishment and operation of health facilitieQuarantine and operation of diagnostic

patient transportation. laboratories and veterinary clinics.

5) Desalination 15) Communications.
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6) Air Transportation and its Services. 16) Airport Services.

7) Post Services 17) Railways

8) Mail Services 18) Sports Clubs.

9) Grain Silos and Flour Mills. 19) Government-Owne Hotels

10) Water and Sewage. 20) Services of the Industti@ities.

Source: Arab News 13November 2002.

2.7.4 Overview of Other Countries’ Experience of Privadigon.

During the 1970s and 1980s a wave of privatisapimgrammes took place in many
industrialised countries. The issue of privatisatio the West was aided by several
factors. There was the election of Conservative égawents in many Western

countries such as the UK and the United Statesns€@watives believe strongly in

allowing market forces to operate in order to prtaneconomic growth. There were
also structural obstacles to full employment anchemic growth during the 1970s due
to the oil crises. Subsidisation was seen as alsenbstacle to industrial restructuring
and privatisation became the best candidate t@ @bout economic adjustment (Cook
and Kirkpatrick, 1988).

This section will provide a brief overview of otherountries experiences of

privatisation. The section will provide the expeages of two Western ‘developed
countries’, two Western ‘developing’ countries aree Arab ‘developing’ country. The

aim is to find out if it is feasible to compare tBaudi experience with that of any other

country.

2.7.4.1Privatisation in United States.

The interest in privatisation in the United Stagegs back to the presidency of Carter;
for example, the airline industry was privatiseddemn the Carter administration.

However, the greatest developments took place dun@ Reagan administration (Pack,
1987).

Municipalities, who had been contracting out vasioservices, including garbage
collection, police and fire brigade services sittoe 1960s, carried out the earliest form
of privatisation; since then an increasing numbgrublic agencies have contracted out
various services to private enterprises. Betwee80 I&hd 1982 the Pentagon offered

235 contracts to private contractors. Howevewngtisation in the sense of divestment
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and as an ideological tendency came only as atre$utlose consideration of the
Thatcher Government’s model of privatisation (DamghL989).

Privatisation efforts also came about as a reduth® need to reduce the size of the
Federal Government, including its growing budgsficite Indeed, public expenditure
increased excessively, from 9.9 percent of GNP9i291to 34.3 percent in 1985 (Pack,
1987).

In general, privatisation did not happen on asdagcale as in countries like Britain.
This was due to the relatively small size of thélmusector. While the average public
sector in developed economies represented by Gcémteof the total workforce, the
USA public sector employed only 1.5 percent.(Doregli989).

2.7.4.2Privatisation in the United Kingdom

Privatisation has been extensively used in the ddniKingdom. Britain is often
regarded as the principal model for privatisatiorthe Western world. However, the
process of privatisation in its “legal arrangemetotghe terms of sale, was ad hoc”.
(Veljanocski, 1989: vii).

The Thatcher Government executed most of the agtiomt the process still continued
under later Governments. There is one obvioustresylrivatisation in Britain namely,
the raising of revenue for the Government. Indéetiveen 1977 and 1987, the it raised
£25 billion. In the process, the proportion of GBiibutable to public sector industry
fell from 9 percent to about 5 percent, while altlnmse million jobs were transferred
from the public to the private sector (Hyman, 1989)

Privatisation, under the form of denationalizatistarted long ago in Britain. It was
only in the second half of the 1970s that the aurreend started. Before that,

privatisation was a rather indecisive process asrdeed by Burk (1988: 2):

Looking over the period from 1945 to 1988, a cusitlleme about the steel
industry emerges. It was nationalized in 1949 bgavernment, which did
not wholly believe in its nationalization; it wasen denationalized in 1953
by a Government, which did not wholly believe sndenationalization; it
was then renationalized in 1967 by a Governmenichvidid not wholly
believe in its renationalization. Only time willltd it was redenationalised
in 1988 by a Government, which wholly believedsnmedenationalisation.
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The first privatisation in Britain took place in 8® with the sale of the United Steel
Companies. It was not easy for the Conservative eBuouent to implement this
denationalization as Burk’s account of this firsivatisation indicates (Burk, 1988).
Starting from the second half of the 1970s, preatton started slowly with the sale of
shares of British Petroleum to the public in 19%@ 4979° (Hyman, 1989).

According to Yarrow (1989: 56), this was a “revemassing exercise”. This was soon
followed by the sale of the aerospace industry 1188d 1985), the shipbuilding
industry (1985-1986), Amersham (1982), and CabttWireless (1981 and 1983).
Other major sales include British Gas (1986), BhitAirports Authority (BAA) (1987),
British Airways (1987), and Rolls Royce (1987).t&h Steel and the Water Regional
Authorities were privatized in 1988 and 1989 resipety (Hyman, 1989).

The privatisation of British Telecom in 1984 wase tmost popular privatisation
programme because of its successful implementatitarms of raising revenue as well
as public participation. The concern over BT’'s muoly power led to the creation of a
new regulatory watchdog, the Office of Telecommanans (OFTEL) (ibid).

Public opinion was very favourable because the naraghe encouraged individuals to
participate in the ownership of these companiesa(éhi, 1988). However, many
members of the public saw these purchases of slagresmeans for quick and easy
profit as they were sold to the public at a beloarket price. This view was endorsed
when the value of BT shares immediately increase8586 of their value.

While many previous privatizations were under-subscl (such as Britoil with only
27 percent of shares bought by the public, ande&Cabtl Wireless with 22 percent), the
public applied for four times the available numbé&éBT shares (Hyman, 1989). This
created 2.3 million shareholders and at the same fiaised £3.9 billion, the largest sale

of a public enterprise at the tifféHyman, 1989).

The strong commitment of the Government to priis was an important boost to
the programme. However, the more important factas the performance of the newly
privatized enterprises themselves. Hyman givestaildd account of the performance
of privatized companies in terms of profit growHar example, Amersham and Cable
and Wireless increased their profit by a factoalofiost five in the first seven years of

their privatisation; British Aerospace’s profitsutided in six years; and Rolls-Royce’s

9 The Government sold 17 percent of its shares iinBI®77, 5 percent in 1979, 7 percent in 1983 and
36.8 percent in 1987.
1 This was later exceeded by the sale of British Basraised nearly £8 billion.
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almost trebled. Jaguar turned its loss of £44ionilin 1980 to profit of £107 million in
1986. Similar records are found in British Airway®AA, British Gas, and British
Telecom (ibid).

However, performance in other areas appears tedsedncouraging. In a study carried
out by the London Business School and United Rebean executives from private
and public enterprises (two thirds private), onlpe&8cent saw improved quality as the
most important factor of success of their entegovishilst only 27 percent saw product
quality, and 18 percent saw customer service asabhaoncern of their organization
(Waznah, 1996).

Deregulation has had mixed results. The ExpresslC8arvices deregulation first led

to intense competition, but National Express wasnawally able to dominate the

market by introducing its rapid service with toileind refreshment facilities.

Nevertheless, deregulation did have some positiffects such as increasing

competition between coach and rail services, arabme fields of telecommunications

(Yarrow, 1989).

Privatisation, and the clear determination of ttemv&nment to support it, helped the

British economy to attract foreign investment. kgmeinvestors saw Britain as stable

place to invest and this increased British foraigserves. For example, when BT was

privatized in 1984, 14 percent of the shares wenggbt by foreign investors (Hyman,

1989).

As described above, in many cases the British Gowent created regulatory bodies to

protect consumers. The sale of British Telecom Bntlsh Gas, for instance, was

accompanied by the creation of two regulatory amgsnc the Office of

Telecommunications and the Office of Gas Supplyrddeer, the Government kept a

golden share in most of the privatized enterpri3éss was basically meant to prevent

any undesirable takeover or excessive foreign emite. Under the ‘golden share’, a

privatized enterprise may have a combination oftlewing seven restrictions:

1 Prohibition on one person having an interest inpgfcent or more of the voting
shares of the company;

2 Prohibition of total foreign ownership exceedingdgcent;

3 Restriction on the issue of shares with voting tsgiifferent from those of ordinary
shares;

4 Requirement that the Chief Executive be a Britigizen;

Prohibition of the removal of Government-appoinBacectors;
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6 Restriction on the disposal of the whole or a malgrart of the assets of the group
(material deemed to be 25 percent);
7 Restriction on the voluntary winding up or dissmuatof the company.

This means that the Government did not give upréuadicontrol over most of the

privatized enterprises (ibid).

However Veljanovski (1989), while agreeing with tlpeivatisation programmes,
criticizes the lack of structural reform beforevatisation. This, he maintains, has
limited the scope of greater competition, whichihie surest and most effective means
of generating greater efficiency and consumer bendhdeed, many public sector
industries and services kept their monopolistivifgges intact. There was, therefore,
always the danger that regulation might not be ghdw achieve the desired results
which competition would easily achieve. As Littlddrstates:

‘Regulation is essentially a means of preventirglorst excesses of monopoly; it is
not a substitute for competition’ (Veljanovski, 29&6).

An example of this is the privatisation of Briti€as in 1986 as one entity. This created
a private monopoly in which the Office of Gas Sypjthe regulatory agency) had little
power of control (ibid). British Telecom was alsoder public criticism for its poor

service (Yarrow, 1989).

2.7.4.3Privatisation in Singapore

Interest in privatisation in Singapore started ngithe 1960s, but the actual divestment
of public enterprises started in the 1970s (LowB88&)9 In 1985 the Divestment
Committee was formed and the Government has siofd a&ff many enterprises
including a food processing plant and an aviatiompgany. The Government also
reduced its interest in Singapore Airlines from p@dcent to 63 percent.

The goals of privatisation in Singapore are ratfistinct in their nature. In Singapore
privatisation took place not as a result of thedniee funds to pay off public debt or as
a result of political pressure, but came as a ahfaocess. The Government clearly
maintained that the proceeds from the sales weren@eded. What happened is that
privatisation of public enterprises occurred whesv&nment thought that enterprises

had grown sufficiently and could sustain its owrnivaty without the help of the
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Government. The money raised from the sale of smtérprises was then reinvested in

other strategic sectors (ibid).

A number of major public enterprises have beenapied, such as the Rapid Transit
Corporation and the Singapore Broadcasting Serviodser Government corporations
are also currently under consideration, such aecbehs, and the National University
Hospital (Waznah, 1996).

Low (1988: 275) observes :

the Singapore public enterprises system is alsamigue¢ case among
Third World countries insofar as its privatisatioa the result of its
success rather than failure. Along with buoyant vgitg public

enterprises have experienced tremendous success.

What is unique about privatisation in Singaporeréifore, is that it is used to raise
funds to create new public enterprises. Publicrpntes are not regarded as a problem,
which the government seeks to get rid of, nor hey used to raise funds to pay for the
public debt. In Singapore public enterprises areirdegral part of the development
programme. They take part in a continuous procésseation, development, sale, and

creation.

2.7.4.4Privatisation in Malaysia

There were many goals for privatisation in Malaysiast the public sector represented
a heavy financial and administrative burden onGleeernment, which aimed to reduce
its involvement in economic activity. There werasaleconomic objectives, such as
promoting competition, improving efficiency and guwtivity. As a direct result of
these, accelerated growth of the economy was htpdme achieved. Most of these
objectives were set up in the New Economic Poli¢iR) (Craig, 1988).

A large proportion of public assets were sold te phnivate sector. Among these were
the Department of Telecommunications, the Malaysihne System, and Port Kelang
Container Terminal. Other larger corporations, swh the Malaysian Airlines,
Malaysian International Shipping Company, Port K§laand the telecommunication

system are being considered (Waznah, 1996).
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Another form of privatisation is also used in Ma&y Subcontracting has been used for
a number of years. An example is the maintenantieeoNational Air Force, which was
contracted out to the private sector.

2.7.4.5 Privatisation in Egypt

In 1961 Egypt undertook a massive nationalizapoogramme, which reduced the
number of large private companies from 240 to @artlg from 1974, however, Egypt
has been following a more liberal economic policglled infitah), allowing for the
establishment of joint ventures and private comga(yubi, 1990).

Between 1970 and 1980, 560 new companies wereedredtwhich 113 were joint
stock companies (Waterbury, 1985). This was aintedcaeasing competition between
private and public enterprises. This apparently Heen unsuccessful as public
enterprises were still suffering from inefficiency.

One of the most important problems with the intefoactioning of Egyptian public
enterprises was the constraint applied to the pnses’ management. Indeed,
recruitment, and promotion were extremely restdctevhile production decisions,
pricing, and investment decision were mostly cdrieait by the government (Rivlin,
1985). Despite some proposal for divestment ofspaftthe public sector during the
1980s, it seems that contracting-out and joint wess®t have been the most favoured
tools (Ayubi, 1990).

Abd-al-Fadhil maintains that both the private ame tpublic sectors are equally
inefficient in Egypt and in many Arab countries.cdeding to him, Egypt still suffers
from a weak financial market, which cannot provitlee necessary funds for
privatisation (Abd-al-Fadhil, 1993). As Ayubi imdites, the public sector in Egypt is
still dominant, and the state does not seem to Wengvto undergo a large-scale
privatisation programme. Only in the area of conseand finance has the state let the
private sector take the lead (Ayubi, 1990).

Between 1980 and 1987 several proposals for priwati public enterprises were
suggested. Unfortunately, none was carried out. mhaa reasons for this indecision
was the *“disinclination of Egyptian private capited invest” as well as to the
“resistance from public-sector personnel”. (Ayub®90: 97). A third reason is given

by Ayubi, namely that “the state and bureaucracyewet prepared to relinquish the
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control of functions and the special privilegesvyided to them by the public sector”.
(1990: 97).

2.7.5 Overview of the Saudi Organisations Under Study

This section presents a brief profile of the orgations under study and describes the
Government efforts that have taken place to prefbease enterprises for privatisation.

2.7.5.1 The Saudi Telecom Company (STC)

The Telecommunication sector of Saudi Arabia wad p& the Communications
Ministry established in 1952 to run all communioatoperations in Saudi Arabia such
as post, telecommunication services, roads andagd. In 1975, the Ministry of Post,
Telecom and Telegraph (PTT) was established toseeathe Saudi telecommunications
sector (Al-Ansari, 1999).

In accordance with decree No. 135, the Council ofiders decided in 1997 to transfer
telecommunication services (telegraph and telephongth all their various
components, technical and administrative equipner@t Saudi Joint Stock Company,
and decree No. 213 approved the establishmentS#Huai stock company named the
Saudi Telecom Company (STC). Its initial capitabvmaore than SR 12 billion, divided
into 240 million shares of equal value of SR 50.

On 9 September 2002, the Council of Ministers aypgdoan increase in STC’s capital
from SR 12 to SR 15 billion. The company was esthbl as result of the importance
of the telecommunications sector and its role ircebarating development. (A
privatisation team working with the World Bank hatommended privatisation of this
sector and the Ministerial Committee on privatisatisupported it). The STC was
created as a business-oriented stock company pmgvadl telecommunications services
previously provided by PTT.

In December 2002, the Government of Saudi Araleresented by and acting through
the Public Investment Fund (PIF or the Selling 8halder), offered a minimum of
60,000,000 Shares, representing 20% of the Companindividuals having Saudi
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nationality, along with a maximum of 30,000,000 fsa representing 10% of the
Company, to the General Organisation for Socialrasce and the Public Pension
Fund. The offer price was SR 170 per share, withominal value of SR 50. The
Government continued to have effective control aber STC after the offering since
the PIF retained 70% of the issued Shares. The aoyngdid not receive any of the

proceeds from the sale of the Shares in the Offerin

In 1970, the total exchange line capacity in Sardbia was only 76.6 thousand lines,
but had increased to about 4.3 million by 2000resenting an average annual growth
rate of 13.5 percent. The total number of telepbawtually operating in the Kingdom

also increased from 29.400 telephones in 1970aona 2.9 million telephones in 2000,

an average annual rate of 14.8 per cent (Ministrylanning, 2001). Between 1998 to
the end of 2001, the company’s number of mobilesstbers increased 706%, reaching
2.5 million at the end of 2001, and the numberixéd line subscribers increased 74%,

reaching 3.2 million at the end of 2001.

Similarly, the company developed an Internet baaokbwithin its network, as Internet

subscribers have increased significantly from 1898he present. Moreover, charges
have been reduced to the lowest possible prices STIC had almost 21,316 employees
as of June 2002, 87% of whom were Saudi natiomslgotal assets were equal to SR
40.9 billion in 2002. The company’s operating raverfor 2002 was SR 23.5 billion

and net income was SR 3.5 billion. Annual reventevgh has averaged 17.1% over
the last three years and average annual net ind@seachieved margins of 38.9%
(excluding Government charges) (GIB, 2002). The $i€@ls with the Government as a
related party where balances receivable from arydlga to Government agencies at

the end of year 2002 were SR 2.5 and 3.8 billiespectively.

2.7.5.2The Saudi Electricity Company (SEC)

In 1972, the Department of Electricity Services watablished. It was separated from
the Ministry of Commerce and given the additioredponsibility of planning electrical
services for the Kingdom as a whole. In 1974, theidtry of Commerce was divided
in two. One part became the Commerce Agency, therdhe Industry and Electricity

Agency.
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In the same year the electricity tariff was setdircompanies at a level below actual
cost. In 1975, the Government adopted ambitiousspfar economic development
requiring very large investment in the developmahindustry and electrification. The
Ministry of Industry and Electricity was formed, tvian Industrial Affairs Agency and
an Electricity Affairs Agency. The Electricity Carmation was established in 1976 to
undertake responsibility for coordinating and acimg the ambitious electricity plans
contained in the Kingdom’s Development Plan.

From 1976 to 1981 all community electricity genemnatwas gradually subsumed under
the four regional Saudi Consolidated Electricityn@panies (SCECOSs), located in the
Central, Eastern, Southern, and Western regiomiseoKingdom. With the formulation
of a coherent development plan and the establishofehe SCECOs, the Government
was able to implement an electrification prograntha brought electricity to the towns
and, from the towns, to the villages and settlesiémtoughout the Kingdom. The first
SCECO (SCECO-East) was created in 1976. This wigsmMed in 1976 by SCECO-
South. Another consolidated company provided etgutrfor the south west of the
Kingdom, and the central region was served by SCEe06tral.

The General Electricity Corporation (GEC) was a &awmental entity operating under
the jurisdiction of the Ministry of Industry andédgkricity. It had overall responsibility
for the Kingdom'’s electricity system and had direzgponsibility for the provision of

electrical supplies to rural areas not then covere8CECOs.

Under its Decree No. 169 dated 19.11.1998, the Cbwh Ministers approved the
restructuring of the electricity sector with its imacomponents (generation,
transmission and distribution) and regulating itbnanistrative and financial status,
aimed at consolidating the ten electricity companmethe Kingdom into one company
under the Saudi Electricity Company (SEC). Restnieg the electricity sector was the
precursor to full privatisation to rationalise etegty consumption and to allow private
sector independent power producers to participatkis vital sector.

In November 2001 an independent authority, the tBtéty Services Regulatory
Agency (ESRA), was established to review the cdstlectric energy and its tariff.
From the time the SEC was formed in December 19@@the establishment of ESRA,
electricity tariffs were issued by the Council ofriisters. The tariffs used by SEC were

higher than the ones used by former SCECOs sircadiv maximum tariff was set at
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38 Halala¥’ compared to 20 Halalas for the old tariff. In Qxeo 2000, before
establishing the ESRA, the Council of Ministersueeld the Tariff significantly and
maximum tariff went from 38 to 26, which causededuction in operational revenues
by approximately SR 2 billion for the 12 month periended 31 December 2001,
compared to the 9 month period ended 31 Decemit¥). 20

In 2001, the company’s capital was set at SR 38l®rh divided into 765,755,418
shares (74.15% for the government, 6.89% for S@wdmco, and 18.96% for the
private sector). The share value was set at SRB®.company’s total assets stood at
SR 90.6 billion, its total operational revenue waR 28.3 billion, and its total
operational expenses were SR 25.5 billion. It en2lg@l with posted profits of $332
million (SEC, 2001). In 2002, after registeringosd of $182.9 million in the first half
of the year, the SEC ended the year with a neitpyb$270.4 million, mainly owing to
high power consumption during the hot summer moganab News, 28 April 2003).
The Company served approximately 3.8 million custmmin 2001 compared to
216,000 in 1970 and customers are expected to &&ahillion in 2020. Therefore, the
Saudi Government plans to invest as much as SPB#Rs by 2020 to meet growth in
demand from a soaring population (up to 38 milligajab News, 20 April 2003). It
also plans to grant concessions to the privateosdot construct new power plants

(generation sector) on a BOT (build-operate-trandfasis.

2.8 Summary

During the past three decades, Saudi Arabia had pagat attention to the
implementation of long-term economic reform. Thai@aGovernment has also put
great effort into financing Government spendingef@pion and investment), providing
public services, building infrastructure projectsldinancing the growing volume of its
activities. The effort of economic reform by theu8aGovernment has been associated
with a growing role for the private sector thateflected in its growing contribution to
production, investment, employment and exports.

The Saudi Government’'s need for providing publivvises efficiently, raising enough
funds, cutting spending that the private sector ¢emdle and completing the

28R 1 = 100 Halalas
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requirements for the accession to the WTO, suchnaspen market, led it towards a
policy of privatisation. The Saudi privatisation pexience is different from other
countries. It is different from any other develgpinountries as the motivation for
privatisation is different. The main motivation fprivatisation in developing countries
is the outside pressure from the World Bank andeldped countries that force
developing countries to change and adopt systesedlan their successes.

However this is not the case of Saudi Arabia asctentry has entered privatisation
with total freedom. Saudi Arabia, based on the W&ank classification, is considered
as developing country but it is a very wealthy doyrso it has a unique situation since
whilst it cannot be considered a developed couritng a very rich and sophisticated
developing country. Therefore the Saudi privatwagxperience cannot be compared to

any other country’s experience.
Chapter Three will provide a review of the concept Management Accounting

Control Systems, the aspects of Management Acaaoyir@iontrol Systems, and the

changes in the aspects that are likely to folloangjes in ownership.
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Chapter Three: Literature Review

Introduction

For businesses the need for organisation, in theesef determining objectives and
subsequently developing systems to successfullieaelthese objectives, is implicit.
At the same time, systems that have been put icepfeeed to be controlled and
monitored against original objectives in ordertfoem to be deemed ‘successful’.
Indeed ‘Organisation’ of any kind, without somenfoof control, would be impossible
(Tannenbaum 1968), a fact further endorsed by Maviadnd Ivancevich (1976:349)
who claim ‘there is practically universal agreem#rdt organisation implies control’
and Otley & Berry (1980:232): ‘control is a centaald inescapable feature of all human
organisations’. Flamholz, Das and Tsui (1985) t¢iteee additional elements to be
considered in the context of control: the exteeralironment, organisational structure
and organisational culture, all having a significaffiect on the nature and change of the

management control systems.

The chapter will explore the concept and framewafrknanagement control systems
and investigate the relationship between privateatand control systems. The
components of management accounting control systerisbe explained in this
chapter. The three elements of the context of obmiill be discussed as well as the
relationship between accounting and accountakditg control. The final part of the
chapter will discuss the changes anticipated &sualtrof changes in ownership namely
privatisation. Thus the chapter is organised devid:

(1) Concepts of management control;

(2) The framework for management accounting contrsiesys;

(3) The relationship between privatisation and corgystems;

(4) A description of the ten aspects of managemeotwating control systems

used as a basis for the investigation in this study

(5) Description of current Saudi management accourtimgrol systems;
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(6) Summary including a description of the subsequgpbtheses to be tested in

the remainder of the project.

3.1 Concepts of Management Control

Although there is some ambiguity in defining theamiag of the terms ‘organisation’
and ‘control’, there nevertheless remains commonsensus that the latter is a
fundamental part of organisational activity. letfeorganisation can itself be viewed as
a control process, occurring when groups of petgdethe need to co-operate in order
to achieve purposes, which require their jointac(Otley and Berry, 1980).

In order to understand the nature and meaning ofr@oin organisations, it is first
necessary to understand what is meant by contrgeireral. Conceptually a control
system can be considered as a ‘black-box’, comgeei stream of inputs into a stream

of outputs, with the internal details of the pracbeing ignored for the present.

The term ‘control’ is probably one of the most ieqdately defined in the English
language, having a wide range of suggestions. R@t®60) listed ‘57 varieties’ or
interpretations, ranging from ‘prohibit’ to ‘manilating’. However, within this variety
there are two major themes: (i) the idea of cordildomination where the person ‘in
control’ is the one who has the power to enforce aill on others; (ii) the idea of
control as regulation where the controller detectdifference between ‘what is’ and
‘what ought to be’ (Vickers, 1967) and here thiffelence acts as a motivation for
action.

Application in a business context includes botlihelse strands of meaning, implied in
Webster’s Dictionary definition (1961):

Application of policies and procedures for diregfjnregulating and
coordinating production, administration and othardiness activities in a
way to achieve the objectives of the enterprise.

In a more general sense, control is concerned thighprocesses by which a system
adapts itself to its environment. That is, in &-sefulating system, such as a business
enterprise, both the specification of objectived #me means of their achievement are

internally generated and form part of the contmlcess. This point of view is reflected
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in a definition of management control put forwarg bowe (1970: 765) where he

defines a management control system as:

A system of organisational information seeking agdthering,
accountability and feedback designed to ensurettfeenterprise adapts
to changes in its substantive environment and tthetwork behaviour of
its employees is measured by reference to a sgperhitional sub-goals
(which conform with overall objectives) so that thiscrepancy between
the two can be reconciled and corrected for.

There are multiple dimensions to control in orgatims (Merchant, 1985): it is shaped

by or ‘through’ processes of education, social@atand coercion and due to these
implied interactive processes control it is oftesers as a procedure which cannot be
directly observed.

To state that somebody is controlled by, or costsamebody can only be inferred by
indicators, such as certain patterns of behavimucertain meaning individuals attribute

to a situation or action (Scheyt et al., 2003).
According to Antony et al. (1989), management cang

A tool for managers who use it in their interactiith subordinates. It is a
people-oriented process. Line managers are thel fomiats in management
control. They make the plans for implementing styegs and attaining
goals, and they are the people who must influentere and whose
performance is evaluated

There are four necessary conditions that must bisfied before any process can be
said it's controlled (Otley and Berry, 1980). Fjrsijectives for the process being
controlled must exist: without an aim or purposetoal is meaningless. Secondly, the
output of the process must be measurable in tefniseodimensions defined by the
objectives, i.e., the degree to which the procsesstiaining its objectives must be
assessable. Thirdly, a predictive model of the ggecbeing controlled is required so
that cause of the non-attainment of objectives bandetermined and proposed
corrective actions evaluated. Finally, the abitiytake subsequent action must exist in
order that deviations from successfully attaining objectives can be reduced. If any of

these conditions fail to be met, the process calomger be said to be ‘in control'.
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3.2 The Framework for Management Accounting Control §stems

The choice of an appropriate management accouatinggol system is contingent upon

the organisation itself, its specific circumstanagd the nature of its objectives.

Not only will these objectives heavily influencestbhoice of performance measures to
be used, they will also act as the criteria aganisth the choices that have been made
can be evaluated (Otley, 1999). Any control systemuires objectives and goals
against which its performance can be assessedad@tley and Berry (1980) maintain,
no specific contingent formulation is necessaryafipreciate that the existence of
different goals need the selection of differenf@enance measures and control.

Therefore it is acknowledged that the developnoéstrategies and long-term plans for
an organisation is part of the planning and controcess of management. In a widely
adopted definition of management control, Anthoh966) suggested a hierarchy for

planning and control:

Level 1: Strategic planning:

Any organisation should have one or more goalssamibr management will decide or
participate in deciding the general nature of tbevaies that the organisation should
undertake in order to achieve these goals;

Level 2: Operational control:

Processes devised to carry out the day-to-dayitesivof the organisation, comprising
rules, procedures, forms, and other devices thaergothe performance of specific
tasks.

Level 3: Task Control:

Determining the specific tasks needed to achiegaltty-to-day activities.

Management control functions as the link betweenfitst two types of planning and
control stages in order to implement strategic qyolit does not focus on detailed
operating decisions, nor on the activities thattheefocus of task control; rather, it is
the means by which management ensures that thaeisagjan carries out its strategies
effectively and efficiently. Thus the two main fdions of the process of management

control according to Anthony (ibid.) are:
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a) The planning and coordination function whiclsumes that the day-to-day tasks are
performed by all participants to the achieve orgation’s goals; and
b) Providing a monitoring and feedback function jekhis used to ensure that, planned

actions are achieving desired results.

However, Lowe and Puxty (1989) have subsequengjyext that Anthony’s approach is
too restrictive in that it has ‘assumed away’ mangortant problems. In their opinion,
the first was concerned with defining strategiesalg and objectives: as such these
procedures were complex and ill defined, with syas being produced as much by
accident as by design. The second problem concéheethethods used to control the
production processes, which were dependent upospgeeific technologies, which in
themselves were widely divergent. The final créiloi was that Anthony’s reasoning
concentrated upon planning and control through @atiiog rationales and contains little

or no discussion of socio-psychological or beharabissues.

Anthony’s classification suggested that control wae last stage in the management
process, but other authors have suggested thatgsiaeat control includes all parts of
Anthony’s hierarchy, for example, that control mbst considered from a holistic and
organisational perspective, which also relatesh® @nvironment (Lowe and Puxty,
1989).

In the context of continual change, particularlyernhorganisations are reducing the
workforce, Anthony’s hierarchy becomes invalid aheé holistic view of integrated
management control succeeg@3tley, 1994). Anthony (1988) later suggested that
boundaries between categories are ambiguous, ingpljiat management control can
be broadly defined. Although Anthony (1965) speeifly suggested that the study of
control should be broadly based in the behaviosca&nces, his work showed little
evidence of borrowing from behavioural science amditrol has popularly taken on the

suggestion of accounting control (Otley, 1994).

Management control systems are based on the id¢aatlystem is an assembly of
interconnected elements that functions as a cotkeethole (Wilson and Chua, 1993).
They can be discussed in terms of process (whgtdbgand structure (what they are)
(Anthony and Herzlinger, 1980). In terms of stawe, management control systems
are collections of control mechanisms, each dedigoeachieve some part of control.
The structure or mechanisms used by any partiagdatrol system should be matched

with the type of control found in the organisat(@ilson and Chua, 1993).
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Scott (1981) distinguished closed and open systadefs, and then within each of
these categories he further distinguished betwatonal and natural models.

In his opinion, closed system theories concentragedlusively on the internal
environment of the organisation, with closed raslomodels, as characterized by the
scientific management movement. Thus they endeadoto find the most efficient
means of organising operations within organisations

Closed natural systems approaches emphasise thevitwetal aspects of control

systems.

The beginning of cybernetics and systems theonégated the emergence of an open
systems perspective, where the most important dprednt was an emphasis on the
need to consider the external environment face@rmyrganisation when designing
management control systems (Lowe, 1971; Beer, 1R@2nanuel et al., 1990).

Contingency theories emphasised the importance ootingent variables such as
technology, organisational size and structure fanagement control. These were
rational approaches, however, which tended unahi§ido accept the existence of the
external environment and the need to adapt to it.

On the other hand, natural models within the opestesns perspective were much more
critical in their approach, emphasising the abilby factors to influence their
environment. The studies included in ‘Critical Pedtives in Management Control’
(Chua, Lowe and Puxty, 1989) which emphasised fstles as the political nature of

organisational activity, and the ways in which poweas exercised.

These open natural models emphasised the changwigoement and the ways in

which management control has developed to deal aith sometimes resist that
change. Radical changes in the political envirorinvegre crucial drivers of the need
for organisational change including changes in rganeent control in the public sector.
Controls are considered and can operate at diffelearels: some are considered
externally, on a societal level, sometimes by gonemnts, but are operated within the
organisation.

Other control systems are designed and operatédnwhe organisation, for example
management accounting and other performance ragosistems. Organisational

structure provides a formal framework, which représ particular roles, rules and

57



procedures, and positions and prescriptions ofaaityh On a more abstract level are
the values and ethics of a society, which influetiee laws and controls, which are
possible, as well as separating abnormality frooeptable behaviour.

Flamholz, Daz and Tsui (1985) capture all threesatspof control just discussed, and
thus provide a useful model, given its concern witernal, internal and cultural issues
in control. They portray the control context as sisting of three elements: external
environment, organisational structure, and culture.

The control context may either facilitate or redube effectiveness of the control

systems in co-ordinating human efforts toward ttl@evement of organisational goals.
It may facilitate control effectiveness by the dmhal control that is applied by several
dimensions in the various contextual factors; fcaraple, organisational formalisation,

centralisation or standards of professionalism ¢oum the organisation’s external

environment. The control context may reduce theatiffeness of the control systems if
the control systems are incompatible with the nonakies, management philosophy or
practices in the larger context (Flamholz, Daz &sdi, 1985).

Kaplan (1983) states that the objective of a mamage control system is to provide
information that is useful in decision-making, ptarg, control and evaluation.
According to Drury (2002), management accountingtmd systems are a form of
result controls. These systems are largely definedonetary terms, such as revenues,
profits and ratios, and may also include non-actingrmeasures such as the number of

customer deliveries. For him, the following steps involved in result controls:

* Defining the performance dimensions such that tasy congruent with the
organisation’s objectives;

« Setting performance targets to cover all aspectedbrmance dimensions;

* Measuring financial and non-financial performarexeq

* Providing reward or punishment.

Anderson (1988) states that apart from being resiptenfor the setting of goals and
decision-making on how these goals are to be relachanagers also play a key role in
motivating employees to focus their attention ohieming them. According to Black
and Porter (2000), managers use control as a @doeassess whether the current
operation is congruent with the organisation’s otiyes. From one point of view,

control helps to ensure that the current operasygiems meet what the organisation
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has set out to achieve (Lorange & Scott-Morton 19%4heelen & Hunger, 2000). It

therefore acts as an element in the feedback lbap dlerts the manager to adjust
activities to meet the objectives (Schermerhor®9)9From another point of view, the
managerial control process is seen as deciding adiaities the organisation should be

doing and comparing actual accomplishments witbdh#ans.

The managerial control process thus plays a vegnifgtant role in strategic
management, which involves a long-range plannirysarategy development affecting
current operations, which in turn determines tharisuccess of an organisation. Thus,
the management control process involves both ptgnand controlling (Anderson,
1988; Anthony & Govindarajan, 1995; Black & Port2900; Lorange & Scott-Morton,
1974). For example, if the organisation’s goal iisfipability, managers need to take
appropriate measures or control those measurescthdd possibly influence future
profitability. In so doing, they are able to makdjustments to their plans before
problems get out of control (Wheelen & Hunger, 2000

3.3 The Relationship between Privatisation and ControBystems

It is believed by many that privatisation and markeechanisms will lead to more
efficient use of resources and their managementck@rs and Yarrow, 1988).
Privatisation programmes have been widely imposedless developed countries
(LDCs) by the World Bank, the IMF and other westédamors as a condition for bailing
out the ailing economies of these countries (Cauk kirkpatrick, 1995; Kikeri et al.,
1994; Uddin and Hopper, 1999, 2001, 2003). It adginrat privatisation would lead to
better productive and allocative efficiencies (Bayet al., 1996). Private enterprises
are able to organise their factors of productionréduce production costs more
efficiently than public enterprises. Private entesgs also have better reward and
incentive systems, which are linked to economidgoerance and have a much clearer
principal-agent relationship than public entergideurthermore, the competition in the
private sector enables private enterprises to be &b allocate resources more
efficiently than public enterprises. As such prisatl SOEs are subject to the discipline
of the price mechanism through which inefficientthates may be eliminated

(Rutherford, 1983). It is therefore assumed thatlpctive and allocative efficiencies of
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SOEs would improve upon privatisation (Adam et 4092, Hemming and Mansoor,
1988).

World Bank Reports (1995, 1996) justifying privatien emphasise the lack of
accountability and transparency in SOEs, and tinenunity from market disciplines
and the scrutiny of legal institutions. Kirkpatri¢k988) argues that if the principal
objective of privatisation is to increase econopecformance, the priority should be to

increase competition rather than to transfer ownprs

Since the 1980s, privatisation has been the mgsifigiant policy in the wave of market
reforms, which have swept over the global econo@ook, and Kirkpatrick, 1995).

After more than a decade, researchers have moved address the outcomes and
effects of privatisation (Uddin, 1997) and undemdtahe performance of privatised
enterprises (e.g. Weiss, 1995; Karatas, 1995,)thegeavith their impact on societies
(Cook and Kirkpatrick, 1995).

Some of these studies have addressed the intesweds of organisations (Potts, 1995),
whilst other researchers have looked at the pesithpact it has had on the economy as
a whole (Nestor and Nigon, 1996; Sergio, 1996; ik and McMahon, 1996).

However, other researchers found the opposite gedniesults (Jomo, 1995; Kararas,
1995). The World Bank (1992) concluded that prseaion has had a positive impact
on economic performance, measured in terms of &asexc investment, improvements in

productivity, and output growth and diversification

Most research on internal accounting controls amdapsation has focussed on
developed countries (for example, USA, and UK) @apd and Hirsch, 1990; Wright
et al., 1993; Ogden, 1993). Espeland and HirsctoQLxlaimed that accounting
controls played an important role in justifying cavship changes whilst Wright et al.
(1993) investigated some important issues relatiog“Finance and Control in

Privatisation by Management Buy-Out”. They reportedositive impact made by
management buy-outs, such as that it enables theduction of more appropriate
financial control systems, employment contracts aratjotiating machinery, and
frequently released former subsidiaries from thast@ints on investments resulting
from cash constraints on loss-making parents. Thend that privatisation through

management buy-out produced better financial cbsstems, employment contracts

and negotiating machinery, and the release of tmast constraints on subsidiaries .
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The reasons for that are the stronger incentivesntlanagers have and that privatisation

moves the organisation from a bureaucratic tofnaeket position.

Ogden (1994) demonstrated how accounting contreklsted customers and markets for
privatised UK Water companies and transformed ipalitobjectives into apparently

organisational performance matters.

Kirkpatrick (1988) has advocated privatisation dre tground that it will have a
significant impact on economic performance at theemprise level. He argued that the
change in ownership will impose the discipline afvate capital markets on the
enterprise, thereby improving productive efficiency

Potts’ 1995 study concentrated on the privatisabibestate agriculture in Tanzania and
found that production performance, after the owmershange, had been mixed. Two
estates, out of many, had remarkably good productiot most of the other estates
seem to have experienced further decline for twohoee years before recovery. He
implicates management problems in the decliningopeance. Potts concludes that
there is no conclusive evidence to suggest thatettmmomic performance of public

sector estates in Tanzania has been worse thaofttia¢ private sector in general. He
suggests, however, that substantial manageriahaotp and resources are important
factors in improved performance.

The study of Karatas (1995), about the performamicg@re-privatisation and post-

privatisation firms in Turkey, admits the limitati® of available performance indicators

for the evaluation of post-privatisation performanc

Accounting researchers have examined the transtmmadf control systems in

conjunction with ownership issues. The resultshairt research have highlighted the
various effects of organisational control in thentext of ownership changes (see
Espeland and Hirsch, 1990; Wright et al., 1993; &gdl993). Some of these studies
are related to the changes of ownership and iggioeks to management accounting in
general. This is due to the shortage of studietherrelationship between privatisation

and management control systems.
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Ogden’s study (1994) is comprehensive and relatgwivatisation and control issues.
He attempts to theorise management decisions andhtérnal performance in newly
privatised UK Water companies. Ogden analyses hatemwcompanies solicited
customers, instead of being actively pursued bytoousrs themselves, through the
medium of a competitive market. Privatisation pded this opportunity for

management and, in turn, management accountingglayentral role in translating a

political objective into an organisational perfomsa matter.

Another study, undertaken by Wickramasinghe (199ies a comprehensive
assessment of privatisation issues and the tranat@n of control issues in the context
of a developing country. Wickramasinghe lookedvat tase studies from Sri Lanka,
and made a series of comparative interpretatioadotind that political influences over
management control, and ineffective bureaucratatioms were common in the public
mode of accounting control, while these charadiesisvere always connected to the
traditional ‘King Concept’ (non-capitalist behavipu On the other hand, after
ownership changes, a private mode of accountingrgede under which political
influences and ineffective bureaucratic controlsev@duced. He argued that although
this institutional change was predominant in thede of accounting, the articulation of
cultural beliefs, and the dominance of productiontmols over accounting controls, was

common to both modes of accounting, in both firms.

It can be argued that management control systenlsl e designed to consider some
variables such as market and price, which is nohmon in the public sector.
Nevertheless, accounting researchers have recalgthiseproblematic nature of private
sector MCS values. Values such as ‘efficiency’ aftectiveness’ are too subjective
and value-laden (Humphrey, 1991). Humphrey (199kp ecommented that the
common definition of effectiveness is the goal-mothat developed from theories
viewing the organisation as a machine. Organisateme assumed to be goal-seeking
entities and their effectiveness is judged by tldeigree of goal attainment. A related
assumption is that an organisation’s chances afnatyg its goals are maximised by
increasing the goal-related activities. Yet thenideation of goals is not as simple a

task as assumed by government policy-makers.

Based on the above literature, it can be said ¢hahges in ownership in general,

especially privatisation, have a great effect agaarsation in general and management
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control systems in particular. The discussion noM twrn to identify the aspects of
management control systems that may be changedd® o4 privatisation and identify
the importance of each of them on the control sgsteithin organisation.

3.4Management Accounting Control Systems Aspects

As mentioned earlier, management control requireth kplanning and controlling
activities. Planning is the process of setting goahd performance standards, then
taking action to implement them. Control activitiegasure performance against these
goals and standards; then remedial actions aren tékecorrect any deviations if
required. Management control involves several #is; including:

1) Planning what the organisation should do;

2) Coordinating the activities of several parts of dinganisation;

3) Communicating information;

4) Evaluating information;

5) Deciding on what action should be taken; and

6) Motivating employees to change their behaviour

(Anthony & Govindarajan, 1995).

The role of management accounting at a strategiel Iss to support the ‘business
model’ of the organisation. This denotes how th@gany chooses to compete. Among
the most important purposes of management accauati@& to cover a wide range of
financial activities such as financial planning dimdncial transactions, and to provide

management with an evaluation of expenditure opgmntgy and people.

Medori (1998) identifies the following functionaleas of management accounting:
» Pricing decisions, which require information abthé cost of products;
* Integration of financial accounts and managemerdgowas: this field of
integration is concerned with the valuation of k&c
« Investment analysis, which is concerned with makingestment decisions by
using a number of techniques (e.g. NPV and IRR);
* Budgeting, which provides a plan for achieving oigational strategy and a

mechanism for performance measurement;
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e The Performance Measurement System (PMS), whiclused to improve
process control and evaluation, and to comparepdréormance of different

organisations, plants, departments, teams andithaiis.

Management accounting control systems (MACS) age sethis research as a package
of management accounting control techniques andcssphat have been assembled in
the MACS used by companies. Ferreira (2002) arghat while designing MACS,
companies adopt certain MACS techniques and aspéetstated (p.24):

These techniques will produce information with [matar
characteristics, which become characterising feasuof the MACS. The
characteristics of information produced by MACS efep heavily on the
features of the individual techniques includectin i

Based on other literature (Kaplan, 1984; Johnsah kaaplan, 1987; Stewart, 1991;
Kaplan and Norton, 1996; Chong and Chong, 1997rekar 2002) there was a
distinction between traditional and contemporarghteques. Uddin (1997) in his
research to provide idealised management contstésys in the private sector based on
the problems that occur in management control Byste the public sector, identified
five traditional aspects of management control esyst which are: organisational
objectives, budgetary system, intensive systemsyuenting system, and effectiveness
(Table 3.1 Idealised MCS's in Private Sector). dddi997) did his study on
Bangladesh and he generalized his findings anéspects of MACS that he came out
with to all developing countries. Ferreira (2008yad two other aspects to the MACS,
which are the Balanced Scorecard (BSC) and CoSysems especially the usage of
Activity-Based-Costing (ABC), although he consideteem as contemporary aspects
of MACS.

Some other accounting researchers have been awabe dimitations of traditional

approaches to control (Burchell et al., 1980; TinkO80). These researchers criticised
these approaches arguing that they were not adetpakplain the broader context of an
accounting control system. Recently, some conteanpoaccounting researchers have
been giving attention to understanding the orgépisal context of management control,
systems such as the external environment, orgamahistructure, culture, and strategy,

which will enrich our understanding of practicesinker et al., 1982; Gordon and
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Narayanan, 1984; Merchant, 1984; Flamholz, Dasend, 1985; Uddin and Hopper,
2003; Simons, 1995; Kennedy and Widener, 2008;yBefral., 2009; Tsameny et al.,
2010).

Table 3.1 Idealised MCS's in Private Sector

MCS Issues Problems with MCS in Publig Idealized MCS in Private
Sector Sector

Organizational Goal | Multiple and conflicting objectivey Single organizational goals can be

Setting are to be set. Objectives & achieved. They are based on

formulated with more consideratiq commercial criteria
for social and political issues

Budgetary Processes The central authority, usin{ Budget is seen as an objective gnd
bureaucratic mechanisms, prepal rational control tool.
the budget. It does not reflect t
reality of the enterprise. It is not us¢
for control purposes.

0]

Role of Incentive | Incentive systems are characteriz Reward structures provid
Systems by the permanent wage structure | motivation to measure th
government. Performance evaluatii performance of employees

is bureaucratically built.

[¢)

Role of Accounting| Accounting systems are constrain| Accounting systems rationally
Systems by governmental regulations fq provide financial and non
control and auditing purposes. | financial information for control
ignores organizational settings

Effectiveness Effectiveness is not viewed in tern Efficient performance 0
of organizational profitability. It i§ organizational activities

viewed in terms of the achieveme
of governmental objectives.

Source: Uddin, 1997

This study will use the five aspects of managenventrol systems that are presented
by Uddin (1997, two aspects from Ferreira (20024 @&he three elements of
organisational contexts suggested by Flamholz, &a$ Tsui (1985) in relation to
management control to investigate and understamdltnges that have been effected

by Saudi privatised companies after privatisatibable 3.2).

Table 3.2 The aspects of MCS and the three elensdémirganisational context that will
be investigated in the study:

Aspect of MCS and Elements of Organizational Corttex Author
Objectives Setting and Strategy uddin (1997)
The Budgetary Process uddin (1997)
Incentive Systems Uddin (1997)
Accounting System Uddin (1997)
Effectiveness (PMS) Uddin (1997)
Balanced Scorecards Ferreira (2002)
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Costing System Ferreira (2002)

Organizational Structure Flamholz, Das and Tsu8§}9
Organizational Culture Flamholz, Das and Tsui (3985
External Environment Flamholz, Das and Tsui (1985

3.4.1 Objective Setting and Strategy

Public enterprises have been created for objectivgtuenced by statutory
requirements, central government interventions aational and local, political and
domestic processes (Jones and Pendlebury, 198B)g Bensistent with a country’s
development goals, the public sector has to facdlicbhng objectives such as profit
earning vs. providing services to the populatiome Tdealised MCS of the public sector
does not consider these contradictory factors velettmg goals and more often than not
objectives are set by bureaucrats who are totalgware of the organisational context
(Uddin, 1997).

On the other hand, it can be argued that publitoseabjectives can be achieved
through recognising the dynamic nature of the dsgdion and society. Thus, the
problems of the public sector may not lie in muéipbjectives or ownership; rather
they lie in the recognition of the reflexive retatship between the organisation and
society and politics (Hopper et al, 1986).

The view of the idealised MCS of the private seet@ues that rational goals can be set
as they represent a congruence of interests (sschustomers, shareholders, and
managers). In addition, goals and objectives inptheate sector are clear, specified,
measurable and are set based on commercial crftéd@in, 2003). He also stated that
setting objectives is a result of the collectiverkvof managers at all levels, as each

division can set its objectives based on the géwdjactives of the company.

The importance of the relationship between busisésgegy and MCS is now widely
recognised in the management accounting literaiBmmons, 1995; Gosselin, 1997;
Otley, 1999). Miles and Snow (1978) made the disiom between four types of
strategies that they named defender, analyserpgcts, and reactor. They maintained
that the defender focus is primarily focused orenmal operations, prospectors on
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environmental scanning, whilst analysers divideirthetention between internal

operations and scanning the environment for nevoxppities.

Further, they established a relationship between sinategies pursued and control
system characteristics. According to them, defemdencentrate on efficiency levels,
cost control and monitoring trends. By contrasgspectors keep on monitoring their
environment in search for new opportunities, legdimem to give priority to planning

activities and using more ‘soft’ measures. In t@analysers try to combine the better of
these two worlds keeping their attention not ontyioternal operations, but also in
scanning their environment. It is the lower intepsn doing this that makes the

difference between analysers and both defenders paospbectors. Finally, reactor

companies do not follow a coherent pattern of behaythis implies that no prediction

can be rationally made regarding their activities.

Simons (1987), in his study about the relationdhgween strategy and accounting
control systems, showed that the accounting corggstem does respond to the
different strategies and objectives followed by pames. The evidence suggested high
performing companies following a prospector-typatsigy attached greater importance

to forecast data, to setting of tight budget taggand to close monitoring of output.

From the above arguments, it would be expected the to privatisation an
organisation would change its objectives so thay thre set on a commercial basis,
taking account of other social and political fastowhilst when state-owned it took
account of social and political s rather than comumaé factors. These new objectives
would enhance the focus on the company’s profitgthéind achieving organizational
targets rather than meeting targets set by thergment. Each management level in
each department would share the process of sathjggtives, as they would set their
departments’ objectives and would be held accolmfab them.

3.4.2 The Budgetary Process

The budgetary tool is the principal control meckaniof financial MCSs. Previous
research findings in developing countries have akk that the budget plays a
traditional role only, not only in control mechamis of the public sector, as it is only

concerned with presenting how the organisation dpgovernment money (Hoque and
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Hopper, 1994, 1997; Wickramasinghe, 1996). Howewer public sector budget is
subject to governmental authorisation whilst in tipeivate sector budget is
conventionally seen as a tool for objective antbnall control over sub-units (Uddin,
1997).

Wildavasky (1979, 1975) argued that budgeting systaccomplish many purposes
beyond achieving control since they are forms andces of power, and serve both as
guardians of scarce resources (Budgeters) andvasatéds of sub-units (Budgetees).

In general, the budget is seen as a means of degisaking, and a process of planning
and control (Anthony et al., 1992). However in mguplic enterprises the budget is
not properly prepared. It appears as a mere adaptaitthe previous year’s budget due
to untrained managers and the absence of managehatogue between accounting

and other departments (Uddin, 1997).

Previous studies on public management control mavealed that participation in the

budget is totally absent in the public sector. Batithe budget comes from top

management, which is usually unaware of the cir¢cantes of particular departments
(Hoque, 1993; Uddin and Siddique, 1995).

Budgetary control is an important part of a firnisanagement control systems
(Merchant, 1998). The way in which corporate mamagseek out performance

information, the type and detail of the informatithrey ask for and the arrangements
they have for discussing the results with business-managers are all part of the
budgetary control process (Anthony and Govindaral@98). This process comprises
the following three components:

I.  Emphasis on meeting the budget — i.e., the extenthich the evaluation of
managerial performance is primarily based uponbgness unit managers’
ability to continually meet the budget on a shatm basis (Anthony and
Govindarajan, 1998; Hopwood, 1972).

ii.  The amount of information detail required for budge/iews — i.e., the extent to
which subordinates are required to submit repdrés tdiscuss performance to
date, identify variances and propose detailed cowe actions if it appears that
the budget targets are not being met (Anthony amir@arajan, 1998;
Merchant, 1981).
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iii.  The intensity of budget-related communications-, ithe extent to which
budgets are used to facilitate information exchahgeughout the organization,
to force analysis and debate, and to assist cdgpamanagers to personally
involve themselves in the decision-making actigitief their business-unit

managers (Simons, 1995).

Al-Sughayer (2001) in his study of the budgetargcess in Saudi Arabia found that
budgetary control in Saudi Arabia is concerned prim with regularity and
compliance and does not direct any attention tosvardevaluation of the efficient use
of resources or the effectiveness of plans andctbgs. He gave as a reason for the
absence of an appropriate mechanism for enforcirgydét reforms the fact that in the
country’s political system power was mainly centiedhe hands of the government,
which led to strong intervention by the governmarthe budgetary process and control
within the organisation. Finally he concluded tké&ective change in accounting and
budgeting practices would most probably occur i§ ipreceded first by a change in the
organisation’s operating strategy and then a reusgton of its administration and

structure.

Form the above discussion, it would be expected thee to privatisation, an
organisation would gain full autonomy in setting liudget and would use it as a tool to

evaluate and control its activities

3.4.3 The Role of Incentive Systems

Incentives are an essential element for a perfactral system, yet the idealised MCS
of the public sector does not place any emphasithem. The wage structure of the
public sector in LDCs is largely fixed and extraveeds are rarely used. Wage structure
and bonus systems are devised by bureaucrats whootl@onsider organisational
needs, participant values or production relatiovisije employing wage structure and
reward systems on the shop floor (Murshed, 1989).

On the other hand, the reward structure of theapeigector is seen to be more effective,

since it considers the performance of the individuadin, 2003). Reward systems are
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concerned with two major issues: performance andamds. Performance includes
defining and evaluating performance and providimplyees with feedback. Rewards
include bonuses, salary increases, promotion, st@ckds, and perquisites (Kerr and
Slocum, 2005).

Performance measurement and incentive systems msigt an developing and
achieving strategies by providing clear signalsutltioe intended strategic direction and
supplying the necessary motivation by rewarding avedur that is goal directed
(Lawler and Rhode 1976Reward systems encourage employees to work toward
planned strategic outcomes (Carey 1992). Rewardersygs require performance
measurement systems to evaluate performance agwhileé bonuses (Carey 1992).
Reward systems can motivate employees to purswaegit priorities by setting
performance measures targeted on priorities andngheewards between employees
and the organization, based on achieving theseonmpesihce targets (Carey 1992;
Welbourne et al. 1995). These systems emphasizdogee involvement in co-
operating to improve performance as well as fortmgarules governing performance

measures and the distribution of rewards (BowenLawder 1992).

Tsamenyi et al., (2010) in their study of privatissompanies in Ghana argued that
before privatisation, organisations lacked propgresvision of employees. They argued
that “employees were not disciplined and there waseffective means by which

workers could channel their grievance” (p: 437)eylargued that labour cost efficiency
was low before privatisation. They mentioned that governmental organisation has to
obtain the related ministry’s approval before ihdake any action like disciplining

employees. They stated that before privatisationpleyees’ wages were not

competitive enough, resulting in low employee merahd job satisfaction. He also
stated that due to the lack of creativities andivatbns, employees were hardly given
training and refresher courses by the organisatiokeep them up-to-date in their

knowledge. Finally they mentioned that these emtioblems lesser after privatisation.

From the above arguments, it would be expected dabat result of privatisation, an
organisation would develop a competitive rewardesysfor its employees based on
accurate evaluation of employees’ performance. dditeon the organisation would
provide its employees with adequate training aneelbgpment activities to keep them

up-to-date and improve employees’ performance.
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3.4.4 The Role of Accounting Systems

An appropriate accounting system is an importad that gives visibility to the

activities of an organisation, and can help enfawsountability (Uddin, 2004).

Roberts and Scapens (1985) argue that the use @dumiing information in

organisations should be understood in terms ofrdkee it plays in the production and

reproduction of systems of accountability

The ‘New Public Management’ literature is a val@abburce of studies concerning the
importance of accounting in changing organisatiaualtexts, and of relevance to this
study, given its consideration of an industry whigfoved from a public sector

nationalised industry to a new privatised statusgdio, 2004).

With regard to the earlier discussion of accouritgbthere are important implications

for accounting in the move from the emphasis owatdship in the old public sector to

the new emphasis on measures of economy, efficiandyeffectiveness. Attempts to
guantify performance mean that accounting has aalenle as a control mechanism in
public sector reform and several authors have densd the effect of this in a variety of
organisational contexts. These studies are helpfabnsidering not only the external

environment of control within which change was takplace, but also the relevance of

accounting for internal and cultural issues (ibid).

An important issue in relation to external accobiliiy is the use made of accounting
information in regulatory decision-making, and tmeporting requirements for
management in this regard. Given that accountirfgrimation is presumably an
important factor in the regulator’s decisions, thatv extent is he/she required to
disclose the accounting basis of decisions? Wilane: to the internal operations of the
organisation, the new emphasis on profitability affcciency would also impact on the

priorities within the organisation (Ferreira, 2002

With regard to the external environment, authorshsas Miller and Rose (1990)
recognise the importance of accounting in enaldimgnge at the macro level of society

as a whole. They discuss the importance of howlatgy mechanisms enable
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‘government at a distance’, in particular the use dovernment of a range of

‘technologies’ and the complex mechanisms througfchvit becomes possible to link

calculations at one place with action at another.

Humphrey, Miller and Scapens (1993) discuss the afsaccountable management’ in

the public sector and emphasise the usefulnesscotiating-based technologies in such
initiatives, with their potential for extending dretion and choice for individuals, while

still ensuring that actions are taken in accordamite broader economic, financial and

social objectives of government. However, they easgge that:

The continuing mobilising power of the accountirgential, in the face
of unmet expectations, unintended consequencesrdimisms, suggests
that ‘accounting should be accounted for (Hopwod®85:cited in

Humphrey, Miller and Scapens, 1993 p: 18, 19).

Considering now the importance of accounting to theernal environment of
organisations, Humphrey (1994) examines the rolepm¥ate sector management
consultants in the implementation of FMI (FinancManagement Initiative) in the
probation service. His study illustrates the difiees of applying traditional
management accounting principles in complex puldector organisations, and
questions the claims to expertise of the consudtasith their ‘quite restricted notions of
management and control’. This theme of doubting d¢ffccacy of private sector
accounting practices for the public sector is resntrin much of the NPM literature.
Several authors (Carter, 1989, 1990; Humphrey arab® 1991; Pollitt, 1986, 1990;
Hood, 1991) focus their research on the varietgyesformance measures that have been
introduced to different areas of the public secitorthe name of promoting ‘economy,
efficiency and effectiveness’. They suggest tha ttominance of financial and
economic measures may render other discourse Isgdey and suggest that wider
issues such as quality of service and equity irpitssision are likely to suffer as a
result. Keat (1991) in discussing issues of theruetiring of organisations suggests
that the model of the commercial enterprise hasrtain ‘paradigmatic status’, manifest
in various corporate organisations undertake byipgector managements to provide a

sharper focus on financial performance.

Turning now to studies that emphasise organisdtionidure, it has been argued that
accounting can play an important role in transfognorganisational cultures (see

section 3.4.9). Laughlin (1991) points out thatcarting systems are an important part
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of an organisation’s design and crucially linkedtsointerpretive schemes. Dent (1991)
and Capps et al (1989) both examine accountingiaaty to provide new frames of
meaning within which organisational actors may aperDent’s study documents the
eventual rise of the new business culture in Ewnp®&ail over the traditional
engineering/railway culture, and the resistanceckange along the way. Other
important studies in this vein include a serieamitles written about the National Coal
Board (Berry et al, 1985; Hopper et al, 1986; Cagipal, 1989), which emphasise the
importance of tradition and organisational cultdoe understanding management
control in the NCB, within a changing social anditgzal environment. Ogden (1994,
1995, and 1997) has examined issues of accoumitig@ecountability in the context of
the water industry. In the case of utilities, ptisation has meant a new focus on
profitability and shareholder value. Ogden (1995 dsses these changes in relation to
the water industry in the UK in terms of the emexggefirst of ‘a vocabulary of costs’
and subsequently of a ‘vocabulary of profits’. Ogasnphasises how the professional
judgments of engineers have become less importamioge attention has been devoted
to financial measures and argues that resistantieetehange is illustrated by senior
management’s continuing efforts to transform thgporate culture from one based on
engineering and operating demands to one basedisindss priorities and customer

needs.

Miller (1992: 80) provides an interesting view afcaunting information’s role in
decision-making, which is relevant to the reguhatprocess, and which encapsulates

the findings of many of the studies just discussed:

Along with other practices of government, the tetbgies of

accountancy often intersect poorly with the spegibf the ‘real’. The
conditions that would make them work ‘perfectlyé drequently absent,
unplanned outcomes emerge, and new situations maksting

technologies obsolete. Paradoxically, this is nat abstacle for

calculative technologies but a source of their styth, for the alleged
shortcomings of one calculative technology allowstdtants and others
to demonstrate the advantages of a new one. Asgeiternment, we find
a conviction that there exists a calculable ansteethe problems of the
enterprise and even of social life. This convictimiten devoid of
empirical evaluation, underlies much of contempgraccounting.

It can be argued that Management control systemghén public sector view an

accounting system as a system, which only prepamesal reports for auditing and
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stewardship purposes. These reports are not coedida problematical decision-
making or controlling purposes. Decisions in moases depend on bureaucratic
procedures. Accounting information is rarely usedthis purpose. On the other hand,
the idealised MCS of the private sector views antiog systems as instruments for
providing qualitative and quantitative informatigddin, 1997). The usefulness of
accounting information in decision-making does depend on the way it is presented,
rather on the way it is interpreted. It is thus ayept that the idealised role of
accounting in private and public sectors disregatslssocial construction. Critical
accounting studies have argued that accountingnreEon cannot be useful until and
unless it is interpreted in the socio-political et of the organisation (Tinker et al.,
1982; Berry et al., 1985; Hopper et al., 1986; Goand Sherer, 1984).

From the above arguments, it would be expected #dtabunting information in

privatised organisations would serve more purpdblas in the public sector. The
accounting systems that would be used in the psihtcompany would provide
qualitative and quantitative information and repddr internal control purposes and to
aid decision-making. In addition, it would be exjget that accounting information

would provide fair presentation of the organisasdmancial situation for investors.

3.4.5 Effectiveness

It is argued by accounting researchers that propetrol systems play a significant role
in effective organisations. Nevertheless, the taffectiveness’ is itself a questionable
word, depending on how it is viewed (Humphrey, 1)9%rganisational effectiveness

refers to the extent to which organisational goais achieved. Conventionally,

organisational effectiveness has been seen astrealof efficiency achieved through
organisational functions. Idealised MCS accept tlsncept of organisational

effectiveness (Uddin, 1997). Idealised control eyst have problems in addressing
complex organisational issues. It is also recoghtbat control systems are subject to
various limitations driven by social, political aedltural factors (Hopper et al, 1986).
In idealised management control systems, effecisgrtan be recognised by sufficient

performance measurement tools (Uddin, 1997).
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One of the main roles of management accountingesystis applying performance
measurement systems, which become a central fdamsich management accounting

research. Otley (2001) suggests,

Much of the thrust of the ‘new’ management accaognthas been
centrally concerned with the issues of measuringyanisational
performance (P:248).

Olson and Slater (2002) state that performance unea®nt is at the heart of the
management control process in any organisation.n&s strategic objectives are
identified, the organisation may realize the needrfew performance measures that
encourage and monitor new actions (Dixon et al0)19%hus, organisations may use a
broad range of performance measures to reflectdiherse nature of management
decisions and efforts (Holmstrom, 1979; Banker &adar, 1989; Feltham and Xie,
1994; Ittner and Larcker, 1998a).

Traditionally, PMSs have provided a means of mamgp and maintaining
organisational control (Nanni et al., 1992), whislthe process of ensuring that those
strategies are implemented by an organisationwoatld result in the achievement of
overall goals and objectives (Brignall and Ballaati 1996). Various writers have
defined performance measurement differently. Fataince, Marshall et al. (1999)
define PM as the development of indicators andectthn of data to describe report on
and analyze performancéaking a more comprehensive angle, PM is a funatiotine
efficiency and effectiveness of actions, accordimgNeely et al. (1995)who propose

three definitions of a PMS as follows:

1. The process of quantifying the efficiency and dffemess of actions;
2. A metric used to quantify the efficiency and/oreetiveness of actions;

3. The set of metrics used to quantify both the edficy and effectiveness of

actions.
Kaplan and Norton (1996b) maintain that measurernseatkey factor, as management

is impossible without both internal and externalaswees, and these have a huge

influence on all personnel and stakeholders. Thus,
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if companies are to survive and prosper in inforimatage competition,
they must use measurement and management systewesl deom their
strategies and capabilities (p.75).

Behn (2003) holds that managers can use performaeesures (PMs) to “evaluate,
control, budget, motivate, promote, celebrate, learn and improve’586). He
emphasises that there is no single performaneasure, which is capable of fulfilling
all of these eight purposes. Managers must recegh@se purposes that any given PM
might serve and how these measurements could betigély employed. Hacker and
Brotherton (1998) argue that an effective measunénsystem is one that helps
managers to determine whether the activities wlaich being carried out within a
facility do indeed support the achievement of otyes, thus helping the organisation

to achieve its stated vision.

The information age environment has made it imperdbr both manufacturing and
service organisations to acquire new capabilite@scbmpetitive success. How well a
company manages its intangible assets will haveerbearing on its success than its
physical, tangible assets (Kaplan and Norton, 1986ans, 2005). Neely et al. (2004)
emphasise that PMSs are an essential part of congpategy. Furthermore, executives
may introduce new strategies and innovative opgggirocesses rather than using the
same short-term financial indicators they have hesng for decades, such as return on
investment (ROI), sales growth and operating incoafiective measurement, in their
opinion, must be an integral part of the managemestess (Vokurka, 2004; Brewer et
al., 2005).

PMSs can be classified into three main categomes, of which are quantitative
measures of performance. The first comprises mankeisures, that is, those that reflect
changes in stock prices or shareholder returns,thedsecond comprises summary
accounting-based measures, which can be defineglther residual terms (e.g. net
income after taxes, operating profit, residual mep economic value-added [EVA]) or
ratio terms (e.g. ROI, return on equity [ROE], raton net assets [RONA]). The third
category is qualitative measures, assessing siugeateas of performance such as
ethical behaviour and the satisfaction of stakedrsldcustomers and managers (Parnell
et al., 2000). They may also include employee feati®on, delivery performance,

process improvement, measures of material and gatigery time, throughput time,
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due-date performance, quality, machine flexibiléyd inventory levels (Hendricks et

al., 1996).

It is often argued that a drawback of accountin@snees is that they induce a short-
term focus (Jacobs, 1991). They are by nature backiooking and thus do not

accurately reflect the effects of employees’ effoor decisions on future corporate
performance. This problem is particularly acutesituations where investments in

intangible assets are important (Lev, 2001). Marsgédose performance is evaluated
in terms of accounting income are discouraged froaking investments in intangible

assets by their conservative accounting treatment.

The shift to non-financial measures was not aatsitn of financial measures as such,
but a reaction to a change of question. Whereasmswer the original question, ‘How
am | doing against my objective?’, it was reasoaabl measure financial progress,
when the question changed to ‘What should | be gidan the future?’ this was no
longer appropriate, since financial PMs were esaiinbackward looking (Al-Sumairi,
2009).

Ghalayini and Noble (1996) review the differencesneen traditional (financial) and
non-traditional performance measures (Table 3.3).

Table 3.3 Comparison between traditional and nadiional PMs

Traditional Performance Measurements Non-traditiohRerformance Measurements

Based on outdated accounting systems
Mainly financial measurements
Intended for middle and top managers
Lagging metrics (weekly or monthly)
Difficult, confusing and misleading
Lead to employee frustration

Neglected at shop floor

Fixed format

Do not vary between locations

Do not change over time

Intended mainly for monitoring performance
Not applicable to JIT, TQM, etc.

Hinder continuous improvement

Based on company strategy

Mainly non-financial measurements
Intended for all employees

On-time metrics (hourly or daily)
Simple, accurate and easy to use
Lead to employee satisfaction
Frequently used on shop floor

No fixed format (depend on needs)
Vary between locations

Change over time as needs change
Intended to improve performance
Applicable to JIT, TQM, etc.

Help to achieve continuous improvement

Source: Ghalayini and Noble (1996)

According to Kaplan (1983), many academics, pradesds and consultants

encouraged the need for manufacturing companiesiépt non-financial performance
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measurements, which then became a principal featuRRMSs and were used more

extensively within companies (Frigo and Krumwid899).

Ittner, Larcker and Randall (2003) conclude tha tmportance of all non-financial
performance categories to long-term organisatisoatess is less than the anticipated
use of these categories in performance measureamehtiecision-making. They also
indicate that extensive use of PMs for one manabeurpose does not necessarily
imply that they are used for another. The ovenatience of the effect of non-financial
measurement on accounting-based performance waginike results also proved that
non-financial measurement usage was significarshpaated with innovation strategy,
quality strategy, the length of the product develept cycle, industry regulation and
the level of financial stress. Finally, the asstbora between non-financial
measurements and company performance was depemnlembether the use of these
measurements matched the company’s characteridgcsrding to Kaplan and Norton
(2001), there is a view that non-financial measwes better indicators of long-term
performance and that they sustain the monitoringrtanagers of progress towards

strategic objectives.

There is empirical evidence to suggest that fir@lnend non-financial measurements
are not substitutes. Rather, the latter are usedldisions to the former (Govindarajan
and Gupta, 1985). However, it is only recently theffective frameworks of

performance measurement have emerged that intedrath types. These frameworks
work on the principle that management accountifigrination systems cannot rely on
financial measurement alone. Professional accogintassociations have also

encouraged the use of integrated performance nmezasats (Neely, 1999).

Based on the above arguments there was lack ofusiee of proper performance
evaluation system on SOEs. It would be expectetigheaatised organisations would
use more sophisticated performance evaluation mmgsiacluding both financial and

non-financial indicators.
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3.4.6 Balanced Scorecards

Kaplan and Norton (1992, 1996, and 2001) define Batanced Scorecard as a
framework to facilitate the translation of the Imess strategy into controllable
performance measures. In particular, the BSC isidered a comprehensive system of
strategically aligned performance measures. Ni2@0Z: 16) defines the BSC as
A carefully selected set of quantifiable measurdameerived from an
organisation’s strategy. The measurements selefdiedhe Scorecard
represent a tool for leaders to use in communigatm employees and

external stakeholders the outcomes and performalnisers by which
the organisation will achieve its mission and stgt objectives

The BSC is beneficial to organisations in many walysr instance, it focuses on
accountability with respect to goals and objectivewl relates strategy to performance.
It provides a means to assess whether progres=iig) bmade and enables the
organisation to adjust accordingly. It gives empley a better understanding of the
cause-and-effect relationships in regular actiyMisiaszek and Oriot, 2002; Vaivio
and Jarvenpaa, 2002; Sandkuhl et al., 2003; Neeall,&2004; Ahn, 2005; Anand et al.,
2005; Crawford and Scaletta, 2005; Dilla and St@ihb2005; Lawson et al., 2005;
Phillips and Louvieris, 2005). Many other benetifshe BSC have been recognized in
previous studies and mostly they are related tdrobover the organisation overall

activities.

Kaplan and Norton (2001a) argue that the BSC hadved as a framework for
measuring organisation performance. Recognisingrieasurement has consequences
beyond reporting the past, they elaborated the B&®€ept from a mere performance
measurement system to an organising framework $traéegic management system.
Many researchers concur with the notion that th€ BSa strategic management tool,
enabling senior management to communicate thervi®r change, at the same time
empowering business divisions and employees torfewd ways of accomplishing day-
to-day activities while working towards the companstrategic objectives (Epstein and
Manzoni, 1998; Ritter, 2003). According to a recdnstitute of Management
Accounting survey of performance, the scorecarddnased to be an effective tool of
strategy communication and clarification (Salteaiod Webb, 2003). The benefits of
using the BSC as a strategic management tool (Beilal.,1999) are:
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* Enhancing communication within the organisation.

 Promoting the active formulation and implementatiof organisational
strategies.

* Improving the alignment of divisional or individugdals with the organisation’s
objectives and strategies.

» Updating organisational strategies and making thisible.

» Aligning annual or short-term operating plans wahg-term strategies.

* Aligning performance evaluation measurement angd-temm strategies.

Norreklit (2000) contends that apart from finan@atl non-financial measurements, the
BSC also contains outcome measures and the perioardrivers of outcomes, which

are linked together in cause-and-effect relatigmshimaking the PM system an

integrated control system. Also, Kaplan and No(@001b: 94) recommended that

Every measure selected for a BSC should be an eteofiea chain of
cause and effect relationships that communicates nieaning of the
business unit’s strategy to the organisation.

Thus, controlling the essential factors in a caeféect relationship between measures
may lead to a much better perspective on the reaugints the business has in order to

achieve its intended outcome performance (Lawsaih ,&005).

Interview data reported from a case study of aur@t500 company suggests that
managers believe that the cause-and-effect refafiociuded in their scorecard have
resulted in increased efficiency and profitabil{§alterio and Webb, 2003). Chang et
al., (2002, cited by Kasperskaya and Oliveras, 2088r some preliminary evidence of
the existence of cause-and-effect relationshipsimwithe Performance Assessment
Framework (PAF) of the National Health Serviceha UK.

BSC is a system that help organisation to trangkerstrategies into controllable
performance measures for the organisation andnifsiayees. As a result the use of
BSC can provide more efficiency to the organisatitncan be argued that an
organisation can be efficient without using BSCitifuses the right performance
measures and has a clear method for translatifgisess strategies into performance
measures In the case of most of SOEs, they lad& tootranslating their strategies and
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goals into controllable performance measures; tbhereit would be better for the

organisation after privatisation to apply BSC, las benefit would outweigh the cost.

3.4.7 Costing Systems

According to Drury (2000), a cost and managemeco@aating system should generate
information for meeting the following requirements:

1. Allocating costs between costs of goods soldianehtories for internal and external
profit reporting;

2. Providing relevant information to help manageeke better decisions;

3. Providing relevant information for planning, tah and performance measurement.

The first item above is required primarily for megt external financial accounting
requirements. Most organisations produce internafitpstatements for their business
units at monthly intervals (Drury and Tayles, 199&%) management purposes. Thus,
the first requirement is necessary for both finah@and management accounting
purposes. Many service organisations, however,addold inventories, so they do not
need to allocate costs between goods sold and tonwest Routine and non-routine
financial reporting is required for meeting the st requirement. Routine information
Is required at periodic intervals relating to thealgsis of the profitability of
products/services to ensure that only profitabtalpcts/services are marketed.

Nonroutine- financial information is also required thiose strategic decisions that are
made at infrequent intervals such as the introdaadf new products or services and the
negotiation of long-term contracts with customéwscurate cost information is required
for decision-making since inaccurate costs can teaihcorrect decisions such as the
discontinuation of profitable products and the ommtion of marketing unprofitable
products. Less accurate information relating todpod costs may suffice for meeting
the first requirement above (profit measurementafmompany or business unit) since
the aim is to allocate costs between inventoriesanst of goods sold at the aggregate

level rather than the individual product level.

Drury (2000) explained the major differences betwémditional and ABC systems.

Both systems rely on what has become known aswibestage allocation process. In
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the first stage traditional costing systems assigirect costs to cost centres (normally
departments), whereas ABC systems assign costacto rmajor activity centre rather
than departments. Therefore, the first distingumgteature between the two systems is
that ABC systems assign costs to a greater nunflfésibstage cost centres (i. e. cost
pools).

The second stage allocates costs from the costresertb cost objects (e. g.
products/services). Traditional costing systemscalie indirect costs to cost objects
using a small number of allocation bases/cost thitkat tend to vary directly with
volume produced. Direct labour hours/cost and nmechiours are the allocation bases
that are mostly used by traditional costing systems

In contrast, ABC systems use many second-stagedcests including drivers that do
not vary directly with volume produced. Exampleslinie the number of production
runs and the number of purchasing orders for dilogathe costs of production
scheduling and purchasing to cost objects respgtivTherefore, the major
distinguishing feature of ABC systems is that tliely on a greater number of cost
centres and different types of second stage costrdr By using a greater number of
cost centres and cost drivers that are based ose@md-effect allocations, ABC
systems should report more accurate product/secastes. Traditional cost systems are
likely to report less accurate costs because,arfitht stage, they often allocate costs to
only a very small number of cost centres (sometimsemgle cost centre for the whole
business unit) and make extensive use of arbimogations in the second stage of

allocating indirect costs to cost objects.

The criticisms of traditional product costing systerelate mainly to the reporting of
inaccurate costs for decision-making. Traditionaloduct costing systems are
considered to be sufficiently accurate for finaha@ecounting and profit measurement
purposes. This is because it may not be necessaneasure accurately the resources
consumed by individual products. The objectivehaf tosting system here is to provide
a reasonably accurate analysis of the total costgtied during a period between cost of
sales and inventories. Cooper and Kaplan (19822pargue that most organisations
use traditional costing systems, designed primdoly meeting financial inventory
valuation requirements, to generate cost informafito decision-making requirements.
They claim that such costs are accurate enougfinfamcial accounting, but are mostly

totally inadequate in terms of accuracy for decisioaking.
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In recent years many researchers have drawn attetatithe fact that traditional costing
systems are unable to cope with the developmertigshwhave occurred in business
environments. By the mid-1980s, the prominent agitdf traditional costing systems
(Kaplan, 1985; Cooper and Kaplan, 1987) were higting their deficiencies in terms
of the methods used to allocate indirect costs ramyrcts/services. They assert that
direct labour or other volume-based costs drivaistd measure the consumption of
non-volume based activities accurately and, hemsseilt in distorted product or service
costs. Using purely volume-based cost drivers téadsad to over-cost high volume
products and services and under-cost low volumdymts or services.

As the business environment in Saudi Arabia chandgd implementing the
privatisation policy, it would be expected thatvatised companies would improve
their decision-making process by applying an adeueand efficient costing systems,
such as ABC.

3.4.8 Organisational Structure and Control

Organisational structure is an important elementaritrol in organisations and this
section will consider some of the views in theréitere on why different structures
exist, why they change and how they contributehi® ¢ontrol of organisations with
different characteristics. An important feature asfjanisational change in the public
sector in recent years has been the reform of @atonal structures to facilitate the

introduction of a new focus on market rather thahlic service modes of organisation.

The institutional economics theory of markets angkrdichies suggests that
organisational structure will depend on the costobtaining information about
organisational processes and outputs. Williams&T3}1 suggests that the governance
structures of organisations will take the form cdirkets or hierarchies depending on
which one allows economic transactions to be cotduat lowest cost. The main
distinction between the two is that in hierarchicabanisations transactions are
mediated by rules and procedures rather than lmegrand the laws of supply and
demand, as in market structures. From an institaticeconomics point of view,

hierarchy is an inferior form of organisation, Iikeo result in inefficient operations.

83



Ouchi (1980) suggests that where outputs are eagydasure, but transformation
processes are not well understood, the market tsteicis satisfactory, while
hierarchical organisations are better suited wheaesformation processes are well-
understood but outputs are difficult to measure.

He adds a third structure, which is the clan, whegither outputs nor transformation
processes are well understood. A significant featir organisations in which clan
structures are important is the pre-eminence ofepsional expertise and judgement,
and a sense of common purpose, based on shareesvahd beliefs, which binds
individuals together without the need for more fatrmechanisms of control, with
traditional examples including the health and etlanasectors. Hierarchies and clans
have been the prevailing structures in the serdalarery state, with the former based
on bureaucratic mechanisms, strongly supportedanyncases by common recognition
of the importance of public service ethic.

Ezzamel and Willmott (1993) are critical of the kets and hierarchies framework that,
as they argue, ignores the importance of powettioeks and the fact that market
relations are usually based on a hierarchical stracf domination. Emphasising the
importance of both political and cultural discowsm determining and defining

appropriate structures, they contend that:

...The discourses and practices of economic ratisnalare not ‘given’
or ‘natural’ but arise within and serve to securedalegitimise particular
(historical) power/knowledge relations (1993, p.111

In discussing the changes in the public sectorclvimave occurred in an attempt to
introduce more market-based practices, they emgdatie importance of new
structures of domination that serve the rise apdoduction of new groups in power.
They also stress that such changes have strength@rarchical forms of control at the
expense of clan modes of regulation, using examfoten the health and education
sectors to illustrate their case. While accountigbih a hierarchical organisation is
from subordinate to superior, based on legitimaithaity, under a clan structure
accountability is based on peer review. The autlergphasise that the increasing
importance attached to new calculative and ratisti@ltechnologies of accounting that
promote competition and financial accountabilityyntee incompatible with the ‘sense
of purpose and service’ which is a tradition in public sector. They suggest that new

modes of governance violate basic tenets of faitthe public sector, with the result
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that professionals have employed their developad cbntrol as weapon to attempt to

resist changes, or at least to maximise their obotrer new arrangements.

They suggest five possibilities for organisatiomdlange deriving from the above.
Firstly, actors may adopt new interpretive scheraag,a move from a professional to a
managerial approach to running an organisationkilyl to lead to new structures
evolving. Secondly, new values and interests mayerga) which require new
structures, e.g. a new emphasis on profitabilityher than service provision in the
public sector. Thirdly, since the structuring ofjanisations is a political process, power
relations are important, and the ascendancy of flaetions of power may lead to the
emergence of new provinces of meaning that subséigughape the production and
recreation of organisational structures. Finalhg tast two possibilities for structural
change relate to contextual constraints. Changetedhnology, for example, may
impact on organisational structure. More interegjinturbulent change in the external

environment may force changes in organisationatsire.

The term ‘horizontal organisation’ has been useligblight a perspective which views
organisations as structured around a small numblanginess processes, or work flows,
which link the activities of an organisation to theeds and capabilities of suppliers and
customers (Ostroff and Smith, 1992). It is a pertpe that has led to calls for
management control researchers to pay more attetaidateral relationships, which
involve co-operation and coordination amongst marggat similar levels of the
hierarchy (Otley, 1994; Hopwood, 1996; Van der Miepistra and Scapens, 2004).
Whilst modern organisations tend to be flatter,ytlae still hierarchies. So the
challenge for management control is to develop eptscand systems that orchestrate
both horizontal and vertical relationships (Berry at., 2009). Techniques such as
activity-based cost management and the Balancede&ua can provide ways of
thinking about cost, value and performance thatneoh parts of the value chain
between suppliers and customers. But they are itbbwut their critics, given that major
expectations of horizontal organisation are to erage flexibility and learning, both of
which often require effective co-ordination acraiss internal (functional) boundaries
of organisations (ibid).
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Perhaps more promising research into the relatipristtween management control and
horizontal organisation has focused on the conoceptsponsibility accounting, which
for several decades has linked organisation thandymanagement control theory. As
originally conceived, it presented a model of orgations divided into responsibility
centres, such as departments or divisions, wher@agess were individually
accountable for sub-unit performance. Central resipdity accounting has been the
controllability principle: the notion that a managehould be evaluated only on that

which he or she controls (Berry et al., 2009).

As a result of privatisation, it would be expecthdt an organisation would change its
structure to be clearer in terms of responsibitiéntres, as each department or centre
will have a clear description of its accountabilégd responsibilities. In addition, the
main concern of the organisation would change framy providing products and
services, regardless of the economic benefit astbmer needs, to be more concerned
about customers’ needs. Moreover, the restructwirgrganisation due to privatisation

would make managers co-operate more in settingiaitb-goals and objectives.

3.4.9 Organisational Cultural and Control

Organizational culture is often defined as a ndtjctv is woven around deep basic
assumptions, beliefs, understanding, sense making waalues shared by the
organizational collectives. As a concept, it hagettgped through historical processes
and it has potential for further changes. It carséé, however, that, to some extent at
least, members of organizations tend to behaveradiogp to the patterns of an
organizational culture (Alvesson and Berg, 1992;rtMa 1992). Geertz (1973:145)

defines culture as the following way:

Culture is the fabric of meaning in terms of whikiman beings interpret
their experience and guide their action; socialusture is the form that
action takes, the actually existing network of abilations. Culture and
social structure are then but different abstractidrom the same
phenomena.
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In looking further at the wider concept of orgati@aal culture, it can be observed that
there are often different subcultures within orgations. For example different

professional groups have different views of theld/@nd the nature of their business.
Accountants might subscribe to one kind of phildsgo@mnd marketing people to

another. Indeed, each group may have developexvitsspecialized language and set
of favoured concepts. In this process of definiteord delineation, functional barriers
can be very real, resulting in a set of profesdisnacultures that could lead to great

difficulty in communication (Jarvenpaa, 2007).

Culture is typically presented hierarchically, hea the stability and tangibility of the
cultural elements. Artefacts, such as physical petslof the culture, collective mental
frameworks (such as symbols and heroes) and dekectction patterns (such as
rituals), form the outer part and values form theer part and basic assumptions at the
core of the culture. These basic assumptions ardittden, mostly unconsciously, and
taken-for-granted structure of meaning that guideanéin behaviour.

Organizations have their own symbols, which represpecial messages for their
members. In addition, heroes represent the valbatacteristic of the organization and
provide role models.

Rituals are ceremonial events, which support theesaand beliefs of organizations and
can strengthen a sense of identity and mutual ahioms. Symbols, rituals and heroes,
as well as the physical artefacts such as systepnoolucts — the most visual forms of
cultural — are human artefacts and they are, theseasiest cultural elements to replace
(Hofstede et al., 1990; Alvesson and Berg, 1992an¥aspects of an organization’s

culture are thus embedded in the routine of everlita

Smircich (1983), in discussing the significance thie concept of culture for
organisational analysis, argues that it is posdiblew culture either as a variable or
as a root metaphor. Culture as a variable can Herstood in two ways. When viewed

as an external independent variable, it is:

...considered to be a background factor, an explayat@riable or a
broad framework influencing the development andfogcement of
beliefs...it is imported into the organisation thrbutgpe membership. Its
presence is believed to be revealed in the pattefradtitude and actions
of individual organisation members (p.343).
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When viewed as an independent internal variabléyreuis defined as:

...social or normative glue that holds an organisatitogether. It
expresses the values or social ideals and the feelfeat organisation
members come to share. These values or pattefalief are manifested
by symbolic devices such as myths, rituals, storlegends and
specialised language (p.344).

Many discussions of recent changes in the publatoseaddress aspects of cultural
change from the ‘culture as variable’ perspectietcalfe and Richards (1990) say that
Rayner considered change in the ‘culture of Whiteha be an essential prerequisite
for lasting reform of civil service management, cginan impoverished concept of
management’ was believed to restrict public marsagemprogrammed implementation
of predetermined policies, without addressing issug# adapting policies and
organisations to environmental change. Managemastagncerned only with internal
routines and procedures, and management controexasised through well-defined
hierarchies of responsibility and authority.

Wilson and Hinton (1993) discuss attempts to addtiesse shortcomings as being part
of a move from an administrative to a manageridtuce. They suggest that the
emergence of ‘new managerialism’ is characterigethb importation of private sector
concepts and techniques into the public sector,imgopublic services to a market or
profit-oriented culture. Dawson (1991) defines tharticular development as ‘client
culture’, which may be differentiated from a markatture by the absence of financial
goals, and the existence of unwilling customerswib choice of service (e.g. social

services clients).

Culture was held to affect organizational membeex'ceptions of technical controls,
which meant the different national or organizatiotidtures might “require” different

controls. Culture has two important effects on MES (management control system)
process. It can affect the choice of stimuli to ethhihe individual attends, or it can
affect any value judgment about the stimuli. Stadg this kind proceeded from
definitions of generic organizational control sufteyns (e.g. planning. monitoring,

evaluating and rewarding, Birnberg & Snodgrass8193447) whose functioning could
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then be confirmed as more or less effective depgnain the psychological dispositions

(cultures) of their users (organisational members).

Alnamari (1993) argued that in a management acauyimontext differences arise in

both the planning and control dimensions and theicehof organisational design.

Planning for the future is one area of differentedeveloping countries, including

Saudi Arabia, there is a widespread belief thatone can influence to any degree
events in the future. Events occur simply as aenait nature. This type of belief or an
attitude toward the future differs from that of W&ra societies. In Western societies
most of the people see themselves as having chaitesh can influence outcomes in

the future.

Lane et al (1988) argue that in a situation liks,tgoal setting would tend to be hesitant
and vague and that budget systems would be flile. feeling of being unable to

influence events in the future would in effect cdicgde the problems of getting

managers to work for the objectives of the compaémyneet budget objectives or even
to take a serious part in planning and controlregfo

Similar problems arise on the control side wherad&do not like mistakes being
pointed out or admit that they have no explanatowrvariances. This attitude seems to
be found in many developing countries as part & ¢talture. Therefore, personal
evaluation of a manager’s performance in such mstances must be handled
carefully. All criticism in front of others shoulde avoided. Discussion of a manager’'s
performance should be a very private matter andiuldhbe oriented to company
objectives and how the mangers can help achiews thbjectives, rather than to his
own shortcomings. Also, with regards to performams@luation, the relationship
between superior and subordinate in developing tcsnis often a personal one and
Saudi society’s culture is no exception. The preidamce of this type of relationship
then places participants at a disadvantage in ¢nnnance management process that
demands a relatively objective and rational focagab tasks and goals and on action
plans to meet them. It can be seen in Saudi Alaiathere are some companies that
do not hire relatives, friends or people from treme tribe (Alnamari, 1993). In
addition, Saudi people in general, in terms of gnafices for qualifications used to
favour engineers, believing any ideas they prodame trusting them more than any

other people. However, this was the situation 1&ye&ago, and now the society has
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changed and is more ready to accept and trustreliffequalifications (Al-Dehailan,
2004).

Another phenomenon in developing countries is émeléncy to extreme centralisation.
Savage (1978) argues that managers in developingtroes like most people of these

countries, are the products of highly-structureaditional societies, where all authority

is derived from family (or tribe) position and suilssion to authority is seen as the way
to avoid the anxieties of living. Since authoritythe traditional society derives from

position (as family or tribal leader or as businegser), only the elite are seen to have
authority. Authority is a symbol of eliteness aod &n official or an owner to give up or

delegate authority is to give up a part of hiseeldss. This may help explain why people
from traditional societies often find it impossilitedelegate authority even though they
may agree with the concept of delegation as beetgssary. Furthermore, individuals
with tribal authority find it difficult to act in &dusiness subordinate role.

It would be expected that privatised companies audb Arabia would experience

changes in the culture of the organisation andhéir temployees’ attitudes towards the
organisation. It would be interesting to investegathether the changes in culture are a
result of organisational efforts to change cultorevhether they are a result of changes
in other aspects of the companies such as changdsuman resource systems or

changes in reward systems or changes in accoutyaahtres.

3.4.10 External Environment and Control

For this study, the external environment comprises economic and political
environment, the regulatory bodies and their adfigironouncements, as well as public
opinion, reflecting the prevailing values and eshiof society. This section will
concentrate in depth on the UK, as there is a lackesources on other countries’
experiences. Dissatisfaction with the way in whinkany public sector organisations
were operating led the Conservative governmenttetde under the leadership of
Margaret Thatcher in 1979, to effect significanaes in the sector.
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For the nationalised utilities, privatisation wases to be the answer, since these
industries were in the unusual position for a pulskctor organisation of being self-
financing and charging individual consumers fordurcts, at least partly on the basis
of usage levels. Thatcher's determination to imprthe efficiency of operations and
break the power of the trade unions, together g vision of a share-owning
democracy, were important reasons for her decigmnprivatise the previously
nationalised industries (Heald and Steel, 1984;javielvski, 1987; Graham and
Prosser, 1991). The lack of a profit motive in pulblilities, their protection from fear
of bankruptcy and the lack of performance evaluatod incentives for management
were all seen as factors, which contributed to rth@ioblems, which could be
successfully addressed by privatisation. Freeimystry from the ‘dead hand of the

state’ legitimated the changes.

All of the above initiatives are characteristicatfempts by government to render more
visible the economy, efficiency and effectivene$spuoblic service operations, and
consequently to increase accountability for perfamoe by service providers (Hood,
1991; Pollitt, 1990). The rationale has been toohtice the market-based practices of
private companies, by means of surrogates for cttigme such as the
purchaser/provider split, the growth of contractaabngements and flexibility in pay
and conditions for staff to enable high performaticbe rewarded. Many performance
indicators have been devised to enhance visibiit§ison and Hinton, 1993; Carter,
1991; Pollitt, 1990). The appropriateness of pavaector practices for public sector
organisations has been contested by a number lod@utStewart and Ranson's (1988)
comparison of private sector and public sector nso(€able 3.4) provides a useful

summary of the different principles applicablehe two ideal types:

Table 3.4 Public Sector Model vs. Private Sectod®&o

Private Sector Model Public Sector Model

Individual choice in the market Collective choice in the polity

Demand and price Need for resources

Closure for private action Openness for public action

The equity of the market The equity of need

The search for market satisfaction The search for justice

Customer sovereignty Citizenship

Competition as instrument of the mark Collective action as instrument of the
polity
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Exit as the stimulus Voice as the condition

Source: Stewart and Ranson (1988)

They emphasise the distinctive nature of the put#ictor, highlighting the importance
of collective decisions for the provision of pubdiervices, and considerations of equity
and justice, which are absent from the private ageptodel. They also distinguish

between customers and citizens, saying:

The public domain has its own conditions, which myeored at their
peril. The public are not merely clients or custosnef the public service
organisation. They are themselves a part of thagaarsation as
citizens. Citizenship can be a basic value in thiblip domain. In
building citizenship management has to encompasst af relationships
for which the private sector model allows no plgge.15)

The 'notion of enterprise’ and the development rofemterprise culture' have been
discussed at length by several authors (Keat, 1P®iris, 1991; Rose, 1992). Keat
(1991) says that the reforms undertaken to enceuaagenterprise culture involve an
extension of the domain of the free market and aditipe forces, requiring the

reconstruction of institutions along the lines biet'commercial enterprise’. Also
important is the adoption of new marketing techemjuand 'previously alien

vocabularies and discourses', in particular thelexsis on the consumer, a term which
has supplanted specific references to recipienfsubfic services, such as student or

patient.

The UK Conservative government saw the main benefitprivatisation as the
introduction of competition, which would both re@ucosts and improve the quality of
service (Casson, 2004). Aharoni (1991) claimed thatimprovement of efficiency in
an organisation is more likely to be the resultac$trengthening of the influence of
market forces than of changes in ownership. Cormpetcan be introduced without
privatisation, and in many cases privatisation doasresult in increased competition.
He claimed that privatisation alone, without theéraduction of competition, may
simply transform a public monopoly into a privatemopoly. Therefore he argued that
regulation is often the result of creating privatector monopolies. With strong

competition the need for regulation is less
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In her study about gas industry in UK, Conrad ()99@ued that once privatisation is
introduced in a country, competition might be iniwoed as well. This will make the
business environment more open and it will encaairige government to bring
pressure on the regulatory bodies to be more flexand clearer in their relationships
with organisations. The information required fromvatised organisations by the
regulatory bodies would be different, as the puepofsasking for this information has
changed. She stated that with privatisation thevelevbe a change in the nature of the
stakeholder group, so the relationship with themuldobe changed. Before the
privatisation it was only the government, which @dnthe organisation, but after
privatisation there are other investors and shddein® beside the government, who
need more transparency and more detailed and efiffe&inds of information. Before
privatisation the government set the prices ofdbevices, but after privatisation, and
because of competition, the organisation needesetoits services prices by itself.
Sometimes these prices needed to be approved byethdatory body, acting to
counter the risks of monopoly power. The organisativould need to convince the
regulatory body that the set of the prices thateiected was legitimate by providing

them with accurate and clear cost information.

In the case of Saudi Arabia, SOEs were considevellet governmental bodies that
spend money as requested, so the regulatory bediekl ask for information that

showed how the company spent the money received ffavernment. The main two
regulatory bodies in Saudi Arabia before privat@atwere the Ministry of Finance

and the related Ministry to the organisation (Athgr2001). The government set all
the prices of the services and products that weogigled by SOEs and sometimes
these did not cover the cost (Al-Dehailan, 2004).

From the above, it would be expected that as altresuprivatisation, the role of
ministries would reduced and new regulatory bodiesild be established. These
regulatory bodies would be concerned more with kgieg a fair market and their
requirements would be different from governmenunegments. In addition, it would be
expected that the organisation would have morenamty in its pricing and would
experience less involvement of regulatory bodiesrddver, as a result of privatisation,
there would be different stakeholders, such as lmrpp customers, shareholders, and

banks, so their needs would be different in terfrtbar required information.
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3.5Management Accounting Control Systems in Saudi Araia

Because State-Owned organisations in Saudi Araba&nlyn emphasised non-

commercial rather than commercial objectives angsiglal production planning rather

than financial planning and control, managementaost accounting were ineffectively
carried out and deficient in achieving a sufficidavel of planning, control and

accountability (Al-Dehailan, 2004).

Organisations’ prime concern was to comply withtugtay obligations and internal

rules and regulations. However, statutory obligagiavere viewed as interventions and
obstacles to achieving the organisations’ objesta® well as generally conflicting with

internal rules and regulations (Ibid).

The levels of control and accountability were weakyertheless they were slightly
better in partly state owned than wholly owned mmises because wholly owned
enterprises faced more intervention. This not owlgmotivated organisations’
management and reduced operational efficiency, atso encouraged corruption
within management. These were mainly the resuthefabsence of adequate controls.
Therefore, the lack of performance accountabilityvholly-owned enterprises was not
only due to the lack of good quality informationinadequate financial and managerial
accounting systems and reports, but also due tostimstantial impact of outside
intervention, for example by the Ministry of Fin@nhor high ranking royal family
members, on many internal decisions. (Ibid; Ramama®9l; Ayub and Hegstad,
1986).

The level of control in state owned enterprises waak in terms of value for money.
This was due to the lack of control over efficieneythe level of expenditure, level of
revenue, and the inadequate use by managers afigatjans’ assets and economic

resources. SOEs suffered from a great lack ofawateness (Al-Dehailan, 2004).

The value for money concept was difficult for SaB@Es to achieve due to their lack

of autonomy, which resulted in inadequate financal @udget to achieve the

13 Corruption in this context means that misuséheffiublic money intentionally, and in most cases
taking this money to the corrupted person’s account
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organisation’s corporate plan. The bureaucratie @ the Ministry of Finance in
financing certain activities based on the approbedget motivated bargaining for
funds between enterprises and the MOF, and reduteckst in economic efficiency
and the effectiveness of services or products geai(ibid). The lack of available
information and low contribution of management actog to quality information
provision, scientific management and cost techrsgueay be a result of inadequate
qualifications, since management and finance adooyskills in some organisations
were underdeveloped or virtually nonexistent; @ lick of integrated IT systems due

to the inability to update current accounting sys€ibid).

Accounting can clearly play an essential role ioviding information that enables
better cost control and pricing decisions as wall beetter management of cash,
inventory, accounts receivable, projects, and figaedets (Pallot, 1998). However, the
present examination and evaluation of current atiwog practices in Saudi SOEs in
general, and government budget-supported orgamisatin particular, shows that
accounting systems have had little impact in prnogdadequate quality information
which can be used for pricing, planning, and cdhgp day-to-day management and

other managerial decisions (Al-Dehailan, 2004).

Due to the lack of adequate cost and manageriauatg systems and integrated
information systems, the quality of informationinsufficient to help decision makers
draw a clear picture of the financial results of trarious departments and activities of

enterprises or achieve effective internal contitmtlj.

3.6 Summary

This chapter aimed to explain the literature thelated to management accounting
control systems and the changes that occur in ét tduthe changes in ownership,
particularly privatisation. The chapter started Ogfining the concepts and the
framework of management accounting control systehe literature related to the

changes in the MACS and its relationship to praation was investigated.
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Most of the literature in this chapter argued thatatisation would change the MACS
in any organisation. However, there were other @sthvho questioned this argument,
as they believe that privatisation alone wouldcta@nge the MACS without changes in
other elements, which are the external environmenganisational culture, and

organisational structure.

The chapter described the aspects of the manageaneotinting control systems and
the elements of organisational context that weesl s a basis for the investigation in
this study. The literature showed that due to pisation there would be changes in the

ten aspects of management accounting control sgsasrfollows:

« Objectives setting and Strategy organisations would set their objectives on a
commercial basis rather than on a social basiseMar, all management levels
in all departments would participate in the procgfssetting objectives.

* The Budgetary Process organisations would have autonomy in settingrthei
budgets. In addition, budgets would be used asuatiah and control tools
within organisations.

* Incentive systems organisations would develop competitive rewardtams
based on fair evaluation systems of the employeedbrmance. In addition the
organisations would become more concerned abodt dévelopment and
training.

e Accounting Systems the accounting system would provide qualitativel a
quantitative information and reports for internantrol purposes, decision-
making purposes, as well as placing more emphamsigio presentation of the
financial situation for investors.

» Effectiveness (PMS) and Balanced Scorecararganisations would develop
more sophisticated approaches to use performandeators to measure
performance at different levels in the organisatibhese approaches would
include both financial and non-financial indicatorén example for a
comprehensive approach is the Balanced Scorecard.

» Costing Systemsorganisations would use more sophisticated agpesa (for
example ABC) to manage costs effectively and tq héle organisation in
setting prices.

96



Organisational Structure: structures would be clearer in terms of respalitsib
centres and they would be more focused on meetispmers’ needs.
Organisational Culture: organisations would make an effort to changerthei
employees’ culture towards the organisation by jliag them with training
programmes. These attempts would have an effettieermployees in terms of
understanding their accountabilities, changingrthve@ws towards customers,
and moving their mentalities from a bureaucraticmaset to a commercial
mindset

External Environment: the relationship between organisations and reguyla
bodies would be clearer in terms of responsibditend requirements, which
would lessen government involvement in the orgainis& policies. In addition,
there would be changes in the kind of stakeholdeng;h would lead to changes
in their relationship with the organisations, asitlequirements would change.
This would affect the kind of information that ongsation has to provide based

on each stakeholder’'s needs.
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Chapter 4. Research Methodology and Methods

Introduction

Having discussed theoretical research issueschiaigter then describes and justifies the

research methodology and data collection procedised in undertaking the research.

It concludes by stating the specific objectiveshaf research in the light of discussions
in previous chapters regarding privatisation in dakrabia and changes on
management control systems. It justifies the ahaicthe two companies in question
and the use of the case study method as being disé appropriate for this particular

research. Thus the structure of the chapter islkss:

Section 1: General categories of research claasin;

Section 2: Qualitative approach to research;

Section 3: The research design;

Section 4: Data collection types: primary andoseary including justification for use
of the case study method.

Section 5: Data collection methods including Inievw design, procedure and analysis

of data.

4.1 Classification of Research Methods

Hussey and Hussey (2003) classify research into dategories, based on its purpose,

process, logic and outcome. Table 4.1 Categori&estarch shows these categories.

Table 4.1 Categories of Research

Type of Research Basis of Classification
= Exploratory, descriptive, analytical or predictive Purpose of research

= Quantitative or qualitative Process of research

= Deductive or inductive Logic of research
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Applied or basic Outcome of research

Source: Hussey and Hussey (2003)

Three types of research, described below, can stenguwished on the basis of their

purpose.

1. Exploratory researchxamines possible reasons for a particular pradticeill be

based on hypotheses that will be developed andtdstad on a larger scales. This
research is considered ‘open’, uses flexible dali@ction methods such as the case
study technique, personal observation and histoaicalysis of secondary material,
and involves the collection of a wide range of datassey and Hussey, 2003). This
approach is usually adopted where there is a pauditliterature in terms of
previous studies. As a technique it is useful whamking research questions in
terms of priority and helps to gather early infotima on practical problems that
may be encountered during the research (Aekat, 1995).

2. Descriptive researclis used extensively in social science studies éAadt al,

1995). In a business context, it involves the dpon of the specific activities of a

company or a group of companies. Descriptive rebeigentifies and collects data

on the characteristics of a particular problemgcdbes phenomena as they exist and

examines problems at a deeper level than an expigrstudy (Hussey and Hussey,

2003).

It fulfils at least four different purposes, viz.:

* Provides a clear picture of some aspect of theakeavironment;

= Describes the characteristics of certain reseamhlgms;

» Estimates the proportion of people in a specifipypation who behave in a
certain way;,

= Makes predictions.

3. Analytical researclgoes further than descriptive research by tryme@xplain how

and why a certain problem exists. It looks for edulationships among the
variables identified in order to understand thenameenon or problem that is being

studied. (Hussey and Hussey, 2003).

This research can be classified as descriptivearelsdor the following reasons: (1) it

will provide a clear picture of MACS changes in 8@aprivatised companies, (2) it will
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examine other possible reasons for the changes AC3/ and (3) it will provide
suggestions for governments undertaking futureapisations on how best to improve
MACS within the privatised companies.

4.2 Research Approaches

Different methodologies can be used for collectdaja from various sources. Data
collected can be classified as qualitatwieen it consists of text describing situations,
individuals or circumstances around a phenomenor quantitative when the
information is in a numerical form (Huberman andédj 2002, Blaxteet al, 2001).
Denzin and Lincoln (1994) claim that both qualitatiand quantitative approaches to
data collection can be used appropriately, irrepecof whether the research
philosophy involved is positivist or interpretive.

Theoretically, the nature of the research probleatates the choice of methods; in
practice, however, constraints such as time andlifign greatly influence the
researcher’'s choice of methods. As this reseaiihbe qualitative in nature, point
4.2.1 explains the approach in depth and brieflghlghts differences between
qualitative and quantitative approaches.

4.2.1 Qualitative research

The term ‘qualitative method’ covers a range oéiptetive techniques that seek to:
‘Describe, decode, translate and otherwise comirtas with the meaning, not the
frequency, of certain more or less naturally odogrphenomena in the social world’
(Van Maanen, 1983).

It refers to a kind of data-gathering techniquejoclwhincludes document reviewing,
interviewing individuals and conducting focus greupnd observing phenomena
(Paton, 1980).

Morgan and Smircich (1980) argue that qualitatesearch is an approach rather than a
particular set of techniques and that its usefidreesd appropriateness depends on the

nature of the research issue being studied.
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Qualitative methods yield data which are “rich,|,fidarthy, holistic, ‘real’; their face
validity seems unimpeachable; they preserve chogicdl flow where that is
important, and suffer minimally from retrospectigéstortion... Furthermore, their

collection requires minimal front-end instrumeraati (Miles, 1979, p.560).

Kirk and Miller (1986) assign the following steps any qualitative approach to
research: invention, discovery, interpretation axglanation. Similarly, Hignett and
Wilson (2004) identify five key points which disgjnish qualitative from quantitative
methods: words and pictures, rather than numbevs,chses, many ‘variables’, instead
of the reverse; sampling developed during studtherathan pre-assigned; iterative
analysis; and reflexivity as to the role of thes@sher.

Remenyi (1998) asserts that qualitative methodotefgcts

a theoretical point of view that advocates the gtafl direct experience
taken at face value; and which sees behaviour dermdned by the
phenomena of experience rather than by externajective and
physically described reality (P: 46).

With reference to a positivist tradition, qualitaiprojects largely serve the purpose of
exploratory studies, which then lead into more dtmed or quantitative studies
(Deshpande, 1983; Tashakkori and Teddlie, 1998).

Qualitative research is also often used as adiegt in the design of structured interview
surveys (Hakim, 2000).

The approach differs from quantitative researcitsimoncern with interpreting meaning
in textual rather than numerical data through the af statistical methods. According to
Hakim (2000), one of the greatest advantages olitgtize research is the validity it
lends to the data, as they are normally colleatesuificient detail for the results to be
taken as true, correct, complete and believablertepof participants’ views and
experiences.

In spite of this, qualitative research suffers frarmajor drawback in the sense that the
small number of participants who are usually ineodlvmay lead to concerns being
raised about the representativeness of the sarifaking, 2000). Thus, qualitative
research is concerned with the depth rather theubtbadth of data.

Miles (1979, p.590) notes that
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Qualitative data tend to overload the researchedlipaat almost every
point. The sheer range of phenomena to be obserex,recorded
volume of notes, the time required for write-upding, and analysis can
all be overwhelming. But the most serious and edwlifficulty in the use
of qualitative data is that methods of analysis moé well formulated.

Qualitative research also suffers from the probt#nsubjectivity, as the chances that
researcher him or herself could act as a measutewamare increased as compared to

guantitative research (Walter and Gall, 1989).

Several features define the nature and design alitgtive studies: taking a holistic
approach in investigating a phenomenon; perforriegstudy in a natural setting so as
to make the conditions as close to reality as ptsgWalter and Gall, 1989). This
second feature has the benefit of allowing morgilsiety and responsiveness to the
‘multiple realities’ that the researcher is facedhwvhile investigating a complex field
situation. A further feature is selecting the sharfpr observations purposively rather
than randomly, which has the benefit of helping tsearcher avoid missing samples
that could be considered as ‘outliers’ under a camdelection process.

Easterby-Smitlet al (2001) lists two basic ways to analyse qualitatiata:

1. Content analysisinvolving studying the frequency of occurrence el kphrases in
texts or interviews. Here, although the researcha&y grasp the key concepts in the
data, it will be difficult to understand the reasdar their occurrence.

2. Grounded theory, which recognises the difficulties involved with &rsang large
amounts of non-standard data produced by quaktativdies. Therefore, rather than
imposing an external structure, research involvgrgunded theory derives its
structure from the data (emergent themes and pajtethis structure is therefore

grounded in concepts used by the social actorssbles.

Table 4.2 lists some of the differences betweemupiaéive and qualitative approaches.
However, Remenyi (1998) argues that since reseatohstrategic issues merits the
collection of data concerning ‘how’, ‘why’ and ‘whathe two approaches can often be
used complementarily. Furthermore, qualitative gudntitative methodologies are not
opposites or divergent; rather, they are concemidddifferent dimensions of the same
phenomenon. At times, these dimensions may appeeoriflict with each other, but

even in such cases, the underlying unity may beoosilgle on further exploration.
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Table 4.2 Qualitative vs. Quantitative Approaches

Qualitative Approach Quantitative Approach
Types of question Probing Limited probing
Sample size Small Large
Amount of information Substantial Varies
Requirements for | Interviewer with special skills Interviewer withvier skills
administration
Type of analysis Subjective, interpretive Statistical, summation
Hardware Audio recorders, projection Questionnaires, computers,
devices, video recorders printouts
pictures, discussion guides
Degree of reliability Low High

Source: McDaniel and Gates (2002)

Becauseof the nature of the information that was neededHtw tesearch a qualitative
approach will be used. The research needed detaiimmation on the pre-
privatisation and post-privatisation situation iaugli Arabia, as well as the opinions of
respondents, which can best be provided by a qtiaét approach and would be
difficult to obtain from questionnaires.

4.3 Research Design

This section describes the research design that usad to conduct this project,
beginning with a review of the literature on theaspes in management accounting
control systems due to the changes in ownershipsstkollowing the literature review,
the research questions were framed and the cadg-shethod was selected to
investigate the research questions. Sequencingtaf @llection was done. Interviews
were first conducted with selected top, middle dmder level of managers in the
companies chosen for the case study. The quaétalata was analysed using content

analysis.
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4.3.1 Literature Review

The literature review examined previous researckhertopic, which included research
projects and bibliographic material relevant to tingic. The Literature Review chapter
(chapter three) discusses the concepts of manageroeounting control systems and
its framework. It also describes the componentsnmahagement accounting control
systems and the changes that occur when thereclimrge in the ownership of the
organisation (i.e. privatisation). In addition ftvestigated the expected changes that

might arise in the organisations under study indbAuabia.

The research objectives emerged from the revieth@fmanagement control systems
literature and therefore were informed by previcesearch findings. A gap exists in
the literature in terms of research carried outn@magement control systems changes in
Saudi Arabian private companies.

4.3.2 Research Objectives

The aim is to study two newly privatised Saudi camps in depth. The objectives are

as follows:

1 To investigate the nature of change in managemeoabuating control
systems in the two post-privatisation Saudi comgsni

2 To determine the factors other than privatisatibat tled changes in the
management accounting control systems in the seledmpanies;

3 To examine whether privatisation improve managenaecbunting control
systems or not;

4 To examine the impact of cultural, political andustural factors on the
changes in the management accounting control sgstér$audi privatised
companies;

5 Propose recommendations drawn from findings redatinSaudi privatised
companies that might assist the government of S#&udbia when it

privatises other organisation.
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To address these objectives, the following resequestions were developed:
1. What were the changes that appear in managesmeatinting control systems
in privatised Saudi companies?
2. What were the factors that affected the changethe management accounting
control systems other than privatisation?
3. Does privatisation improve management accourmgrol systems?

This is not intended to be a comparative studyhefdhanges in management control
systems in different countries, rather a comprekenanalysis of the changes in
management control systems in two specific orgéiniss, in one country, namely

Saudi Arabia.

4 .4 Data Collection

Two types of data are available to researchersngigi and secondary. Collection

methods for each and their advantages and disay@sare discussed below.

4.4.1 Primary Data

Primary data is that which is directly collected foe first time by the researcher from
primary sources (Rummel and Ballaine, 1963).

Ghauriet al. (1995) argue that in cases where secondary data sufficient to answer
research questions, primary data should be cotlecte

Methods of primary data collection include casedi&s, participant observation,
interviews and questionnaires. Since the primatg technique used in this research is
the case study, the following subsection explairsoime detail the concept, advantages,

and disadvantages of the case study method.

4.4.1.2 The Case Study Method

Over the past fifteen years, several writers idietia need for researchers to study
accounting, and in particular management accounitmigs practical setting using case
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study research (Otley, 1984; Scapens, 1990; Maintand Scapens, 1990, 1991,
Scapens and Macintosh, 1996; Boland, 1993, 1996)ghuey and Scapens, 1996).

Yin (2003) states that the case study method reptesa comprehensive research
strategy comprising particular techniques for atitegy and analysing data. Case study
research can cover a broad range of basic methéddata collection, include
information from a wide variety of sources and @ase the robustness of analysis of
issues. Methods are used in a variety of ways bgwating researchers’, for example,
they are used to describe, illustrate, experimexplore and explain most accounting
and control issues.

However, the various uses of case studies rely wie cfifferent theoretical and
methodological perspectives (Scapens, 1990) angatteular use made of case study
research methods will depend on the nature of@kearch questions, epistemological
stance and methodological position of the resear@®®apens, 1990; Otley and Berry,
1994; Nandan, 1997).

This particular study will take the form of an eapatory case study using an
interpretive methodology. The two case studieshis thesis are used to explain the
reasons for observed practices in a specific contather than to produce

generalizations.

Hussey and Hussey (1997) describe the case-stugyoagh as an extensive
investigation of a single instance of a phenomeoiimterest. For Yin (2003), a case
study represents an empirical inquiry that invedg a contemporary phenomenon
within its real-life context and which is particdlaappropriate where the boundaries
between phenomenon and context are not very agpdiens, the best application of
the case study method is when in the opinion of résearchethe context of the
phenomenon being investigated has an effect opltaeomenon itself.

On the other hand, Stake (1995) argues that the s@agly is not a methodological
choice, but rather a selection of what is to belistl Yin (2003) lists the most
important data sources for use in case studiesoasnuentation, archival records,
interviews, direct observation, participant obséoraand physical objects.

Table 4.3 list the strengths and weaknesses of e&dhese data sources, which
researchers should consider. Most of the weaknessethen be minimised through the

use of triangulation.
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Table 4.3 Strengths and Weaknesses of Six Souféagdence

Source of Evidence

Documentation

Archival Records

Interviews

Direct Observation

Participant
Observation

Physical Artefacts

Strengths

Stable— can be reviewed repeated|
Unobtrusive— not carried out as
result of the case study.

Exact— contains exact name
references and details of an event.
Broad coverage— long time sp
covers many events and ma
settings.

(As above for documentation).
Precise and quantitative.

Targeted — focuses directly on ce
study topic.
Insightful-  provides
casual inferences.

Reality— covers events in real time
Contextual— covers context of ever

perceive

(As above for direct observation).
Insightful into interpersona
behaviour and motives.

Insightful into cultural features.
Insightful into technical operations.

Source: Adapted from Yin, 2003:86

Weaknesses

Retrievability— can be low.

Biased selectivity, if collection is
incomplete.

Reporting bias— reflects (unknown)
bias of an author

Access— may be deliberately blocked.
Danger of false or unreliable
documents.

(As above for documentation).
Accessibility  for reasons of
confidentiality.

Response bias.

Inaccuracies due to poor recall.
Reflexivity— interviewee says what
interviewer wants to hear.

Time consuming.

Selectivity— unless broad coverage.
Reflexivity— event may proceed
differently because it is being
observed.

Cost— hours needed by human
observers.

(As above for direct observation).

Bias due to investigator’s
manipulation of events.

Selectivity.

Availability.

Case studies offer the possibility of understandiregnature of accounting in practice

both in terms of the techniques, procedures, systend the way in which they are

used. Using a qualitative case study approacharesers are now beginning to shed

light on the way in which accounting systems pemmearganisational, social and
political relationships. (Covaleski and Dirsmith98B, 1986, 1988; Macintosh and
Scapens, 1990, 1991; Broadbent et al., 1991; JandsSefiane, 1992; Alam and
Lawrence, 1994; Hoque and Hopper, 1994; Power andjtlin, 1996; Boland, 1993,
1996; Scapens and Macintosh, 1996).

In conclusion, the case study approach resultisarbalancing of different methods as it

gives the researcher the option to choose fromipheitechniques of data collection.
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4.4.1.2.1 Justification for Using the Case Study Method

A qualitative case study method has been adopttdsrstudy for several reasons.

First, the case study offers the possibility of @enholistic understanding of the nature,
context and process of change in management aaeguentrol systems from the
point of view of the participants. It deals dirgctith each individual case in its actual
context (Bromley, 1986; Scapens, 1990).

At the same time, it carries implications about éléent to which the resulting analysis
is applicable to other, similar cases. Thus, rathan working from the top down, i.e.
from abstract theory to individual or particularsea the case method works from
bottom up, from the analysis of particular cas¢hi development of ‘case law’ (Al-
Aiban, 1991).

Second, the lack of large-scale abstract and geoenaepts in social and behavioural
sciences makes individual human beings and soojangsations the relevant units of

study.

Third, the case study enables a researcher taatteith what is being researched and
the research environment itself, allowing for adretinderstanding of the context of the

control.

Fourth, a case study offers the opportunity for aapect of an area of interest to be

studied in some depth within a limited time scale.

Finally, interesting issues emerging from the iptetation and analysis of study can be
easily crosschecked with other materials in thes tady. The information obtained

will give a more accurate and representative pictilman a single research method
because case studies draw on data gathered bymethgds (see table 4.3).

Although this study focuses on only two organizasiothe results are not intended to be
used as a basis for generalization. In other wdids, study has not been conducted
with generalization in mind.

The aim is to describe and explain, in a rich aethited manner, how and where

changes occurred in management accounting contysteras and what their
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consequences were for organizations and membeesexiianations offered are neither

designed to test any priori assumptions nor sotugéstablish causal relationships.

The choice of factors, events and data for analgdisough no doubt coloured by the
researcher’'s own judgement, have been vouched fitbiis study and kept in check in a
number of ways (e.g. multiple sources of data). prezess of using multiple methods
and sources of collecting data in order to prowd@&ence on a particular issue is
known as ‘triangulation’ (Ryan et al., 1992).

Triangulation dictates that different methods aesburces are integrated when drawing
conclusions. Thus the individual strengths and \wweakes of the various methods are
identified and applied in such a way that all sgtbs and weaknesses counterbalance
each other.

Triangulation can therefore be seen as a strateglyaims to overcome problems of
validity and bias. It serves two main purposes,,wpnfirmation (Denzin, 1970) and
completeness (Jick, 1983). To further ensure thditsaand reliability of this study, the
researcher adopted the following strategies.

First, the researchespent an adequate amount of time in the researtingse
established an adequate relationship with thegyaatnts and used both examination of
documents and interview techniques.

Second, the researcher used a tape recorder todréice interviews to produce
transcripts, which allowed a good degree of assgrand reliability.

Third, the researcher took notes while the intevgigvere in progress. This reduced the
chance of losing data should mechanical fault amise allowed close attention to be

paid to interesting topics.

4.4.1.2.2 Reasons for selecting the two Saudi privatised comgs

This research is conducted in two Saudi privatiseehpanies namely Saudi Telecom
Company (STC) and Saudi Electricity Company (SERQjese two companies were
selected for several reasons. These reasons are:

1. They are the first companies that have been psiedtin Saudi Arabia. Both of

the companies were privatised on the same time. tithe since these two
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companies were privatised until conducting thigaesh is enough to reveal the
affects in MACS in both companies therefore thenges would be noticeable.
2. Both of the companies still have employees who wdrikn the companies
before privatisation. Subsequently, those employeesdescribe the situation
before privatisation and identify the changes ¢jear
3. The researcher has personal and friendship comationcin both companies.
These relationships can help in obtaining morechearer information.

4.4.2 Secondary Data

Secondary data has been defined as having beeergathreviously and for purposes
other than the requirements of the current reseafgh alternative definition is
“published information which has been collected $ome information need” (Stewart
and Kamins, 1993). Secondary data are mostly Iksipand do not require access to
respondents or subjects. The major sources of slath are books, periodicals,
governmental and official publications, thesesselitations and other similar sources.
The defining distinction between primary and seesydlata is that the person who
finally draws conclusions from the latter is noe tone who collected it (Stewart and
Kamins, 1993; Rummel and Ballaine, 1963). As a equsnce, secondary data have
the disadvantage that they were not designed spadtyffor the needs of the current
research. Therefore, it is imperative that theaeseer test secondary data for accuracy,
bias and soundness (Zikmund, 2000).

Saundergt al. (1997) classify secondary data in three categories

a) Documentary secondary data, including writteaudeents such as reports, minutes,
transcripts of speeches, books and journals, amditten documents, including films,
pictures, drawings and video recordings;

b) Survey-based secondary data, which has beeectadl for other purposes by other
researchers; and

c) Multiple-source secondary data, which comprsesombination of types a) and b)
before the researcher uses them.

Saundergt al. (1997) contend that secondary data are largeky unsthe case study and

survey types of research, but have also been nsexperimental studies.
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Churchill (1995) advocates that researchers shstald with secondary data, and only
when such data are not sufficient for the purpageable research should they look for
primary data.

Use of secondary data can save much time and m@teychill, 1995; Ghauret al,
1995) and can help researchers compare differeaireh methods in order to select the
most appropriate approach to collecting primarad&hauriet al, 1995).

4.4.2.1 Reasons for using secondary data

Researchers are increasingly dependent on thefusecondary data. Nachmias and
Nachmias (2002) list three basic explanationsHa: t

(1) Conceptual-substantive reasons
In some subjects and fields of research, and farescesearch problems, e.g. those
involving political and historical issues, the omlgita available for researchers may be
secondary. Such data can assist researchers toagbetter grasp of the historical
context of the research problem by analysing dateeated earlier on similar issues.
Secondary data may also be used for comparatiypes.
Hyman (1987, p.17) believes that

Secondary analysis of a series of comparable ssrireyn different points
in time provides one of the rare avenues for the@ieoal description of
long-term changes and for examining the way phenanvaries under the
contrasted conditions operative in one [or seversdciety [ies] at several
points.

(2) Methodological reasons
Secondary data is also popular because of the o@thgcal advantages provided.
These are:

1. Reliable and accurate secondary data provide apmtds for replication,
which means that the current research can appeanimber of future studies,
giving it more credibility;

2. It is possible to use longitudinal research desigiss the data can often be
available over a period of time;

3. Secondary analysis may enhance the measuremeniplyding the scope of

independent variables used in the operationalisati@oncepts;
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4. It enables the researcher to increase sample istzeéha number of observations,

leading to more encompassing generalisations.

(3) Economic reasons
A third reason for the increasing dependency oorsgary data it is less expensive than

primary data.

4.4.2.2 Disadvantages of using secondary data

The major disadvantage of secondary is that, at hesgill only be an approximation to
the kind of data the researcher would like to empitotesting hypotheses (Nachmias
and Nachmias, 2002).

There is bound to be a considerable difference dtwprimary data collected
personally by the researcher with specific reseptoposes and intentions in mind, and
the data others have collected for other purposes.

A further problem with secondary data is the issti@access. Researchers might face
difficulties in finding data related to the resdaproblem, which might be inaccessible
because the original researcher has not put therthanpublic domain. It is not
mandatory for researchers to make their data dlaifar secondary users.

Finally, if the researcher lacks information on htive data was collected in the first
place, it may to some extent compromise secondaty ahalysis, as this information is
important in determining any potential source abeior bias and any problems with
internal or external validity (Nachmias and Nachsni2002).

Whatever type of data is collected and whatevehotkis used, issues of validity and

reliability arise and those related to the researauestion are discussed below.

4.5 Data Collection Methods:

Data was collected in this study through a commnadf interviews and documentary
evidence. Several data collection methods were usad attempt to reduce the risk of
the researcher missing important data that mightelsyant for analysis. In fact, these
multiple methods enabled the researcher to cdideanore data than could be used. To

ensure that data collection was properly carrietl oegular contact and constant
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discussions with the supervisor were maintainedutjinout this study. Such close
supervision ensured that the focus was maintainddnathe framework agreed at the
outset.

The process of data collection was organised anduwmed in two stages: interviews
and organisations’ documentation. The interviewgetantailed a series of intensive
semi-structured interviews. The sources of the rs@cstage included a review of
organisations’ documentary evidence. Although oigstional documentary evidence
was collected and used in the analysis and dismugsi the issues that arose in this
study, the focus of the study was essentially an itiierviews. The following is an

outline of the interview objectives, design andoadures.

45.1 Semi-structured Interviews:

One of the most important sources of case studynmdtion is the interview (Yin,
2003). An interview can be defined as a face-faabal interaction between two people
where one of the persons involved, the interviewasks the other person, the
interviewee, questions so as to gather informatonhis/her opinion or beliefs in
his/her fields (Alsbab, 1990).

Many studies have suggested that personal intesveaw the best method to gather
information, although information on facts and agrtopinions can also be obtained
through other means, such as by post, email gpotielee. However, some information
can be obtained only in one-to-one interviews, ipaldrly if the interviewee is an
academic (Campbell, 1980).

Interviews, in general, are more strenuous thaeradipproaches in terms of gathering
data and analysing the results. Arranging intergiewith people can also be difficult if
they hold positions of importance, e.g. decisiorkena in either governmental or
private organisations (Hibberd and Bennett, 1990).

Interviews can be used in a number of ways: asnéi@ vehicle of research, merely as
an exploratory device that identifies variables agldtions, to suggest hypotheses and
guide research, or as a supplement to other methiodssearch. In the course of this
study, interviews were used as the vehicle of ésearch.

The interviews in question were conducted with eyweés who played an important

role in the control systems. The major objectives i@ provide a description and an
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analysis of the control systems and the perceptmishe major control systems
participants.

Interviews were designed to explore the real wodtishe interviewees to enable the
researcher to gain insights into how they saw thr@nmssues of this study, i.e.
influences and consequences of privatisation on agement accounting control
systems, impact on members’ behaviour and the itede@xternal and internal factors
in the control systems (Yin, 2003).

The process of conceptualising and conducting gz research interviews can be
divided into four steps: defining the research tjoas creating the interview guide,
recruiting participants and carrying out the intews (Symon and Cassel 1998).
Bottlett (1987) lists a number of factors which cenfluence the quality of the
interview: the selection of people who will pantiate in the interview, making all the
adequate and necessary preparations for the ietertiaving a pre-planned design for
the interviews and the questions, carrying outyardn before the interview, ensuring
the reliability of the information obtained, recorg the interview, recognising the
necessity that the researcher should have backgriodormation on the interviewees

and having an understanding of the goal of eacktopre

4.5.1.1 Advantages of Interviews:

Semi-structured interviews were particularly appiage for this thesis because they
gave those interviewed the opportunity to dischesdsues in a way they could control.
Arksey and Knight (1999: 81), argue that the sigarice of interviews is evident:

... When we need to ask numerous open-ended questioopen-ended
probes, such open-ended questions are importantaliowing the
respondents to say what they think and to do sb greater richness
and spontaneity.

At the same time, interviews maintain control otrex order of sequence in which the
questions are answered and they provide a senk®ws on the reflected verbalised
thoughts of the interview subjects, thereby prowdivaluable insights into the
subjective understanding of the individuals’ lifenlds (Stone and Holland, 1996).

The interview method provides opportunity for felap and enables the interviewer to

clarify and answer questions in cases where diffe=iin understanding what is meant
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by a particular question are encountered by thervidgwees. An interview clarifies the
world of beliefs and meaning of participants rattieat their actions because what
people claim to think, feel or do does not alwaysea with what they actually do.

Interviews have the advantage of high responses rateen compared with other
technigues as a result of the interaction betweenirtterviewer and the interviewee.
The response rate can be as high as 95% (Nachamdd\achmias 2002) and general
population samples tend to produce this rate (D&sVA996; Oppenheim, 1992).
Interviews are considered to be the most apprapnatthod of data collection, as it
makes it possible to check accuracy, as well agtiby and/or refute the data obtained
through dialogue and observations (Kerlinger, 1973)

Finally, Fraenkel and Wallen (1993) re-emphasisat tthe main advantage of
conducting face-to-face interviews is that it makisect contact with respondents
possible.

In-depth interviewing is a method involving interesione-one interviews with a small
sample of respondents in order to understand amdbrex their perspectives on a
particular idea or situation. One of its major atbages is that the interviewer is able to
gather much more detailed information than canlifained from other data collection
methods, such as surveys. It provides the inteetiiewth the opportunity to introduce a
particular topic if it has come up during the dssion.The interviewer should allow
the discussion to flow as naturally as possibleesisome topics are bound to arise

without being explicitly raised by the interviewer.

Furthermore, interviews provide access to manyerdfit groups of people and
therefore much varied information, so clarificatiohwords and concepts are easily
accomplished. An interview is a more effective amglble method and can be easily
combined with case study material. It also allows @letailed exploration of the
important ‘how’ and ‘why’ questions (Yin, 2003).térestingly, the interviews in this
study allowed for the examination of actual relasidoetween various control elements

and the level and types of involvement that eachihahe control systems.

It should be noted that postal questionnaires weteused in this study because of
limited contacts between researcher and the rdss@drd survey method would not
have permitted an in-depth investigation of congydtems nor would it have enabled

explanations of observed control processes.
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In addition it would not have given any opportunity clarify questions or overcome
any unwillingness on the part of participants teveer particular questions. It is
important to note here that a postal survey or tiu@asaire would have been open to
misinterpretation of questions as well as the pigyi of non-cooperation in
completing it. In addition, there was no guararae¢o who had completed them.

Low response rates, particularly when respondenige Mo special interest in the
subject of the questionnaire is another problemisas lack of opportunity to follow
through a particular reply (which is possible in iaterview) and the difficulty in
adequately establishing casual connections betwleerdifferent variables (DeVaus,
1996) when analysing the collected data.

Furthermore, postal questionnaires ignore the sty political and socially
constituted nature of control systems becausesofrbunding in rationalist thinking
(Preston, 1991). This ignores the individual agetive agent involved in constructing

and shaping control systems in organisations (Tagim&997).

Criticising survey research, DeVaus (1996: 7) hrgsed that:

Surveys just look at particular aspects of peopleédiefs and actions
without looking at the context in which they occlimken out of context it
is easy to misunderstand the meaning of behaviour.

He further argues that:

Surveys seem to assume that human action is detmniy external
forces and neglect the role of human consciousrgsals, intentions
and values as important sources of action. (1bi&) p

Any research must take people’s beliefs, values goals, which motivate behaviour
into account “when developing and evaluating whygbe behave and think as they do”
(ibid, p.8)

Furthermore, ethnographic methods such as diresgreation and longitudinal study,
which have the advantages of spending more timtherresearch sites and repeating
data collections over a long period over interviewsre not suitable for this study.
Both methods are time-consuming and more imposgtaatjuire resources that were not

available to the researcher.
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Direct observation is difficult in the sense thia¢ researcher cannot be at the place of
an incident because he/she does not know whereviaed it will occur and even if the
occurrence of the instance is known, the presefteeaesearcher may interfere with it
(Gummesson, 2000).

Longitudinal studies are also difficult in the serse researchers find it very hard to get
funding to complete them, as in the case of thiglyst(Hakim, 2000). A further
disadvantage that is specific to longitudinal cstselies is that the analysis of data from
a longitudinal study is substantially more comptban other equivalent analysis of
other methods because they involve large data(flekim, 2000).

A further drawback of both these methods is thesibdg#y of the researcher being
captured by the organisation as he/she is tryingcreate a more personalised

relationship with study members to promote theiivadnterest in the study.

4.5.1.2Disadvantages of Interviewing:

The disadvantages of using interviews are to soxtent a reflection of their
advantages. Primarily, interviews are much moreeagve than postal questionnaires,
travel costs and call-backs being examples of sointigeir expenses.

Another disadvantage is the amount of time needethea data processing stage.
Coding, i.e. classification of data collected amiefing are examples of the time
consumption problem (Ryan et al., 1992). In usintgrviewing as a mechanism of
studying social phenomenon possible bias is anditméation. This is likely to occur
as a result of some motivation on the part of #spondent or interviewer or both to
falsify information (Al-Aiban, 1991). While recoging these limitations, interview
research is still considered to be a better appraa@explaining and exploring control

systems in its actual organisational context.

4.5.1.3Design of Interview Questions:

Semi-structured interview questions were develdpedhis study (see Appendix X)
These questions were used only as a basic guiddlineg the interview to ensure that

all relevant topics were covered, to provide adiom for questioning and to help the

4 Questions were prepared initially in English aretevthen were translated to Arabic since Englisk wa
not the first language of the participants. Herbe,interviews were conducted in Arabic, (see Apiten
A), transcribed in Arabic and then translated iBtglish to be used in the analysis.
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researcher conduct the interview in a systematt @mprehensive fashion (Berry,

1976; Otley, 1976; Patton, 1987; Murshed, 1989;$9d993).

In most cases, supplementary questions were apketibularly when initial responses

needed further elaboration or when new issues esderg the course of discussions.
Questions were redrafted to suit a particular managy accountant and special
circumstances, or when the original questions wenelear and/or interviewees

misinterpreted them.

It could be said that the questions were in a coltis state of refinement as interviews
progressed. Therefore, it is more accurate to testhe interviews as discussions
designed to achieve understanding of managers’aanduntants’ views and opinions
on the issues rose. They allowed participants fess their views about the different
aspect of their respective organisations and cbayisiems. All interviewees had to see

the questions before interviews were conducted.

The interview questions were divided into five g@ts. In the first section, interviewees
were asked general introductory questions abodut time in the organisation, the
position they held and their experiences.

In the second section the interviewees were askeditathe external environment,
which included regulatory bodies and the Governmand its impact on management
accounting control systems. This section soughir thersonal views, opinions and
perceptions of the external environment and consiydtems based on their own
experience during the time they had been workimgHe organisation.

The third section focused on the changes in org#oisal structures that had taken
place in the two organisations since privatisatibhis section asked the interviewees
about their experience of the impact of the chamgfethe structures on the control
systems.

The fourth section asked the interviewees abouthiamges in organisational culture. It
sought their personal views on the effect on mamagé accounting control systems.
The final section had specific questions for actants. This section asked participants
about changes that occurred in accounting infoonatiechniques and budgetary
processes as control tools.
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4.5.1.4Interview Procedure:

As indicated earlier, data collection for the studjies largely on field interviews,
which were conducted between early October, ancoéécember 2007. Although the
original period of time for the study was 3 montti® two organisations in question
allowed further calls and personal checks, whichtéean extension.

Initially, access was arranged in advance withnia@agement of the two organisations.
A letter explaining the objectives of the study atiet possible involvement of
employees was sent to the two organisations. Whsfollowed up by telephone calls
to each organisation, during these calls the rebeamvas able to discuss the reasons for
and objectives of the research and the need toucbtite interview.

As a result, permission to continue with the reseavas received from the Managing
Director and Director General in the two organwmasi and allowed the researcher
access to all relevant material and documents guhie course of the study. This also
enabled informal discussions with employees andagears to be held in order to solicit
their views, perceptions and impressions about gemant control systems and

privatisation.

Twenty-five people from the two organisations wadentified and chosen for
interviews (see Table 4.4, and Table 4.5). It veisthat a larger number of interviews
were both impractical and unnecessary due to tkelyliredundancy in the later
interviews. The general consensus in the two osgdioins was to involve only
managers and employees directly involved in managéroontrol systems that were
there before privatisation since other managersesmgloyees would have little or no
knowledge of the management accounting controlgz®c

Almost all relatednanagers and employees in the two organisations ingrviewed.
The extent of coverage was intended to make thearels more representative of the
two organisations.

Interviews were conducted during on-site visitmds varying in length from half an
hour to two and a half hours. Every interview stdnvith a statement of the importance
and objectives of the study. The main purpose f ghatement was to eliminate any
doubts the interviewees might have about the perpafsthe research, to assure
interviewees of the confidentiality of informatigorovided and to emphasise the
importance placed on the view of the respondenggarding their perceptions and
attitudes towards control systems and the impaptigétisation.
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Table 4.4 Numbers and Description of IntervieweeSTC

NO | Description Refer to as Experience

1 Director of Corporate He has worked for the company sirnce
Performance. Interviewee | 1994. He worked in the budgets

1 department; then he was in the team,
which changed the accounting systems
from governmental to commercial
systems. He was the head of the BSC
team.

2 Financial Contro He has worked in the company since
Professional. Interviewee | 2003. He worked in different companiges

2 before. He has a BA in finance.

3 Senior Analyst| Interviewee | He has worked in the company since
Corporate Care. 3 2001. He has an MSc in finance.

4 ABC revenue Analysis Interviewee | He has worked in the company since
Manager, ABC Cost 4 2002. He worked first as an income
Accounting. analyst. Then he became the Director of

the Income Analysis department.

5 Director, Regulatory Interviewee | He worked in the company from 1984-
Studies &  Support 5 1994, then he came back from 2004-date.
Regulatory Affairs. He was in the Planning Department. Then

he was the Director of the Engineering
and Planning Department. When he came
back he became the Director |of
Regulatory Studies & Support.

6 Head Businesp Interviewee | He has worked in the company since
Development  Office 6 2002. He has an MBA and a PhD |in
Senior Advisor- business administration. He has |an
Organization. extensive academic experience

7 Strategic Planning Interviewee | He is an LSE graduate. He has worked in
Director, Strategid 7 the company since 2000. He used to work
Planning. for the Central Bank. He worked |n

Strategic Planning. and has been fhe
Director of the Strategic Planning
Department since 2004.

8 Financial Reporting Interviewee | He has worked in the company since

Director. 8 2000. He worked in the Credit &
Collection Department for 4 years. Then
he moved to the Financial Reporting
Department.

9 Director, Financia| Interviewee | He has worked in the company since
Control. 9 2001. He has an MSc in accounting. He

worked in different companies for 15
years before he came to STC.

10 Outside Network Interviewee | He has worked in the company since
Section Managet], 10 1998.

Regulatory Affairs.

11 General Manager of Interviewee | He has worked in the company for P2

Accounting. 11 years. He worked first in the Income
Department. Then he went to USA to do
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his MSc and PhD. He came back before
privatization. He was the head of the

which  was
the accounts

team,
transferring

responsible  for
from the
Ministry of Finance to the company. After

the company was established, he became

the Director of the Cost Accounting

Department for 4 years, and then |he
became the General Manager |of
Accounting.

12 Director, Budgeting, Interviewee | He has worked in the company for R0
General. Admin 12 years. He worked in the Planning
Financial Planning & Department. Then after privatization he
Budgeting. worked in the Financial Planning &

Budgeting Department and now he is the
Director of the Department.

13 Director, Creditg Interviewee | He has worked in the company since
accounts, General. 13 1991. He worked as an accountant. Then
Admin. Accounting. he worked in the Budget Departmept.

After privatization he continue to work in
the Budgeting Department. Then he
moved to work in the Alzakah (tax)
Department.

14 Head of Financigl Interviewee | He has worked in the company since
Affairs 14 2001. He has an MSc from the USA. He

has extensive experience in different
companies and accounting firms.

15 Accountant, Budgeting Interviewee | He has worked in the company since
Department. 15 2001. He has a BA in accounting. He

worked in different companies before
joining STC.

16 Accountant. Intervieweg He has worked in the company since

16 2003. He has a BA in accounting. He
worked in different companies before
joining STC.

17 Director of HR| Interviewee | He worked in the company from 1984-
Development 17 1994. Then he went to USA to do his MA
Department. and PhD in HR management. He came

back to the company in 2002. He has

worked in the
Department since 2002.

Table 4.5 Numbers and Description of Interview@eSEC

HR Development

No | Description Refer to as Experience
1 Executive Vice Presidentinterviewee | He has worked in the company since 2004.
& CFO A He had huge experience in different
companies before he joined SEC
2 Director, Accounting Interviewee | He has worked in the company for R7
Department B years. He started as an accountant.| He
worked in different departments before |he
become the Director of the Accounting
Department.
3 Director, Managementinterviewee | He has worked in the company since 1982.
Accounting Department) C He was sent by the company to finish his

121



MA and MSc in accounting in the USA.

4 General Manager,Interviewee | He has worked in the company for more
Finance Department. D than 15 years. He has a BA in accountir|g.

5 Director, Financia| Interviewee | He has worked in the company since 2001.
Reporting Department | E He has a BA in finance. He worked |in

different accounting and finance firms
before joining SEC.

6 Accountant. Interviewee | He has worked in the company since 2000.
F He has a BA in accounting. He worked|in
different companies before joining SEC.
7 Accountant. Interviewee | He has worked in the company since 2000.
G He has an MSc in accounting. He worked
in different companies before joining SEC.
8 Executive Director of Interviewee | He has worked in the company since 2004.
HR Development H He has an MBA from USA. He has
Department extensive experience working in differgnt
companies before joining SEC.
9 An engineering Interviewee|l He has worked ie ttompany for 23

years. He was in different places and
different cities around Saudi Arabia.

During the interviews questions introduced by tesearcher led to discussion. In the
preliminary stages of the fieldwork, discussiongeneeld with a number of accountants
in the two organisations to obtain a broader viéwhe existing accounting and control
systems. From these discussions, a short repoth@rbackground of the industry,
Government, market and the two organisations usdertiny and detailed descriptions
about the mechanics of the management accountohganirol systems was prepared.
Every possible precaution was taken to ensure dbatriptions and facts about the
organisations and their control systems were drem- A transcription of each
interview was produced and submitted to every umgree for confirmation of the

facts.

The interviews were tape-recorded and notes ottszlekey issues were also taken at
meetings in order to help the discussion. It is wamly accepted that tape-recorded
interviews have both advantages and disadvantalgeallows everything to be
documented and permits the interviewer to be mitemtve to the interviewee and may
also increase rapport between interviewer andvieeee (Hoque, 1993).

However, during an interview a tape-recorder magdléo biased responses when
interviewees are commenting on confidential or geesissues. It was expected that

when it was possible to use tape-recorders relimmcaotes would be minimised and
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the researcher would be free to concentrate oronsgs. Otherwise, notes were taken
when confidential information was revealed and used. Also, it was found useful to
take notes of selected key issues to achieve dedgesctives: firstly, to help formulate
new questions during the interviews when participahowed special interest in certain
areas; secondly, to help review the discussion whphaying the tape for writing the
manuscript text; finally, to allow the researcher lie aware of the documentary
evidence deemed relevant during the interview argktve as an aid in the collection of

those documents.

4.5.2 Documentary Evidence:

As indicated earlier, the purpose of collecting woents was to understand the
historical development of each organisation andexamine accounting and control
systems. Historical data proved to be very usefulrevealing regulatory, social,
political and economic forces. The researcher besig¢hat past events were useful in
understanding changes in social, political and eooa situations in Saudi Arabia.
Because the research is both a theoretical andrieaipanalytical study, it made full

use of official documents to collect evidence.

Examples of these documents are:

1. Government documents, annual reports, press releasslia reports,
corporate plans, financial plans, production plang internal memos;
Published and unpublished journal articles, bookkreewspapers;

3. Internal forms, archival records, paperwork andypess reports.

Documents relating to the two organisations werdected during on-site visits. In

cases where documents were not of immediate usehere the organisations had
multiple copies, permission was obtained for theeagcher to keep a copy. Although
some documents were returned at the end of thg,gpedmission was obtained to take

notes.
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These notes were combined with the other sourcasdlyse the data. The documentary
stage continued to the last stages of the thesmomstantly modify and review the

theoretical chapters using new material availabliné area of the research focus.

4.6 Summary

This chapter has reviewed and discussed the résdasgign and methodology issues
that researchers need to deal with. Additionatljyas attempted to explain briefly the
features of qualitative research and to justifydteption this approach, using interview
and documentary approaches in the collection aatysis of the data. Saudi Telecom
Company (STC) and Saudi Electricity Company (SEGS)Saudi privatised companies,
were the case study for understanding the chamg®$ACS because of privatisation.

In-depth interviews with different levels of manag@ both companies were conducted
to provide data on their experiences and ideas eztoimy these particular issues.
Documents from both companies were collected irotd achieve triangulation. This

allowed a richness of data and a comprehensivérieza of the changes on MACS in

both companies to explore the effect of privatmatand provide other factors that

might change MACS rather than privatisation.

Chapter five will deal with the analysis of the fusive data obtained from interviews

and documents.
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Chapter Five: The Changes in Management Control Sysms after

Privatisation

Introduction:

The aim of this chapter is to examine the chanbas happened in the organisations
under study after privatisation and is based on fthdings from interviews and

supporting documents that have been collected thentwo companies.

The chapter is divided into two main parts. Thetfpart explains the changes made to
STC’s management accounting control systems. Ttieseges will be discussed in the
following sections: planning and budgeting, Balahcgcorecard (BSC), ABC and
costing systems, accounting policies and accouitialvseporting systems, performance
evaluation, relation to external environment, HRJ aeward systems, changes in
organisational structure, and changes in cultune. Second part of this chapter is going
to illustrate the changes to SEC’s management aticgucontrol systems using the
same sections as for STC. The last section willrsarise the main changes that have

taken place, highlighting similarities and diffecels between the two companies.

The discussion of the results includes quotes firderview respondents. As all of the
interviewees wished to remain anonymous due tesémsitivity of the issues explored,
they are referred to by number or letter, as showhable 4.4 and Table 4.5, which
indicates roles and places in the hierarchy. Adl ihterviews were conducted in the

Arabic language, and subsequently translated ingigh by the researcher.
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5.1 Changes to STC’s management accounting control dgms:

As a result of privatisation, the aspects of thenagement accounting control systems

had been changed. These changes will be explortbe ifollowing sections.

5.1.1 Changes in Planning:

As most of interviewees mentioned, before privétsa STC was a state owned
company whose objectives and strategies were bas&bvernment plans. The Saudi
Government viewed telecommunications as a publicice - and non-profit making
obligation that had to be provided.

The company at that time had no strategic visioartaftom following Government

orders. As one of the interviewees stated:

Before privatisation we only had one goal, whichswia provide the

service as instructed by the government regardiésise revenue that we
could make or the losses we could incur. At thaetive undertook lots
of projects without even asking about the costher profit. We used to
have orders from the Ministry to undertake a prajéee cost of it would

be stated but of course we didn’'t know anythingualibe profit. The

system basically was: this is the money; spend th and this and this.
As employees, we had no company goals, departmgoédd or even

personal goals. (Interviewee 11)

Before privatisation STC suffered from financialeificiency due to having a
multiplicity of projects and objectives. Many ofetde were not profitable, for example
providing services tainprofitable areasor engaging and sponsoring certain social
events that were of no benefit to the company.

The majority of senior managers at STC gave redderjastification for this, which
was that usually STC received grants from the Guwent to continue services viewed
as socially desirable. Thus the organisation pexidervices it would otherwise carry
out differently if run on a purely commercial basi®ften they hired extra staff to fulfil
their obligations, or set up a plant or providedvees in a particular area to promote
regional development.

Once competitors entered the market the Governmmessed its involvement in this
area, which gave STC more autonomy in setting bEatives and controlling its
resources and spending. Thus after privatisa8di; started to set its own goals and

objectives.
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While conducting the field study at STC, the reskar observed that in every corner of

the company’s headquarters there was a noticegettit seven main objectives that the

company wanted to achieve. Whilst the notice waArabic the English acronym for

what it summarised — FORWARD - was also displayétis is described as follows:

O X >SS T O T

Fulfil Mobile Potential

Offer Wholesale Services
Re-invent Home Communication
Win Enterprise Customers
Achieve External Growth
Re-organise Internal Structure

Derive Operational Efficiencies

When the company established the FORWARD objectivésed to make sure that all

employees at all levels understood it by organisuagkshops at all levels within the

company and in all regions of Saudi Arabia. On#hefdirectors stated:

Establishing objectives was a crucial requiremerit tbe planning
process. The major challenge for the top managérthat time was to
make sure that the objectives of the company wees and understood
by all employees. We had to spend lots of moneyg@anise workshops
all over the company and everywhere in Saudi jpishake sure that all
employees understood what exactly the company digfteerviewee 6)

Based on these clear objectives STC started tolesat plans for its operations.

The company has 11 main departments: the Boardretiors is responsible for

setting main goals for these departments. Thussplzere set by top managers

and subsequently cascaded to lower levels of mamage The President and the

Heads of Department held meetings to break dowmthiea goals that had been

set by the Board of Directors. These goals weré Boaincial and non-financial.

For exampl&, the goals of the Director of Procurement in 20@d four main

categories, which were: financial, customer sesjicenternal affairs and

development, and each category had several degoiald (see Figure 5.1). Since

privatisation, STC has changed its objectives sg\tenes and subsequently made

changes to its organisational structure (see sebt2.9).

'3 This example is based on a classified documenttiearesearch has collected from STC.
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Figure 5.1Goals of Director of Procurement in 2(
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Source: Classifié Documents from ST!

It is clear from the above that the company hakdutonomy in setting its goals a
objectives. This autonomy has also affected tmepamy’s ability to set its own servi
prices: the situation now is that STC has the foeedc set prices, but has to have -
approval of the Telecommunications Agency befonglyapg them, thus preventing tl

development of a monopol

Since STC has been privel don’'t ever recall theTelecommunicatio
Agency refusing tt prices we have setWe always make sure that c
prices are competitive and within the reactthe majority of people (ot
customersjinterviewee, 1

' The usuasituation with project paymen the company does not pay right after the prcis ready,
but they take soménte or pay in instalmentTherefore, one of the goals of the Director roduction in
2007 is paying 75% of the old paymerAlso another goal of the Director is leading negiixtins for
reducing the price of any supplies they need fgrkand of tradi through this departme!
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5.1.2 The budgetary process at STC:

Before privatisation, budgetary control at STC colok described as a primitive control
system (Al-Dehailan, 2004). Budgets and the prezess budgeting were important
only insofar as they provided management with @aimese of the total amount or
volume of cash available, but were not used astib@t could be used to plan how the
monies allocated were going to be spent.

In other words, budgets were originated based enneted to oversee rather than to
control or direct spending. The planning and cdhig processes were centralised at
the Ministry of Telecommunications and the Minisy Finance. Both Ministries
developed them into the final budget, which was pérthe government budgdily
gathering informatiorrelated to the draft budgets (interviewees 1,1P1and 13). There
were no formal discussions or consultations wite trepartmental managers or the
company’s top managers. In fact company managersali have any input into the
budget whatsoever. Hence, when the budget was nagpao consideration had been
given to the impact on any part of the companynet®ugh figures written into the
sales budget, for instance, would have clear regsions for production, materials,
finance and other budgets. One of the interviewdss worked at the company before

privatisation states that:

When we were under the government, we were jugtomsgble for
spending the money. We spent the money based omMithstry’s

instructions... We did not have any contribution peoeparing the
budget.... even the projects; we were merely toldexecute certain
projects regardless of their benefits to the conypéimterviewee 13)

The above statement shows that the government wigsconcerned with allocating

cash.

As a result of privatisation, the budgeting systeas established. The new process has
clear guidelines outlining each Head of Departngetasks, authority and responsibility
at each stage. Nevertheless, it still took the aimgseveral years to come up with clear
guidelines. The guidelines were made to assisttmepany in achieving its strategic

goals, therefore they were
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Subject to changes based on the changes on theacgrspructures and
Strategic goals (interviewee 12)

The guidelines were finalised in 2003. Details be tbudgetary process will be
discussed in the following subsections.

5.1.2.1Preliminary Stage

The fieldwork investigation revealed that the fiegttual step in the formulation of
STC’s budget is the preparation of the budget tarclAn Executive Committee that
meets to discuss and set a time frame for the violigp year's budget development
prepares the circular. Members of the committetidethe President, Vice President,
Directors of the Finance, Corporate Strategy, Remslh Home and Enterprise
Departments together with the Chief Accountant.imythis meeting, the Committee
decides on what to include in the circular. It wiBually contain a summary of the
financial conditions, budget timetable, growth ratest savings and the responsibility

of each Head of Department based on the compary g&als and strategic aims.

The circular is then distributed by the Directottltoé Finance to all Departmental Heads
to develop their own individual budgets. Heads afpBrtments have to inform

employees under their supervision about the instmue for budget preparation and

monitor their work. All departments are requiredafthere to what is in the circular.

(Interviewees, 11, 12, 13)

5.1.2.2Preparation stage:

After receiving the circular a preliminary meetirsgheld between the President, Chief
Accountant, five Department Heads: Personnel, H&mé&rprise, Network and IT, and
sometimes other Heads of Departments. The purpdsthi® meeting is to set
preliminary expectations for the proposed budgel amphasise the need for co-
ordination across departments so that all partiesv@rking on compatible plans. The
IT and the Network Departments are advised to ok co-operative manner with the
three other main Departments (Personnel, Home, riitge) in developing the
quantitative budgets since their budgets impacteanh other and the rest of the
company.
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The Chief Accountant is the one who is respondiimieo-ordinating the whole budget
effort between the various Departments, especidysonnel, Home and Enterprise.
After the preliminary meeting or meetings, eachatgpent is then required to prepare

its own detailed budget. (Interviewees 11 &12)

After the preparation of all department propostis, co-ordinator (Chief Accountant)

gathers all proposals, examines them and prepatesftaoudget. The Chief Accountant

is authorised to discuss any budget with any Hdddepartment if he is not satisfied

that his budget has been prepared in accordanbehvetguidelines. After examining all

proposals, the Chief Accountant calls the firsiomd budget meeting to review the

drafts.

It is obvious that STC uses the top-down, bottomtap-down approach. The process
starts from the Head of the company to the Departsneith the circular, budgets then

go and back from Departments to the Presidentdpraval and then are returned back
to Departments (see: Drury, 2008; Anwar, 2007).

5.1.2.3 Review Stage:

Obviously, the budgetary process including the ewvistage requires an iterative
approach. Each draft budget has to be repeateglgtad until all the budgets are
mutually consistent. Therefore, several budget mgetare held in which changes are
made to the original drafts until an agreement agraepartments is reached.

In STC, a Budget Committee of which all memberghaf Executive Committee are
members holds these meetings. Unlike the ExecuBammittee, the Budget
Committee includes all Departmental Heads. Theiéeas chairs the Committee: its
aim is to discuss the implications of each budgetitee rest and assess whether the

various budgets fall in line with overall organisaal objectives.

It is noteworthy that the empirical investigatidntérviewees, 11,12,13 &14) revealed
that joint co-operation in the review stage ofteads to difficulties in reaching a final

budget that is acceptable to all departments. Deeats disagree with each other’s
estimates, disagreements create tensions and atenbietween heads of departments

because:
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(1) Each head of department has influence over theenbof the budget. Although
some consultation is usual, the degree of influesacees dramatically from one
head of department to another;

(2) The public sector mentalitythat some department heads still have makes them

so obstinate when it comes to their departmentpsal.

Indeed, one of the Department Heads stated that:

We used to suffer from old generation people wheame to the review
of the budget. They each thought of it as thein department and were
driven by a need to get what they wanted regarddégke implications

of their specific budget requirements on the ovebaidget. We are
getting lucky lately as the new policy of the Boafdirectors is to keep
them away from the Head of Department positions éviney could not

get rid of them. But there are still some of theareh(Interviewee 12)

It can be argued that each figure entered intodgdiuis the result of a discussion and
bargaining process between the Head of Departméms, employees and the top

management.

5.1.2.4Approval Stage:

Budgets are approved based on the recommendatitre dudget Committee. After
reviewing the budget, the President and Chief Aotant meet with the Board of
Directors to present the budget to them. The Bd&cusses and approves the budget at
this meeting. Although the Board’s approval is ¢desed a routine procedure, the
approval is undertaken to legitimise the budget tanensure that the budget is seen as
an official valid document. This then creates acpeal implication that binds the
organisational actors. All heads of departmentsraadagers have to operate within the

final budget.

" Most of the interviewees stated that the main lerob with old employees (governmental), that they
don't like changes. They also have a lot of bureazicin their way of work. They are not active whe
comes to teamwork as they resist ideas come frbver®tand don't like to be ordered by others splgcial
if they are younger.
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5.1.2.5Execution and Feedback Stage:

After the Board approves the budget, it is sentth®y co-ordinator to all Heads of
Department. The interviews showed that, once artiepat receives its budget, it could
proceed with its activities. A monthly report iseth prepared to compare the
department’s actual performance with its budgete Thecking of the actual results
against the budgeted figures provides informatiorth® course affairs are taking, and
this normally leads to changes in the way things la@ing done, or in the plans and
budgets themselves, or in both.

This report shows variances and in some caseswssivhat action has to be taken. All
Heads of Departments are accountable for achighieig budget and they will be held
responsible for any variances. The comparisons laédp to improve the budgeting
procedures in later periods.

The interviews showed that if the Head of Departnvegre responsible for a variance
then it would affect his bonus. One case cited thasa Head of Department was asked
in writing by financial control about certain vam@es. Since his answer was not
convincing they requested a meeting, which fourrd kiirectly responsible for the
variances in question. This had to be reportedpontanagement, which subsequently

cost him his bonus and eventually his positiorhen¢ompany. (Interviewee 17)

5.1.3 Costing Systems

Before privatisation STC was following the MOF régions and rules on its costing

system. One of the interviewees (11) stated that:

When the company was governmental we didn’t camutathe cost of
anything as all projects came from the Ministry amd job was only to
execute the project and spend the money they gaas they indicated.
After the company was privatised it applied a tiadal costing system until 2003. The
only reason for that, as it was mentioned by on¢hefrespondents, was the lack of
qualified people, knowledge and time to developaliernative approach. Interviewee
11 stated that:
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When privatisation started in STC we had a laciudlified people who
were able to apply such sophisticated systems & W& also needed to
be able to apply a system that enabled us to cateubur costs. We
found that the best way was applying the traditlac@sting systems, as
we had some staff that were familiar with these aaxtuit qualified
people to train current staff for the new system.

The above statement shows that the plan for applyia ABC was in the mind of STC
managers, however the decision to use a temparragitional) system and delay the
application for ABC was well justified. As discusis@ chapter 3, to apply ABC for the
first time, time, knowledge, and effort are needadially STC did not have these.
Although it was clear that STC gradually reduces dverall basket of prices,
accompanied by very substantial improvements ititptolity as well as in the range
and quality of services, some managers still egaegheir dissatisfaction with high
costs. They expected more cost reductions to hakent place after cost and
management accounting systems had provided a tadhiole enabling better-informed
cost control and pricing decisions. This was cedphkith better management of cash,

inventory, accounts receivable, projects, and fixggsets. A senior manager remarked:

Reasonable justification for the high level of sosbuld be the dramatic
changes, which led to the need to outsource mateofechnical issues
to consultancy companies. However, this judgmeunltdcbe ambiguous,
especially since adequate management and cost atogusystems
existed beforehand. The recent introduction ofqrerance indicators

and output measures in order to evaluate and compahievements,
and also the adoption of an Activity Based Cossiggtem, should help to
drive financial and non-financial transparency aadcountability and

clarify the picture of cost-benefits and resporigibs (Interviewee 12).

5.1.4 Implementation of the Balanced Scorecard:

One of the main problems that faced STC when ialmeca private company was how
to turn strategies and subsequent plans into tiealesgets for employees, since these
would be used to monitor and evaluate personal demhrtment performance. This

major deficiency led the company to search for & technique that could solve the

problem; ultimately this was in the form of the 8ated Scorecard (BSC).
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At STC, a comprehensive plan was prepared for riif@ementation of BSC in early
1999. The initial BSC was implemented in a spegifiot department in 2000. At the
end of that year top management realised the erm#fBSC and decided to implement
it in all company sectors and departments. In 2@0& Department for Total

Performance was set up to be responsible for imghéimg BSC and for sorting out any

problems.

Top management was looking for a specific systenhdtp the company measure
employee performance against company strategyhigwe total control. STC needed

to

Measure employee satisfaction and deliver its sggtin a proper way...
therefore the BSC was found to be the system tigiit rhelp them
(Interviewee 12)

A further interviewee believed that STC stimulaitsdemployees using BSC:

“... STC tried to make the employees aware, espgcilimiddle and
high levels about the importance of BSC for the maomy. It provided
them with many seminars about BSC ... they alsoddtemany BSC
events in and outside Saudi Arabi@ihterviewee 1).

STC decided to convert BSC applications from martaahutomatic. The director

stated:

A lot of BSC software was available but we werg wareful to choose
a suitable system that may meet our requirementsreftbre, we
decided to choose CorV(Interviewee 1).

The software was installed at the end of 2002Henthole company.
At STC strong leadership, commitment, and partiogpaby top management were

required to achieve successful implementation o€BS& Saudi Telecom interviewee

who was a member of the BSC implementation teatedsthat:

The BSC team firstly explained the BSC concept ltothe top
management individually... all executives agreed ftimet BSC could

8 CorVu is a Software brand, made by American companyrtwige Performance Management and
Business Intelligence solutions for mid- to largeed companies throughout the world. It is a pioriee
the automation of the Balanced Scorecard; it pesidn easy way to view the current performance,
strategy and key business drivers of a compang:(httvw.corvu.com/).
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support the company in the short and long termiop management and
senior staff were very supportive and committeB&€C and they always
discussed BSC results in their meetinds 2002 the company decided to
link the executives’ compensation and rewards \lign BSC’s results.
(Interviewee 1)

In essenceSTC appointed a special team for BSC. The appoirtegloyees were
committed to the BSC project and possessed kepwts such as being strong team
workers, acceptable levels of experience in peréorte measurement, and fluency in

speaking EnglisH.
The interviewee reported

STC provides employees with detailed guidelines fB6C
implementation in PowerPoint and Word, in Arabicdarknglish
languages

In essence, STC believed that the BSC connectedatimpany with its customers in a

proper way'... BSC enabled us to use appropriate measureseéfinewee 12).

STC’s Balanced Scorecard has about 25 measurethdoentire prospectcteate a
customer survey to measures our customer satisfaetnd have their commentslh

addition, in 2003, the STC created its strategysregpan improvement to its BSC.

The BSC system was integrated into the companys#erys.“... The company found
no difficulty in integrating BSC with other systénfmterviewee 1) The BSC team

established a so-called ‘KPI library’ to assist tlepartments to determine their KPIs.

The BSC project had to be transferred from a sjratgrocess to the implementation of
a management control system in a more operati@masles Therefore, the distribution of
the BSC implementation project plan had to be aetdrom the top to the bottom

level.

As previously stated, STC had a clear plan for B@lementation. Top management

agreed all its steps; the short-term plan was fdement BSC within 14 weeks at high

¥ The reason for choosing speaking English emploigetimat the software is in English, and the trani
they are going to have is in English under Americaimers from the software company.
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company level (Figure 5.2) whilst the lc-term plan was to implement BSC for 1

whole company in three yea

However the interviewee believed tl

The top management attetedto accelerate the implementat plan in
because they sed the benefits gaine

less than two years

(interviewee 1

As noted, STC had an adequate information systdms. Was utilised to help the BS

team, as well as special software for BSC impleatéott, to cascade BSC from ttop

to the bottom level.

STC also planned to roll out the results betweeddpartments. The interviewee ste

BSC processeasnd results cascaded from top to bottom ... were rolled
out beween the different departme. | strongly agree that BSiplays an
important role in our company ... each BSC result imglp us to refine oL
measures or procees... as evidence n.2002 the top management of £
put the BSC reports asstandingitem in all its meetings. (Interviewee

Figure 5.2STC Initial Plan for BSC Implementati
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STC has achieved many benefits from BSC implemiemtaifThe BSC enables the
company to fulfil its strategy and assess measunemeegularly. Interviewee (1)
pointed out

The BSC helps the company to fulfil its strategyiriging the measures
with the company’s strategic objectives ... BSC alslps us to assess
the measures themselves.

The BSC results also assist the company in defigeinformation to the right
personnel, in the right format, at the right timend in the right quantity. The
interviewee also indicated

We found that the BSC helped us to discover anolvegproblems ...
take the right actions ... and develop new perforraatandards

While the possible benefits of BSC are obviousinitglementation across organisations

may encounter many obstacles. The interviewee 80@ said that

We encountered a few obstacles and challenges & fimst
implementation of BSC such as culture and integratibstacles ... but |
believe the most important one was the resistarmea §ome employees
... But we resolved this problem by convincing ¢hesployees that BSC
is for measuring and improving performance, not liame them
(interviewee 1).

The above statement proves the difficulties of diam the mindset of the Saudi
Telecom staff into that appropriate for a commersgavice provider, which is attractive
to customers, competitive in the marketplace, @ndble to make its service activities
profitable.

A senior manager revealed that the introductiorthef Balanced Scorecard concept
created significant changes in measuring and magdbe performance of the business
units, not only from a technical viewpoint but afsom a financial and commercial one.
He stated that:

The development of a new information system wennhgalwith the
development of the Balanced Scorecard. At the timthe decision to
adopt the Balanced Scorecard, there was no cleaiowi on the
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management control structure to be developed fadS&elecom. Nor was
there a clear strategic vision on STC’s positionthie market and on its
position within the Saudi market. The introductiointhe concept was a
process of muddling through because there was raiegly and clear

objectives, nor did we have any experience witlyeasetting, and there
was a lack of financial and commercial informatidrne development of
the Balanced Scorecard made clear that a discusslwut strategy and
objectives was needed, and gave an insight intoif@mation that

should be gathered. The concept of the Balanceck&aa would help us
to get a clear picture of the effectiveness anttieffcy of our activities

and relations with our customers. Also, it woulgpport the discussion
about our strategic possibilities and strengths amwdeaknesses.
(Interviewee 12)

5.1.5 Changes in accounting policies and accountability:

In the past, the Ministry of Finance (MOF) stipelathat the organisations under study
must fulfil its requirements and submit their ragoon a cash basis (Al-sughayer,
2001). But as a result of privatisation, both thede€oms and the Electricity Company
changed from cash based to accrual based accounting

It is clear the MOF required these organisationsntntain their accounts on a cash
basis in order to provide their services within geictd appropriations. The nature of the
Government’s goals at that time was to keep spgndithin budget whilst achieving
an acceptable level of service and this was thenmaason for the Government
requiring cash based accounting from organisations.

However, there was no clear reason for not adomysgems that would achieve their
objectives, provide decision-makers with more infation for control and planning

purposes, and determine the accurate cost of pngvilese services.

Organisations that maintain their accounting resomdl accordance with adequate
accounting standards, national or internationadl whose information is subjected to
independent audit, will report higher quality infoation (Ruffing, 1993). Therefore,

compliance with accounting standards will enhanigceanicial accountability as it

contributes to the reliability, consistency andngarency of financial information.

Moreover, it provides a good base for valuationjciwhs the most important issue in
reform transactiorfS (IFAC, 2001).

% |n the case of Saudi Arabia; one of the reformgeations for the Saudi economy was privatisation.
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STC faced an accounting change from a cash to aruas base as a result of
privatisation. This change has had a radical impacause the lack of information in
the previous system made the valuation of mostad#écult.

The interviews showed that STC faced a very sen@alisation problem when opening
its accounts, not only because of the previous tmlomf a cash based accounting
system, but also due to the absence of ownerstapndentation for some of its real
estate, where it had only the right of use.

Moreover, engineering managers’ reports were ntgignated and clearly reflected in
the financial reporting. Before privatisation, #egineering managers in Governmental
organisations only cared about achieving projedtsimvthe budget agreed regardless of
its cost, even if they could manage it at a lowestc Therefore the engineering
manager’s reports usually contained detailed teahmnformation with little financial
information, which made it useless for any finahogports (Interviewee 11). However,
when privatisation took place, the company opemeédcounts not only by following
Saudi Accounting Standards but also in accordandd vwmerican Accounting

Standards. A general manager described these easefaows:

The use of government accounting in the Telecortsrskeft a heavy
legacy. There were no accounting records of assamty, ownership
documentation of some of the lands that we uspdoidde our services.

It took us a long time with national and internatad consulting

companies to come up with the opening balancesoidih we had used
cash based accounting before, we also had othesrtgphat were used
internally by our line managers but these reporésewnot integrated and
were mainly prepared and used by engineering masagéhe old

records at the Ministry of Telecommunications helpdot in providing

the opening balances. When we opened our accothi#se was an

intention to engage in a joint venture with an m&gional company so
we followed both Saudi and American Accounting &ieas to be ready
to list and trade our stocks locally and internai@dly on the New York
Stock Exchange. (Interviewee 11)

The same general manager explained the difficuitgsset valuation in the following

comment:

Asset valuation was very difficult because the nitgjoof records of
historical cost did not exist. There was no compretive record of the
assets or their historical cost. There was no cahpnsive record of
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land and buildings owned or occupied by the compdime valuation

team had to use numerous methods to collect thengeats needed to
open the balance sheet. The former supervisoreatimistry had some
documents that helped, and, because the majoribetvork repair and

maintenance was conducted by external contractbesteam also used
their records because they maintained detailed tassmords that were

often more complete and accurate than those maethwithin STC.

(Interviewee 11).

Due to the lack of previous accounting systemsrii¢wee 11 also revealed that the

company had had to invest heavily in order to apenew accounts:

Due to the lack of quality information obtainablerf the previous
accounting systems the STC was forced to pay nsllfor accounting

firms to open its new accounts. In the beginninghae a contract for

millions with a large accounting firm just to bringll our documents
together in order to help open the new account&nTie had to have
another large accounting firm value our assets gumdpare the first

financial statements, and also another large actiognfirm to audit our

accounts. We now realise the crucial need for @l management
accounting to provide accurate, reliable, relevangnd timely

information for decision makers since an accurabstcsystem is very
important as a result of privatisation and potehttampetition.

These tasks were impossible to do on our own savere forced to

engage the services of consulting companies to uelkgstablish most of
these systems. (Interviewee 11).

One of the problems that faced STC before and aifteatisation (but prior to the
market becoming competitive), was that it had hageounts receivable due to the lack
of collection, or as a result of the nature ofnitain customers since it had to provided
its services to other governmental ministries ahelirt departments or to “special
people” regardless of their ability or intentionpay”.

This could have seriously weakened its abilityitmfce or update some of its assets
and systems, and achieve its planned objectives.aBar competitors entered the
market, the Government was forced to deal with &§G& regular supplier: these days

recovering debt is no longer a problem.

%L Those “special people” might include some Royatifg members or some other powerful people in
the country who have no intention to pay, thinkinig not necessary to pay the Government any money
since its perceived existing wealth means it da¢siaed any further finance.
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However, as one of the interviewees pointed outC $ill sometimes cannot treat
certain special Government Departments as nornsabmers and they have to be more
flexible towards them in relation to debt collectit

While the majority of managers in STC revealed tha@@anisational restructuring was
very difficult due to the previous Government eowment, they argued that the new
accounting tools and techniques provided an esdesdimmunication language for the
new commercial environment. In the past there heghno pressure to pay attention to
the financial results of each organisational uoitlarifying supplier-customer relations,
or to market developments (interviewees 1, 11,18}, Therefore, there was an urgent
need to set up a new system to provide managemémmation about aspects of
financial and customer operations, for exampletausr needs for specific services and
the need to open new markets in new regions, dsawgleneral market information.
Managers showed more awareness and recognise@dthssity for sufficient cost and
management accounting systems to provide adequoftamiation for controlling and
planning. In order to meet the new challenges,ctirapany established new divisions,
such as cost accounting using the Activity Basedsti@g system (ABC), asset
managemenrt, independent internal auditiffg and performance indicators using the
BSC. There was a need to manage the various ogg@mal units in such a way that the
employees within the units would become aware ofomdy their technical performance

but also their financial and commercial performance

The financial statements that organisations prefmarexternal purposes are dependent
on the nature of the accounting system they fobma the extent to which professional
accounting standards are adopted. STC prepardmatscial statements according to
Saudi Professional Accounting Standards’ requireghertherefore the contents of its
financial statements are standardised. It is nosy é& obtain the annual reports of the

company in Arabic and English.

2 The implication is that they sometimes have toeptslow payment. Nevertheless the situation has
improved since competition: the company is now oesgble for its own debt collection even if it il

slow process. The number of these Governmentarttapnts has been reduced therefore it can be said
now that only very high levels of the Royal familgn be late with payment: others have to pay oa.tim

% This division is aims to use the best techniqoemanage the company’s assets, and make surd¢hat t
assets are used properly.

4 This will be covered later in a separate section.

% |t was mentioned earlier that they also prepaheit financial statements according to US GAAP.tTha
was only at the beginning of the company, becausetwas a plan for joint venture project with a US
company.
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Some managers revealed STC paid a great dealenttiatt to providing reliable and
relevant information in its annual financial reorh order to build a high level of
confidence for the company’s potential investorbie Tmove towards privatisation
pressured STC to maintain its records based ormptatale standards of measurement
and reporting and to disclose fully financial staémts audited by independent auditors.
The majority of managers described the reform o€S3 a successful experience,
despite weaknesses or limitations, because ofidsepring status in Saudi Arabia.
Although STC had not yet solved all the restrucigipproblems, competition would put
pressure on the company to become more concerniezhlyowith maximising profits,
but also with reducing costs and paying more atiertio performance accountability

and value for money.

5.1.5.1Performance Evaluation:

As discussed earlier, before privatisation the mamof the company was following
MOF orders regarding projects. At the same time ni&n responsibility of the
company was merely to spend the Ministry approwsdpkt and therefore the need for

locating KPIs was unnecessary.

After privatisation and for the purpose of measyrihe organisation’s performance,
STC had adopted the Balanced Scorecard system der do provide high-level
managers with comprehensive, integrated and tinfiglgncial and non-financial
information linked to the key strategic goals af tompany (Interviewee 1).

STC had an awareness of performance indicatorsjfedly (i) financial in terms of
meeting the budget and (i) non-financial in terwisthe quantity and timing of
production. The organisation set the indicatordight of the required services and
available budget and he Board of directors apprawedindicators after examining
them (Interviewee 11).

STC has a set of financial performance indicatarshsas: Internal Rate of Return
(IRR), Modified Internal Rate of Return (MIRR), Né&resent Value (NPV), and
Undiscounted Pay Back and Return on Investment YRO$TC also has other, non-
financial indicators, such as customer satisfacteord numbers of new subscriptions.
(STC documents, 2007).
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5.1.5.2External and Internal Audit:

Saudi companies are required to provide their trerstatements for an independent
and objective check; however the role and effentgs of external auditfsvary from
organisation to organisation for a number of reas@-Dehailan, 2004). The main
causes of differences are the nature of the orgamimss ownership as well as the

sources of finance.

As indicated earlier, STC had to spend a huge sumooey to open its accounts when
it was privatised. One of the main reasons for Wt the absence of auditing. Most
managers at STC pointed out that neglect of thé eald before privatisation had led to
the organisation being charged substantial sumsetoup new accounting opening

balances.

If we had had effective external and internal aoiif we would not have
had to spend such a huge amount of money settingewpaccounting
opening balances. Such a lack of information cdwdsle been avoided
(Interviewee 11)

Saudi Telecom has three different bodies for anglitiThe first is the independent
internal auditing department, second are two eateanditing firms and third is the
Audit Committee (see below).

The main job of the independent internal auditiegattment is to provide continuous
reports to the Audit Committee to which it is coatesl directly (and is above the
Finance Departmentjhe Audit Committee are members of the Board ot@wrs; its
remit is to be responsible for reviewing financigports.

The major work of the Committee is financially sopsing the work of top
management and the Finance Department before éwdythe final agreement from the
external auditors.

STC has selected competent audit firms to providein@ependent opinion on its

accounts’. The external auditors are accountable beforeeslérnal users for the

%6 Saudi Commercial Law forces companies to use ttereal auditing firms for auditing and approving
their financial statements.

27 STC has two auditing firms. The first one is ateinational firm, Price, Waterhouse & Coopers. The
second firm was Deloitte & Touche until 2007, ahdrt it has used Alomari & Co., a Saudi based firm.
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company’s financial statements. Their responsibisitto make sure that the company’s

financial statements present the financial situatibthe company fairfy.

Some managers showed their frustration at the walakof the Board of Directors in
general and in the Audit Committee in particularsénior manager blamed the Board

of Directors for some of the mistakes and contitazhs in managing the company:

| think that, in a company like Saudi Telecom, Wwhaas having a boom
time in terms of services and revenues, a highippsient Board of
Directors was needed to guarantee an adequate lefetorporate

governance. We received an adequate level of amtgnwithout a

sufficient level of accountability. To be honekg Board of Directors
was supposed to play a more effective role thap the. Unfortunately,

some of them were not able to perform their rofeatively and did not
want to leave it to the people who had that abiljigterviewee 12).

Further, most interviewees showed a notable lefebacern about the importance of
ensuring the quality and reliability of their ser@s. A senior manager in STC described

internal control practices as follows:

Our internal audit department receives high suppand is directly
linked to top management, especially the deputgigeat because of his
accounting background. We deal with and derive berfeom the
external auditor. We visit branches, prepare anntegorts about all
activities and give our recommendations. (Internae\g).

The above indicates that the high level of conceas due to top management’s
awareness of the importance of the role of intemalit. The internal auditors are
responsible for reviewing all the financial trarnsaes and reviewing the work of the
Financial Department in detail and reporting itthe Audit Committee in order to

obtain final approval from the external auditors.

5.1.5.3Capital Management and Investment Appraisal:

Before privatisation, if the company wanted to utale major new projects, it first had

to seek approval from the Ministry of Post and Tetemunications. If the Ministry

%8 saudi legal requirement for financial statemengsraquires fair presentation.
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approved the projects, further approval then haddosought from the MOF for
funding.

The problem here was that the process was very afain the end the MOF could
turn round and say ‘No’. In addition, since pugewere not effectively prioritised

there was a danger that it could approve one pfdrajat yet reject a more important one.

Since STC was privatised and therefore becamdsating, a more focused approach
has been followed in order to achieve specific goahd objectives. The new
methodology has ensured that projects, after fotigwthe internal approval process,
have a positive cash impact on the organisatiore faw approach is based on
commercial studies and the expected economic lenafid competitive advantages

gained. Interviewee 12 stated that:

Nowadays our approach has changed radically. The greater drive

to minimise project expenditure through re-negatiatfor prices with

vendors. There is improved support for justificataf projects including
cost benefit analysis. Budget discipline and thprapal process have
improved and only value adding projects are exetute

Most projects involve a multi-disciplinary approaethere each party contributes
according to their area of expertise. Accountanits @ngineers work together to look
for costs and benefits in the early stages of gpts proposal; accountants then take
full responsibility for financial evaluation andgsentation to decision makers. Once the
proposal is completed it is presented to the Mamage Committe® in the form of a
detailed written report and oral presentation. Ompproval by the Management
Committee has been given, the second stage iesepirit to the Board of Directors for

final approval.

Projects track a multi-level process that include®paration by the
sector, evaluation by finance, initial approval lke Management
Committee through to final approval from the Boaofl Directors.
(Interviewee, 7)

STC uses the Capital Asset Pricing Model to cateuthe Weighted Average
Cost of Capital (WACC). This rate provides STC wahminimum hurdle rate

% The Management Committee has members on the Bddbitectors. Those members were selected
based on their financial and engineering backgrsumtle main job of this Committee is to make sure o
the financial suitability of a new project.
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with which to evaluate projects. Only projects thateed the Weighted Average
Cost of Capital are accepted.
It is worth mentioning here that STC has a targeachieve 10% of its annual

profit from international investments by 261

5.1.6 External environment:

The MOF had the role of pre-auditiffgGovernment entities. SOEs were viewed as
separate legal entities. However, due to the actateti deficits in the country’s
budgets as well as in most SOEs, it found no befigon than centralising the accounts
of budget-supported organisations, collecting tmewenue in the Central Bank, and
providing them with their required budgets.

After privatisation, the situation in STC has chethgas it has more autonomy in its
accounts and revenue. However, as the Governméme isiggest shareholder in STC,
the MOF has to receive regular financial repofievertheless its role in dealing with

revenues and budgets no longer exists.

Before privatisation the only regulatory body tiia¢ company was dealing with was
the Ministry of Telecommunications. The Ministry svan fact running the company;
therefore it is difficult to say that it was regaddby the company as a regulatory body.
However, after privatisation and especially afténeo companies entered the Saudi
market, STC now deals with two regulatory bodidse Tirst is the Telecommunications
Agency, which is mainly concerned with providingr feompetition in the market. The
Agency usually requires frequent reports about eaehice provided by STC, but does
not require any detailed financial reports. Theosécregulatory body is the Saudi Stock
Agency. This agency aims to make sure that eaclliSaampany is following the
financial standards required by law and that fim@nstatements are presented to all

users in the correct way.

% The President of STC is quoted in a recent nevespiaperview of saying that in 2009 STC achieved
21% of its annual profit from international investm. (Aleqtesadyah newspaper, 20@%w.alegt.com

31 pre-audit meanasn examination of vouchers, contracts, etc., ireotd validate a transaction or a series
of transactions before they are paid for and resmbrd
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Results of the interview survey for STC revealeak tlmnost respondents were satisfied
with their organisation’s level of compliance wigiatutory obligations and internal
rules and regulation. In addition they believed tha statutory regulations were fair to
them and it did not prevent them from doing thely properly.

However, some felt that there were times whereethmsigations, especially to the
Telecommunications Agency, prevented the compamy foroviding certain profitable
services at the right time. The Agency is more eomed about fair markets and
occasionally will stop or delay STC from providicgrtain services in order to allow
another company to gain entry to the market. T$8se was the main concern for most
interviewees.

One of the interviewee expressed his concern as:

Yes, some times the Telecommunication Agency amsopy delaying
our services but if we look at the bigger pictutes for our benefit. This
action would provide competitors access to the etankhich will give
us the motivation to improve our own company’sqrenince.

If the Agency allowed us to do what we want noratbenpany would be
able enter to the Saudi market. We would monopdtisemarket.... In
the end it is good for us. (Interviewee 6)

5.1.7 Organisational Structure:

The Saudi Telecom sector was part of the Ministryf@lecommunications until the

Government decided to privatise the sector. Assaltef privatisation, the company
had to come up with a suitable structure to help ichieve its goals and objectives.
Since the sector was privatised in 1998, STC has kibrough three organisational

structure changes.

The first was immediately after the privatisationl©98 until 2002 (Figure 5.3) but was
only viewed as temporary since the company wasainsttion. This initial restructure
was not based on the goals and objectives of thgpany since it had not had enough

time to determine what they would be (Interviewég 1

148



However some interviewees did not consider it toabg kind of structural chang
arguirg that the difference amounted merely to changeshe names of son
positions?.

Figure 5.3Phase One of the STC Structu

Saudi Telecom Structure From 1998 to 2002

President

IT | Technical

Areas Affair Finance

Affair

Legal Affair |

Source/ STC classified documentations, 2

The structural second change took place betweeR 200 2007 (Figure 5.4). This w
based on the changes in the philosophy and visiadheocompany, which was nc
focussed on its product range (Data, LandlinesMahliles). At this stage the compa
was more concerned about maximising its service proxisits key objective was -
demonstrate to the Saudi customer base that iceeble of providing the most -to-

date service possible. (Interviewee ]

Figure 5.4 Phasewo of STC Structure

Saudi Telecom Structure From 2002 to 2007

President

Landlines Mobile Saudi Data

Shared Human Strategic International

Finance K N
Services T Networks Resource Planning Affairs

Sour@: STC Classified Documel, 2007.

Interviewee (11) was astute in his comments on Iprob facing the company aft

Phase Two changes:

%2 For example, before privatisation the Deputy Misisiccupied the position of Preside
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We had a tough time in adapting to the new 200Zctire, as there were
several obstacles. We suffered from the lack déar gicture of the top
management, we faced a lack of support from midti@agement as
they didn’t understand the purpose of the chang# @idn't provide us

with the information we needed. We faced lot edpte who didn’t

believe in the change and we suffered from peogle jst talked

without action.

From the above statement it is evident that the pooblem with the structural change
lay mainly with people who were against it. The pamy managed to solve this
problem by either changing the attitude of the pea@pncerned or changing personnel.
This will be discussed in next section.

The noticeable issue during that period of time wWas absence of competitors. The
absence of competition is an indication of the seafor changes leading to a phase
three restructure in 2007 (Figure 5.5).

When competitors entered the Saudi market STC wragd to act in order to continue
to attract more customers. It was forced to chaitgegoals and objectives and in
consequence had to restructure to achieve the mgectives. These were based on
“customer centricity”.

In the previous structure, the main three departsmen the company were related to
products but in the new structure the main thrggadements were related to customers
(Personal, Home, and Enterprises).
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Figure 5.5Phase Three of STC Structu
Saudi Telecom Structure 2007

Board

President
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Strategy’ Services?
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Personal Home Enterprise  Wholesale Network! IT Finance! Investment

Unit *

Business units Functional units

Source: STC Classified Documentation, 2

From the above, it is clear that STC has changestriticture based on the changes i
goals and objectives

Thus to summarise, the first change was as the aoypnoved from being
Government controlled organisation lacking credipiln the marktplace to one of
autonomy. Its aim was to attract and gain thet tofishe Saudi market and convin

customers that it was able to provide all the sewit needec

Changes in phases two and three were the resultoofpetition entering th
marketpl@e. The company had to maintain its competitivgeeahd continue to attra
new customers. However, the focus shifted fronrtalpc-based approach in phe

two to a market, i.e. customer base, in phases.

5.1.8 Changes in Culture

Before privatisation STC suffeed from two cultural issues. The first was
Governmenbased bureaucratic mentality; the second (internaBue was

predominantlyengineering mentalit
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As explained in point 5.1.4, STC faced employeeblenms when implementing the
BSC. During that time the company managed to cwevithe workforce that its
introduction as a measure was for positive evalnatf performance and not one
designed to allocate blame. However this was paly of the solution: it still needed
to change the mindset of its employees to ensureps@nce of any changes resulting

from its introduction.

A general manager described the situation regarti@grganisation’s cultural situation

as follows:

We had two main kinds of attitude problems: thst fone was a non-
business Governmental bureaucratic mentality Th&ude of those
people was that they believed that they were gtinget paid, and
promoted anyway so why should they bother thenselve

The second was with us, the engineering peoplewdhddn’t listen to
anyone else in the company and thought they uratetsbetter than
others and were always right. (Interviewee 1).

From the above it is evident that the company lbachtinge the culture of two kinds of
employees.

The first were front line employees who dealt diseavith customers and at the same
time suffered from the ‘governmental bureaucratentality’.

The second concerned employees whose attitudetedféioe internal organisation and

were suffering from both a ‘government bureauctaitnzl an ‘engineering’ mentality.

To solve these problems the company made a contiittan American compary
with offices in Turkey, the reasoning being thatilathindigenous Turks would have a
good understanding of the Arabic and Islamic mégtathey would also bring a
Western business approach to the situation.

The project was in two phases: the first was tadacha series of lectures, seminars and
workshops with front line employees into how besti¢al with customers.

The second was a long-term plan with both frore lmd inside employees. This long-

term plan entailed lectures, seminars, workshopsd, lang training courses outside

% This company was called Peppers & Rogers Grouppéts & Rogers Group is a management-
consulting firm, recognized as the world's leadimgthority and acknowledged thought leader on
customer-based strategies and underlying busimésatives. Founded in 1993 by Don Peppers and
Martha Rogers, Ph.D., Peppers & Rogers Group imgethe term 1tol® marketing to illustrate the
importance oftreating different customers differentland transformed the concepts into practical
methodologies driving financial results for compmnihttp://www.peppersandrogersgroup.com
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Saudi Arabia. The long-term plan was aimed at eygade who wanted change and were
selected by the consultants. If it was thought #mployees did not want to co-operate
with the new direction of the company they wereegtl a ‘Golden Cheque’, described
below.

The need for the change in the accounting systewedocultural change within the
company. One general manager described how crilntgaheed had been in changing
the organisation’s environment from one of beinghly bureaucratic to becoming more
autonomous.

He commented:

The establishment of new accounting systems wasatiin shifting the

culture from an engineering one with an emphasis mmysical

production, to a commercial one in which the empghass on markets
and finance and in which accountants, public relas personnel, and
marketing managers significantly increased theirwpo relative to

engineer. Also, a clear mission statement and abbes helped in
driving new definitions of roles and responsibégiso that meaningful
corporate plans, budgets, cost and performance ntepcould be

established. (Interviewee 14).

The move that STC took to change its organisatiangiure was costly and time
consuming. But the benefits that the company wekisg were ambitious and worth it.
A manager stated that:

We spent hundreds of millions on the culture projeevas so costly and
it took lot of time to be done. But we were hampyttiat as we managed
to change our employees’ attitude towards custopmmpetitors, and

the need to accept changes in a positive way. Tier oost we spent was
on getting rid of people who don't want to changéat was another

issue. (Interviewee, 6)

5.1.9 Human Resources Development and Reward Systems:

Before privatisation, STC’'s employees lacked anytivaton to be creative

(Interviewee 17). Since the company was parthef Government, employees were
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merely concerned with ‘getting the job done’ rathliban thinking about ways to

improve or add any new creative aspects to it:

As a government employee, your job was to follmers and rules that
came from the Ministry and to get the job done. Mimistry people
thought they were able to make plans and tell ybatwo do, you didn’t
tell them what to do. (Interviewee, 6).

A further issue was that employees would receiwar thalaries (and could even be
promoted) regardless of whether they achievedasgets. The result led to no clear
differentiation between those who were and wereduihg a good job. Reward and
advancement was based on two things: personakctans with high level company
or Ministry employees, and successful completioeest/ice at a designated level which

would lead to automatic promotion to the next grafleterviewee 1).

When STC was privatised, it was faced with two camnissues that impaired its
employee’s effectiveness and performance: ovemstpfind lack of qualifications.
However with autonomy came the ability to introdysesgrammes to reduce the
number of employees. As a result, STC, due tdotmn in its services and revenues,
has been able to encourage employees to take estitpment and attract new
competent employees by establishing what it catlesl “Golden Cheque System”.
Whilst this system has cost the company million®ofiars just to get rid of unwanted
employee¥' it has resulted in the company being able to redit& number of its
employees from 22,000 in 2001 to 17,000 in 2007he Target is to reach 12,000-
13,000 employees by 2011 (Interviewee 17).

On the issue of lack of qualifications, especidihancial and commercial, a general
manager explained how the company overcame thalgmo with the following

comment:

The lack of management in-depth knowledge and mexmper with
financial and commercial aspects resulted in thdiag of financial and
commercial expertise to top management and to #ekisg of direct
help from external experts. Without the help ofstidtancy companies it
would have been difficult to achieve the changethencompany. They
made an essential contribution in smoothing thenglegprocesses and in
helping to adopt new accounting practices. Alsdraating competent

3 Unwanted employees is a term used by an intendewvwenber 17 to describe the kind of unqualified,
resisting changes, and governmental mentality eyepio.
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people from the private sector was very importaspecially in finance,
accounting and commerce, because consultants needepetent people
to g)ée able to understand and implement the newesgst(Interviewee
11)

Some managers expressed the view that the radiaabe processes were more difficult
and took more time because the appointment of tapagement had been based on
engineering rather than financial and commerciabWkedge and experience. The

majority of managers indicated a significant insean the power and influence of

accountant® during the process of privatisation. A general at@t gave the reason for

the high demand for competent accountants anddherale played by accounting. He

stated that:

After privatisation, without sufficient quality orimation and adequate
accounting systems, it would have been difficulthtwe a common
language of communication. The roles of accounang accountants
were changed tremendously in order to facilitate tpolitical and

organisational change. This was not only throudte ttechnical

provision of information necessary for the partiegolved to complete
transactions but by changing perceptions and sgttihe power of
accountability. The number of qualified accountagrsployed increased
substantially and most of them came from the comialegrivate sector.

(Interviewee 11).

Dramatic changes have also been made to the Bbédddextors. Before privatisation
almost 90% was comprised of engineers (IntervielvEe now most members have

financial and commercial backgrounds (Table 5.1).

Table 5.1 Qualification of Board of Directors Meenb on STC.

Qualification for the member of Board of Directans STC

Number Qualifications

1 B.A in Economics in 1979, MSC in Economics in 198hD in Economics 1986.
The Director of the Saudi Monetary Agency.

2 M.A in Public Administration. Governor of PubRension Agency

% 1t was obvious from looking at the CVs of most pleowho work now in the company that they were
attracted to join the company in recent years. ddrapany made radical changes in the people working
in the finance department and top management bath@89-2003.

% From 1970s to 1990s, Saudi culture valued engimgeand gave it high social respect and high
income. Based on the nature of the then Governme@utals to establish new infrastructures the focus
was on engineering.

155



3 B.A in Finance. MSc in Accountancy. The DeputyRifiance Ministry for Budget

and Planning.

4 M.A in Finance, MBA,

5 Deputy Director General of Technical Affairs &fdnmation in Saudi Customs,
Ministry of Finance. BA, MSc, PhD in Information dtenology.

6 Business Man, B.A, and M.A in Engineering andiBess Management.

7 Business Man, B.A; MSc; and PhD in Accountancy.

8 M.A, and MSc in Telecommunication Engineering.

9 B.A and MSc in financial Accounting.

Source: STC documentations 2008.

One of the main issues in STC is the evaluationtfemployees’ performance. It
distinguishes between two levels of employees,, \ttzose on grade 12 and above
(middle and top management) and those under gradgolver management). Each
level has two main performance evaluation india{®Els) based on the nature of the

work.

The first PEI is entitled “Achievement of Objects/eand is applied in a similar way to
both levels of employees. This contains finanaialktomer, and learning and growth

objectives according to the managerial level anidreaof work.

The second is based on “Competencies”. Managergratie 12 and above have 10
indicators as follows: leadership, functional kiedge, team working, communication,
planning, commercial awareness, problem solvingrpa@te relationship, time
management and customer focus.

Competencies for those under grade 12 are dividiedtwo sets, the first being “Core
Competencies”: functional knowledge, team workiosgstomer focus, commitment,
quality and accuracy, time keeping and attendaand, asset management and care.
Inability to achieve acceptable grades in thesasaceuld lead to loss of job.

The second set are “Optional Competencies”, coimigitme 10 indicators of the top and
middle managers competencies to which is addedetyBalf lower grade management
employees manage to achieve three or more of thenap competencies they will be
entitled to attend company “Leadership TraininggPammes”.

It is noticeable from the above that STC used B&€valuate its employees.
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Another interesting issue on STC is the loyaltyitefemployees. A general manager
stated that:

We make a contract with a neutral party to studg tbyalty of our
employees every year. The aim is to find out whatlsl we provide as
bonuses for our employees. We are in a competitenket; if we don't
keep our good employees we might lose them. Apmart bonuses we
sometimes provide them with financial facilitideelzero rate loans and
scholarships for them or their kids to study abrogdudterviewee, 17).

It was obvious that the majority of managers inemed believed that privatisation
would encourage employees to perform well and d¢ghean rewards based on their

individual performance.

5.2 Changes in SEC’s Management Accounting Control Sysims

The previous section discussed the changes thaehad in Management Accounting
Control Systems in the first company in the stu8YC). The following sections will
explore the changes in these same systems withisdbond company in the study —
Saudi Electric Company (SEC).

5.2.1 Changes in Planning:

Although SEC has moved towards privatisation, whiskates pressure to meet targets
for financial performance and reliability of seregcand to ensure resources are used as
efficiently as possible, it is still considered abjpc service provider committed to
continuing to provide its services at a consistamil affordable price (Al-Dehailan,
2004). The majority of managers interviewed sutggeshat privatisation could help
eliminate non-commercial objectives and make mamagé more aggressive and
focused on developing new business initiatives. elew, most maintained that the
company could not operate effectively without hgvanreasonable level of autonomy
in its budget setting and decision making procedsa&gng clear plans and objectives,
developing a cost accounting system, enhancingrake of internal auditing, and

157



motivating the role of the Board of Directors tohewe financial and non-financial

performance accountability (Interviewees B, C, [d &i).

They stressed the need for an integrated informatystem to achieve a timely, reliable
and relevant information system. All intervieweesifrmed that SEC still doesn’t have
enough autonomy in setting its goals and objectiltestill operates under Government
objectives and plans, the majority of which areeldlasn social rather than commercial
factors. Interviewees B and C also commented wWiatst SEC might sometimes
propose changes or suggest new objectives they stdkesubject to Government

(Ministry of Electricity) approval.

5.2.2 The budgetary process:

Although the budgetary process at SEC is similath® process at STC two main
differences occur in the preparation and approleagjes.

First, the goals and objectives come mainly fronmistry of Electricity, especially for
new projects. On the basis of objectives SEC thas to prepare its own detailed
objectives and from there prepare its budget gundsl The budget for SEC has to have
a full recommendation from the Budget CommitteehimitSEC. The President and
Chief Accountant meet with the Board of Directayptesent the budget, which is then
discussed by the Board and approved.

After gaining approval from the Board of Directoiise President and Chief Accountant
then seek approval from the Ministry of Electricégd the Ministry of Finance. This
involves meeting the Deputy Minister and his teamd aresenting and defending the
budget, and this is the second difference frompitoeess at STC. The approval of the
two ministries legitimates the budget and creatdsgal implication that binds the

organisation.

The big involvement of Government at SEC’s budgppraval stage shows the
limitations of SEC’s autonomy in relation to itsdget since one of the Ministries may
disagree with any part of the budget and changdntaddition the Government will
fund some of projects even if they are not comnadlycprofitable.
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5.2.3 Costing Systems:

The aim of the current traditional cost system feamployed in SEC was not to
achieve financial accountability but to monitor ogg@ns and production. A manager

described the current costing system in the folhgnway:

The current cost system could be described as ggtgd information
since we have three major activities: generatinggnsmission and
distribution, each one being considered as a cestre that has sub-cost
centres. It is difficult to compare costs and difemess or benefits
because it is an aggregated system. The detailsitnegist in the
technical departments. You can tell from the higlintenance expenses
that there is a low awareness of cost benefit ost ceffectiveness,
because technical people are more concerned witttingethe level of
production with a specific quality of services ammhtinuity. (Interviewee
C).

SEC has not adopted the Activity-Based-Cost sysanhis still using the traditional
cost system. SEC faced difficulty directing ando@diting its expenditures between

activities to rationalise its expenditure and diecis as indicated by the same manager:

It is difficult to rationalise expenditure withobaving a good cost system
and knowing how high some costs are and what d¢desss The current
system does not distinguish, so any reductionnatilbe logical. Frankly
speaking, the current accounting system is justuabevenues and
expenditures and the expenditures are not entirebyrect. The
information system is ambiguous and the currentliases are not
accurate. For example, it is difficult to obtain accurate cost for any
product or service. In the absence of accurate d#tarefore, it is
difficult to reach an adequate decision. (IntervesnC).

From the above statement it can be said that therducosting system is geared to
aggregate measurement, doesn’t disaggregate amnefaitee fails to provide useful

internal information.

A manager gave an illustration of the lack of aditian costs, not only in overheads but

also in material and labour costs:

The cost system should help to provide aggregatddrmation.

However, it cannot provide accurate information &mhieving adequate
costing and pricing. It is a traditional system atiere is no incentive to
develop it because | don't think it will be usedaasaccountability tool.
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The variation in the allocation of material costengetimes comes from
an inaccurate direction in the transaction when ngeord the accounts.
It is the same for labour costs, if the cost certas, for example 15
employees when we examine the centre we may firelonéess. So the
cost system is an aggregated system not a detsyistgm. (Interviewee
C).

The inaccurate allocation of cost was a big issuSBEC. Most senior managers in the
company expressed the need to develop their oldsyssem by adopting an Activity

Based Costing system (ABC) to provide adequatescespecially with the new trend

towards commercialisation and competition.

The feeling was that the organisation had to becmmee concerned about determining
adequate costs and prices in order to ascertainrhogh it has to spend to provide
services in a commercially oriented environment atiltl achieve an adequate profit
margin.

The pricing policy in SEC is one of the main reastimat the company does not pay

much attention to cost systethsOne manager commented that:

The company receives a list of the prices for #rgises that it provides
from the Government; the prices do not always cawer cost and
sometimes they are not even close - so what differes a new costing
system going to make? Whatever we say to Goverrtheegbst is, they
believe us, and they cover it for us, so why showkl change?
(Interviewee A).

The above statement confirms that since SEC ha®miwol over pricing its services, it
has become irrelevant for it to know the accuratst of its services. This is because it
knows the Government will cover the difference. rEtiere, it is obvious that there is a

lack of motivation on SEC to change its costingeys

However, one manager at SEC revealed the increasmgunt of attention the
organisation’s President is paying to the need eterthine the cost of providing

services:

Our President is highly concerned about the cosprolviding services.
We have established a new department to monitaicgeand costs for

3" The Saudi government has full control over priaifighe electricity service in the country for piwial
and social reasons.
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every project; in the near future the private sestdl be encouraged to
come and build, operate and own the new projectsva@ will buy and

distribute their electricity production; thereforé,is necessary to know
how much it costs us to provide these servicesrderoto pay a

reasonable price to private providers. (Interviewee

The above statement shows how competition is likelymotivate the company to

change.

The above practices reveal the very small impacoanting information has on
internal decision-making in SEC because it cannotide a useful database for pricing
and other managerial decisions. The current costesy could be classified as
underdeveloped or inefficient. The lack of avai@isiformation and low contribution of
management accounting to quality information pnawis scientific management and
cost techniques, could be a result of the low inge attached to accounting
information, because line managers are more coederabout meeting the
specifications for their products, mainly in termiscompletion dates and improving
production efficiency.

Financial implications tend to be ignored becausthe lack of cost information on a
systematic basis. The suggested logical reasonsh&drare: the domination of the
company by engineers, lack of competition whichuced the need to change, and the

involvement of Government and its readiness to ideowhatever cash is needed.

5.2.4 Implementation of the Balanced Scorecard:

At the Saudi Electricity Company (SEC), the BSCdnet exist. Interestingly, out of 8
people from different management levels, mostlyhim financial department, only one
person could answer the question about BSC witheking to have BSC explained to
him. That person was the only interviewee who hadked in a totally private company
before working at SEC. He was fairly new to SE@ & was obvious from his point of
view, that the others still had a public sector takty, leading to a rejection of the need
for innovation and vision, the need to compete vathers, the ability to make quick
changes and adjustments, and a desire merely lawfarders. The interviewee who
could identify the meaning of BSC said that thesogafor not applying BSC, which he

thinks would be very useful for the company, was:
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... Yes SEC is a public listed company and constlaas a private

company, but in reality and based on the way mamage in the company
operates, we are still a sort of public owned epitise.... We cannot apply
BSC because first, the top management won't ureteast, second it will

conflict with the Government way of running the pany... BSC is a
system for the whole company and if you want waveok properly you

should apply it in every department starting froap tmanagement; it
requires lots of strong leadership and huge papition by top

management and the problem is that these peofiléatie a public sector
mentality. (Interviewee G)

From the above, it can be argued that SEC has te madical changes in the
nature of top managers and the culture of its eyg@s. In addition, Government
has to give the company more autonomy in its psdi@and open the electricity

market up to competition.

However, interviewee G mentioned that although @epsal had been made by
one consultant to apply BSC to the company heratiintained it would not work

because of the aforementioned reasons

5.2.5 Changes in accounting policies and accountability:

According to the IFAC (1989), state-owned enteg®isshould operate reporting
systems consistent with accrual based and otheergén accepted accounting
principles. However, although SOEs are supposedintplement accrual based
accounting, they are not homogenous, since someastebased accounting and others
follow accrual based accounting, depending on ¢lgallrequirements and enforcement

of implementation (Ruffing, 1993).

Before privatisation, SEC, as with STC, was requite fulfil and submit its reports
based on cash based accounting systems by the WOFér to supply its services

within budgeted appropriations.

% In early 2010 the company announced a plan folyagpBSC. They stated that they would start in the
Human Resources Department as a Phase 1. Phasgowo be in the Generating, Transformation,
Distribution, and Customer departments. Phase Tlwméd be Regulatory, Internal Audit, and Finance
departments. Phase four would be Top Managemerd. pliin would be completed by 2014; the
programme contained workshops and training days.
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Nevertheless, as a result of privatisation, SE@ngkd from cash based to accrual
based accounting in 2002. The change from casin taccrual basis in SEC has had a
radical impact because the lack of asset valuesreathblishing the opening balance
sheet difficult.

Some managers revealed that the East regional ecgmped the process of
consolidation because it maintained its accountiagprds with more reliable and
informative accounting systems than the other con@sa The more informative
systems in the East regional company were posdildyto the nature of its ownership,
since the Saudi Arabian Oil Company (Aramco) owadugh percentage (41.12%) of
the company.

Nevertheless, the Saudi Electricity Company faeagef valuation problems than the
Telecoms Company because the six small and thenfiaur regional companies (East,
West, Central, and South) had maintained their @toaog records using accrual based
accounting in accordance with National Accountirtgn8ard®’. However, the small

projects that were under the governance of thetiiddég Enterprise had used cash
based accounting which presented difficulties dukac¢k of accounting records for their
assets. During the consolidation period, the neetasof these small projects were
valued by a national accounting firm at almost SRHillion, which represented only a

small portion of the company’s total assets (SRi8idn).

Although these ten regional companies prepared #oeounting using the commercial
accounting system, and their accounts were subjéctendependent audit, Government
ownership influenced their accounting practicexesithey were required to follow
accounting policies advocated by the parent Mipigthe Ministry of Industry and

Electricity, now Ministry of Water and Electricity) Comment from Interviewee D, a

general manager:

Although we used to follow Saudi Accounting Stadsland choose our
accounting policies from these standards, sometwign we sent our
accounts to the Ministry it would force us to changpme accounts,
especially if we had high operating expenses. luld/oask us to
capitalise them to reduce losses but now, after tessation of
Government subsidies, | think intervention from Mimistry will also

% saudi Commercial Law requires the use for Natigx@ounting Standards.
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stop and new harmonisation of accounting policidshelp us to present
our accounts more fairly. (Interviewee D)

The above statement clarifies the role that Goveminwas playing in SEC by the
politicisation of accounts. The involvement of piclans in the accounts of SEC could
be viewed as one of the reasons the Saudi govetnmade the move towards

privatisation.

Moreover, the ten companies’ accounts were coreelitd without asset valuations,
causing possible major problems in the future bseaof unfair asset values. One

manager pointed this out:

Merging all the accounts of these companies inte set of financial

statements without valuation of their assets isagomissue that has to be
solved because of the inaccurate historical coststh® previous

accounts. Moreover, this company has its stocktherstock market and
accounts are supposed to be presented in a reliabdecredible way to
investors in this company. (Interviewee A)

As it was the case in STC before privatisation (S8é24), SEC has huge accounts
receivables. There are two possible reasons far {f)ahe lack of collection, (ii) the
nature of their main customers, since it has tovipge its services to other
Governmental ministries and their departments,spetial people” regardless of their

ability or intention to pay.

From a purely commercial point of view, this cowddriously impair its ability to
finance or update some of its assets and systemdsachieve its planned or desired
objectives. However SEC overcomes this problem ibgnting its projects from
Government funds.

In the case of bill collection SEC has no auton@syit has to follow the Government
system and orders. The problem is that whilst SEConsidered a private company,
when it comes to cash the MOF considers it to G@@ernment asset.

Besides the huge accounts receivable, SEC alsbiuges accounts payable because it
receives fuel and oil from the Government owned gamy, Aramco. It is obvious that

SEC has a huge debt. The fuel bill and certainrotbetractors cause this debt. The
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only logical reason for that is that SEC uses thellpge of being the only company
that supplies a very important service (electrjcity

Also the main debtor is a Government owned comgangmco) and, as explained by
senior managers, this is a serious issue that @dhmukolved before any further action
towards reforrf’,

SEC not only has more than SR 14 billion accouatgple, including SR 6.7 billion
and SR 5 billion for Aramco and contractors respeby, it still uses the old tariff for
fuel which is cheaper than the new tariff. Acdogdto the new tariff, an additional SR
4.7 billion would be added to the accounts payd#blsed (Electricity Annual Report,
2006).

Furthermore, SEC has a shortage of quality accogmtiformation that is attributed by
one senior manager (Interviewee C) to the inabtbtyipdate their current accounting
system and lack of an integrated IT system thatlavbelp to provide reliable internal
reports. Another senior manager (Interviewee EXiocoed differences in information
provided by many related departments’ internal resp@nd also the weakness of other
systems, such as costing and warehousing.

SEC needs to improve the quality of its informatiprovision; maintenance and
warehouse systems need greater control in termsositf benefit and effectiveness,
especially with the trend towards increasing conumésation and the ready
availability of qualified engineers.

Although SEC has no difficulty in acquiring andratting qualified people, it still has
inefficient management and cost accounting systamh are very important for
determining accurate costs of providing servicasipnalising costs, providing clear
justification for the provision of services belowsts, and facing potential competition

(Interviewee C).

An accountant at SEC expressed his concern abewtdhrehouse system, stating:

In a sector like the electricity business, warelgoiiems worth millions
should be accurately monitored. Unfortunately, w#l sise the old

system and whereas most or maybe all the othetrieigc companies

have been updated with new systems because theyabaut costs, we
are providing the service, which is the main con¢avhatever it costs.
(Interviewee F).

“*There is a proposal about dividing the company thtee different companies: production,
transmission, and distribution and also allowingpetition.
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Another problem, which should be noted at SECh# it is not always possible to
obtain sufficient information because of (i) thecdaof communication between
departments and (ii) the fact that more use is nohamgineering reports than those of
the accounting department (which would more acelyateflect transactions and
events).

One manager commented on the lack of communicdtieimveen departments as

follows:

The engineering staffs are the people who prowgeitformation upon
which top management decisions are made and tl@de department
just records what has been done. (Interviewee E).

Some managers expressed their frustration at thveeferm because they considered it
a temporary solution to the poor performance ofwheak companies. They revealed
that the Government had asked the stronger congpamitake over the weaker ones,
which could subsequently lead to the stronger hgyimto weaker.

One manager expressed his concerns with the cynrepbsed mergers as follows:

Now the government has not only stopped subsidiekds also merged
its General Electricity Company (GEC) projects withe six small

companies and the four regional companies. While tegional

companies complained of a lack of autonomy, finamoeentives and
poor performance and effectiveness, which impatred motivation of
management to act commercially, small companie® warse and the
GEC needed radical accounting and managerial chang&heir

employees also complained about low salaries amefits. Therefore,
the recent reform is not an easy task. It needarcksion to achieve
successful reform because, without adequate autgnsufficient power
of collection, clear planning, and reliable infortian, the new

consolidated company would possibly collapse. difscult to serve for

SO0 many years and then see your salaries and eneftrease. With the
current situation, restructuring the companies mhaystrate some
employees in terms of their salaries and benefitsheir positions

(Interviewee B).

Another further manager explained the previous @ctiog practices of the GEC

projects as follows:
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The former GEC projects did not maintain their asctng records
based on an accrual accounting basis nor did theweha cost
accounting system. We faced difficulties in implgmg our accounting
systems there because of the lack of its finan@alployees’
gualifications so we convinced some of our stafivtok there and train
their employees. A national accounting firm valueeéir assets. The
result of the valuation was less than SR 1.2 m#liovhich represents a
small proportion of the total assets of the cordaited companies (SR 90
billions). Also, the net assets of the former smak companies, based on
their audited financial statements, representedy@ltiny proportion of
the company’s capital, no more than 0.16%. Howeversome or
perhaps all regional companies needed serious dpweént in cost and
managerial accounting, the others definitely needmtical accounting
change. (Interviewee D).

Some managers did not consider the merger witlsrsiall companies and the GEC a
major concern because of the minor impact of tisetasof these companies on the total
assets of the Saudi Electricity Company. Howevey tthd express their concern about
the reliability of the previous regional companidisiancial statements because they
were consolidated without asset valuation. A gdnmaemager explained his concern in

the comment below:

The process of reform jumped to harmonising thepeomes’ accounting
policies and procedures without stopping at the ganmes’ assets, which
seriously needed to be devalued. The adoptionwfateounting policies
that were not followed by the former 10 companesulted in making
non-recurring adjustments of more than SR 2 billi@echnical asset
valuation should have taken place so that the tesul the financial
statement were fairly presented. Before consolaatand due to the
yearly deficits, sometimes we were forced to cipdasome operating
expenses in order to reduce yearly deficits. Tleegffigures were
unreliable and could have led to inappropriate demns, whether for the
short or long term. Also, whilst the amounts of rekain the Centre
Region Companies were double the East Region Complaey had a
lower level of reliable accounting information tham the East Region
Company, which raised further concerns”. (IntervesaC).

The above comment provides evidence that elegtrammpanies had been forced to
adopt income increasing accounting procedures duces the level of deficits by
deferring current expenditures to the future. Tgossibly resulted from either the high
degree of freedom allowed by existing accountiramdards to choose the accounting
policies that promoted the company’'s best interests from weak pressure to
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implement the accounting standards since the Gawenhdid not want to show that its

enterprise was making big losses.

SEC is now required to have its financial statemertrtified by an independent
professional auditor. The Finance Department iparsible for preparing these annual

statements as indicated by an accountant at SEC.:

We, in the finance department, prepare the findrat@tements and send
them to the President and his deputies. They go ttreen so they are
ready for the Board of Directors. (Interviewee F).

The interviews showed that one of the big issuesSHC is the weak role and
ineffectiveness of its Board of Directors to enlanerganisational performance,
planning and control. This weakness is the reduttany factors, including
(1) A lack of relevant qualifications, which results members’ inability to
make clear, rational decisions (members are chdmses®ed on trust or
specialist knowledge and experience as old govemhrmemployees);
inadequate autonomy; and
(i) Lack of accurate information and insufficient atten paid to costs, since
cost awareness does not seem to go beyond thetsimrtbecause of
inadequate accounting systems which provide urfdelianformation and

impede effective control, pricing and planning.

Some interviewees suggested that lack of sufficieternal and external control also
contributed to the Board of Directors’ ineffectiwmss".

Interviews also showed a lack of autonomy in teagricing. SEC does not have any
level of independence on the issue of pricing &QGbuncil of Ministers decides the
price of services. If the price does not coverdabst, the Government makes it up and

pays the difference.

“ The Board of Directors had major changes to itsnber profile in late 2009 when most of old
members left the Board and were replaced by othalifeed, experienced members. However most of
the new Directors are still engineers.
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The interviews showed that SEC had a quite gooel le¥ freedom in terms of
generating adequate financial resources for bo#inabions and capital expenditure, due
to being able to borrow and retain income.

However, although SEC dominates the market by diogia monopoly service, it also
has to provide its services to local governmentictwteads to difficulty in collecting
accounts receivable, so it lacks cash.

Furthermore, although it retains its huge income ases it to recover its expenses, this
requires a sufficient degree of cash managemenerms of short and long run

investment and a good sense of cost allocations.

A group of senior managers in SEC (Interviewee€ B D) expressed their concern

about virement. They attributed the high transfetwleen expenditure headings as
planned in the budget to the organisation’s lacklahning, clear vision and objectives.

Most managers expressed their concern about hggt agintenance expenses, which
they mainly attributed to MOF not requiring an etfee budgeting system.

In SEC, in order to convince current and potentigestors about the company’s new
plan, some managers expressed the need for soffiaigonomy over collection and
pricing, as well as adequate accounting systenisataurately reflected the cost of
providing the services. They revealed some frustmatabout the company’s future
because the current situation is unclear. Someheintstressed that reforming the
electricity companies needed more effort than tetex because electricity would not
experience the same boom in services and revennolessuthe government was
courageous and made huge investments, not onlghtanee the current infrastructure
but also to ensure more advanced quality informat@ achieve sufficient planning,

control, and performance accountability.

The SEC prepares its financial statements accoitdir§audi Professional Accounting
Standards’ requirements; therefore the contenttsdinancial statements are uniform.
It is easy to obtain the annual reports of the camyp

A general manager in SEC stated:

For internal purposes, we also have internal repditat include more
detailed information about the production and costsevery plant. In
fact, most of the day-to-day problems are technibalvever, they are
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not presented in the financial report because of tkack of

communication and the wide gap between the findepartment and the
technical or engineering departments. Although ¢joite confident that
technical people care about the quality of prodotiand could provide
sufficient information for efficient and effectidecision-making, in the
financial department we don’t see the informatiordetail to assess its
rationale, we just record aggregated informationheT technical

department determines the needs and after the acsthave taken place
we just record. Why that expenditure took placahat asset has been
disposed of, we are the last people to know thears (Interviewee D).

From the above, it seems that engineers or tednmi@aagers are the main sources and
users of the information and reports are presentedgregated form without any basic
disclosure of the techniques used to provide thigrmation, especially to determine
and allocate costs.

Nevertheless, its ability to attract highly competengineers, who supposedly have
adequate qualifications and knowledge of highlyhitécal methods, should help to
reduce the risk of providing unreliable and irrelevvinformation.

This issue was noted in STC before privatisatiod atill exists in the SEC, where
engineers are usually the ones who lead. In additiee above statement casts light on
the weak relationship between the finance depattmeone side and top managers and
the technical department on the other. It alseats/that the Finance Department has

no real and obvious management accounting role.

A general manager in SEC expressed a very intagestiew of the Financial

Department as follows:

The most important issue in our organisation iatbieve the production
target and to make sure there are no obstructiomsmieeting this.
Financial issues should remain the concern of thanfce department. Its
role is to keep records of our transactions at ¢inel of the year. They do
not understand the core business, the productisuess, so why do they
want to participate in something they don’t knowythimg about?

As for the control issues, these should be our afeancern because we
know our work better than others. (Interviewee 1)

These remarks highlight the fact that some lineagars view accounting merely as the
documentation of historical data. Managers witlinalar view to that expressed above

may in fact be concerned about loss of power bywnatlg low level personnel or other
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departments to monitor the economy, efficiency effiectiveness of their units’ day to
day operations, production or maintenance.

Surprisingly, some also do not recognise the vald@ed of independent control, and
using cost awareness in addition to productionetatgrhey are the ones who determine
spare part specifications and methods of maintendre the budget needed. But who
oversees the accuracy of their demands, theirfoqpadions, etc.?

A completely integrated information system is regdito achieve sufficient control and

performance accountability.

The ten electricity companies had a good recorgre$enting reliable annual reports
using the commercial accounting system, since thdgpted Saudi accounting
standards, which made issuance of the annual refiertconsolidation of the electricity
enterprises’ projects much easier.

SEC'’s financial statements may now show more gualformation because at present
it is partly privatised, i.e. it has investors aslivas creditors that need to be satisfied
with the information they obtain to evaluate thempany’ performance and for
comparative purposes.

The issue of concern in SEC is the accuracy ofittaacial position as well as financial
performance because of weak cost determinationaflodation, which may result in

inaccurate valuation of assets.

It was noticeable in SEC that there was undue delahe reporting of its financial
statemenf€ which might have impaired their relevance. Thisyrbe because it is a
partly state-owned enterprise and operates witlamyt competition and as a result
external pressure is insufficient to motivate thevgsion of timely financial statements.
Moreover, its information is insufficiently accueatbecause the cost accounting system
Is inadequate. It is supposed to provide raw infdrom for the accounts, but fails to do
so because departments’ internal reports are dliffio integrate financially as they are
mainly technical. This reduces confidence in depantal results, leading to possible
bias in financial statements.

Additionally, as a result of inaccurate informatiand delays in passing on information

between the various departments of the organisatiois not untypical for senior

42 For example, financial statements for 2005 wepgayed and released mid May 2006, those for 2006
were approved and published early June 2007, g@@&ments were approved and published mid May
2008.
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financial managers to use their intuition and judgats when information is requested

by external parties as an accountant disclosed:

To be honest, in some situations, we have no atiequay except using
guesswork, shortcuts, making approximations ande-af#thumb
assessment to meet information demands. (Interei€&ye

A manager in SEC pointed to the inconsistency betvannual reports as follows:

As regards timing, we prepare the annual reportdsbhen the rules and
regulations of the MOF or the governmental accaunmtsystem, and
within the three months after the year-end. Theroercial accounts
need another three months to adjust the fixed as3é&e results will, of
course, be late which may raise doubts about thesefulness for
decision-makers and their purpose for the BoardDafectors. It is
difficult to compare annual reports; especially basased ones, because
there is no consistency between current and passyé@nterviewee E).

5.2.5.1Performance Evaluation:

Interviewee (B) stated that SEC had an acceptabtéonmance indicators system,
which had been adopted in the East regional compgadowever, this system needed to
be integrated and improved by using more reliabfermation derived from a more
adequate cost accounting system.

The difficulty of setting and developing financ@@rformance indicators appeared more
clearly in SEC for a number of reasons, such asceommercial objectives, lack of
incentives, and lack of control.

A senior manager (Interviewee E) at the SEC comdrinis when he complained about
the company’s failure to set performance indicatora clear format, which impeded
effective examination of its performance. The compia most cases used estimates or
budget reports, such as expenditure reports, salesrts, estimated revenues, and
inventory reports, as performance indicators. Msgryior managers confirmed this.

One manager described his organisation’s performantticators as follows:

The way we look at performance indicators is byléwvel of use of some
or the entire budget- the percentage for every antdf our spending is
just below the budget this is considered a good.siRut on the other
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hand, the new level of spending will be our actspending level.
(Interviewee B).

The frustration expressed in the above points & lf#tk of an adequate budgeting
system to help achieve the organisational objestiverationalising expenditure and
obtaining sufficient control and accountability.elburrent budgeting system may thus
de-motivate top managers and hold back their effofbok for new ideas that could
increase their revenues. It is clear from the absiaement that the main KPI is

comparison of actual against budgets which meansf kinancial indicators are used.

The overwhelming majority of managers reported fioancial indicators, e.g. the

number of new subscribers, were very importantctoeving their objectives. However,

this high concern was not combined with cost bérefieven cost effectiveness, since
most admitted these targets needed to be improwved campared with suitable

benchmarks, which took into account the environaecitcumstances and the culture
of customers.

The majority of managers (Interviewees B, C, D,cBinmented on the difficulty of

using an international benchmark because of theiapenvironment and climatic

conditions of Saudi Arabia and also the lack ofoaotny that held back any

development.

The above suggests that the SEC had an awarenegerimirmance indicators,

especially non-financial indicators, in terms oé tQuantity and timing of production

and also more financial indicators in terms of nmggthe budget.

Although they provided justification for their cemnt practices, interviewees from SEC
did not confirm current-reporting practices saédfitheir own needs and provided
trustworthy information, whether for future requitents and trends or the present
situation.

Thus reporting systems within SEC suffer from twworsfalls. First, the kind of
information that is used, which is mainly enginagrbased, containing much technical
detail without providing enough financial informati This could be due to the lack of
accounting techniques, and the nature of costiatgsys in use.

Secondly, the natures of internal users who are n@magers are mainly in SEC
engineers who primarily ask for technical enginegrinformation. At the same time
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Government related personnel tend only to focupromiding services within technical

specifications and within predetermined financledvaances.

5.2.5.2External and Internal Auditor:

Saudi Commercial Law requires that companies use éxternal auditing firms for
auditing and approving company financial stateme®SC has two private Saudi
auditing firms and an Auditing CommitfEeresponsible for reviewing and approving

the financial statements before they are takehaeekternal auditors.

In addition, since SEC has considerable governraleateholdings, the GAB (General
Audit Bureau) has a role and control over the campdhe majority of managers in
SEC expressed dissatisfaction with the ineffectegsnof the GAB'’s role and control
over the companies: GAB auditors failed to see m@joblems because they lacked an
overall picture of an organisation’s practices aheir role and its employees’
qualifications are limited (Interviewees A, B, D).E

The GAB’s audit is considered a documentary or llegalit since it only looks at
statutory issues. As a governmental unit, GAB ddfgc suffer from a number of
shortcomings, including lack of incentives, inetfee independence, weak training, and
the civil service salary system, which possibly kexes the Bureau’s ability to attract

the best, most competent new staff (Interviewedldg Alkhail, 2001).

5.2.5.3Capital Expenditure Management and Investment Apgka

SEC was a state-owned enterprise following thesrud@d orders of the Saudi
Government. Before privatisation SEC had no autgntmnmanage its capital or its
investment, but once it was privatised it becanpadly self-funding company. SEC
can now look for new projects but whilst it has egio autonomy to decide suitable
projects, it still has to gain ultimate approvabrfr Government. Usually the
Government will not reject any project proposalass! the project is going to be based
outside of the country. This is deemed to be fotitigal reasons’. (Interviewee A).

3 The Committee members are part of the Board afdBars.
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One manager (Interviewee B) stated that the mgjofiSEC projects proposed directly
and sometimes indirectly by the government weresémial reasons. He mentioned that
the government sometimes asked the company toda®arvices to certain areas that
led the company to raise the need for new projextextend its ability to meet the
required services.

It can be argued that some projects that SEC ademed have had no positive cash
impact on the organisation since they were proptsetthe Government to serve some
social, non-profitable areas.

An interviewee summed up the difficulty that SECdavith any new project:

The problem with the electricity sector is thaiwvery related to politics
SO0 once you want to make any move you have to r@rgparself to face
not only other companies but also maybe other Gowents. We have a
proposal for a project in another Arab country, yeprofitable, and it
will help the company but now the negotiation isthe hands of the
Saudi Government with that country. All what we danis wait, maybe
we will do it and may we won't. (Interviewee, B).

All new proposed projects involve the much-needepedise of both engineers and
accountants in SEC. Together engineers and atansriook for costs and benefits in
the early stages of a project’'s proposal. Thenetigineers take full responsibility to
convince the Board of Directors through the Head tloé related department
(Generation, Transmission, and Distribution). Otiee Board of Directors approve the
new project, the head of the Board and the Presmfethe company and the Executive
Vice President for the related department havake the new project to the Ministry of
Electricity to gain their approval and sometimek #gem to facilitate it financially

(Interviewee, D).

5.2.6 External Environment:

As we argued before SEC was part of the governmmdnth was controlled financially
by the Ministry of Finance. However, not all thedaticity companies were under the

direct control of the Ministry of Finance.
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After privatisation, the situation in SEC did ndtange a great deal in relation to
Governmental agencies such as the Ministry of Fileaand the Ministry of Electricity.
It is noticeable that the two Ministries still hakiage involvement in different aspects
of company policy.

Pricing policy is the first aspect since SEC hasaatmnomy on its services prices. The
Government (MOF) will compile a list of servicesgas and it is usually the case that
this leads to loss — in which case the Ministryl wibke it up to the company by paying
the difference. Additionally, the Ministry of Elgicity must approve any new projects
and formulate key objectives and goals for the camgp The company has to follow

these mandates in order to make its own, moreldétabjectives.

In 2004 the Saudi Government announced the edtaidist of theElectricity & Co-
Generation Regulatory Authority (ECRA). The objeet of this Authority were to
ensure that supplies of electricity were providedconsumers in the Kingdom were
adequate, reliable, of a high quality and weregarifairly.

The ECRA established what it called The Electritiéyv in 2006. The Law is

Central in the regulation and development of thexklcity sector in the
Kingdom. The general features of the Law cover igion of reliable
services, protecting consumer’s rights includingsenable prices, while
protecting the rights of investors in the sectorrégeive a fair return
(www.ecra.gov.ga

It is obvious from the above that the establishm@nECRA was an action by the
Government to move responsibility from the Governtte a Regulatory authority to
enable it to deal with the electricity sector. h&lugh it would appear that ECRA is now
doing the same job as the Ministry of Electricitysinevertheless a positive step toward

opening up the market and allowing competition.

For SEC the situation is much the same since tlglRing authority is still doing the
same job as the Ministry with regard to pricing &esv projects.

As one manager in SEC states:

We were dealing with only the Ministry of Eledtyicwith regard to
everything, but now since they established thetiddy Authority we
have now to deal with both of them, the Ministrg &ine Authority. We

176



know it is a temporary situation until they open tipe market.
(Interviewee D)

A second manager at SEC showed his dissatisfasiitbhrthe ECRA as he stated:

We now have ambitious plans for our company busehglans are
always faced with the bureaucratic systems of tlgRE and the
Electricity Ministry. For example, we have a plam ftestructure our
company based on separating the three main org#aair Units
(Generation, Transmission and Distribution) to kmmpanies under the
Saudi Electricity Company. We also want to havemametitive market
so we can have different companies, especiallyhénGeneration and
Distribution sectors. All these plans need hard kvand healthy
environment to attract other private companies. BGid the Ministry
need to have radical changes on: 1) The pricinggmes as they need to
let the market decided the prices so companiesncake profit by its
production not by the support of the governmentTBe Government
needs to provide opportunities for the Generaticctar since it
monopolizes this sector claiming it is for polifiegnd security reasons;
3) Give us the freedom to run the company in a centiad way.
(Interviewee A)

The above statement shows how the some of the tofagers in the company are not
satisfied with their relationship with Governmentaddies and are requesting more
freedom and autonomy. This demonstrates that th@ iSEstill restricted by rules and
the Government’s continued significant involvemektowever some of the managers
are optimistic and think only a few more steps aeeded to get the reforms the
company wants. (Interviewee H).

The only positive change in relations with the ex&t environment is with that of the
Banks. SEC after privatisation, and particulanlyhe last three years since 2006, now
has the ability to negotiate with private banks lfmans based on commercial activity.
However SEC is still only allowed to take this actiafter gaining the approval from the
Ministry of Electricity for the project and for thean. For banks it represents a good
business opportunity since the Government will igifhy guarantee the company.

An interviewee from the Saudi Investment Authostgted that:

For anyone who doesn’'t know the real situation tftee company, SEC
looks like a very normal private company. In reglits situation is so
complicated. You can say it is private and you sayit is governmental.
For us we recommend any foreign investor who wamtsuy shares in
Saudi stock to buy SEC. We also recommend themvést in any
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project related to electricity such as when, frome to time SEC
proposes building generation uriteround the country.
But most of them are always concerned about thieienfe of the

Government on the company as well as the lack mipetition and free
market.

The type of project mentioned in the statement ab@ extremely typical. The
company is trying to encourage as many private store as possible to become

involved in its development plans and help makebpal for these projects easier.

5.2.7 Organisational Structure:

As discussed earlier, until privatization 10 sefmreompanies provided electricity

services and undertook Government projects. Afterapzation one of the biggest

problems facing SEC (which was now only one largmgany), was that of how to

restructure the company. Each company from then&ehits own structure and whilst

on the surface they appeared very similar with neé¢a job titles and descriptions, they
were in fact totally different in terms of salariasd qualifications needed for the
positions. For example, the East Region Companytha highest salary and it required
very high qualifications. For this reason, it toSEC three years to come up with a
proposed final structure for the company (afteewesal proposed structures and lots of
rejections from the Ministry and Board of DirectpfBigure 5.6).

At the beginning of 2003, the Board of Directorspived a new organizational
structure, which was to be phased in graduallye d@ésign of the structure was based
on specialized activities such as organizationatsume. electricity activities, related
activities and the supporting services needed iofaree the overall company
performance.

During 2003, phases 1 and 2 of this new organimatistructure were put into effect;

sectors and departments were specified and relgfadiescriptions were outlined.

“ These projects are based on private companiegitgitjeneration units around the country, SEC
subsequently agree to buy the power they produca ¢ertain length time. After the agreed time the
company then takes over the unit.
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Figure 5.6 SEC tBucture
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Sources: SE@ocumentations, 20C

It can be seen from the figure that SEC had dedigsestructure based on the servi
they provided, which were Generation, Transmissang Distribution. However the
were reservations about the restructure of supmpdiepetments since they had tl
enormous task of dealing with all three main unit$e proposal now being discus:
is that the three units should become separate @oieg each with its own supporti

service department.

5.2.8 Cultural Changes

One of the mainproblems for the public sector enterprises in SaAmdibia is the
mindset of its employees. Employees in the pubdicta suffer from a bureaucra
mentality, which resists change and is very slova@geomplishing tasks (Interview
H).

In addition, dueo the reverence paid to engineers by the majofitgaudi society il
the past (see section 3.5) the electricity sectas wWominated for many years

engineers in all decisi-making processes.

After privatisation, SEC still suffers from the al@o pioblems. In fact, as tr
Government still has very significant control otke company: key positions in t
company, namely the top managers (the Presidentrendnembers of the Board
Directors) are still appointed by the Governmert arost of thenare former or current
Government employees. As a result SEC is unableheinge the mindset of i
employees. Since top management shares the samalitye as other employees the

is no initiative for chang
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It was noticeable for the researcher, when visitmegheadquarters of SEC that it was a
Government facility — not in terms of the new odfscand other buildings, more in terms
of the way people dealing with him and how they kear. For instance, emails were
hardly in evidence in any formal communications fireference was for paperwork

which consumed a great deal more time, effort,randey.

Furthermore, SEC still suffers from the dominatiohengineers over most of key
positions except the Finance Department.
This was a worrying aspect for an accountant in S#® complained about how

difficult it was to deal with non-financial people:

In a lot of times we suffer from misunderstandiegeen top managers
and us. They find it so difficult to understand @inancial data that we
provide them with. Most of the time they prefehtecal terminology.
We can’'t complain because they are the ones whe rekchanges as
and when they want to. (Interviewee G).

This is logical since most of the key people in dhganisation are engineers. However,
the situation does seem to be changing on thieissgnificant change in Board of
Director qualifications has now led to approx. 5@¥%omembers having finance and
economics qualifications (Table 5.2). This radichange in structure may encourage
further change for future employees and the needriore finance and accounting

oriented qualifications.

Table 5.2 Qualifications of Board of Directors Megnbon SEC

Saudi Electricity Company

No Quialification

1 B.A in Electrical Engineering in 1982, MSc in Efiécal Engineering in 1985, PhD in Electrical
Engineering 1989

2 Former president of SEC.

3 B.A in Electrical Engineering, MSc in Electridahgineering

4 B.A in Computer Science in 1990, MSc in Comp@&eience in 1994, PhD in Computer Science
1998

5 B.A in Economics, MSc in Economics in 1980, PhEconomics 1985
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6 B.A inIndustrial Managemerih 1982, MSc in Economics in 1993.

7 B.A in Accountancy in 1981, MSc in Accountancyl®83.
8 B.A in Accountancy in 1973, MSc in Public Admitmégion. PhD in Public Administration in
1981.

Source: SEC Documentations, 2008.

In addition, one of the main problems with SEC’dhat its employees are less open
and have the government mentality, which consideinformation as a top secret

information and cannot provide anyone with it. Tpisblem was the main problem that
faced the research when meeting people in SEC egs ghve him access to fewer

members of staff even the research had a persoddfiandship relationships.

5.2.9 Human Resources Development and Reward Systems:

Before privatisation the electricity industry suéd from different problems compared
to those of telecommunications. These were ov@irgia qualifications of employees,

salary, and employees’ performance evaluationritigevees B, C, D, & I).

On the issue of overstaffing, SEC since privatsathas had enough autonomy to
reduce its employees in two ways. First the compsas started to reduce the non-
Saudi employees and replace some of them with Ssmioyees. The second is to plan
to reduce the total number of employees.

One manager describes the situation of oversta#fafpllows:

When the SEC was established, we had duplicatistadff and lots of
people doing the same job. This was understootheae was more than
one company. But now we are only one companyryieteee C).

The company plans to shed employees by offerirgntlgenerous compensation
packages. So far the company has managed to rédedetal number of employees
from 31000 in 2000 to 27,601 in 2009 (SEC docurntenta2009).

On the issue of employee qualifications, the complaas managed to attract some

qualified employees from different companies, altgjo still mostly engineers.
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However, the company has been able to attract xmerd and qualified employees to

its headquarters in Riyadh.

One manager described how the lack of suitablyifig@lfinance employees affected

his region:

When | go to headquarters in Riyadh and see emgdofeere | feel that
the company has changed. They understand your sexgjaaed they can
translate it financially. Nevertheless when | caoaek to my place | see
the same company that | have known for 20 yeargplBéere are same.
(Interviewee 1)

To try and improve the situation SEC has plansniprove the level of its financial
employees around the country. It has started watffiisg at its headquarters and is now
moving out to its regions (Interviewee A). As higjhited in Table 5.2 earlier, change in
educational profiles has reached Board of Diret¢émel with now almost 50% of

members possessing Business related qualifications.

When privatisation took a place SEC also had a vegjor problem regarding
employees’ salaries. Some regional companies badiderably higher salaries for
people in similar positions compared to others employees in the Eastern company
earned more than double compared to their countsrpdno were doing the same job
in the Southern company. This issue took over twars to resolve and for the
company to come up with a new salary system thésfiea all its employees

(Interviewee 1).

One manager commented that:

Before privatisation, as an employee at SEC, alt thas needed was to
come to work, do what you were asked to do, ardidit’t make any
difference if you did it sooner or later. All thadattered was to be nice
to your superiors, stay in your job and hope thau ywould get
promoted. (Interviewee )

The above statement describes the situation in 3Siefre the privatisation.
Unfortunately this situation still predominatesaterviewees I, G, D & B complained

that it was all about relationships with superiors.
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From the above, it is clear that there are no gheaformance evaluation indicators for
SEC’s employees. Reasons for this are (i) theeenar clear and specific goals and
objectives for each employee and (ii) the old Goment mentality remains in the

regional branches of SEC.

5.3 Summary:

This chapter aimed to explore the changes in aspgdhe MACS in both privatised
Saudi companies, STC and SEC. This chapter usedsiierts of MACS presented by
Uddin (1997) and Ferreira (2002) and the three efgmof organisational context t
provided by Flamholz, Das and Tsui (1985). Thegeets and elements were used as
the basis of all interviews with all managers aodoaintants.

This chapter found that both companies respondeativatisation and MACS in both
companies have changed. It was clear that MACSTi@ Bad positive changes and had
improved dramatically. On the other hand, MACS’spanse in SEC to privatisation
was weak, and changes in its MACS were very limited

The next chapter will discuss the reasons other phiatisation that affected MACS in
the two Saudi privatised companies. The discusisidhe next chapter will compare e
aspects of MACS in both companies in order to ifletite differences between them.

Then the factors that have had an impact on MAQBbeipresented.
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Chapter Six: Discussion

Introduction

This chapter presents a discussion of the keyrgalifrom chapter 5 and a critical
analysis of the secondary documents provided bys#@ and SEC with regard to their
management accounting control systems. The dismugsi guided by the research
objectives that were set out in chapter four. Basedhe findings of this study, the
chapter also presents a model of the factors tFfattathe MACS and presents
suggested changes that privatized companies shakgdto improve the efficiency of
their MACS.

6.1 Changes in Both Companies Due to Privatization:

As we discussed in earlier chapters, Uddin (199@yided a model of five aspects that
were intrinsic to any management accounting cordystem. Specifically these were:

(1) organizational objectives; (2) budgetary preess (3) incentive systems; (4)

accounting systems; (5) effectiveness. Ferreri@Zp@dded a further two aspects that
were intrinsic to the MACS, viz. (1) the Balancedo&card (BSC) and (2) costing

systems.

These above direct aspects were investigated attngthe three elements of

organizational context identified by Flamholz, Daad Tsui (1985) (organizational

structure, organizational culture, and externair@mment) in this research.

All three sets of researchers claimed that theraldvbe changes to these aspects as

organizations moved from public to private statdikhough this research originally

used the 10 aspects as a framework, as a redhk oésearch, the findings showed that

other factors also contributed to the changes ifiieaht

In particular, the influence of competition (growinompetition in the marketplace), the

changing relationship between accountants and eegsn and the extent to which
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government restrictions were eased had considenaftlence on the extent of change

within the two respective organizations’ MACS.

The discussion now will turn to comparing the fimgs from both organizations
regarding each of the 10 aspects mentioned. Theatothroughout is to examine the
effects of change of ownership (privatization) iramagement accounting control
systems in both privatized Saudi companies STCSH(d and subsequently identify the
reasons for the differences between the two coreganiterms of their development (if

any differences exist).

6.1.1 Organizational Objectives:

Before privatization both STC and SEC had key dbjes that were formulated and set
by the government, based predominantly on socidl @otitical factors and with very

little consideration to commercial factors.

After privatization STC had autonomy in setting @&n objectives and these were
based on clear and achievable commercial outco8igsificantly, management at all
levels was involved in this objective setting preseAccording to the employees that
were interviewed, the reasons for this autonomy iantlision in the decision making
process was the existence of competition, as congpeforced the company to work in

a commercial way. According to interviewee (1)

For the company to survive in a competitive markshould function on
commercial bases which means starting first wittiiregg up achievable
commercial objectives.

In addition, another reason was the reduction ofegument involvement in the
company’s policies and systems. One of the interwes (D) explained that

governmental employees in Saudi Arabia couldnitklitommercially. He stated

When we were government, all people were concemuad with
pleasing the government by achieving its politi@atl social objectives.
Also people were bureaucratic and slow in the denisnaking process.
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At the same time, however, in SEC the main key ailyjes were still set by the
government. The major difference was that in SE€ dgbvernment still had huge
involvement in the company, specifically due to Hueial and political importance of
providing electricity to the nation: whereas peoptauld hypothetically do without
telephones and computers in Saudi Arabia, a caostinsupply of electricity was
considered essential. In addition the ‘nature efdéctor’ encouraged the government to
free the telecommunication sector and monopolize dlectricity sector. It can be
argued that the technologies of telecommunicati@karthe sector competitive in its

nature and cannot be monopolized.

However, in terms of future developments and based press statement from the
Minister of the Electricity, the government now h@ans to open the market for other
companies to invest in the electricity sector (yddh Newspaper, 2010). This will
force the government to ease its influence in SE@llowing it autonomy in setting its

own objectives to maintain a competitive position.

6.1.2 Budgetary Processes:

Before privatization the government prepared busiffat both organizations; however,

these budgets did not reflect the real financialagion of the companies and were not
used for internal control purposes. For examplejgets could not be offered as
supporting documents to banks to get loans sineg did not present a true financial

picture.

After privatization, STC, as a result of setting oals and objectives, had full
autonomy to set its own budgets. Budgetary prosessenow seen as a useful tool for
management control within the company. In additioilgets in STC are used to help
the company identify responsibility and accounigbiin each department since the

directors of departments are directly involvedettiag them.

SEC on the other hand, still has to gain final apal from the government since in

most projects the government still provides thedfog and maintains responsibility for
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initiating any new projects. This is an indicatiointhe continuing huge involvement of

government in SEC and its policies.

6.1.3 Incentive Systems:

Before privatization both STC and SEC had incensiygtems based on wage structures
that were imposed by the government. Employee pwdoce evaluation was
bureaucratically based and depended more on pénsgagonships and time spent in
the workplace than on effectiveness. These problemated a lack of creativity and

incentives for improvement in both organizations.

After privatization, and as a direct result of gngonomy given to the company from
the government to set its own systems and polic;C changed its salary and
promotional structure to one based on employee opeence and educational
background. Employees were therefore motivatedodoome more creative and
concerned about achieving the goals of their departs and the company in general.

In turn, the company was now keen to attract wedldjed people into the company.
Whilst the autonomy that was given was a directultesf a more competitive

marketplace, the response from employees meanthgn@bmpany was able to maintain

and improve its competitive position.

On the other hand, SEC still remains in a goverrialemage structure, with promotion
very much based on personal relationships as atdmesult of the government’s
continuing involvement in company policy. Thus SHEGntinues to be run by
government employees with a public sector mindsatng only about:

Coming to work, doing what you were asked to daandigss of the
efficiency, time, and cost of it, and making yowmpesiors happy
(interviewee, I).

This attitude can be linked directly to an abseuwicelear objectives for employees and
unclear personal targets.
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6.1.4 Accounting System:

Before privatization both STC and SEC had accognsiystems based on government
regulations with the sole purpose of ensuring thatmoney had been spent as agreed

by the government.

After privatization STC changed its accounting sgstto a more commercial basis in
order to provide other functions such as contral decision-making. The company

changed from cash to an accruals base, as Saudn€amal Law requires it.

In addition, accounting information in STC changectontain both financial and non-

financial information and was used for multiple poses such as performance
evaluation and control purposes. Information subeetly included in internal reports

had more of financial basis than before privat@atsuch as ‘the cost or the benefit of a
new station’ used to be, whereas it used to be @geeering based information, such
as ‘the capacity of a new station’. This was duelttanges in the personnel preparing
reports and those who subsequently used them, the.,decision makers, as the
company experienced the growing involvement of antants and finance employees
in the preparation of reports compared to thathgfireeers.

Furthermore, because of the autonomy that STCitldcame a self-funding company,

able to initiate new projects and use up-to-datbrigjues for investment appraisal.

Post-privatization SEC, on the other hand, chantgedccounting system to an accrual
basis since it was required by Saudi Company Lautsircapacity as a joint stock
company to prepare its accounts in this way. Howéve company still suffers from
huge accounts receivable, and weak performanceai@h indicators with little use of
non-financial indicators. In addition it still has gain approval from government for

any major projects since, in most instances, thiyrstiate and fund these projects.

All of the above problems indicate the continuimgdlvement of the government in
SEC policy making. However, if the market was aggbnp, these could be solved, as
with STC and competition as a driving force for mpa. Nevertheless, in SEC

engineers still prepare most of the internal repsemce the key decision makers using
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this information are still engineers. This gives amication of the continuing
relationship between accountants and engineersewbegineers are still the more

powerful.

6.1.5 Effectiveness:

Before privatization both STC and SEC measuremehedfectiveness were based on
their achievement of governmental goals and objestiand not profitability; use of

sophisticated performance evaluation indicators laited.

After privatization STC based its effectiveness rapasuring profitability and used
more sophisticated performance evaluation indisatmntaining financial and non-
financial indicators (for example, NPV and custorsatisfaction surveys). Once again,

autonomy and a competitive marketplace were thengyifactors for this change.

SEC remains in same position as before privatinatiath little improvement in its
financial performance evaluation indicators. Thenpany is still measured partly by
achieving government objectives and partly by adhgeits own company objectives,
due to the mix of its objectives as discussed exanti (6.1.1). For example, SEC was
asked sometimes by the government to provide st non-profitable areas and the
company would be measured on its achievement of tdriget, even if it was not

profitable.

6.1.6 Balanced Scorecard:

Before privatization both STC and SEC were follogvigovernment policies and
directions, which did not include use of the Bakoh&corecard (BSC).

Since privatization, which to re-iterate led torg@sed autonomy and motivation, STC
has now adopted sophisticated and up-to-date sgstech as BSC. These have now
provided the company with more effective technigtmsperformance evaluation of
employees and their activities; in addition, thenpany now has a specific BSC
department. STC considered BSC as a clear andssimpiteéd system that would help

the company to measure employees’ performance lhasveompany performance. The
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BSC uses clear financial and non-financial techesgfor that purposes and “it is great
system that you can cascade within the companyrtheeat easily and clearly. It is a

very good American system” (Interviewee, 1).

On the other hand, and at the time of the caseystidrviews, which took place in
early 2008, only one person within the financiapalément in SEC knew what BSC
meant. This gave the researcher insight into the tf person still working at SEC at
that time: someone with a bureaucratic, governrmbased frame of mind, lacking in

motivation for self-development and still followiggvernment directives.

However, of interest is an announcement by the $#gniof Electricity in early 2010
that his ministry is now planning to open the seébo competition and allow foreign
investors to enter the market by 2015 (Alriyadh Neaper, 2010).

In turn this announcement was quickly followed bg President of SEC stating that his
company was planning to adopt BSC as a comprehersgistem for the company
starting from late 2010, with a date for completimn2014, thus providing a sound
indication that pressures of competition are faycthe company to seek the most

appropriate systems to improve performance andaqgmocesses.

6.1.7 Costing System:

As a result of privatization, and therefore thdigbio set its own service pricing levels,
STC has had the motivation to improve its costipsfeam and use more sophisticated
methods. In consequence the company has charsgegsiem from using a traditional
approach to adopting ABC, enabling the company riavide more accurate cost

information for decision-making and controlling cpamy activities.

SEC, on the other hand, lacks the motivation torowp its costing system as the
government still sets prices for the company’s ises/and will cover the difference if

costs exceed selling price.

This continued involvement of government in compaolicy is still causing lack of

motivation for improving SEC’s costing system, wsithe system as a tool for
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managing employee performance and company actinithe marketplace, and still

results in a decision making process based onumatinformation.

6.1.8 Organizational Structure:

Before privatization, structures in both STC andCSEeflected the government’s
philosophy of providing services regardless of cast levels of profitability. For
example interviewee (1) stated that:

When we were government, we were forced to preedaces to small
villages without any profitability just on the prea that it was
government policy to do so.

Moreover, it was noticeable that neither organaratiad a strategic planning or costing
department, since plans came from the governmeshtcasting calculations were the

job of a ministry official and not a company emey

Since privatization, STC has changed its structluree times as a result of changes in
the company’s main objectives. It can be seentti@first structure was based on the
geographical areas that the companies serve amdsita temporary structure, as the
government did not have by that time clear objestivihe second structure was based
on the changes in the objectives and vision ofctirapany, which was focused on its
product range. The last structure was based onawephilosophy and objectives of the

company, which were based on attracting customers.

These changes have had a direct effect on the tmegoprocess and on the
responsibility and accountability of departmenthisTis a reflection of the company’s
ability to change its philosophy and objectives asresult of volatility in the

marketplace.

After privatization, although SEC modified its stture based on the services it
provided (Generation, Transmission, Distributiah)lid not undergo major structural
change because the company lacked the motivatiompoove its structure as the
government still set the company’s main objectivésterestingly one interviewee (B)

claimed that the changes in structure at SEC werelyna “renaming” of positions. As
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an example he cited the position of the compangiéeat, which used to be occupied
by the Deputy of the Minister and named as the Depgiectricity Minister; the name
was subsequently changed to be just that of ‘Peasidvith the same job description

and duties.

It is worth noting from this case study that chagestructure are a result of changes in
the organization’s objectives because of privabratThe relationship in this issue can
be described as in Figure 6.1 The Relationship &etwPrivatisation, Organisation, and
Structure. This can clarify that changes in orgatiimal structure are a response to

privatization in general and changes in organirai@bjectives specifically.

Figure 6.1 The Relationship between Privatisatidiganisation, and Structure.

Privatisation ——— Organisation ——  Structure

6.1.9 Organizational Culture:

Before privatization a government culture prevaitliich meant that employees
regarded customers as secondary to their own sitesnd working environment. In
addition, working relationships were based on fasjltribes and personal friendship
and the effectiveness of these relationships ms$uft promotion or non-promotion. In
addition, a public sector mentality prevailed whimkant that employees’ main concern
was pleasing their superiors regardless of the apndttiming of their achievements.
Furthermore this public sector mentality considestdnformation as highly classified

governmental information and they worked in a M@auyeaucratic environment.

After privatization STC made a conscious efforth@ange the organization’s culture by
providing training courses and seminars to edueatployees into the ‘new way’ (of

non-governmental reliance). If employees resistednge, a ‘Golden Cheque’ was
given to the person in question and usually he ditwel replaced with someone willing

to adapt to the new culture. It is noticeable thatcompany was forced to change the
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attitude of its employees in response to a verypziitive market by employing more

people from accounting and business backgrounds.

On the other hand, SEC still suffered from a gowental mindset; government still
had control over the company and therefore thaud#iwas that there was no need for
change. This was the main problem that the reseafabed in collecting data on SEC,
because of the remaining public sector mindsetE® 8mployees. Employees of SEC
work in a very bureaucratic environment and thegsater all information as secret
government data. However, it should be noted thmetet was noticeable increase of the
number of people who have an accounting and busipaskground but top managers

and decision makers are still engineers.

It is worth noting from this case study that change organizational culture can be a
result of an organization’s effort to change itspéygees’ culture and a result of
changes in objectives, employees’ educational lrackgl, changes in the incentives
system, and changes in the external environmerdrefdre the relationship between
organization and its culture can be described daah relationship, as both would be

affected by privatization and would have an effatieach other (Figure 6.2).

Figure 6.2 the Relationship between Privatisatidrganisation, and Culture
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T
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6.1.10 External Environment:

Before privatization both STC and SEC were parthaf government and both were
only following government regulations especiallpgk of the related ministry and the

Ministry of Finance.

After privatization the Saudi government had tomahate the Ministry of
Telecommunication. After that and at same timellasvang competition in the sector,
the government created a regulatory body with $jgemind clear requirements for STC
and other telecoms companies. This regulatory lveaty called the Telecommunication
Agency and had the main objective of providing feampetition in the market. The
amount of information that the agency requiregss Ithan before with the Ministry and
it is more specific and more related to the purpafsine agency, which is to provide a
fair market. Moreover STC now has to deal withfed#nt stakeholders such as
shareholders and investors. Each one of those hsillers requires different
information, which has an impact on the reportingtems, costing systems, and
accounting systems. For example, reports requiseamks should provide different
information than reports provided for shareholdérsaddition, STC after privatisation
has to follow the requirements of Saudi Commerceal as the company now is a joint

stock company.

After privatisation the situation in SEC did notadige in relation to governmental
agencies. It is noticeable that the Ministry ofdfine and the Ministry of Electricity still
have huge involvement in the SEC. For example, slie¢yhe prices of services and they
have full access to all financial documents in SE@ny time. However the government
has established a new agency to organise the ieilgctsector and reduce the
involvement of the Ministry of Electricity, but thiresulted in increasing the job that
SEC has to do to satisfy both the Ministry and Algency which consumes more time
and cost. Both the Ministry and the Agency are mmred as government, but they
have different objectives as the government’s conceto provide the service equally
to all Saudi people and the agency’s concern @danise the sector and make sure that
it can be profitable, so as to be ready for contipeti This resulted in conflicts about
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what SEC has to achieve, either provide the semipelly to all people or try to be

profitable.

SEC for shareholders and investors is like “investrour money with the government.

It is guarantee that you won't lose it” (Interviesyd). This has a positive impact on the
relationship with banks, as it makes it easierS&C to obtain loan finance for new
projects, as banks would consider it as lendintip¢ogovernment. The involvement and
protection of the government prevents the compamy fhaving enough motivation to

improve its systems and techniques. However, é@xjsected that this situation would

change as the government is planning to open tterg® competition.

SEC after privatisation is considered as a jointlstcompany that must follow the

Saudi Commercial Law. This can indicate that SEEX®rnal environment has changed

but it has not changed as much as STC’s.

It is worth noting from this case study that thergrof privatization into the sector
would cause changes to the external environmenésdhchanges to the external
environment would have an effect on the privatizedanization. In other words,
changes in organization would be a result of chanigethe external environment

because of privatization (Figure 6.3).

Figure 6.3 the Relationship between Privatisati@drganisation, and External
Environment
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6.2 Other Factors that have an effect on MACS:

From the above, it can be seen that STC has exgedea dramatic change in the
aspects of its MACS, whilst the changes in SEC werg limited. Both companies are
located and working in the same country and botthein has been through the same
changes in ownership status, namely privatizatoon,they experienced very different
levels of change. Indeed it should be noted thatgibvernment remains the majority
shareholder in both companies, showing that thel lefvstate ownership is not the most

important variable.

The results of the case study showed that priviédizdnas a positive impact on MACS,
but that it cannot inevitably work effectively amdficiently on its own. The study

showed that organizations need, beside privatiza#a interaction of other factors that
can change MACS and lead to more efficiency anecéffeness. This study found out
that there were three main factors that affecteddfel of changes in the MACS of the
two Saudi companies after privatization. These ehfactors are: competition, the
degree of involvement of the government, and thatiomship between engineers and

accountants (Figure 6.6).

It is notable that there is a key element thatdsmmmon to all the factors that have
impact on changes in MACS which is the people witeeehind those changes. The
main step for successful privatisation was the @hoif qualified and suitable members
of Board of Directors who are prepared to allowrgeand understand the needs for
changes and how to make it happen. The kind otwirs, consultants, and experts who
are going to recommend and execute the changescamdun the company after
privatisation in a very competitive environmentvery important. The changes in
organisational culture and structure are around@eps and their ability to accept the
changes and be accountable for the work. One ofihtiee factors that affect MACS is
the balance of power between accountants and esrgired how those people are

gualified, responsible, and authorised to initeate allow the changes in MACS.
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This can be seen clearly at SEC as the people wehorathe Board of Directors and
serve as high-level managers still have a publatosementality. Those people resist
changes and run the company as a public sectorpests which prevents positive
changes to MACS.

As we discussed earlier, SEC has experienced vmitetl changes in its MACS, as
there were few factors that motivated the compamyrespond to changes in its
ownership status. In the situation of the Eledyi@ector there was a total absence of
competition as the only company that worked in gketor was SEC. In addition, the
Saudi government exercised major influence on tdmpany’s policies and objectives.
Moreover, engineers were the most powerful managettse company and most of the

decision makers were engineers (Figure 6.4).
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Figure 6.4 Factors that affect MACS at SEC

Privatization Monopoly

Cxternal Environment

Limited changes on
MACS

1/ Objectives

2/Budgets
3/ Incentive System

4/Accounting Systems

Limited Limited
Changes on 5/ Effectiveness Changes on
Organizational 6/ Balanced Scorecar, QOrganizational
Structure L Culture

7/ Costing System

[Enginegrs more Strong Government
influential than Involvement
Accountants

198



On the other hand, one of the first steps in tinvapisation of STC was changing people
in high positions. This helped the company to aé@ichanges in its MACS and improve
them.

It can be said that STC has noticeable positivengbs in its MACS, as there was
dramatic application of the factors that motivatieel company to respond to changes in
ownership status. In the situation of Telecommuiocs Sector there are now three
other companies that function in the sector, whiohkes the environment very
competitive. In addition, there is very limited olvement of the Saudi government on
STC policies and objectives and the role of theegoment has changed from a decision
maker to become more of a regulator. Moreover, @t@mts are more powerful than
managers in the company and most of the decisidkeraare accountants and finance
employees (Figure 6.5).
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Figure 6.5 Factors that affect MACS at STC
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Combining the results from the two companies SEG @hC Figure 6.6 presents the
model that this study concludes with. The modelwshohat the three elements of
organization context can affect and be affectedhigyseven aspects of MACS as was
argued by Flamholz, Daz, and Tsui (1985), Uddin97)9 and Ferreria (2002). In

addition all aspects would be affected by privdicraalone (Uddin, 1997; and Ferreria,
2002). But this study adds another three additidaetors that would affect MACS,

which are: competition, government involvement, #amel relationships and balance of

power between accountants and engineers.
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Figure 6.6 Factors that affect MACS
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6.2.1 Competition:

It was clear from the previous discussion that cetitipn had a positive impact on
STC. Opening the market was the motive for STChange its objectives to be more
commercial, change its budgetary process and uas @ control tool, attract more
gualified employees and measure their performarased on achievement of their
objectives. Competition was the motivation for S#Cchange its accounting system
and overcome all its accounting problems. Thislmamoticed from when the company
had problems with the government in accounts retdévand accounts payable before
privatization. These problems remained the samer aitivatization but when the
competition entered the sector the government weased to find a solution for this
problem by dealing with STC as an independent fgivampany. Moreover, STC
established a small division within the financiapdrtment called the forecasting
division, which is concerned with market forecasthis division was created after
competition entered the sector and it is, as otexviewee stated (Interviewee, 8), that
without competition STC would not make any marl@etasts. Competition led STC
to apply up-to-date and sophisticated systemsdésatimprove the performance of the
company and keep it competitive such as ABC and.BB supports what Kaplan
and Norton (1996b) argued about companies’ needuge measurement and
management systems derived from their strategiés capabilities, if they want to
survive in a competitive market. Competition forc8@C to attract more qualified
accounting and business professionals to enabledifmpany to compete in the market.
Competition forced STC attempt to change the bekefd attitudes of its employees to

be more market focused.

On the other hand, SEC still runs in a monopolytaeavhich removes from the
company the strong motivation which competitiomfs. During the data collection for
this study the researcher noticed the importanceoofipetition as a motivation for
improving systems and processes. This derived ftwnfrequently given answer that
the researcher received when he asked about tkenrdar not changing; the answer
was “Why should we change? We are happy as we ates. indicates the lack of
motivation for change. In addition, it is noticealthat when the government announced

that it would open the sector to other companidsC Sinnounced that the company
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would apply BSC as a comprehensive system for miegsthe performance of the

company and its employees.

The relationship between competition and the twadS@ompanies STC and SEC
matches the claims of Aharoni (1991), who argued the improvement of efficiency
in an organization is more likely to be the resila strengthening of the influence of
market forces than of changes in ownership. Hemadi that privatization alone,
without the introduction of competition, may simpghansform a public monopoly into
a private monopoly and this is exactly the situatiwith SEC. Moreover, Conrad
(1999) argued that once privatization is introdumed country, competition should be
introduced as well. This contrasts with the resutif this study, as the
telecommunication sector kept its monopoly statas &lmost 5 years after
privatization and the electricity sector is stilli@onopoly, which means that it is not
inevitable that the existence of privatization garcompetition to the market. Bringing
competition to the market can be the result of tb@uction of the degree of the
government involvement in the market, which will hecussed under the following

subheading.

6.2.2 Government Involvement:

When the Saudi government privatized STC, but leefdlowing competition into the
sector, it reduced its regulatory requirements afidwed more autonomy to the
company. This reduction in regulation was greatwr aompetition was allowed. This
resulted in having clear and commercially base@ahjes for the company, autonomy
in preparing budgets and using them for controlppses, creating a new incentive
system based on employees’ performance, allowiaggés in the accounting systems
and making it possible for the company to deal witie government as a normal
customer and shareholder, autonomy in setting tioegpfor its services, which led to
the introduction of sophisticated costing systemsing comprehensive and
sophisticated performance measurements techniquissystems such as BSC. The
reduction in government involvement allowed the pany to respond to the changes in
the market and provide the company with the matwato change its structure to be
more market responsive three times, and gave timpaoy the flexibility to adopt new

systems and provide new services and initiate rmeyegs.
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On the other hand, SEC still suffers from the hiny@lvement of the government in
the way the company is run. This prevents the comieom having the motivation to

improve itself. This was noticeable when the res®ar did his data collection on SEC,
when he found most of the employees seeking to keegovernment happy by just
following orders without thinking creatively or tng to improve themselves. The
remaining involvement of the government in the Sté@trasts with the argument that
was initiated by Uddin (1997), when he claimed tpaivatization would reduce

government involvement in company policies, whelieasipports the claims of Jones
and Pendlebury (1988) that the involvement of gowemt in setting organizational
objectives leads to conflicts between the orgaiunat and the government’s objectives
which consequently reduce the speed of improving #spects of MACS. The
involvement of the government restrains the orgatiom from improving its financial

systems and attracting more accountants and fialeanployees, which leads to an
uneven power relationship between accountants agheers, which will be discussed

under the following subheading.

It can be argued that the reduction of governmewblvement can be considered as a
result of competition. The situation of STC candemsidered as evidence of that, as
once the company faced real competition, it hachdee more autonomy and, for
example, had to sort out its huge receivable adsorefating to the government and
“special people”, as the company could not othexvisis competitive.

In most Less Developed Countries competition edteéhe sector as a result of the
pressure of other countries and the World Bankltaveprivatization and improve the
economy (Uddin, 1997). Therefore, the reductiothefgovernment involvement would
be a result of competition. Nevertheless in thees cafs Saudi Arabia, which had no
outside pressure for privatization, the governnveas willing to reduce its involvement

and allow competition into the country.
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6.2.3 Accountants vs. Engineers:

The change in the kind of information that was ated in control reports in STC was a
result of changes in the people who prepare theth the people who use them
(decision makers). Before privatization most of tleports that were prepared by
engineers used very technical engineering langaageterminology without paying
attention to financial concepts such as the codttha revenues of the services or the
station, for example. This information should bevrafter privatization in a financial
format even if it is engineering information (Intewee, 11). Most engineering
managers had had courses on financial reports avel &t least one financial employee
in their department.

In STC after privatization, there is more relianoa accounting and financial
information rather than an engineers and technickdrmation. For example, the
concern about the technical engineering termsmwics and the description of the new
station that will be established were changed tanbee concerned about the cost and
revenue of the new services and the cost of the station and its revenues. This
reflects the power that accountants and financelpemow have within the company.
This resulted from the changes in the structurermadpower in the organization. For
example, the Board of Directors changed from 10Q%gireers and governmental

employees to a majority of accountants and business

On the other hand, in the SEC the majority of tleeniers of the Board of Directors are
still engineers or governmental employees. Thigcff the ability of the company’s
decision makers to understand any proposed chamgkes MACS, especially any new

system or techniques.

Another interesting issue is that as one of therutwees (Interviewee, B) claimed:

Sometime | wish | were an engineer in this compRepple here do not
know what sort of job we do, and how importansitBut if you are a
new engineer they will respect you and you haveatgersonal

relationship within the company.
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The above statement reflects the respect for eaginever accountants that lead to the
company following engineers’ requests rather thecoantants’. This can be a reason
for sometimes rejecting changes proposed by acantstAn example for that was the

reaction of all managers that were interviewedia study about BSC as no one except

one accountant new about it.

6.3 Summary

This chapter has presented a discussion of therriagbngs of this study derived from
the qualitative findings and from internal repodsad other secondary documents
provided by the two Saudi privatised companies, $ih@ SEC, with regard to their
management accounting control systems. The dismugsi guided by the research
objectives that were set out in chapter four. Basedhe findings of this study, the
chapter presents a model of the factors that aMe&CS and suggests changes that
privatized companies should take to improve thieieficy of their MACS.
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Chapter Seven: Summary and Conclusion

Introduction

The research presented in the preceding chaptenprises an analytical study of
changes in Management Accounting Control SystemA&GHB). The intention of this
study was to conduct a thorough examination of ¢hanges on MACS in two

privatised organisations in Saudi Arabia.

In recent years the MACS has attracted consideliabdeest, in practice as well as in
theory. A great deal of literature on the MACS agpicand its relationship to changes
in ownership status (such as privatisation) has meblished. Several surveys and
studies indicate that the MACS have changed becadserivatisation, but as
privatisation is a new concept in developing caestrsuch as Saudi Arabia, this
research was designed to investigate the impagrigtisation on MACS in Saudi
Arabia.

To address these issues, the following researacibgs were developed:

6 To investigate the nature of change in managemamira systems in the
two post-privatisation Saudi companies;

7 To determine the factors other than privatisatibat tled changes in the
management accounting control systems in the seledmpanies;

8 To examine whether privatisation improved manageraeoounting control
systems or not;

9 To examine the impact of cultural, political andustural factors on the
changes in the management control systems of Paivdiised companies;

10 To propose recommendations drawn from the findirgating to Saudi
privatised companies that might assist the govemioieSaudi Arabia when

it privatises another organisation.
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The aim of this chapter is to provide a review andclusion of the entire thesis. The
chapter summarises the main findings from the rebeand sets out conclusions, which
can be drawn in each of the main areas. It alseiglege recommendations that might be
of interest and assistance not only to the orgéoisa studied but also to other
organisations and governments, in bringing aboupravements in management
accounting control systems and sets out the canimiv to the advancement of
knowledge together with opportunities for furthesearch. It also acknowledges the

limitations of this study.

7.1 Summary of Thesis Content

This section summarises in turn the contents df eathe chapters of the thesis.

Chapter One presented an overview of the area of the studgareh objectives and
questions, methodological framework, importance arghnisation of the thesis. The
chapter presented several reasons for conductisgtildy. The most important reason
was the lack of empirical literature and clear ustnding of management accounting
control systems in privatised Saudi Arabian comgsnHence, the thesis bridges the
gap between theory and practice since this is itisé rhajor study ever to focus on
MACS and changes that have taken place in them ra@sudt of privatisation in the
context of Saudi Arabia. It also investigates wio#ter factors might have also

influenced those changes.

Chapter Two provided an overview of the setting of the study, Saudi Arabia, and
discussed the geography, demography and goverofiaudi Arabia and reviewed its
business environment by looking at the major ecaoaavelopments affecting it. The
chapter examined the reasons behind the recenatigation programme and its
implementation. The chapter examined other expee®nn some developed and less
developed countries to investigate similaritiesdferences as bases for comparison.
The chapter concluded that because of the spatiatisn of Saudi Arabia as a less
developed but rich country with a reasonably dgwetbeconomy, this thesis would not
expect the Saudi Arabian experience to mirror thany other country.
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Chapter Three gave a detailed explanation of management acawyuntintrol systems,
and the impact of privatisation on MACS. It startgdgiving a general introduction to
the concept of MACS followed by an explanation loé framework for MACS. The
chapter explored the relationship between privitisaand MACS, it defined the
aspects of MACS and explained the impact of preadidbn on these aspects, and then it
set out the changes that would be expected to ootuMACS in privatised
organisations in Saudi Arabia. The literature résedhat privatisation would change
MACS in any organisation; however some believed tnevatisation alone would not
change the MACS without the interaction of the ¢hrlements of organisational
context which are the external environment, orgdiueal culture, and organisational
structure. The chapter examined in detail the casutigat might be expected to occur in

each aspect of the ten management accounting tegstems’ aspects.

Chapter Four reviewed and discussed some of the research dasmyimethodology
issues that researchers need to deal with. Addilypnt attempted to explain briefly the
features of qualitative research and to justify dideption of the triangulation strategy,
combining the qualitative and documentation exationaapproaches to the collection
and analysis of the data. It explained the advastagd disadvantages of the case study
approach. In the case study of STC and SEC, inhkdeptrviews were conducted with
top-level and other mid-level managers in differd@partments, providing data on their
experiences and ideas concerning these parti@gdaes. The validity and reliability of
this study were discussed in some depth in thiptehalnternal validity and reliability
were strengthened by using triangulation to mingmiee weaknesses of the data

collection methods.

Chapter Five provided a detailed description of the qualitatiaa collected. Changes
that have occurred in the ten aspects of MACS enttho Saudi Arabian privatised

companies were reviewed in each company separately.

Chapter Six provided a critical discussion and analysis ofdbelitative data that were
described in chapter five. The chapter comparedcttenges in MACS in the two
companies to identify the differences and explbeefactors that influence the degree of
change. Factors that affect MACS other than pisaditbn were examined. A model
(Figure 6.4) of the factors that affect the MACS gnivatised companies has been

developed.
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7.2 Main Findings

Objective 1 set out to investigate the nature of @nges in management accounting
control systems in the two privatised Saudi compags (STC and SEC).

The analysis of qualitative interviews with the topiddle, and low levels of managers
and the examination of the company’s documentatlwowed that although the same
government owned both companies, both of the corapanere partly privatised to
almost the same percentage, and both of them wworkame political and social
environment, there was a big difference in the ll@fechanges in MACS in the two
companies after privatisation.

Changes in STC were positively dramatic, and ols/iouall aspects of MACS. On the
other hand, the changes at SEC were very limited.eikample there had been little
change in some aspects of MACS such as settingrtf@isation’s objectives and the
budgetary process, and there were not any changesme aspects of MACS such as
the costing system and use of the BSC.

Objective 2 set out to clarify the factors other tlan privatisation that led to
changes in the MACS in the selected privatised Saudompanies

The analysis of interviews and documentation froothbcompanies reveals that
privatisation cannot be on its own the only fadt@at motivates changes in MACS. The
study found that there are another three factonkiwg together to improve MACS in
any privatised company. These factors are: competigovernment involvement, and
the relationship between accounting and managers.

The key observation on these factors is that tisétiivo have to be brought about by the
government, as organisations cannot do so. It eaargued that once the government
allows competition, it has to ease its restrictiams the privatised company, as
governmental bodies cannot by their nature compétie private sector companies,
especially when big international firms enter tharket, as these private companies
have the ability to respond quickly to market chesygwhereas governments usually
operate in a bureaucratic way. In addition govemmieas to provide privatised

companies with autonomy, as these companies havavio effective and sophisticated
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accounting systems to clarify their costs, priees] revenues in order to be competitive
in the market.

The third factor is the result of allowing compietit into the market and consequently
the easing of the government restrictions. Priedticompanies would be more
commercial and more focused on profitability andaasesult of that, the companies
would pay a great attention to the kind of staffttthey employ to include more people
from a business and accounting background. This thascase of STC once the
competition entered the Saudi Telecoms sector. flesless it has to be mentioned that
the Saudi government is the main shareholder arahwhallowed competition to enter
the market, it also appointed new members on theedof Directors and increased the
number of accountants and businessmen. Engineerstithithe majority on the Board
of Directors of SEC, in addition to the absenceahpetition and the huge involvement

of the government in company policies.

The issues raised by Objective 3 examine whether igatisation improves
management accounting control systems or not

From the findings of this case study on Saudi Aaaltican be said that privatisation for
STC was a crucial step in improving MACS. It helgedestablish a new regime of
financial and accounting discipline using privagcter accounting techniques that
emphasised annual reports and their accompanyidg eaport, accrual accounting,
implementation of corporate strategy, better uséudgets, and the introduction of
financial management and information systems sachBC and the BSC. Privatisation
facilitated organisational environment and cultwhénge, from a highly bureaucratic
structure to a more autonomous one, and from ame&gng culture with an emphasis
on physical production to a commercial culture.

On the other hand, the privatisation of SEC didasttieve the same level of change, as
SEC lacked the motivation that arises from theterise of competition and suffered
from the continuing huge involvement of the goveemtnin the company’s policies, and
the dominant role of engineers over accountantemFthat, it can be said that
privatisation on its own cannot change MACS poslily It can be argued that
privatisation can be a motivation to encourage guwent to help companies to
improve their MACS. The government can provide emagement by allowing

competition into the sector that has been privdfisand by easing the restrictions on
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privatised companies; these would lead the prigdtsompanies to provide accountants
and business background people with power in tiedationships with engineers.

This can be said to be the situation of less d@eslccountry such as Saudi Arabia as
the government always control most economic aspeitisn the country and provides
all services and production to people, which makes depend on the government for

everything.

Objective 4 raised elements of organisational conmtes and their effects on the
changes in the MACS of Saudi privatised companies

It can be said from the analysis of the data trexeveollected during this study, that the
cultural, political, regulatory and structural farg have had a great impact on the
changes in MACS. This study found that organisatiare effected by changes in the
political and regulatory environment and have &pond to these, possibly by changing
their structure, so as to be able to deal withctenged environment more effectively.
So it can be said that changes in organisationattsire can be a result of the response
of the organisation to changes in political ancutatpry environment.

In addition, changes in organisational culturakdes can be a result of the changes in
national culture or changes in political, regulgtaocial, and structural factors or the
result of a conscious effort of the organisatioretiect changes in its culture like the
situation of STC. STC had a policy of trying to rage change in its culture. However,
STC in some cases faced resistance from its emgsotee changing their culture and
beliefs, so the organisation had to have a sectang which was the ‘Golden Cheque’

and replacing such employees.

Objective 5 set out to propose recommendations toa8di privatised companies
and the Saudi government that might help companieto improve their current
management accounting control systems and assisktisaudi Arabian government
when it privatises other organisations.

These recommendations will be presented in detdile following section.
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7.3 Implications and Recommendations

From the analysis, the implications of the findinggported in this thesis can be

summarised as follows:

1.

Although a privatised organisation has to have oy in setting its objectives
(Uddin, 1997, 2003), objectives cannot be set wittaking into consideration
other social, economic, and political factors. Erample, one of the objectives
of STC and SEC is to increase the number of Saugi®/ees in the companies.
A clear understanding of what the privatised entsepis expected to achieve is
crucial to improving its performance. Thus, objeesi should be measureable
and quantifiable since “what can be measured campeoved”. This can be
seen at STC as most of its departments’ objectige specified by numbers or
percentages so they can measure them

A privatised organisation’s objectives should betka few as possible and
priorities should be established; the cost of nommercial objectives should be
made explicit; financial and non-financial indicetshould be introduced; and
accountability should be based on results whichuireqthe condition of
complete and appropriate information.

Effective change in accounting systems and budgepsocess will most
probably occur if it is preceded first by a chamgéhe privatised organisation’s
strategy and objectives and then a reorganisatfortsoadministration and
structure.

Government can ensure that SOEs are better prepgaregdrivatisation by
ensuring that they have suitable skilled directovep are allowed sufficient
autonomy and given strong enough incentives tmgthen control systems and
improve the company'’s values (Al-Dehailan, 2004z&woet al., 2004). One of
the first steps that the Saudi government took wheprepared STC for
privatisation was appointing suitable skilled dices and members of the Board
of Directors.

Privatised organisations cannot control the chamgése external environment,
which arise from privatisation but can only respémthem, but they can change
their organisational culture by making efforts ttange employees’ beliefs and
the organisation’s values. In addition, organisalcstructure can be changed by

efforts from the organisation to change it as poase to privatisation.
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There are various recommendations that the Saudbi&n government should
consider when they are privatising other sectods fan privatised organisations to

improve their management accounting control systems

1. The accounting and control systems used in SOEsI¢H® modernised.
The lengthy instructions and procedures guidingacting practices should
be updated and simplified. Specialised units anpgadments should be
established and highly skilled and professionaff ghould be recruited.
This can be noticed clearly at STC when the compsaimyplified its
budgeting procedures and recruited highly expeednaccountants and
established special departments for budgeting,tegfia planning and
costing.

2. Different levels of managers should be given a tgreapportunity to
participate in setting objectives and in budgeppration. Possible benefits
include (a) better understanding of assumptionseryidg the objectives
and the budget and direction of the organisatibh,g¢eater acceptance of
the objectives and budgets as an attainable targeid (c) clearer
accountability centres. It was clearly noticealle&SaC when the company
allowed more patrticipation from different levelsrmafnagers in setting their
department’s objectives, which made it easy for ¢bmpany to measure
departmental performance. In contrast SEC stillitsasbjectives set by the
government; this affects the way that its manageesaccountable, as they
just have to follow government orders.

3. The introduction of a reliable accounting systemt ttollects financial and
managerial information and prepares timely finan@tatements using
generally accepted accounting principles should pgaority, if one does not
already exist. The reasons for that are to pro@@& Boards of Directors
and managers with sufficient information not onlg tonitor the
performance of SOEs and allocate economic resowftestively, but also
to generate confidence among potential investord ancourage their
interest (Kennedy and Jones, 2003). STC appliegliable accounting
system and implemented a sophisticated standaati$étped the company
prepares its financial statements in an accepttisie. While SEC still
suffers from delays in preparing its financial sméents because of

bureaucratic accounting procedures.
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4. Therefore, to achieve successful reform, Saudi idralSOEs need to
develop their accounting systems and maintain gxounts in accordance
with generally accepted accounting standards irerotd determine the
current status and performance of the enterprisel ensure that all
necessary controls are in place to guarantee thieieaf use of the
enterprise’s resources. For example, STC first umedUS GAAP then
switched to purely commercial Saudi Accounting 8tads, whereas SEC
used governmental procedures guides, now combithiegn with Saudi
Accounting Standards.

5. An independent and effective state audit institutis needed to ensure
adequate public accountability, check upon the eeon efficiency, and
effectiveness, and assess the legitimacy and puoegdf the transactions
carried out to support the move towards privatisati Furthermore,
education and training are needed to provide emsgl®ywith the specific
technical and methodological concepts and proceduzeessary to carry out
an effective privatisation process. This can bens#dearly at STC when the
company worked with two auditing firms in addititmthe BT team before
the privatisation. This helped the STC to overcaaiethe problems that
faced the company on its way to privatisation. tldiason STC recruited
more educated employees and trained some of it$ogegs to gain more
education in accounting and finance.

6. This thesis found that the role and control of General Audit Bureau
(GAB) was ineffective. There is an urgent need éwvalop the GAB and
enhance its role to secure effective monitorin@g@fEs in order to facilitate
the new government trend towards privatisationeltds a sufficient level of
incentives, independence, training, and competeit. dts role should be
proactive and not tied to the rules and regulatmithe MOF. It was one of
the main problems that faced STC at privatisatasimost of the data that
were provided by the GAB were insufficient and deoporking there still
had a governmental mentality and some of them wetgualified.

7. Although the Saudi government enjoys economic avldigal stability and
does not plan at the moment to transfer the whalaeoship of its vital
infrastructure to the private sector, the currenbn®mic situation, the
dramatically growing population, and the poor dyalf some existing

infrastructure requires further private sector ipgration, which in turn
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requires a satisfactory investment climate, a stnmarket, reliable external
controls and a strong independent regulator. Toieseh privatisation
successfully, it is essential to improve the actiognenvironment by
increasing the role of the Saudi Organisation foertiied Public
Accountants (SOCPA), developing stock markets, emigancing the level
of public awareness regarding the importance obwatiing information
through the media, accounting professional and adc It is noticeable
that most of the accountants at STC after priviisaare members of
SOCPA whereas this is not the situation at SEC.

. The Saudi government should learn from the expeeiesf the last three
decades. In the 1970s and 1980s the emphasis wal/ ma construction
and accounting systems received little attentioa ttuthe budget surplus,
which limited pressure for quality information faontrol (Al-Dehailan,
2004). However, the economic situation changedha 1990s, since the
increased budget deficit together with high popatatgrowth forced the
government to rationalise its expenditure and ussources effectively.
Although the government has ambitious plans, ijealves are difficult to
achieve in a weak information environment due tadaquate current
accounting systems, which may lead to waste instéadtionalisation and
impair effective control, planning and decision-nmgk Therefore, there is a
strong need to develop the accounting environmgovgrnmental and
commercial) in Saudi Arabia to effectively govehe thew economic trends
and support government plans for privatisation. gogernment role will
change from a service provider to a service regulathich requires the
regulatory authorities to be more effective anainfative. This was seen in
allowing a bigger role for SOCPA in setting SaudicAunting Standards
and forcing Saudi organisations to follow them.Athe government paid
more attention to the stock market and createdgalatory body for that
market with strong and specific roles, which call&hpital Market
Authority.

. The government should open the sector for compstitonce it has
privatised an SOE in order to motivate the compamgspond positively to
market changes. Most of the changes at STC werwaied by competition,
as the company has to respond to market changegaandnore from the

market. Furthermore, SEC launched some plans tooweqts efficiency, for
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example applying BSC, after the announcement aditawing competition
in the sector. This research shows clearly thatpatition is a much more
powerful driver of change than privatisation per se

10.0Once government has privatised an SOE, it showd tlie company full
autonomy to set its objectives and budget, applggadte accounting
systems and costing systems, attracting qualifiedf. sThis autonomy
helped STC to motivate its managers to set achievgimls and to clarify
their responsibilities. Moreover, it encouraged STE€ apply more
sophisticated costing systems and attract morafigaapeople. In contrast
SEC still suffers from a lack of motivation on tpart of its managers and
employees and from unclear responsibilities.

11.Saudi universities and institutes through theirdacaics can contribute to
achieving successful reform since this is the tioxeéhem to play a key role
in order to serve their country. The privatisatipmocess would provide a
good opportunity for them to benefit organisati@nsce organisations lack
qualified staff. Moreover, they lack understandiafj the organisations’
actual practices, which impacts negatively on thienowledge. Saudi
universities and institutes can provide SOEs amhfised companies with
special courses in accounting and finance and baimefit from these
universities’ academic expertise and do researchthmse companies’

problems and provide them with recommendations.

7.4 Thesis Contributions to Knowledge:

This research has made a contribution to the utatet;ig of MACS and their
relationship to privatisation. To date, little rasgh has focused on the issues of
management accounting control systems in developmgntries. By investigating
MACS and their relationship to privatisation in auli context, this study has added to
our understanding of how privatisation would chaN&CS bearing in mind the social,
cultural, economic, and political contexts of aeleping economy.

To the best of the author's knowledge, this stuihie first to investigate empirically

the effects of privatisation on MACS in Saudi Amaband the factors other than
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privatisation that would affect MACS. In additiaijs study identifies the gap between
privatisation theory and MACS in Saudi organisagicend thereby will hopefully
contribute to improve the level of efficiency thpativatisation would bring to an

organisation.

This study also fills the gap in the internatiotidrature on management accounting
reform issues since it has focused on managemeatuattng control systems and
changes in its aspects as a result of privatisatiwh examines the effect of the three
elements of organisational context on MACS. Thedtidentifies the factors that

would have an effect on MACS other than privatmati

This study provided empirical evidence from Saudal#a that supports other case
study researchers in management accounting (FlambBals and Tsui, 1985; Jones,
1985; Espeland and Hirsch, 1990; Adam et al., 1@8flen, 1993; Wright et al., 1993;
Karatas, 1995; Potts, 1995; Boycko et al., 1996cRimasinghe, 1996; Uddin, 1997,
Ferreira, 2002), namely that privatisation wouldamfpe the aspects of MACS by
interaction with the elements of organisational tegts and social, political, and
economical factors. Thus this study replicated iearfesearch on management
accounting control systems and the impact on tléseivatisation, and extended the
research by providing additional material, suclhasidentification of factors other than

privatisation that affect MACS in privatised com e

7.5 Research Limitations

Any research effort has its own limitations whichvh to be frankly admitted and
discussed in detail as a means of furthering tlieratanding of what the research has

accomplished. This thesis has several limitations.

First, because this study was conducted as an rexply case study in two

organisations, the results are constrained by tifgue nature of these organisations and
their activities. Hence, findings obtained hightigimly the changes in aspects of MACS
as a result of privatisation in the two organisasideing studied and, therefore, lack

generalisation.
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The second main limitation was the methods of datidection. The primary data
collection in this research was semi-structuredrinews. The various shortcomings of

interviews have been admitted, discussed and déalin detailed in Chapter Four.

The third main limitation was the timeframe. Givéme limited time available, a
complete investigation of the phenomenon underideration could not be undertaken,
especially by using a case study approach. Althallgpossible efforts were made to
interview as many people as possible in both ST€ SBC, the companies allowed

only a limited number of participants.

Fourth, there were limitations in access to infdiora especially at SEC, where
officials were particularly hesitant to release ommfation due the nature of the
information requested. Access to such informati@s wometimes impossible because
of confidentiality. However, access in this studyaswgained through advanced
permissions and arrangements, a friendly relatipngind a formal contact as a

representative of Umm Alqura University, where tbgearcher is a teaching assistant.

Fifth, the strength of the analyses presented dipen the ability of the researcher to
identify, choose and analyse the empirical dataiclemed being the most important and
appropriate. Since this involved judgements, trayees faced the risk of being biased
towards values that the researcher adopted anéxiieat of his knowledge to make
such choices. The researcher overcomes this liontéirough classifying the areas of
the study and choosing and grouping participanteraingly. Therefore, although the
researcher was selective in terms of issues arigtipants due to time constraints, this

selectivity, did not affect the analysis.
Despite the above limitations, the researcher wediethat the study has been

successfully executed and provides new understgnidirthe research area studied,

shedding light on the under-researched area of M&8$es in Saudi Arabia.
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7.6 Areas for Future Research

One of the main aims of this chapter is to highligpme areas where further research
might be pursued in order to contribute to the wsid@ding of management accounting
control systems and organisational change in psiedtcompanies.

First, data was collected for this study in ear02, two years ago; during this time
organisation might have undergone some changes, @hwpdating study would be
recommended to investigate the changes over the tim

Second, the Saudi government announced that itdvpuvatise more of the public
sector and in the case of electricity sector; thedb government announced that it
would open the sector to competition and reducenitslvement in the SEC. These
would suggest a study of the effect of the intraduc of these factors on MACS in
SEC and compare it with other new privatised ssctdhis could be compared to the
findings of this study.

Third, due to the lack of studies about privatmatin Saudi Arabia, a further study
could be conducted to examine the impact of pratitbon on the Saudi economy in
general, company financial performance in particated on public satisfaction with the
new policy.

Fourth, a study could be conducted on other caemtifiat share the same economic,
cultural, and political systems as Saudi Arabigeeglly countries from the Gulf
Corporation Council (GCC) or Middle East Countri€be study might try to provide a
framework for other countries to follow when thewnt to implement a privatisation

policy.
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7.7 Conclusion

This study has provided several important insighits issues relating to Management
Accounting Control Systems. It is one of the fitet investigate how privatisation
affected the management accounting control systanSsaudi Arabia by investigating
the changes in aspects of MACS before and afteajsation in two Saudi privatised
companies. This research discovered other fachasnight affect MACS other than

privatisation

This research has also contributed to the managesmeaunting literature by providing
advice for governments of less developed countriebjch intend to pursue
privatisation policies. It has identified the kewcfors, which should improve
management accounting control systems, in partidhl@ importance of introducing
competition and avoiding governmental interfererioe the affairs of privatised

companies.
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Appendix A: Interviewee Questions

. Introductory
. How long have you worked for this organisation?

. What positions have you held during that time? @uoations and experience
gained?

. What do you do now?

. External Environment
. What did you understand to be the main objectifgwigatisation at the time it
was introduced? Has your understanding changedtbggrears?

. What do you consider have been the main consegsi@hgeivatisation for your
organisation? Any unintended consequences?

. What did you consider was the role of the regulatahe time of privatisation?
Has your understanding changed over years?

. What do you consider have been the main consegsafcegulation for the
industry? Any unintended consequences?

. Are you personally accountable to (a) the regulatofb) any other external
bodies as a result of regulatory requirements?

. Do you feel that your accountability relationshgre clear and well defined? Do
you find any conflicts between accountabilitieslitberent bodies?

10.In terms of your organisation’s stakeholders, wiooydu think have been the

winners and losers over the years since privatisatiby stakeholders, | mean
employees, directors, shareholders, customers|istg@overnment)

11.1Is the current level of regulation too intrusivbpat right or not strong enough?

12.What, if any, are the main changes you would ligesée in the regulatory

process?
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C. Organisational structure

13.Could you provide me with an organisation chart@ @a discuss it?

14.Who do you report to? Who do you work with? Do yod any conflicts in
being accountable to different people, e.g. becaisy have conflicting
objectives?

15. Are unit managers responsible for revenue, prodist control, ROCE? Has this
changed since privatisation?

16.Your organisation has undergone numerous reorgamsasince privatisation.
What are the main reasons? Do you believe the ae@gtions have been
effective in helping your organisation to meet rehallenges?

17.To what extent have you experienced new reportingicsires and
accountabilities which are due to the company r@asing: (a) to meet
regulatory requirements, or (b) reshaping the mssinn order to move into new
areas?

18.1n what ways reorganisations have directly affe¢tedwork that you do? Have
they helped you to contribute more in your work &ogls the achievement of
organisational objectives?

19.What have the main effects of changes in organisalkistructure on your career
with your organisation?

20.Are you aware of any power shifts (i.e. greateldusice exerted by some
departments or divisions than other) as a resuiafganisations?

D. Organisational culture

21.Do you believe your organisation had distinctivgaorisational values prior to
privatisation? Can you describe it? What changed?

22.Do you think the changes in the organisational eslinave developed in
response to new challenges, or has there been raeolaeffort by top
management to change the culture?

23.Have you experienced any ideas, which you beliegeevplanned attempts to

change the culture, e.g. attendance at courses amagement techniques,
financial awareness, etc.?
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24.Are certain specialist skills accorded greater fiyes status and rewards than
others within your organisation? Are certain skitt®re in demand now than
they were before privatisation? Is great importaatiached to professional
gualifications?

25.Would you tell me about the difference between thelic sector and
commercial philosophy on the way they think the amigation should be
operated?

26.Do you think your organisation has changed its ienag the minds of the
public? In what ways?

27.Do you think that any of the changes you have egpeed in relation to
provision of financial information have resulted anchange in organisational
culture?

28.What have been the main effects on your work angecaof any cultural
changes?

29.Does the number of the employees changed? How Bitange the required
qualifications? Why?

E. Accounting information

30.Do you think financial information has been takem greater significance in
relation to your work since privatisation? In whatys?

31.What sort of accounting techniques do you use ur ymit? And why?

32.What sort of changes have you experienced in dgalith financial information
(e.g. more use of budgeting, new or increasing @t@bility, ABC)?

33.Do you accept that the financial control you expeced are relevant and
important in your work?

34.Do you think that any of the financial controlslignce your behaviour in a
way that they were not intended to do?

35.What financial information do you have to producB® you report the
information directly to an external body or to same else within your
organisation?

36. Which financial performance indicators are of miagbortance to the regulator,
shareholders, investors, and decision-makers?

37.What is the role of the managers in achieving abration between
departments?
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38.Do you receive accounting reports on time? Are \gaiisfied with the
information provided in these reports?

39.Do you use non-accounting information, such as yctdn reports, narrative
reports? And to what extent do you think they aeful?

40.Can you explain to me the importance of accourntiingour company in terms
of its usefulness in control?

41.What is the role of the managers in the procedsudfet setting? (e.g. record
keeper, consultant, coordinator)

42.Do you use accounting data for the purposes of lpnobsolving and
performance evaluation? Would you provide me witaneples please?

43.In which area does your company make formalisedsptat budgets?
44.How often each budget is revised? (e.g. annualigrtgrly, monthly)

45.How often variance reports are prepared (actualbuslget)? (e.g. weekly,
monthly, quarterly)

46.Do you have an internal audit department? If ydstvare the objectives of this
department?

47.Do you have an external audit department? Doesgiired by the regulators?
And how does it function with the internal audipdement?

48.Have the financial accounting requirements chargjede the privatisation? If
so, who ask for these changes? Why? What are thacis of the changes on
the control system?

49. Could you explain the purposes of the use of theagament accounting data?(
e.g. measure performance, determine the cost, aeatle efficiency)

50.How are specific budgets or goals established? (mgls and objectives are
established exclusively by members of higher mamage without consultation
with lower levels of management or it developed bigher levels of
management and are presented to lower levels ofageament for their
consideration and comment prior to final adoption)

51.Does your organisation usually establish specifie-financial budgetary targets
for its managers? (e.g. Productivity, human resesidevelopment)

52.How many budgets do you use based on its purpasg? glanning and co-
ordination, evaluation purposes)

53.How frequently do you review your annual budget pmssible revision of
goals? (e.g. monthly, quarterly, semi-annually)
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54.How frequently do corporate managers formally nva#t lower level managers
to discuss budget related matters? (e.g. weekiptimhg quarterly)

55.How do you handle the reports, which show a sigaift variance? (e.g. written
or oral explanation, indicate what corrective ati®to be taken)

56.Does your organisation have the freedom to set grgies? How? What are the
regulators’ requirements for that?

57.Would you tell me about the capital investment aguryorganisation? And what
are the techniques they use for that?

58.How does your organisation manage their cash flQudity? In other words,
can you tell me about your cash budgeting?

59.Would you tell me about the rewards system in yorganisation? Does it
conflict with accounting department?

60.What are the methods used for personal evaluat(ert residual income,

variance analysis, sales target to productivity)d A there is a variance, how do
you handle it?
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