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Abstract

Over the last few years the Libyan government began to introduce economic reforms,
privatisation programs and opened for the first a Libyan stock market. The aim is to lead the
country towards a market economy. -In addition, it is an attempt to boost private sector activities
and expand the ownership structures of business. Therefore, many business and investment
barriers and constraints have been removed and more liberal economic policies have been
adopted. As a result, these reforms led to increased interest in the information provided in the
corporate reports. Therefore, this study aims to investigate empirically the usefulness of annual
financial reporting of Libyan listed and unlisted companies and to determine external users’

perceptions of demands for additional information in annual financial reports published by
Libyan listed and unlisted companies.

To achieve this aim, two research methods were undertaken. The main method is a
questionnaire designed to analyse the perceptions of five external user groups of corporate
annual reports namely individual investors, institutional investors, financial analysts,
stockbrokers and external auditors. This research instrument seeks to gather the respondents’
perceptions about different aspects surrounding corporate reporting. This includes the

importance of corporate reports, usage, understandability, the usefulness, adequacy of disclosure

and demand for additional disclosure. Moreover, the questionnaire method has been supported
by semi-structured interviews which aim to gather qualitative data.

The results of the study revealed that the corporate annual report 1s the most important source of

corporate information relied upon to make investment decisions or recommendations. The

results also showed that the balance sheet and income statement are considered as the most
important sections in annual reports.

Another important result of this study indicated that all user groups of this study considered that

the annual reports of Libyan listed companies are in general more useful than the annual reports
of Libyan unlisted companies.

Regarding unlisted companies, users complained of lack of qualitative characteristics of

information such as credibility, materiality, neutrality, timeliness and comparability and
consistency between different companies within a single industry.

The results also indicated that the Libyan stock-market has had a positive impact on the degree
of disclosure and transparency in the annual reports of listed companies. In addition, the results
showed that respondents are generally somewhat satisfied with the information provided in

annual reports of listed companies but they are dissatisfied with the information provided in
annual reports of unlisted companies.

On the other hand, respondents surveyed expressed demand for additional disclosure of
Information, especially future-oriented information such as distribution of the expected profits

item and future plans of the company item which are not regularly published in corporate annual

reports, even though these types of information were perceived by respondents to be the most
important items for securities investment activities.

Finally, the respondents characteristics (occupation, education and experience) have influenced
on their perceptions in many issues in this study.
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CHAPTER ONE
INTRODUCTION TO THE RESEARCH

1.1 Introduction

This chapter aims to outline the rationale for conducting this study and to provide a
general introduction to the study. Section 1.2 provides a background and the
justification for the study. Section 1.3 presents the research aim and objectives. The
alternative financial accounting research approaches are presented in section 1.4.
Section 1.5 highlights the contribution to knowledge of the current study. Finally,

section 1.6 presents the structure of the thesis.

1.2  Background to the Study

The main objective of financial reporting as indicated by International Accounting
Standards Board (IASB) and the Financial Accounting Standards Board (FASB) in

Conceptual Framework for Financial Reporting issued in September 2010 is:

“The objective of general purpose financial reporting is to provide financial
information about the reporting entity that is useful to existing and potential
investors, lenders and other creditors in making decisions about providing

resources to the entity” (2010:10).

In addition, the importance of financial reporting i1s emphasized by the Financial
Accounting Standard Board (FASB, 2008) in the Statement of Financial Accounting
Concepts No. 1 (SFAC No. 1) as amended, which states that:

“Financial reporting should provide information that is useful to present
and potential investors and creditors and other users in making rational
investment, credit, and similar decisions” (Paragraph 34).

The annual financial reports as a final product of financial system is important to

provide financial data and information that meet and suits different users with different
needs (Zayoud, et al., 2007).



Thus, the corporate annual reports are considered as a mass communication medium
(Parker, 1981). Therefore, information contained in corporate annual reports should be
useful to shareholders and other users in their investment decisions; otherwise they may
get information from other sources. One of the important roles of accounting is to
communicate economic and financial information about firms to decision-makers. For
this type of information to be of direct value to users, it must be sufficiently reliable to

assist decision-makers. This requires that information provided by firms must be

relevant, reliable, comparable and consistent (FASB, 2008) (SFAC No. 2). Indeed,
some researchers argue that companies’ annual reports are not the main source of
information and that other sources are deemed to be more important and useful than

corporate annual reports (e.g. Ball and Brown, 1968; Baker and Haslem, 1973: Benston,
1974 and Bartlett and Chandler, 1997). For example Benston, (1974) states that,

“The study that relates published accounting statement data with stock
prices leads to the conclusion that the data either are not useful or have

been fully impounded into stock prices before they are published. Since
these studies use relatively simple decision models; evidence of the

professional analysts’ ability to use financial data for stock choices was

reviewed. This evidence also supports the conclusion that the accounting
statements are not useful; or timely; or both” (1974:35).

However, the demand for financial reporting and disclosure arises from information
asymmetry and agency disputes between managers and outside investors. The
believability of management disclosures is enhanced by regulators, standard setters,

auditors and other capital market intermediaries (Healy and Palepu, 2001).

Annual financial reporting has attracted a number of researchers in both developed and
developing countries (Perera and Baydoun 2007). Until recently, however, very little
work had been done in Libya on corporate reports and their usefulness in meeting users’
information needs and hence, until recently, little was known about their adequacy and

effectiveness compared to other sources of information. Therefore, this thesis will focus

on importance and usefulness of annual financial reports in Libya for investment decision-
makers.

The usefulness of annual financial reporting in the decision-making processes of investors

and creditors has occupied an important position in accounting research (White et al.,

2



2002). It has been the subject of much research in both the developed and developing
countries (e.g. Ball and Brown, 1968; Pankoff and Virgil, 1970; Baker and Haslem, 1973;
Chandra, 1974; Lee and Tweedie, 1975; Anderson, 1981; Hines, 1982; Day, 1936;
Wallace, 1988b; Anderson and Epstein, 1995; Abu-Nassar and Rutherford, 1996; Bartlett
and Chandler, 1997; and Al-Razeen, 1999, Naser et al. 2003; Rawy, 2003; Mirshekary
and Saudagaran 2005; Bribesh 2006; Al-Razeen and Karbhari (2004 and 2007); Alattar
and Al-Khater, 2007; Al-Ajmi, 2009 and Dardor, 2009).

Prior research on perceptions of users of corporate financial statements concentrates

largely on developed countries more than developing countries (Mirshekary and
Saudagaran, 2005).

Bribesh’s study (2006) and Dardor, (2009) are the only studies done in Libya on corporate
reports and their usefulness in meeting users’ information needs. Although Bribesh’s
study (2006) 1s a very important study about quality of Libyan corporate annual reports it
was undertaken before the Libyan Stock Market (LSM) has been established, and
therefore has limited scope. Although Dardor’s study (2009) was undertaken after the

LSM has been established it did not investigate the usefulness of annual reports in listed

companies.

Libya has experienced a long period of socialism followed by a series of nationalisation

laws that dramatically affected private sector activities. In recent years Libya has
introduced some economic changes; for example, issue Law No. 5/1997 for Promotion of
Investment of Foreign Capital and a Law No. 21/2001 on Exercise of Economic
Activities. Moreover, until September 2010 about 110 general companies have been
privatized in order to broaden the base of ownership and thus allow the private sector to
participate in the economic development. Therefore, the establishment of the Libyan
stock- market (LSM) has created a demand for good quality financial information. The
LSM has been established following the decision of the General People’s Committee
(GPC) No. 134 /2006. In addition, IASs were adopted in Libya based on the decision of
the (GPC) No. 134 /2006 regarding listed companies and Law No. 1/2005 concerning

Libyan commercial banking. These steps allude to the fact that the Libyan economy is

changing to a free-market economy.



The changes in Libya during the last few years have led to changes in the nature of the
users of financial information and hence, change in their information needs. f‘or example,
during the central planning and socialist era (1977 - 1992), the role and objectives of
financial reports were to provide financial information required for planning and control
purposes, but the position became very different in the light of the new economic changes.
The establishment of the Libyan stock-market (LSM) requires an adequate and
appropriate disclosure of information in corporate annual reports of listed companies.
Significant changes in accounting disclosure are observed in periods of economic change
such as those relating to emerging capital markets and programs of privatization
(Abdelsalam and Weetman, 2007). In addition, unlisted companies need to provide
reliable accounting information if they are to attract foreign direct investment. The
changes in the economic system means increased importance for annual financial reports
as an important source of the data and information for investor’s decisions (Abu-Nassar
and Rutherford, 1996; Mirshekary and Saudagaran, 2005). In addition, accounting policy

choice and incentive considerations affect the quality of accounting disclosure and the

communication between firms and users of accounting information (Iatridis, 2008).

This study, therefore, investigates to what extent the corporate annual reports in Libya has
achieved the major objective of corporate annual reports which is fo provide financial

information about the reporting entity that is useful to existing and potential investors,

lenders and other creditors in making decisions about providing resources to the entity.

Therefore, the main question that arises: is the information presented in corporate annual
reports of companies listed and unlisted on the LSM 1s adequacy and usefulness for

securities investment decisions or recommendations? This is the pivotal question of this
empirical research.

1.3  The Aim and Objectives of the Study

The main aim of this study is to investigate the usefulness of annual financial reporting
of Libyan listed and unlisted companies following the economic changes in Libya. It
will also analyse external users’ perception (individual investors, institutional investors,

financial analysts, stockbrokers and external audits) of demands for additional




information in annual financial reports published by Libyan listed and unlisted
companies. The objectives of this study can be outlined as follows:
1. To examine the importance of the corporate annual reports for external users

to make investment decisions or recommendations about Libyan listed and

unlisted companies.

2. To determine the external users’ perceptions of corporate annual reports in

Libya towards the use and usefulness of these reports.

3. To analyse the external users’ perceptions of the adequacy of current

disclosure in the published annual reports of Libyan listed and unlisted

companies.

4. To investigate the need for additional disclosure, and what kind of

information external users would like to be disclosed for the purposes of

investment decisions.

1.4  Questions of the Study

In order to achieve the above objectives, this study seeks to answer the following
questions:

1. How important is the corporate annual report as a source of information
among other sources for respondents to make investment decisions or

recommendations about Libyan listed and unlisted companies?

2. What are the most important sections of corporate annual reports of Libyan

listed and unlisted companies for respondents?

3. How do respondents evaluate the use, the understandability and the
usefulness of the current corporate annual reports of Libyan listed and

unlisted companies regarding making iInvestment decisions or

recommendations?

4. How do respondents evaluate the improvement in the adequacy of

disclosure and assess the current disclosure of the annual reports published




by Libyan listed and unlisted companies regarding making investment

decisions or recommendations?

5. Do respondents demand additional disclosure in the annual financial

reports published by Libyan listed and unlisted companies?

1.5 Importance and Justification of the Study:

As discussed earlier, the usefulness of corporate reporting in making informed decisions 1s
supported by regulators such as, International Accounting Standards Board (IASB). In
addition, it has been the subject of much academic research in both the developed and
developing countries. Although recognising the importance of financial reporting, the
literature review indicates that only Bribesh’s, (2006) and Dardor’s, (2009) studies have
investigated the subject of corporate reporting practices in Libya. Although, Bribesh’s
(2006) and Dardor’s, (2009) studies were undertaken in Libya which is the same

environment as this current study, they did not investigate the usefulness of annual reports

in listed companies.

Therefore, the importance of the current study, however, stems from being the first
attempt to explore the perceptions of a number of external user groups regarding

usefulness of annual corporate reports in making investment decisions and

recommendations following the establishment of the Libyan Stock Market. These include

individual investors, institutional investors, financial analysts, stockbrokers and external

audits. These users are interested in financial information.

In addition, the significance of this study is that although the history of economic changes
to reform and liberalisation of the economy goes back to the early 1990s’, however, it is
still at an early stage of development (Bribesh, 2006). Thus, empirical research studies are

largely necessary to study the Libyan economic environment in different aspects, such as
the usefulness of financial reporting and adequacy of disclosure. Therefore, this study

attempts to assess the conflicting debate in existing empirical studies on the usefulness of

corporate reports by various user groups. Furthermore, these research studies that identify

the needs of the stakeholders would help both regulatory authorities in the field of

corporate reports to improve such reports.



In short, highlighting the adequacy and usefulness of disclosure in financial reports of
listed and unlisted companies as perceived by different groups of users in Libya will
provide an additional insight into corporate reporting practice and will enhance
understanding of the accounting practices of a developing country struggling to achieve
an additional step on the way towards a developed economy. Additionally, the
significance of the study may also be seen in the light of its contribution to knowledge in

aspects such as helping in understanding corporate reporting practice in a developing

country and helping in understanding the impact of changes in the Libyan economy (stock

market and privatization) on the adequacy of accounting disclosure.

1.6 Summary of Data Collection and Methodology

This section provides a summary of the research methodology used to achieve the study
objectives. A detailed specification of the methodology including the rationale for the
selection of the research methodology is provided in chapter four. To achieve the aims
and objectives of the current study it has been necessary to review previous related
studies conducted in both developing and developed countries. This review is focused
on the available literature related to the subject area as the first steia for conducting this

study. The literature review covered many sources such as books, periodicals and

journals, Ph.D. theses and conference papers. Reviewing the previous research assisted
the researcher in formulating the research questions. Therefore, a survey questionnaire

was designed to gather quantitative data to analyse the perceptions of various user
groups towards the usefulness of corporate annual reports of Libyan listed and unlisted
companies. The survey questionnaire seeks to gather the respondents’ perceptions about
different aspects surrounding corporate reporting. This includes the importance, of
corporate information, usage, understandability, the usefulness, and adequacy of
disclosure and demand for additional disclosure (see appendix A). Moreover, the
questionnaire as a data collection instrument has been supported by semi-structured
Interviews which are used to gather qualitative data. Questionnaires were personally
distributed and collected. Both descriptive and parametric statistics were such as the
one-way analysis of variance (ANOVA) and Duncan post-hoc comparison test used to
analyse collected data and the findings of data analysis will be presented in Chapter

five. In addition, a content analysis technique was used in this study to analyse the




qualitative data that were collected by semi-structured interview and the findings of data

analysis will be presented in Chapters six.

1.7 Structure of the Study

The purpose of this study is to examine the usefulness of the annual reports of Libyan

listed and unlisted companies. It contents of seven chapters.

Chapter one introduces the study background, problems and justification for the study

and purpose of the study, sets the objectives and questions of the research and provides

a summary of the study methodology and structure of the study.

Chapter two provides an overview of some aspects of the Libyan environment in
relation to its economic state, the financial accounting in Libya, legal and regulatory
framework of financial reporting in Libya, and describes the economic reforms
undertaken by the Libyan government to improve the investment environment to attract

more foreign investment, privatisation programs and create Libyan Stock Market.

Chapter three Reviews the literature related to financial reporting. This chapter
presents the objectives of financial reporting, characteristics of accounting information
and identifies users of financial reporting and their needs. In addition, the nature of the
decision-usefulness approach and accountability approach is discussed. Moreover,

chapter three proposes to highlight previous studies which relate to the usefulness of

corporate annual reports to their users both in developed and developing countries.

Chapter four provides a detailed discussion of the methodology including the
rationale for the selection of the research methodology. The two main paradigms,
(Positivist and the Phenomenological, are going to be illustrated. In addition, it
discusses the two main approaches to data collection (qualitative and quantitative). It
also justifies the two main data collection instruments used in this study; the

questionnaire and interview. In this chapter, description of the questionnaire design

and question wording and sample selection are also presented.

Chapter five accordingly, presents and discusses the results obtained from the

questionnaires.




Chapter six presents the results of the data collected from the twenty-two interviews

conducted with five different external user groups.

Chapter seven analyses the main findings of the data collected for the purpose of
this study which are the questionnaires and the semi-structured interviews; moreover,
to link the main conclusions that emerge from the research. This chapter is divided
into five sections. The first section analyses the results of the study. The second
section presents a conclusion to the study and recommendations while the third
section highlights the contribution of the study to knowledge. Section four discusses

the limitations of the study while section five illustrates the need for further research.
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CHAPTER TWO
AN OVERVIEVW OF THE ECONOMY AND ACCOUNTING IN
LIBYA

2.1 Introduction

This chapter aims to provide a brief of the characteristics of the Libyan economic
environment. An examination of the financial-economic environment in Libya is
equally critical to the understanding of the developments, which have taken place 1n the
Libyan economic environment. The second section explains the economic environment
of Libya while the third section deals with the development of financial accounting and
auditing in Libya whereas section four discuses Libyan accounting education. Legal and

regulatory of financial reporting in Libya is illustrated section five. Finally, the section

six summarises the chapter.

2.2  The Economic Environment of Libya

Libya or, to give its official name the Great Socialist People’s Libyan Arab Jamahiriya
(GSPLAJ). Libya is one of the Arab countries situated in the middle of North Africa,
and 1s a large country, covering approximately 1,775,500 km2, making it the fourth-

largest country in Africa. It has a long coastline with the Mediterranean Sea, reaching

1970 km. However, over 90% of the country is desert or semi-desert, and only 1.5% is
fertile. This fertile area is essentially the coastal strip which enjoys a Mediterranean
climate, the rest of Libya experiencing a Saharan climate (Attir and Al-Azzabi, 2002).

Although the Libyan economy is described as a socialist-oriented economy, several
attempts have been taken by the state recently to allow individuals to take part in the
national economy and to privatise the state owned (public) business organisations in an
attempt to gradually move the Libyan economy towards a market economy (Buferna,
2005). Therefore, in the following sub sections a summary of Libyan economic

throughout the ages is presented.

2.2.1 The Libyan economy before the discovery of oil (Prior to 1959)
The main feature of Libyan economy before 1959 was great dependence on agricultural

products. At the time, before the discovery of oil reserves in Libya in 1959, agriculture
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was the primary sector. On December 24 1951, Libya officially became an independent

state under the name the United Kingdom of Libya (Wright, 1982). At the time of
independence Libya was described as one of the poorest nations in the world. Bait El-

Mal et al, (1973) quoted Higgins (1959) who worked as an economic adviser to Libya

In the early 1950s and described the situation in Libya as:

“Prototype of a poor country.... the bulk of the people lived on a subsistence
level... no sources of power and no mineral resources, where agricultural

expansion is severely limited by climate conditions, where capital formation is
zero or less, Where there is no skilled labour supply and no indigenous
entrepreneurship ... ... Libya is at the bottom of the rank in income and

resources and so provides a reference point for comparison with all other
countries” (Higgins, 1959:819).

In 1952, when Libya gained its independence, all socio and economic indicators
demonstrate that it was one of the poorest countries in the world. Per capita income was

estimated to be no more than $40 per annum (Mahmud, 1997).

Before the discovery of oil, the Libyan economy was heavily reliant on two sources of

finance for public expenditures; these were the domestic revenues (a very simple

industrial sector) and foreign aid.

2.2.2 The Libyan economy after the discovery of oil (1959-2008)
In 1955, oil exploration in Libya began with the key national Petroleum Law No. 25

enacted in April of that year. It was in 1959 when the first oilfields were discovered in
Libya (at Amal and Zelten- now known as Nasser), and oil exports began in
1961(Otman and Karlberg, 2007). After the discovery of oil, the Libyan economy grew
rapidly as the country became richer and the oil sector became the major source of
revenues for the government. This position attracted many international companies to

work in different sectors, specially the oil industry. The country’s economy has become
dependent on foreign oil companies predominantly from the UK and the US and other
International companies operating in different sectors such as banking, where four out
of five bank branches belong to foreign banks (Buzied, 1998). In 1963, the government

announced a five-year economic and social development plan from 1963 to 1968. Also
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70 per cent of oil revenues allocated for development and modernisation of national
infrastructure characterised the first plan in 1963. By 1968, Libya had become the
second largest oil producer in the Arab World; per capita income increased from below
$40 in 1951 to $1,250 in 1967 and to $10,985 in 1980. These increases reflected oil

production increases.

Following the change in the political system on 1 September 1969, several actions (e.g.,
nationalizing foreign companies that were operating in Libya, and establishing public-
owned enterprises) were taken by the new administration to restructure the economy.
The private sector and foreign companies disappeared and a wide range of public-

owned enterprises were formed (Kilani, 1988). At the beginning of 1970s, the Libyan

government’s economic philosophy changed from capitalism to socialism. Kilani,
(1988:55) points out that:

“the whole private sector was to be completely abolished by the end of

1981, to be replaced by people’s economic committees. Indeed, the private
sector is being dismantled progressively and inexorably”

In the early 1970’s, the government began a drive for economic development (Agnaia,
1997). The expansion in the hydrocarbon sector has driven the country’s economy, with
the contribution of o1l to GDP at over 50 per cent in the 1970’s and early 1980°s. While

the economy has largely depended on oil as the main source of wealtil, the government

intended to develop the non-oil industrial sectors. Thus, the non-oil sectors increased
significantly, contributing over' 70% of GDP in the late 1980°’s and early 1990’s
(Ahmad and Gao, 2004). Nevertheless, the country still faced difficulty in being able to

produce enough capital goods and consumer goods to achieve ‘selfsufficiency’ and
‘self-reliance’ (Agnaia, 1996).

Mahmud and Russell (1999), however, argue that Libya does not have an adequately
diversified economy due to the low growth rates in the non-oil sectors. Furthermore, the
Libyan economy is dominated by public sector over the economic activity. The latter
might be attributable to the socialism ideology that has been adopted since the change
of regime in 1969.

In 1981-1999 period, there were many important factors which influenced negatively on
the Libyan economy. The first factor was the USA decision to stop importing the
Libyan oil in 1981 for political reasons .The Libyan oil exports lost the US market
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which had imported around 40 % of the total Libyan oil exports at that time (Alfittori,
1994). Mahmud and Russell (1999) argue that the trade ban and economic sanctions
introduced by the US government against Libya in 1981 and 1986 respectively have
resulted in an end to American imports of Libyan oil and a withdrawal of US
companies, working in Libya. The second factor was the oil world price, which had
peaked in 1979 at over US$35 per barrel, collapsed in 1986 from $27 to under $10

which led to a significant reduction in the revenues from Libyan oil exports. In this

regard, Fisher (1990) argues that during the 1980’s, the Libyan economy was deeply
affected by the low price of oil. Finally, central amongst these issues were the sanctions

imposed in 1992 by the United Nations (UN) was one of the hardest difficulties and
problems that faced the Libyan economy at this period and impeded the pace of

economic development. All these factors led to repeat the deficit in the public budget

and the balance of payments for many years during this period. In other words, all these

factors severely affected Libyan economic growth.

In 2003 and 2004 when the United Nations and the United States lifted sanctions
against Libya, respectively, oil companies have increased oil and gas exploration
activating. Likewise, companies have tried using enhanced oil recovery (EOR)
techniques to increase production at maturing fields. This led to a rise in the

contribution of the oil sector to 71.28 and 69.1 per cent of GDP in 2005 and 2006
respectively (see table 2.1).

Table (2.1): Oil and Natural Gas sectors compared with other sectors in the Libyan GDP for

In addition, this position contributed to the rise in Libyan per capita GDP to (US$14365

in 2008) which was considered as one of the highest in Aftica (see table 2.2). According
Porter and Yergin (2006:30), indicated that:
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“Libya has registered strong growth in prosperity over the last few
years, as measured by its GDP per capita, adjusted for purchasing
power. It is now among the most prosperous countries in its peer group.
Nevertheless, given its available resources, Libya has the potential to

increase its prosperity still further and to ‘catch up’ with the income
levels of the most developed countries of the world.”

Table (2.2): Per Capita GDP

2.2.3 Privatisation Programme
The first attempts at privatisation in Libya came in 1986 when the General People’s

Congress (the highest official organ in Libya) passed Law No. 1, laying the ground
rules for worker’s ownership through Sharikat Musahima (Participative Companies or

Share Holding Companies). Actually the ownership transformation programme started

in 1987 when the General People’s Committee issued Act No. 219 and No. 225,
followed by Act No. 183 and No. 214 of 1988, regarding the transfer of certain of these
factories to private shareholders (Otman and Karlberg, 2007).

In 1989 the General People’s Committee issued a new Act, No. 427, regarding the
creation of machinery for implementing the transfer of state economic units to private
ownership. However, in practice, all of these resolutions were ineffective and were
unable to achieve their objectives, which were the transfer of ownership of state

enterprises to the employees who worked in them (Otman and Karlberg, 2007).

In 1992, the Libyan government adopted a comprehensive programme for economic
reforms.

Since 1992, Libya has started the policy of privatisation for its state owned (public)

companies as well as encouraging the establishment of private companies. The overall

aim of this policy, as stated by Saleh (2001), was to reduce public spending and

gradually withdraw government subsidies, and to encourage private initiatives in

different sectors. The public companies are defined as the companies that the state
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owns more than 50% from their shares, whereas, the private companies are known as

companies owned by individuals, families and/or institutions (Buferna, 2005).

For example, in 1992, Libyan authorities enacted Act No. 9 of 1992, which regulates
and enhances the role of the private sector activities in the economy. This Act has
allowed the private sector to engage in banking, manufacturing, agriculture,
professional service and other businesses as individual owners or in partnerships as well

as the selling of 16 public owned firms to private firms and individuals.

However, according to Otman and Karlberg (2007) those attempts have not succeeded
in achieving their objectives towards privatization. To address this deficiency, the
General People Committee issued Act No. 198 in 2000, regarding the establishment of
the General Board of Ownership Transfer (GBOT) as a sovereign and financially

independent state body similar to other Secretariats (Ministries) and under the direct

supervision of the General People’s Committee.

On 30/09/2003, the secretariat of the General Peoples Committee announced the
privatization of more than 360 subsidiaries of the public sector with effect from first
January 2004. This action was subject to the approval of the political leadership on the
policy of abolishing the public sector, the shift was the largest and most important at the

level of the transformations that have defined the country’s economic structure and
philosophy that govern economic activity since the socialist transformation of the late
seventies. By the end of 2009, out of 360 companies only 110 companies have

privatized from public sector to private sector (GBOT, 2009).

2.2.4 Libyan Stock Market (LSM)
The stock exchange market is the place where companies and other institutions that

require funds to finance their activities come together with individuals and institutions

that have money to invest (Buferna, 2005). Borda and McLeay (1996) stated that the

existence of an efficient capital market will help in improving the allocation of

financing sources, comparing the investment opportunities, diversifying portfolios and

more importantly, converting shares to cash when required.

Generally, there are two types of stock exchange markets namely, a primary market, and
a secondary market. The primary market is a market where shares are issued. Banks

usually play a major role in primary markets. A secondary market is a place where
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shares already in circulation are traded. In Libya, until 2005 there is only a primary
market available. This may present a major barrier for Libyan companies to raise capital
needed for investment (Buferna, 2005).

In 2006 and following the decision of General People’s Committee No. 134 / 2006 the
Libyan stock market as a joint stock company was established with a capital of 20
million Libyan dinars, divided into two million shares with a nominal value of 10 LD
per share. It seeks to facilitate the development of the financial and monetary
institutions and their contribution to economic activity (Central Bank of Libya, 2006).

The Article No. 29 of the decision requires all public and private companies that have

one million LYD capital or more must register in the LSM.

Almalhuf (2009) has summarised the main purposes and objectives of the LSM as
stated in Act No.134 of 2006 as follows:

1. To prepare an appropriate investment environment in order to achieve the

general welfare.

2. To encourage the saving habit and raise the investment knowledge in order to

direct the reserves to the most beneficial sectors.

To control and observe financial transactions.

To serve the social and economic development,

To contribute in the process of privatisation of state owned enterprises.

To conduct research and collect statistical data about the listed enterprises.

N o » AW

To establish the required standards to ensure and secure the correctness of the

financial market’s transactions.

8. To develop the competence of the LSM’s employees by conducting the
necessary training.

9. To develop cooperative relationships with other regional and international

financial markets.

The Decision 134 of 2006 has been amended by the Libyan General People’s
Committee issued its decision No. 436 of 2008 on the version of the new statute of the
market with little changes. The main changes are the LSM’s capital has increased to 50

Millions LYD, all public, private and foreign companies that operate in Libyan market

with capital not less than 250, 000.00 LYD must register in the LSM (Article No. 31 of
the decision 436).
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Due to 1its recent establishment, the LSM has signed agreements with several countries’
stock Exchanges in order to develop the performance of LSM’s departments, systems
and employees through conducting different workshop courses both locally and abroad.

For example, on 18" October 2007, a cooperation agreement was signed in London

between the LSM and London Stock Exchange (Almalhuf, 2009).

From the Article No. 35 of the decision 436 of 2008 the market’s tables are divided into
two types:

1. Main tables include the shares of companies that have met all the requirements
for listing the specific rules of listing and are traded through the main market.
2. Subsidiary Tables include the shares of companies those do not meet the

requirements for listing the specific rules of listing and are traded through the

sub market.

In addition, the main tables are divided into two tables which are table (a) and table (b).

In the main table (a) shall be listed the securities which satisfy the following conditions:

1. The listing conditions provided for in Article (7) of the LSM regulations.
2. The 1ssuing party of the security has issued financial statements for three years

prior to the listing application, provided these financial statements are

approved by a certified auditor.

3. The party's assets are evaluated by one of the well-known evaluation methods

by an independent expert. The market management may repeat this evaluation.

4.  The capital shall not be less than (LD 1.000.000) one million Libyan Dinar or
the equivalent thereto.

.  The nominal value of the security should be fully paid.

6. The party should have exercised its activity for at least three years, and have

realized a net profit from its main activity in the last two years of not less than
5% of the capita.

7. The financial conditions of the party should be safe terms of its assets, liquidity
the balance of its financial structure and the efficiency of its performance. The
total of fixed and current assets should not be less than 50% of the capital.

8. The party’s board of directors should submit a report on its achievements and

performance, the significant events which occurred and affected it since the
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date of its inception until the date of the listing application, and the future plan

for at least the next three years.
9. The number of shareholders should not be less than 100 shareholders, and there
should be at least 100 shareholders who own not less than 50 shares each.
10. The number of free shares should not be less than fifteen per cent (15%) of the
capital.
In the main table (b) shall be listed the securities of the parties which satisfy the same

conditions for the main table (a), with the exception of:

1. The capital should not be less than (LD 250.000) two hundred fifty thousand

Libyan Dinar, or the equivalent thereto.

2. The percentage of free shares should not be less than 10% of the capital.

3. An exception to the above conditions, the securities of the parties targeted with
expanding their ownership base (privatization) shall be directly listed in the
main table (b) after depositing their securities in the central depository and

registration system, subject to abiding by the rules and system applied in the

market.

As well, the Subsidiary Tables are divided into two types which are Subsidiary table (a)
and table (b).

In Subsidiary table (a), the securities of issuing parties shall be listed which satisfy the
following conditions:

1. The listing conditions provided for in article (7) of these regulations.

2. The capital should not be less than (LD 100.000) one hundred thousand or the

equivalent thereto.

3. The parties should contract with one of the sponsors in the market.

4. The parties should have actually carried out their activities for at least one year,

and have realized profits from their main activity in that year equal to not less
than 5% of the capital.

5. The number of shareholders should not be less than 10 shareholders.

6. The percentage of free shares should not be less than 5% of the capital.

In Subsidiary table (b) the securities which do not satisfy the conditions of the main

tables and the subsidiary table (a), subject to the following:
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. The listing conditions provided for in article (7) of the LSM regulations.
2. The capital should not be less than (LD 100.000) one hundred thousand Libyan

dinar), or the equivalent thereto.

3. The number of shareholders should not be less than 10 shareholders.

Table (2.3) and table (2.4) show the companies included in the listed market securities

In the main table (a) and in subsidiary table (a) respectively as on 30.9.2010.

Table (2.3) Companies Listed in the main table (a) in the Libyan Stock Market as at the End of

Table (2.4) Companies listed in subsidiary table (a) in the Libyan Stock Market as at the end of March 2010

[.ibyan Tobacco Company

Development company for medicine manufacturing and medical products

—il

Development Company for manufacturing the contributing pipes

l

2

3

4 | Development Company of plant extraction and refine contribution
> | Development company for the contributing pipeline
6

7

8

9

Development company for Engineering Industries
| Development company of the contributing wires and cables

| Ihe Libyan development and investment company
| Mills and Fodders company
10 | Alrahela oil and services company
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2.3  The Development of Financial Accounting and Auditing in Libya

The history of financial accounting in Libya is relatively short. Up to Libya’s
independence in 1952 there was no domestic accounting profession and most of the
business firms depended upon foreign accounting firms from Italy and the UK (Bait-El-
Mal et al., 1973). According to Kilani (1988) the historical development of accounting
knowledge and the profession in Libya was the product of the intervention of foreign
countries and companies in its internal affairs. Before the country’s independence, the
colonizers (Ottoman Empire from 1551 to 1911, Italy from 1911 to 1943, and Britain
and France from 1943 to 1952) were responsible for running the country’s affairs and
implemented their laws.

For more than three centuries of the Ottoman Turkish Empire in Libya (1551 to 1911),
there was no strong evidence that indicates that indicates whether the application of
modern accounting or auditing was implemented or not ( see for example, Almalhuf,
2009). Buzied, (1998), argued that accounting during Ottoman period of colonisation

was confined to simple book- keeping (Single entry) in order to meet the requirements
of the Tax and Zakat.

Kilani (1988) suggested that:

“The fact that no enterprises or industrial or manufacturing activities
existed, suggests that no managerial accounting or cost accounting was

practised in Libya during the rule of the Ottoman Khelapha. The same
applies to governmental accounting, for there were no government

departments such as education, health, agriculture, etc. One may thus
conclude that the only accounting practice in Libya during the Ottoman
Khelapha rule was some primitive financial accounting practice to

administer Zakat collection from Libyans and its transfer to the central
government in Istanbul.” (Kilani, 1988:80)

During the era of the Italian colonisation of Libya (1911-1945), Italian legal and

management systems were implemented and were, to a great extent, the same as those
in Italy. The important influential factors in the development of accounting in Libya

during this period were the Italian accounting profession and the Italian tax law of 1923
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However, financial accounting was the only branch of accounting that existed, and there

is no evidence of any auditing practices or other professional activities (Kilani, 1988).

However, the impact of Italian accounting practices in Libya was limited because most
of the personnel who were appointed to managerial and accounting positions in Italian
companies were Italians; Libyans were generally excluded from these positions.
Moreover, Libyan labour forces were neglected and were not provided with any

meaningful educational and technical training programs during this period (Bait El-Mal
et al., 1973).

During the period after the Second World War, the British and French took control of
administering Libya until its independence in late 1951. During this short transitional

period, there was no major development of accounting.

However, since 1952, Libya has experienced political and economic changes which
might have been expected to influence accounting (Kilani, 1988). In the early years of
independence, British and American firms started to do business in Libya. Many big
British and American companies had subsidiaries in Libya. After the discovery of oil,
there were many international companies to work 1n different sectors, especially the oil
sector. As a result, many foreign accounting firms from different countries such as
Egypt, Italy, he USA and the UK opened branches in Libya in the 1950s and 1960s
(Bait-El-Mal et al., 1973). These foreign companies followed the same accounting
policies, standards and procedures as applied by their home country. These accounting

philosophies which were used in used in foreign companies are still used by Libyan
companies (Bait-El-Mal et al., 1973; Kilani, 1988 and Buzied, 1998). However, in the
1970s, many Libyan accounting firms were established. As a result of the increase of
accounting firms in both number and size and the lack of regularity in accounting and
auditing standards and practices, there was an urgent need to regulate and control
standards and practices that were the two main forces contributing to the establishment

of a professional accounting body in Libya and the development of a general accounting
framework (Ahmad, 2004).

Therefore, in 1975 the Libyan Accountants and Auditors Association (LAAA) was

formally established under law 116 of 1973 with the aim of achieving the following
objectives:
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1. To license public accountants and to maintain a register of public accountants;
2. To regulate, develop and improve the accounting and auditing profession and to
raise the professional standards of accountants and auditors, academically,

culturally and politically:;

3. To organise and participate in conferences, seminars relevant to accounting and
the auditing profession, domestically and internationally;

To organise educational and training programs for its members;

To establish a retirement pension fund for its members;

To increase cooperation amongst members and to protect their rights;

To ensure compliance with ethical codes of conduct; and

® N SN B

To take action against members who violate the traditions and ethics of the
profession.

Practicing, articles No. 24, 26 and 28 of Law 116 of 1973 requested that every

member of the LAAA must have to meet several requirements.

a- hold Libyan nationality;

b- University degree in accounting,

c- five years of post-qualifying practical accounting experience in an auditing firm,

d- Enjoy political and civil rights.

Other registered accountants who have a bachelor’s degree in accounting with no
working experience and do not intend to practise in the profession, are listed in the
register of assistant accountants not in practice. Accountants who hold a degree higher
than a bachelor’s degree in accounting are exempt from the work experience
requirement if the higher degree requires four or more years of study and training,
However, after becoming a member of the LAAA, no continuing professional training
1s required (Ahmad and Gao, 2004) and Libyan accountants are not required to pass a
professional exam to be permitted to provide public accounting and auditing services
(Bengarbia, 1989). For this reason, very few Libyan accounting firms conduct training
programmes for their accounting staff (Ahmad and Gao, 2004). The kind of services
that accounting and auditing firms can offer in Libya include preparing financial reports

(financial statements), auditing, tax services, offer bankruptcy, management consulting,
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accounting system design and installation (Almalhuf, 2009).

Although it has been more than thirty five years since the establishment of the LAAA,
there is a general agreement among accountants, academics and researchers that very
little has been achieved by the body in terms of building a theoretical base for
accounting as a profession, failure to develop accounting and auditing standards, and a
much-needed Code of Ethics that would improve professional practice, is sadly missing
(Kilani, 1988; Bengharbia, 1989; Mahmud, 1997, Buzied, 1998; Bakar and Russell
2003, Ahmed 2004 and Almalhuf, 2009,). Consequently, it can be argued that the
LAAA has not succeeded in fulfilling its obligations as a regulatory body and is not
operating in the public interest. Moreover, there have been few efforts by the LAAA to

promote continuing education and training amongst accountants as a means of

improving the status of the profession. Hence, the Libyan accounting profession has

poor status (Sawan, 2010).

In addition, the first recognised body to govern accountancy in Libya can be traced back
only to 1955. The body was called the State Accounting Bureau (SAB). The SAB was
established 1n 1955 by Law No. 31. In 1988 and under law No. 7, the SAB become the
Institute of Public Follow-Up (IPFU). The main objectives of the IPCFU, initially, were
to provide the auditing services and administrative control of all the state agencies,
departments, organisations aided by or in receipt of loans from the government, and any
other corporation to which the state was holding more than 25 per cent of the capital. In

1996 IPFU became the Institute of the public Control and Investigation (IPCI).
Recently, the IPCI once again has changed its name by law No. 3 of 2007 to be the

Institute of Financial Auditing (IFA) (see for example, Bribesh, 2006 and Almalhuf,
2009).

2.4  Libyan Accounting Education

According Ahmad (2004), Libyan‘ general education from primary to university level
and accounting education were largely imported (if not totally inherited) from the first
world (e. g., the UK). Before its independence, there was no formal accounting
education or training for local population in Libya (Kilani, 1988; Buzied, 1998). During

the period of colonisation, more than 90 per cent of the population were illiterate. Very
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few Libyans had been given the opportunity to study at university and to qualify for the

recognised profession at the time of independence (Stanford Research Institute, 1969
cited in Ahmad, 2004).

In Libya, the accounting education system after independence was divided into two
levels: pre-university a university levels. It was 1954 when accounting education began

in Libya, with the establishment of the School of Public Administration that had

responsibility for training government employees in the field of accounting (SPLAJ
Secretariat of Work and Civil Services, cited in Sawan, 2010). Undoubtedly, the
investment in accounting education and training, made initially to satisfy the needs of
the oil companies, has had a spin-off effect within the country generally, as the British
and American accounting practices have been transferred from the oil and gas sector to

other sectors with the movement of employees in and out of the sector (Saleh, 2001).

In 1957, in co-ordination with the UN, the School of Public Administration became the
Institute of Public Administration. Univqrsity level accounting education also started in
1957 with the founding of the Facultyﬂof Economics and Commerce of the Libyan
University at Benghazi (now called University of Garyounis). The accounting

department 1n this Faculty has been the most significant force in accounting education

in Libya since its founding.

In 1973 the two campuses became the Universities of Benghazi and Tripoli, and in 1976

they were renamed as the University of Garyounis and El-Fatah University.

Kilani, (1988) argued that between the years 1957-76, the English accounting
curriculum was adopted in the Libyan universities, using accounting textbooks that
were either British and written in English, this being the majority, or produced in
Arabic, having been translated from English or written by Arabian writers who had

graduated from British Universities. Mahmud (1997:267) confirms this historical

development, noting that,

“the analysis of the accounting education system in Libya shows that the old
system (1957-1976) was British-orientated in all its elements (curriculum

textbooks and faculty members), whereas the new one (1979 present) is
American orientated”.
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This was explained by Kilani (1988:175) as resulting from the fact that,

“Since 1977 with the return of Libyan nationals from the US, the American

accounting system was adopted in Libyan universities instead of the British
education system in the Libyan universities”.

Until the early 1970s, most of the accounting teachers were Egyptian nationals who had
graduated from British Untversities while a few were American and Canadian (Sawan, ‘
2010). According to Kilani (1988), the move from British-oriented textbooks to
American-oriented materials came about, from the fact that most university teachers
undertook their education in American Universities. Since 1976, the accounting
programme offered by the Faculty of Economics and Commerce at University of
Garyounis has been shifted to the American model. The new system is based on two
sixteen-week semesters instead of a full nine monthly academic year (The University of
Garyounis, 1976). In both systems, the program focuses heavily on financial accounting
topics, in particular on the technical or mechanical aspects of accounting, dealing with
external reporting, taxation and external auditing. The only difference between them is
that the old system was British orientated, while the new one is American orientated.

Little effort has been made to integrate the accounting education system with Libya's

environmental needs (Buzied, 1998).

After the 1969 Revolution, much more attention was paid to Higher Education, and
consequently, several accounting Faculties were established in different cities in Libya
during the 1980s’ and 1990s’. In 1985 a Faculty of Accounting at al-Jabal al -Gharbi
University was opened in Gharyan. In 1991, a Faculty of Economics and Political
Science at Nasser University (now called Elmergib University) was established in

Zliten, and accounting departments was one of six departments in this faculty.

This led to the problem that there was an acute shortage of academic accounting staff;

To overcome this problem, lecturers from various Arabic countries were appointed to
teach at these institutions.

Generally, the founding lecturers of these newly established accounting departments
came from the accounting department of Garyounis University and obviously these
newly established departments have more or less the same accounting programmes and

delivery systems and even textbooks as Garyounis. The education system in Garyounis
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University has been developed through time from the old accounting programme to new
one (Ahmad and Gao, 2004).

As for Postgraduate Courses, the Department of Accounting at the University of
Garyounis has been offering a Masters programme since 1988. The programme is

organised into three components: core subjects, electives and a dissertation.

The majority of the faculty members are Libyans graduated from the US or the UK and
most textbooks are either American or British books ( €. g., cited in Ahmad and Gao,
(2004) Mautz and Sharaf, 1961; Drury, 1983,), or Arabic books translated from
American and British books (e. g., Hajaj and Saeud, 1989) or written by Arabic authors
(e. g., Al-Nage, 1992; Holwa, 1992 cited in Saleh, 2001) who graduated from the US,
the UK or Egyptian universities. The Postgraduate Courses are also offered by the
Faculty of Accounting at Al-Jabal al - Gharbi University in Gahrian since the 1990s

with almost the same textbooks and a similar curriculum of those of the University of

Garyounis.

The Academy of Postgraduate Studies was founded 1n 1988 under the name “Institute
for Advanced Studies in Economic Sciences” and started in Autumn 1989, with three
scientific departments: Accounting Department - Department of Administration and
Management - Economics Department and during 1995 1t was renamed as the Academy
of Postgraduate Studies and includes Degrees awarded by the Academy, a Graduate
Diploma and Masters and Doctor of Philosophy (PhD). The Academy of Postgraduate
Studies have clearly contributed in improving the accounting education of Master level
while there 1s no any progress on PhD level. Therefore, it can be said that, until now no
university in Libya had offered a PhD programme in accounting, which is regarded as
important for the development of the accounting faculty and the efficiency of
accounting profession. Staff members with a PhD are all from abroad (mostly from the
UK and US); they were either foreigners or Libyans who were educated in these
countries. The lack of a PhD programme is one of the main factors that have contributed

to the slow development of accounting education and research in Libya (Ahmad and
Gao, 2004).
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2.5 Légal and Regulatory of Financial Reporting in Libya

There are many laws and decisions which are organised financial reporting practises in
Libya. The legal and regulatory framework for financial reporting in Libya is very
limited in scope and is expressed in loose and general terms (Dardor, 2009). Therefore,

the following sup sections are presented these laws and decisions.

2.5.1 The Libyan Commercial Code (LCC)
The Libyan Commercial Code (LCC) was issued in 1953 and has been partially

amended several times to meet changing domestic and global requirements. The last
modification was made in 1970 via the Commercial Act. It covers rules on corporation
books and record keeping and financial reporting. According to the commercial law,
Libyan companies are required to have three bodies: an Administration Board, a
General Assembly and an independent Controlling Committee. The Administration
Board runs the company in the light of the general policy that should be adopted by the
General Assembly, while the Controlling Committee are required to make sure that the
company’s management enforces its activities in accordance with the rules. The General
Assembly consists of a company’s shareholders, and it is usually considered as the
place where the shareholders can exercise their rights, such as, voting for directors and
on major company issues (see Buferna, 2005). The LCC stipulates requirements for the

accounting practices, systems and reporting methods used by Libyan firms (Buzied,

1998). The LCC version 1972, Article No. 58, requires that each enterprise must have at
least the following books: a journal, an inventory book and a balance sheet book.
However, before being used, the books must be notarised by the Court of First Instance.

According to the statement made by the government in 1972, Article No. 570

corporations (joint-stock companies) are required to keep the following records:

1. aregister of members;

. aregister of bondholders;

. aminute book of members’ meetings;

. aminute book of statutory auditor’s meetings;

2

3

4. aminute book of director’s meeting;

S

6. aminute book of executive committee’s meetings and
7

7. aminute book of bondholders’ meetings.
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In addition, the LCC requires companies to prepare a balance sheet and profit and loss
account at least once a year. The responsibility for the preparation of accounts is
assigned to the companies’ directors who are also required to prepare a report about the
company’s performance. Article (573) of LCC details the items of assets and liabilities
that must be reported in any corporation’s balance sheet. The financial statements are to
be reported to the general assembly of shareholders for approval (Libyan Government,
1972 Article 572). According to Libyan Commercial Law (LCL) section 2/572 all
companies must prepare their financial reports within 120 days after the year-end. In
addition, All annual reports are required to be made available at the company’s
headquarters to its sharcholders at least fifteen days before the general assembly

meeting at which the reports are to be attested (Article 580 of the LCC). A copy of the

approved balance sheet and profit and losses account along with the directors’ and

auditors’ report must be submitted to the Commercial Register (CR) within thirty days

of its approval. This is to be accompanied by the director’s report and auditing board

report (Libyan Government, 1972, Article 583).

2.5.2 Tax Law
As discussed earlier, the Italian Income Tax Law of 1923 was the first tax law

used in Libya, and it was used for many years, albeit with some modifications
to suit the Libyan situation, until the first Libyan Income Tax Law was enacted
in April, 1968. The second an attempt of a tax law to suit the Libya was in
1973. According to Bait-El-Mal (1981), t