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Abstract

Since 1990, interest in environmental disclosure (ED) has grown, and it is now seen as one
of the most important types of social disclosure (Islam et al., 2005). This attention has not
come out of the blue; as environmental costs rise year on year, it has become increasingly
important to disclose these costs, as they can significantly impact upon the decisions
made by the users of financial statements. This is especially important in light of the
fierce competition between local and global companies. Concerned investors have
therefore started to press for environmental information to be disclosed in companies’
annual reports.

The vast majority of studies in the field of ED have so far focused on developed territories
such as Western Europe, America and Australia, neglecting developing countries. The
present study is motivated by the lack of research in developing countries in general and
Libya in particular. It is an empirical investigation into the ED practices of oil and gas
companies operating in Libya. This study is the first to explore ED practices in the oil and
gas sector in Libya. This sector, which is considered one of the most polluting industrial
sectors, accounts for 70% of Libyan’s Gross Domestic Product (GDP) and 98% of the
country’s exports (Central Bank of Libya, 2009a). The main objectives of the present study
are to identify the current state of ED, as described in the accounting literature, to
observe how it is represented in the annual reports of oil companies operating in Libya,
and to investigate the determinants of and reasons for ED. In addition, the study attempts
to clarify the influence of company characteristics on ED. The aim is to contribute to
current knowledge by addressing the shortage of studies on ED in developing countries.
To achieve these objectives, three data collection methods were employed:
guestionnaires, content analysis and interviews.

The results show that almost all companies provide some environmental information,
although reports contain more positive and neutral than negative information. The
respondents agreed strongly that some of the proposed drivers do indeed motivate
companies to disclose environmental information, but they rejected others (see Table 6-
10). When it came to identifying the obstacles that prevent companies from disclosing
environmental information, local companies were consistent in accepting most of the
proposed elements as barriers to ED, whereas a number of these elements were rejected
by foreign companies (see Table 6-17).

It was apparent that although some environmental rules and regulations do exist, they
are not applied fully and control of ED is still weak. There is a significant positive
association between level of ED and company size, company privatisation and company
nationality. The investigation provides further evidence that these characteristics are
important and have an impact on the level of ED. On the other hand, the age of the
company is insignificant; it is negatively related to the level of ED.
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Chapter One: Introduction and Outline of the
Thesis

1.1 Introduction

An economic project does not exist within a vacuum, but within a specific political, social
and commercial environment, and its continuation depends on its ability to coexist with
this environment. It can affect, or be affected by, the environment in positive or negative
ways, since it needs raw materials and labour on the one hand, and it provides goods and

services to the members of society on the other (Hamouda, 2007).

Consecutive developments in the economic world have started to force companies to
modify their traditional economic models, built only on the philosophy of maximising
profits, to take into account social as well as economic considerations (Violet, 1983).
Increasingly, companies are being required by stakeholders, pressure groups, committees
and the general public to contribute to the improvement of life in their communities in
ways other than the provision of goods and services (Deegan and Rankin, 1997), and they
are now finding that they are expected to balance their economic goals with the social
objectives of the surrounding environment. Companies are essentially economic
enterprises which must make profits to survive, but as they have come to appreciate the
effect social and environmental factors can have on financial performance, the pursuit of
profit has ceased to be their only concern. In response to growing pressure — both
internal and external — companies have begun to take on social and environmental
responsibilities alongside their economic activities. They are increasingly realising that
they are responsible not only to investors and lenders, but to society as a whole. As

companies have shown greater interest in social responsibility — with some even



allocating a portion of their profits to put this responsibility into action — social factors
and the extent of companies’ commitment to social responsibility have become key
factors in decision making, particularly in investment decisions (European Commission,
2001). It has therefore become necessary for annual reports and accounts to include data

on the social and environmental performance of companies.

According to Gray et al. (1996, p.45), Corporate Social Responsibility (CSR) “‘as a
stakeholder oriented concept extends beyond the organization’s boundaries and is driven
by an ethical understanding of the organization’s responsibility for the impact of its
business activities, thus, seeking in return society’s acceptance of the legitimacy of the
organization”. Mainstream opinions and trends in regard to CSR will be discussed and
analysed in some detail later. According to the numerous studies on the subject
(American Accounting Association (AAA), 1975; American Institute of Certified Public
Accounting, 1977; Epstein et al., 1976; Gao et al., 2005; Mashat, 2005; Williams, 1999),

the scope and activities of CSR may be broken down into:

1- Activities relating to natural resources and environmental contributions

(environment protection);

2- Activities relating to human resources (staff);

3- Activities relating to public contributions (society);

4- Activities in the energy field (energy saving); and

5- Activities relating to products or services (consumer protection).

Environmental protection is one of the most important areas of social responsibility, since

environmental pollution is one of the most critical problems facing developed and



developing countries alike (American Accounting Association (AAA), 1973). Industrial
progress is considered a major cause of environmental pollution (Wang et al., 2004),
along with population growth and humanity’s increasing reliance on fossil fuel-based
transport. Together, these have had a major effect on the environment, with pesticide
residues, chemical fertilisers, oil residues on land and sea and other forms of pollution

damaging the air, water and soil.

Environmental activities may have a more far-reaching impact than other social activities,
given that pollution does not recognise political or regional boundaries and can travel
from north to south or from a highly polluted country into one which produces little or no
pollution of its own. Wind, clouds and water currents all contribute to the transfer of
pollutants from one country to another. What is more, if radioactive materials leak from a
nuclear reactor or oil spills into one of the seas, the impact will be felt not just in other
countries but by all living objects as the pollutant finds its way into the global ecosystem.
On top of its other harmful effects, pollution is also having an impact on global warming
and the depletion of the ozone layer (Lee et al., 2002). The impact of the other social
activities is generally limited and local; the relative importance of the environmental

effect has made this field the most deserving of attention, study and research.

1.2 Research Problem

The environment may be defined as the physical enclosure that holds the earth’s natural
resources. The relationship between humans and the environment should therefore be a
mutual one, whereby people obtain from the environment their means of sustenance,
while taking care to maintain it. As the industrialisation of production systems advances

in countries around the world, this is having a number of adverse consequences, among



them the pollution of the word’s natural resources. As a result, the issue of air, sea and
water pollution and its minimisation has gained considerable global attention in recent

years (Hamouda, 2007).

Although many companies claim that they follow international regulations and standards
to protect the environment and minimise pollution, some still continue to violate these
standards and abuse the environment by emitting harmful waste products into the
surrounding atmosphere. It is important that companies responsible for polluting the
environment acknowledge responsibility, abide by agreed standards of environmental

protection and bear the true cost of the environmental damage they cause.

Other industrial companies, prompted by the general increase in environmental
awareness and a growing sense that they are responsible to parties other than company
shareholders, have begun to revise their strategic goals. Profit maximisation is no longer
the sole purpose of these companies’ activities. Instead, their focus seems to be on
making reasonable profits while paying due attention to their future continuity and
survival (Abd Elgaani, 2000). They have begun to show some social and ethical
responsibility — specifically, an awareness that they must protect and sustain the
environment. Faced with this new reality, the accounting profession worldwide has
realised the importance of producing and disclosing accurate information about
companies’ environmental activities and costs, which can impact upon a company’s

assets and liabilities (Labib, 2002).

Although numerous studies have been conducted on the subject of social disclosure in
general and ED in particular see for example (Blomgren, 2011; Cho et al., 2008; Cormier et

al., 2005; Dedman et al., 2008; Deegan and Gordon, 1996; Dominguez, 2012; Gray et al.,



2001; Johnson et al.,, 2011; Melo and Garrido-Morgado, 2012; Ness and Mirza, 1991;
O’Dwyer et al., 2005; Patelli and Prencipe, 2007; Spence, 2007), controversy still
surrounds many of the issues related to social and environmental disclosure. There is still
disagreement as to what motivates companies to disclose their environmental
information, and no consensus on the influence (or lack thereof) of factors such as the
size of the company, its nationality or privatisation on the level and quality of ED. To the
best of the author’s knowledge, no previous studies have investigated the relationship
between company age and the level of ED. Instead, they have concentrated on financial

disclosure or disclosure of CSR, without specific reference to ED.

Furthermore, despite the fact that social and environmental disclosure has been a major
topic of academic research for more than three decades, the vast majority of these
studies have focused on the developed industrial countries of Western Europe, America
and Australia. Even international studies have focused on these countries and neglected
the developing countries. Many studies suggest that further research is needed in this
area, especially in developing countries (Babiak and Trendafilova, 2011; Belal and Owen,
2007; Belal and Cooper, 2011; Gao et al., 2005; Gugler and Shi, 2009; Jamali, 2007;

Sobhani et al., 2009). Belal (2001, p.274) argues that:

“Most of the corporate social reporting studies conducted so far have been
in the context of developed countries. Very few studies are available on the
CSR practices in developing countries. Given the different socio-economic
context of developing countries it is argued that it is important to learn
about the CSR practices in those countries.”

Raman (2006) also observes that most CSR studies are carried out in the economic and
organisational contexts of Europe and the USA. Just a few studies have looked at this

subject in developing countries. Arevalo and Aravind (2011, p.399) reveal that:



“In general, studies that have looked at CSR, specifically the levels of
integration within the business sector in developing countries, are limited.
As globalization continues to alter the traditional balance of power between
developed and emerging nations, businesses from emerging markets are
vigorously challenging the hegemony of their international counterparts.
Given this scenario, scholars and researchers have consistently called for
more research in the area of corporate responsibility and the growing
influence of emerging markets and their leading companies.”

A number of authors argue that, since the cultural, social, economic and political context
can have an impact on accounting in general, and on social responsibility in particular
(Archambault and Archambault, 2003; Dumontier and Raffoumier, 1998; Goodrich, 1986),
it would be dangerous and wrong to apply the findings from studies conducted in
advanced industrial countries to developing countries (Anderson, 1977; Gao et al., 2005;
Tsang, 1998; Wallace, 1990). Scholars have pointed to the gap that exists in the
accounting literature in terms of research related to environmental information,
especially in developing countries (Adhikari and Tondkar, 1992; Belkaoui, 1983; Elnaby et
al., 2003; Perera and Mathews, 1990; Saleh, 2004; Tsang, 1998). A number of suggestions
have been made for future research in this area. Mashat (2005), in his examination of
social responsibility disclosure in Libya, recommended that the disclosure of social
information be examined, especially the disclosure of environmental information. He
cited the shortage of studies on ED in Libya, apart from those conducted by Saleh (2004)

and Ishwerf (2012).

The main objective of Saleh’s study, which was carried out on 13 industrial companies in
Libya, was to identify how administrative decisions regarding ED can be influenced (or
not) by the social, political and economic situation in the country. The main aim of
Ishwerf’s study, on the other hand, was to investigate the perceptions and requirements

of stakeholders towards ED in Libya. He adopted the single case study approach to
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examine the Ahlia Cement Company. These studies, conducted on local industrial
companies, excluded the oil sector and foreign companies; in fact, no study of this sort
has previously been conducted on the oil and gas companies operating in Libya. The
present study is unique in focusing on this sector, which is considered the most polluting
industrial sector, and which accounts for 70% of Libya’s industry-generated GDP and 98%

of its exports (Central Bank of Libya, 2009a).

Thus, the research problem is essentially the gap which currently exists in the accounting
literature: that is, the lack of ED-related research focusing on developing countries in
general and Libya in particular. Apart from the lack of studies set in developing countries,
there is disagreement about the reasons why companies disclose environmental
information and about the influence company characteristics have on environmental
disclosure. Hence, the research problem also encompasses these disagreements; the
study investigates what motivates companies to disclose environmental information and
how company characteristics such as size, nationality, privatisation and age influence the
level and quality of ED (as far as the author is aware, no previous studies have
investigated the relationship between company age and the level of ED). The present
study is motivated by the lack of research in developing countries in general, and in Libya
in particular; it aims to bridge the gap in the accounting literature by exploring the issues,

outlined above, surrounding ED by oil and gas companies in the country.

1.3 Research Aims and Questions
The main incentive for conducting this study is to address gaps in the research and the
inconclusiveness of previous studies in regard to the disclosure of social responsibility in

general and ED in particular. It has several aims:



1. To evaluate the current state of and recent developments in the field of ED and its
presence in the annual reports of oil companies operating in Libya, and to identify the

differences between foreign and local oil companies’ disclosure practices.

2. To investigate how far Libyan environmental law and regulations are being followed
by oil companies operating in Libya. In addition, the study aims to suggest effective
ways of obliging companies to disclose environmental information.

3. To identify what motivates companies to disclose environmental information.

4. To determine the factors that prevent companies from disclosing environmental

information.

5. To test and analyse the relationship between company-specific attributes such as size,
privatisation, age and nationality and ED. This study undertakes to shed light on

certain key company characteristics that may affect ED practice.

6. To identify the extent to which Libyan oil and gas companies are aware of corporate

social responsibility and ED.

To achieve the research aims, and to contribute to the enrichment of the accounting

literature, the study seeks to answer the following questions:

1. Do oil companies operating in Libya practise ED? If so:
A. Isthere a difference in ED practice between local and foreign companies?
B. What type of environmental information is being disclosed in the annual reports
of oil and gas companies?

2 Why does ED practice in local and foreign companies differ?

To answer this question, the following sub-questions will be asked:



A. To what extent are Libyan environmental regulations being followed by oil
and gas companies operating in Libya?

B. Is there control over ED in oil companies in Libya?

3. What motivates companies to disclose their environmental activities?

To answer this question, the following sub-questions will be asked:

A. Is there an association between company reputation and ED?

B. Is there an association between legal requirements and ED?
C. Isthere an association between meeting societal expectations and ED?
D. Is there an association between societal pressure and ED?

E. Isthere an association between economic factors and ED?

4. What factors prevent companies from disclosing their environmental

information?

5. Is there an association between company characteristics such as size,
privatisation, age and nationality and ED?

To answer this question, the following sub-questions will be asked:

A. Isthere an association between company nationality and ED?
B. Is there an association between company privatisation status (private or public
corporation) and ED?
C. Isthere an association between company size and ED?
D. Isthere an association between company age and ED?
6. Is there understanding of CSR in general and ED in particular in Libyan oil and gas

companies?



To answer this question, the following sub-questions will be asked:

A. Do financial managers in oil and gas companies in Libya understand CSR and
ED?
B. Do employees in accounting departments in oil and gas companies in Libya

understand CSR and ED?

1.4 Significance of the Research

The importance of the study stems from the belief of many writers, including the author,
that improving the quality of ED necessitates investigation not just of the quality of
current practice, but also of the influence of company attributes on disclosure and the
obstacles that inhibit it. Its importance is highlighted by the fact that academics and
international and local environmental organisations are calling upon governments with
increasing urgency to pay more attention to environmental issues and to force companies
to refocus their activities and do the same. The study contributes by identifying the
quality of disclosure and the actual extent of ED in Libyan oil companies and foreign
companies operating in Libya. It also determines the extent to which managers and
employees in this most polluting of industries are aware of CSR in general and ED in
particular. The study seeks to draw the attention of accounting practitioners within the oil
industry and professional accounting bodies to the most important forms of
environmental pollution, to environmental standards in general and international
accounting standards in particular. In focusing on ED in a developing country, specifically

Libya, the research addresses a need that has been highlighted in a number of studies.
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1.5 Research Methodology and Methods

This section provides a summary of the research methodology and methods which were
used to investigate the research questions above. The study evaluates ED in 43 local and
foreign companies operating in the oil and gas sector in Libya. Given the small size of the
population of the study, the entire population was surveyed. The author used the mixed-
method approach, employing a combination of quantitative and qualitative methods
(Fielding and Fielding, 1986). According to Hitchcock and Hughes (1995), whatever the
research, “it is possible for either qualitative methods or quantitative methods, or both to

serve our purposes”.

The quantitative strand involved the use of content analysis to provide a preliminary picture of
the quantity and nature of ED practised in the Libyan oil and gas industry. According to
Neuendorf (2002), content analysis is the fastest growing technique in quantitative research. It
has been widely used in prior studies of social disclosure in general and ED in particular see for
example (Adams et al,, 1998; Adams and Kuasirikun, 2000; Andrew et al., 1989; Belal and
Kabir, 2010; Cho and Patten, 2007; Deegan and Gordon, 1996; Dominguez, 2012; Freedman
and Stagliano, 2008; Gao et al., 2005; Gray et al., 2001; Guthrie and Parker, 1990; Islam et al.,
2005; Johnson et al., 2011; Liu and Anbumozhi, 2009; Sobhani et al., 2009; Villiers and Staden,
2011; Williams, 1999). In the present study, social and environmental information was
collected from annual reports issued by 43 oil and gas companies operating in Libya between
2002 and 2009. The second quantitative method was the design and distribution of a
questionnaire. Four questionnaires were distributed to financial managers and accountants
within each of the 43 oil and gas companies in the study population, making a total of 145

questionnaires. The qualitative strand consisted of interviews with company officials and
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personnel in charge of financial and environmental accounting. The interviews discussed
managers' perceptions of environmental costs and liabilities as well as the current procedures

for ED.

1.6 Thesis Structure

The thesis consists of eight chapters: Chapter One provides an introductory outline
including the research problems and questions underlying the research. It highlights the
rationale and motivations for this research and provides a summary of the research

methodology.

The primary focus of Chapter Two is to highlight mainstream opinions and trends relating
to CSR. It discusses and analyses current perceptions of the components of CSR before

introducing the concepts of social accounting and disclosure of social responsibility.

The aims of Chapter Three are to review how ED is defined and the various types of ED,
and to discuss the importance of disclosing environmental performance and how
companies benefit from disclosing environmental information. This chapter describes ED
from an international perspective before going on to review previous studies in the field

of social and environmental disclosure.

Chapter Four outlines the Libyan background of the study, including the country’s
political, economic and accounting system. This chapter is divided into eight sections: it
starts with the Introduction; Sections two and three contain general information about
Libya’s geographic location, population, land area and historical background; Section four
deals with Libya’s political system; Section five provides an overview of the Libyan

economic system; and Section six is concerned with the accounting system in Libya.
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Section seven discusses the treatment of ED in Libyan law. The chapter ends with a

general summary.

The overall objective of Chapter Five is to present an explanation of the research
methodology, procedure and methods, demonstrating how these were designed to
answer the research questions and hence achieve the research objectives. This chapter is
structured as follows: the first section gives a brief presentation of the content of the
chapter, the second section discusses the philosophical assumptions underlying the
research, and the third section describes the choice of research paradigm and outlines
the key characteristics of the quantitative and qualitative approaches. The fourth section
looks at the methodology and methods of data collection and justifies the choice of the
content analysis, questionnaire and interview methods. The fifth section explains the
statistical methods used for data analysis, and the final section provides a summary to the

chapter.

Chapter Six discusses the empirical results from the questionnaire, which was divided
into two parts: part one gathered general information about the respondents, while part
two illustrates ED practice by oil companies operating in Libya. Reference is also made in

this chapter to the results from the interviews, where appropriate.

Chapter Seven focuses on the analysis and discussion of the data collated from the
content analysis. The chapter is divided into two sections: the first describes the level and
type of ED found in the sample population, while the second illustrates the association

between company attributes such as nationality, size, privatisation and age, and ED.
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Chapter Eight collates and discusses the key findings, in accordance with the research
aims and questions, and summarises the results. It also offers advice and

recommendations to anyone who may be interested in the results of this research.

Figure 1.1 Thesis Structure
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Chapter Two: Corporate Social Responsibility
(CSR)

2.1 Introduction

Over the years, companies have come to play a central role in the development process;
indeed, many have been key drivers of economic growth in the developed countries. But
since the mid-20™" century, the role of business in society has been a matter of discussion
(Babiak and Trendafilova, 2011); considerable concern has been expressed in countries
around the world about the growing social costs of big business, the increasing pressure
on the natural environment and worsening environmental pollution (Turker, 2009). This
has given rise to new concepts such as CSR, with the result that these days, companies
are not just assessed in terms of their profits, and their reputation is not built solely on
their financial position (Glac, 2009; Okamoto, 2009; Vilanova et al., 2009). In the face of
increasing societal pressure, many companies have disowned their previously isolationist
attitude to embrace a wider range of values and activities, including activities aimed at
improving social welfare (Maon et al., 2009). In return, they are more or less guaranteed

the support and recognition of society and increased success.

It makes good sense for companies to dedicate part of their profits to social welfare
activities, even though these may not provide any direct financial gains. But despite the
interest that has been shown in the concept of CSR over the last three decades, there is
no clear-cut agreement between the theorists on an appropriate and precise definition of
the term. For this reason, the primary focus of this chapter is to explain CSR and its
components. It will also briefly discuss social accounting and the disclosure of social
responsibility.
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2.2 Definition of Corporate Social Responsibility (CSR)

Since it first emerged in the 1950s, CSR has developed from a relatively uncoordinated,
voluntary practice into an explicit, ongoing commitment (Klonoski, 1991). It has become
central to the agenda of many organisations and a prominent concept in the literature
(Amaeshi et al., 2008; Rajiv et al., 2004). It is important that annual reports and financial
statements include social data, as both the internal social factors within a company and
its commitment to social responsibility are of vital interest to decision makers, especially
investors. A number of studies in this field have shown that many investors take into
consideration social factors as much as economic factors when deciding on investment
projects so as to avoid investing in areas which might damage the environment

(Consultants and Australia, 1997; Deegan and Rankin, 1997; Ingram, 1978).

However, even after thirty years of research and debate among academics and
practitioners, there is no consensus on how to define CSR; definitions vary according to
the perspective of the individual and the form of responsibility being described (Carroll,
1991; Dahlsrud, 2008; Turker, 2009). Some authors have defined CSR as simply the
commitment to abide by the social-related laws and regulations enacted by government
(Davis, 1973; Friedman, 1970; Levitt, 1958). The proponents of this view suggest that
companies pay their taxes so that the government can do its job of securing the social
welfare of all members of society (Friedman, 1970), and that companies should not be
burdened with the extra duty and expense of catering for the social needs of others.
Contributing to the development process should not take precedence over the personal,
profit-seeking interests of the owners. According to one Australian study, some managers

believe that companies should only take on extra responsibilities, social or otherwise, to
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enhance their image and make more profit, not out of a sense of responsibility towards
society (Deegan and Rankin, 1996). Managers, owners and staff can make personal
financial contributions to social causes, but using company funds might lead to
accusations that they are misappropriating the company's money (Wartick and Cochran,

1985).

A second group of commentators defines social responsibility as a commitment to
improve social welfare. Spicer (1978), for example, defines it as a company’s positive
engagement to improve the social welfare of various social groups, while the World
Business Council for Sustainable Development (2011) defines social responsibility as the
obligation and commitment of corporate owners and shareholders to achieve sustainable
economic and social development through the improvement of the living conditions of

staff members, their families and the surrounding community.

Thus, there are two main trends in terms of definitions of CSR. One group sees CSR as
subordinate to the company’s commercial activity and its obligation to make profits for
stockholders (Pava and Krausz, 1996), while the other emphasises the company’s
responsibility to contribute to social wellbeing. However, there is also a third group,
which argues that definitions of CSR should also take into account the interests of
stakeholders, and that there should be a healthy relationship between the company's

goals, the interests of its proprietors and society's expectations and needs.

Gray et al. (1996, pp.45-46) recognise this relationship in their assertion that CSR “as a
stakeholder oriented concept extends beyond the organization’s boundaries and is driven

by an ethical understanding of the organization’s responsibility for the impact of its
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business activities, thus, seeking in return society’s acceptance of the legitimacy of the

organization”.

McWilliams and Siegel (2001, p.117) define CSR as “actions that appear to further some
social good, beyond the interests of the firm and that which is required by law”, while
according to the European Commission (2001, p.6), it is “the voluntary integration of
social and environmental concerns into business operations and into their interaction
with stakeholders”. Turker (2009, p.413) agrees with Gray et al. (1996) and the European
Commission (2001) that CSR is “corporate behaviours that aim to affect stakeholders
positively and that go beyond its economic interest”. These definitions all agree that
social responsibility involves the company going beyond what is required of it by law or
commercial self-interest, and that it implies a desire to limit the negative impacts of
corporate activity and to find solutions to social problems, without affecting

shareholders’ or owners’ interests in the process.

The above definitions all make it clear that social responsibility entails conforming to the
laws and social regulations enacted by the government; in other words, companies have
legal as well as economic responsibilities. According to the first group, the sole purpose of
any company is to achieve the greatest possible profit under the existing laws and
regulations; that is, its prime responsibility is economic (to serve the interests of
shareholders). In this group’s view, a company is being socially responsible simply by
adhering to the government’s minimum legal and regulatory requirements. The problem
with this definition of social responsibility — that it is essentially no more than strict

compliance with the law.
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In contrast, the second group would prefer companies to be like charitable organisations,
whose prime aim is to improve social welfare. However, in prioritising social responsibility
ahead of economic responsibility, this group irrationally ignores the fact that companies

are founded for the purpose of making profit, and cannot operate or survive without it.

The third group defines social responsibility in broader, more comprehensive and more
realistic terms as a commitment to reduce the negative impacts of corporate activity and
address social problems only in so far as it agrees with the interests of the owners. The
definition takes into account the two main issues: the desire of owners to look after their
interests and pursue profits (Holmes, 1976); and the increasing influence of social and
environmental considerations, represented in the social goals to contribute to the social
welfare of the community as a whole and minimise the negative impacts of corporate
activity. A company should strike a balance between its numerous economic obligations
and the interests of the society of which it is a part; this will not only strengthen its
stability, competitiveness and sustainability, it will also promote the company as a values

gatekeeper.

Evidently, CSR encompasses multiple sub-responsibilities, including economic, legal and
ethical obligations. Improving social welfare also brings with it responsibilities, some of
which are mandatory: at the very least, companies must not engage in activities which
might be harmful to their society. All companies must comply with those laws and
regulations which have been imposed by governments to ensure companies act in a
socially responsible way, for example in areas such as environmental protection and

energy saving.
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Beyond this, companies can undertake voluntary activities to benefit society as a whole
and improve the lives of its members. Social responsibility may thus be defined as a
company’s willing engagement in such activities, either in response to individuals, to
social pressure, to pressure from its owners or as a contribution to raising social welfare.
A number of studies argue that with the emergence of the ethical investor, profit has
ceased to be the only standard or criterion by which a company’s success is judged. For
example, many investors have begun to look specifically for companies whose activities
do not harm the environment (Belkaoui, 1980; European Commission, 2001; Stevens,

1991).

Thus, companies have acquired new responsibilities far exceeding legal and economic
requirements and have started launching social programmes to contribute to the overall
wellbeing of society. They might allocate funds to protect the environment from
pollution, promote environmental issues and safeguard primary resources such as water,
forests, air and rural areas. They might promote education and health by establishing
educational institutions and charitable hospitals or by making regular donations to

charity, or staff and their families might receive health insurance and free medical care.

But beyond this, companies should aim at tackling corruption, safeguarding human and
workers’ rights, regularly monitoring and controlling product quality to maintain
standards, supporting development plans and social research, and developing the
transport infrastructure to ensure that all members of the community benefit. It is worth
mentioning here the role society can play in helping companies to carry out their social

programmes; it can facilitate their work and provide moral support, allow them access to
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data, join in collaborative efforts and activities, encourage creative initiatives, and reward

company owners with certificates of excellence and economic incentives.

To sum up, CSR entails a company undertaking those measures that are obligatory (for
example in terms of energy saving and environmental protection) to minimise its
potential negative effects, plus additional, voluntary measures of its own. It must attempt
to tackle social issues without harming shareholders’ interests and objectives,
remembering that some social welfare activities may not yield direct economic benefits

for the company.

2.3 Social Responsibility: Scope and Activities

Identifying social responsibility as a limited and specific, unchanged set of activities and
areas runs counter to the very nature of such responsibility. These activities can change
as soon as the economic, social and political scene does; they may differ from one year to
another and from one country to another. The level of interest in social matters may vary
across countries and environments see for example (Azzone et al., 1996; Gray et al.,
2001), while the constantly changing nature of individual societies can make identifying

social activities difficult.

This has been reflected in the many attempts to determine the scope of social activities
and to place them into cohesive groupings. A number of writers have attempted to link
the scopes of social responsibility with legal obligation on the grounds that social
activities are undertaken by companies voluntarily and therefore exist outside their legal
commitment. They argue that any activity imposed by law cannot still be social activity

even if it has a social aspect or it is social in nature. Social activities are only social when

21



there is no legal obligation; in other words, social responsibility begins where the law

ends (Anderson, 1977; Davis, 1973; Gray and Lavers, 1995b).

While some focus on the legal obligation criterion in their definition of CSR, for others, it
is the nature of the activity that determines whether or not it is social. Social activities
encompass all those activities having social tendencies and aspects which are performed
by the company in response to public pressure and which are in keeping with its social
and environmental role. The company should not undertake these activities in the
expectation of direct financial gain, regardless of whether they are legally binding or not.
Similarly, the nature of the activities is the same whether they are undertaken voluntarily
or forced on the company through laws and government regulation. According to this
view, it is not the existence of legal obligation which determines whether the activity is
social; rather, it is the nature of the activity itself (Gao et al., 2005; Gray et al., 1987;

Mathews, 1993).

The nature of the activity criterion seems preferable to the legal obligation criterion for a
number of reasons. Under the legal obligation criterion, a company’s efforts to control
pollution, for example, cannot be regarded as a social activity if they are undertaken to
comply with the law. If the company goes beyond the legal requirements and takes
additional, voluntary steps to curb its pollution, these extra efforts are considered social
activities, according to the legal obligation criterion. Although the activity has acquired
two aspects, legal and social, it is still the same activity. This paradox can be avoided by

adopting the nature of the activity criterion.
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Distinguishing between social activities and other activities on the basis of their nature
rather than the involvement of the law makes it more likely that what is seen as a social
activity in one country will be seen in the same way in other countries. In contrast, under
the legal obligation standard, what constitutes a social activity will differ from one
country to another, depending on local laws and regulations. Even in a single country, a

change in the law may change an activity from social to non-social and vice versa.

2.4 Determining the Scope and Activities of Social Responsibility

As already mentioned, determining social responsibility in terms of activities and scope
can be a daunting task. This can be seen in the many attempts that have been made so
far. The National Association of Accountants (1974) produced a list of areas in which
companies might undertake social activities, including general customer services, human
resources, environment and material resources, and the provision of products or services.
The American Accounting Association (1975) published a report identifying five areas of
social activity: Environmental Controls, Minority Employment, Responsibility to
Personnel, Community Activities and Product Improvement. Also noteworthy is the report
by the American Institute of Certified Public Accounting (1977), which identifies six key
areas: the environment, non-renewable resources, human resources, importers, clients
and products, and society. From these reports and other relevant studies see (Epstein et
al., 1976; Gao et al., 2005; Mashat, 2005; Williams, 1999), the generally agreed scope and

activities of social responsibility may be summarised as follows:
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Activities relating to natural resources and environmental contributions (environment

protection)

This group of social activities aims at limiting the negative environmental impacts arising
from the day-to-day running of the business and preserving the natural environment
surrounding the company. They include: pollution control (air, water, land, noise, visual),
preventing or repairing environmental damage, providing equipment to abate pollution
and funding related operating costs, improving products to reduce their polluting effects,
cultivating the immediate environment by growing trees and plants in order to promote
healthy living and improve health standards, waste recycling, conserving natural
resources, research and development, environmental auditing and developing

environmental policy.

Activities relating to human resources (staff)

These are internal social responsibility activities, generally aimed at improving the
working conditions and living standards of employees. This can be achieved by: employee
training, employment of women, employment of minorities, employee
assistance/benefits, providing transport for employees, employee remuneration,
employee profiles, employee share purchase schemes and measures to improve

employee morale and industrial relations.

Activities relating to public contributions (society)

This group of activities encompasses all contributions made to society as a whole with the
aim of benefiting everyone. These may include: donations of cash, products or employee
services to support established community activities, events, organisations, education

and the arts; summer or part-time employment of students; sponsoring public health
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projects; aiding medical health projects; allowing university students to train at the site,
building or setting up a nursery for local children; improving roads and transport services;
sponsoring educational conferences, seminars or art exhibits; funding scholarship
programmes or activities; other special, community-related activities such as opening the
company's facilities to the public; supporting national pride/government-sponsored
campaigns; and supporting the development of local industries or community

programmes and activities.

Activities in the energy field (energy saving)

These activities include all those relating to the conservation and proper usage of energy.
They include: conserving energy in the conduct of business operations, using energy more
efficiently during the manufacturing process, utilising waste materials for energy
production, disclosing energy savings resulting from products, discussing the company's
efforts to reduce energy consumption, disclosing increased energy efficiency of products,
research aimed at improving energy efficiency of products, disclosing the company's

energy policies and voicing the company's concern about the energy shortage.

Activities relating to products or services (consumer protection)

This field relates to client relations and activities undertaken to increase customer
satisfaction with products or services and customer loyalty. In terms of product
development, this includes the publication of information on developments relating to
the company’s products, including packaging, and information on any research projects
established by the organisation to improve its products in any way. Product safety
activities include disclosing that products meet applicable safety standards, giving

customers details of schemes undertaken to make products safer, conducting research
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into the safety of the firm's products, disclosing information about improvements or
more sanitary procedures in the processing and preparation of products, and publicising
information on the safety of the firm's products. Consumer information activities include
disclosing information about customer safety practices, handling customer complaints,
cultivating consumer relationships (over and above the “duty to the consumer”), and
making provision for disabled or elderly customers. Customer-related activities include

making provision for difficult-to-reach customers.

2.5 Components of Corporate Social Responsibility (CSR)

The lack of agreement on the definition of social responsibility has been reflected in the
lack of agreement on the various components of this responsibility. A number of authors
(group 1) have argued that to show CSR, a company need do nothing more than fulfil its
legal and economic responsibilities (Holmes, 1976; Levitt, 1958). According to this group,
companies aim to realise as much profit as they can while conforming to the laws of a
government that also taxes them. They argue that it is the government’s job to protect
social well-being and that companies should be left to concentrate on making profits for

their stakeholders (Friedman, 1970).

Supporters of this view argue that corporate entities in the free market are answerable to
shareholders who demand the highest possible return on their investment, employees
who need an adequate salary and clients and consumers who want high quality products
(Crane and Matten, 2007). In a competitive free market, it is the company’s responsibility
to use its available resources and capacities to maximise its profits without resorting to

fraudulent or deceptive tactics (Friedman, 1970).
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But a second group of authors argues that companies have additional responsibilities on
top of their economic and legal obligations: to work in an ethical way and to contribute to
the welfare of society (Carroll, 1991). CSR not only entails fulfilling legal and economic
duties, it also includes taking an interest in humanitarian, ethical, professional,
environmental and health issues, training, rehabilitation, and contributing to the
development and growth of the local community (Carroll, 1979; Wartick and Cochran,
1985). According to this group, companies themselves also benefit from taking an interest
in social responsibility as it increases employee job satisfaction, dedication and
productivity levels. It enhances the organisation’s credibility with consumers and
increases customer confidence, which will ultimately be reflected in profits (Clarkson et

al., 2004; Hopwood, 2009).

This group divides social responsibility into four key components or dimensions:
economic, legal, moral/ethical and philanthropic responsibility (Carroll, 1991; Crane and
Matten, 2007; Schwartz and Carroll, 2003). It accepts that the main objective of any
company is to make profit, as long as the company adheres to the ethical considerations
and interacts with community aims. In its definition of CSR, this group is essentially calling
for companies to strike a balance between caring for their community and serving the
interests of owners and stakeholders by maximising profits. It is difficult to draw fine lines
between these responsibilities as they overlap, but Figure 2.1 gives a broad indication of

how they fit together.

27



Figure 2.1 The Pyramid of Corporate Social Responsibility (CSR)

PHILANTHROPIC
Responsibilities
Be a good corporate citizen.
Contribute resources
to the community
improve quality of life

ETHICAL
Responsibilities
Be ethical.
Obligation to do what is right, just,
and fair. Avoid harm

LEGAL
Responsibilities
Obey the law.
Law is society's codification of right and
wrong

ECONOMIC
Responsibilities
Be profitable.
The foundation upon which all
others rest

Source: (Carroll, 1991, p.42)

2.5.1 Economic Responsibility

The financial aspect is central to any discussion of social responsibility. Its importance
cannot be underestimated: commercial, economic and financial institutions are not
charitable by nature; they all have the primary target of maximising returns and profits.
As such, policies have to reflect the interests of the owners if they are to achieve their full
potential and guarantee sustainability and growth, and enable the company to start
playing a part in society (Friedman, 1970). Economic responsibility is regarded as one of
the major corporate responsibilities; not only is the company responsible for maximising

stakeholders’ profits and providing adequate salaries for the staff, it must also ensure it

28



produces the high quality goods demanded by consumers (Crane and Matten, 2007). In
these circumstances, the company must dedicate its resources to making as much profit
as possible, as this is the only way for it to grow and stay healthy in a highly competitive
market (Crane and Matten, 2007). Most of the activities undertaken by companies are
economic in nature; any that do not generate income, reduce losses or enhance share
value, or that distract attention from these tasks, will eventually be seen as uneconomic
(Schwartz and Carroll, 2003). Table 2-1 summarises the key features of economic

responsibility.

Table 2-1 Economic Components of Corporate Social Responsibility (CSR)

No Economic Components (Responsibilities)

1 It is important to perform in a manner consistent with maximizing earnings per share.
2 It is important to be committed to being as profitable as possible.

3 It is important to maintain a strong competitive position.

4 It is important to maintain a high level of operating efficiency.

5 It is important that a successful firm be defined as one that is consistently profitable.

Source: (Carroll, 1991, p.41)

2.5.2 Legal Responsibility

Companies are bound by the legislative framework of the society of which they are a part;
in other words, they must conduct their activities within society’s pre-agreed limits. Thus,
legal responsibility represents corporate commitment and adherence to the laws and
regulations enacted by society (Crane and Matten, 2007). These laws and regulations set
out the standards to which companies must conform, and can be used to identify and

limit any negative impacts on the local community.
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A number of studies have shown that some companies view both voluntary and
mandatory social activities as a waste of resources which could be used elsewhere and
that in the absence of legal deterrents, companies have no incentive to engage in socially
desirable behaviour (Mahapatra, 1984). In fact, there is a positive relationship between
the legal prosecution of companies and their assumption of social responsibilities;
companies tend to perform better in this regard when legal proceedings are issued
against them (Deegan and Rankin, 1996). One study, conducted on some of the largest
listed Australian firms, concluded that rules and legislation are one of the major factors
behind companies meeting their social obligations (Trevor and Geoffrey, 2000). Thus,
state laws and regulations are crucial in binding companies to their social responsibilities.

Table 2-2 shows the key components of legal responsibility.

Table 2-2 Legal Components of Corporate Social Responsibility (CSR)

No Legal Components (Responsibilities)

1 It is important to perform in a manner consistent with expectations of government and law.
2 It is important to comply with various federal, state, and local regulations.

3 It is important to be a law-abiding corporate citizen.

4 It is important that a successful firm be defined as one that fulfils its legal obligations.

5 It is important to provide goods and services that at least meet minimal legal requirements.

Source: (Carroll, 1991, p.41)

2.5.3 Ethical Responsibility

Ethical or moral responsibility entails adhering to a number of principles, values and
general rules with the aim of guiding people’s behaviour towards what is regarded as
good and virtuous and avoiding what is regarded as bad or evil (Crane and Matten, 2007).

The goal of ethics is to eventually improve human interactions and to ascribe a sense of
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social solidarity to human life. Unlike legal responsibility, which can be met simply by
adhering to the set of regulations that underpin the legal framework, ethical
responsibility is broader and more comprehensive (Schwartz and Carroll, 2003). In this
case, the individual is accountable to his own conscience, rather than an external
authority (Korner et al.,, 2006). Ethical responsibility might involve an ongoing
commitment to fair competition, customer protection and transparency at work, and the
avoidance of monopolies and administrative, financial and moral corruption. In contrast,
legal responsibility changes constantly with the laws and regulations of the land. It is not

an alternative to ethical responsibility: rather, the two should be complementary.

Even strict rules and regulations cannot always protect rights or societies, nor do they on
their own provide security, trust and social welfare. If, on the other hand, they are
operating within a social and moral environment, these rules and regulations can be
effective at bringing about development and reform. Table 2-3 describes the key

components of ethical responsibility.

Table 2-3 Ethical Components of Corporate Social Responsibility (CSR)

No Ethical Components (Responsibilities)

1 It is important to perform in a manner consistent with expectations of societal mores and ethical
norms.

2 It is important to recognize and respect new or evolving ethical/moral norms adopted by society.

3 It is important to prevent ethical norms from being compromised in order to achieve corporate
goals.

4 It is important that good corporate citizenship be defined as doing what is expected morally or
ethically.

5 It is important to recognize that corporate integrity and ethical behaviour go beyond mere
compliance with laws and regulations.

Source: (Carroll, 1991, p.41)
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2.5.4 Optional Responsibility (Philanthropic Responsibility)

Optional or philanthropic responsibility arises out of society’s expectation that companies
will do more (in terms of fulfilling their social responsibility) than is required by law. A
company’s choice to take on philanthropic responsibility may be influenced by the nature
of the industry or society in which it operates (Carroll, 1979). In either case, companies
that take on optional or philanthropic responsibility do not do so in the expectation of

short-term profit (Crane and Matten, 2007).

Studies have shown that many senior administrators within these companies believe that
they should voluntarily provide social services to the community, even if this leads to a
slight reduction in profits (Deegan, 2002; Ostlund, 1977). Ultimately, firms can reap
rewards for shouldering this type of responsibility, including greater long-term profits and
an enhanced image among the general public, which will eventually be reflected in the
value of their shares (Adams, 2008; Deegan and Rankin, 1996). Table 2-4 presents the

major components of philanthropic responsibility.

Table 2-4 Philanthropic Components of Corporate Social Responsibility (CSR)

No Philanthropic Components (Responsibilities)
1 It is important to perform in a manner consistent with the philanthropic and charitable expectations
of society.
2 It is important to assist the fine and performing arts.
3 It is important that managers and employees participate in voluntary and charitable activities within

their local communities.

4 It is important to provide assistance to private and public educational institutions.

5 It is important to assist voluntarily those projects that enhance a community's "quality of life."

Source: (Carroll, 1991, p.41)
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2.6 Disclosure of Social Responsibility in Annual Reports

In accounting terms, this evolution of economic thought has been reflected in the
growing interest in CSR disclosure. Since the 1950s, a number of researches have been
conducted in this area (Gao et al., 2005; Gray et al., 2001; Hackston and Milne, 1996). For
example, the American Accounting Group published a study in 1973 stressing the need to
provide information relating specifically to the social effects of any project (American
Accounting Association (AAA), 1973), while a study by the American Legal Accountants
Group stipulated that one of the main goals of a financial statement should be to disclose
the impact of corporate activities on society (American Institute of Certified Public
Accounting, 1977). Various other studies have also attested to the importance of
disclosure in exposing the extent to which CSR is fulfilled, arguing that it should have the
same degree of importance as the disclosure of economic responsibility (Akhtaruddin,
2005; Beierle, 2003; Cormier et al., 2005; Liu and Anbumozhi, 2009; Patelli and Prencipe,
2007). Researchers have argued that accounting disclosure must be improved and
expanded to focus not just on financial information but also on new areas such as the
disclosure of corporate social contributions and the extent to which companies have met

their social responsibility.

As a result of this increased interest in the disclosure of social responsibility, social factors
have assumed great importance for decision makers, especially investors. Interestingly, a
number of studies have shown that a large proportion of investors take into account
social factors alongside economic factors when making their investment decisions

(Deegan and Rankin, 1996; European Commission, 2001; Stevens, 1991). It is important
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then that all interested parties have whatever information they need, financial and non-

financial, to guide them in making their decisions.

However, traditional accounting rarely provides sufficient information on social and
environmental costs. An alternative is environmental accounting, which can assist in
meeting the community’s needs in terms of social and environmental data, enabling it to
make more informed investment decisions. Environmental accounting is a valuable tool
both for the disclosure of social and environmental information and for the preparation
of reports for external parties. According to Spomar (2003), such a system of
accountability within the corporate environment can bring a number of important
benefits, especially improvement in environmental performance and the encouragement
of investment. Given the strong correlation between social and environmental accounting
and ED, the rest of this chapter gives a brief overview of social and environmental

accounting.

2.7 Social and Environmental Accounting

Social and environmental accounting is a relatively recent phenomenon, which has
become more clearly defined as modern economies have started to focus more on social
welfare. Since accounting plays a crucial role in economic organisations, social and
environmental accounting has become an essential factor in efforts to improve social

wellbeing across communities.

Social and environmental accounting has developed alongside the concept of social and
environmental responsibility. It is variously known as social accounting, environmental

accounting and economic and social accounting. The first researcher to attempt to define
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social and environmental accounting was Linowes (1968, p.37). Using the term economic
and social accounting, he defined it as “the implementation of accounting in social
sciences through the development of traditional accounting methods to include sociology
and eco-political sciences”. This definition aimed at widening the scope of financial
accounting, hitherto confined to financial operations, to encompass the social, economic
and financial dimensions. The assumption was that if the financial accounting rules were
properly developed, financial accounting could provide information on all economic and
social activities. A few years later, Mobley (1970, p.762) produced a definition that was
broader and more comprehensive in scope. He defined it as the identification,
measurement and analysis of the social and economic implications of the activities of

both public and private sectors.

These definitions generally focus on the social aspect since environmental matters were
not distinguished from other social matters at the time. The accounting literature was
undeveloped in terms of the environmental and social dimensions (Mathews, 1997);
indeed, the environment has only attracted significant international interest in the last
three decades (Everett and Neu, 2000; Parker, 2005), since the emergence of phenomena
like ozone holes and global warming, and devastating environmental accidents such as
Chernobyl and the Exxon Valdez oil spillage off Alaska (Lee et al., 2002). The shift in
emphasis is evident in the definition of social and environmental accounting offered by

Gray et al. in 1987 (p.ix) as:

“The process of communicating the social and environmental effects of
organizations’ economic actions to particular interest groups and to society at
large. As such it involves extendingthe accountability of organizations
(particularly companies), beyond the traditional role of providing a financial
account to the owners of capital, in particular, shareholders. Such an
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extension is predicated upon the assumption that companies do have
wider responsibilities than simply to make money for their shareholders.”

O’Dwyer (2006,p.233)described social and environmental accounting as “a mechanism
aimed at enhancing corporate accountability and transparency to a wide range of
external stakeholders, addressing the social, environmental and ethical concerns and
values of individuals upon whom a business has a non-economic impact”. Finally, Stanko
et al. (2006, p.21) defined environmental accounting as “the identification, measurement,
and allocation of environmental costs, the integration of these environmental costs into
business decisions, and the subsequent communication of the information to a
company's stakeholders”. From these definitions, one can summarise the features of

social and environmental accounting as follows:

1. Its most important functions are the measurement and disclosure of the social and
environmental costs associated with corporate activity.

2. Social and environmental accounting is widely used as a tool to enhance corporate
accountability and transparency to a wide range of external stakeholders; a business
can use it to address the social, environmental and ethical concerns of individuals upon
whom it has both economic and non-economic impact (Gray et al., 1987; Medawar,
1976; O’Dwyer, 2006).

3. Corporate environmental performance is an extension of social performance.
Supplying information about both can help investors in their decision making.
Corporate environmental and social performance can also be judged by how much a
company invests in reducing pollution and contributing to public welfare; a low level of
investment may indicate that the company does not pay due attention to
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environmental and social matters or meet its commitments in this area (Clarkson et al.,
2004).

. The accounting function should evolve to suit developments in the surrounding
environment and the changing needs of those using the accounting information. This
can be achieved by modifying traditional methods of reporting to identify and measure
the relationship between companies and society as well as the surrounding
environment. A number of studies indicate that traditional accounting methods do not
provide information on environmental costs, which can result in inaccurate measures
and results (Epstein, 1996; Ouellette, 1996).

. The capturing of social and environmental performance has become part of the
responsibilities of the accountant; he has an obligation towards those parties
interested in that performance. In practice, the analysis of environmental costs
involves examining pricing decisions, cost control, performance, and investment
decisions. This analysis can help enhance product quality and corporate efficiency
(Baily and Soyka, 1996; Spomar, 2003).

. Social and environmental accounting is a set of activities related to the measurement
and analysis of a company’s environmental and social performance, and the delivery of
this accounting information to the interested parties. These can be internal parties
wanting the information for administrative or decision-making purposes, or external

parties such as investors, lenders and other interested groups.
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2.8 Summary

There is disagreement regarding the definition of social responsibility, and this is clearly
reflected in the lack of agreement as to the components of this responsibility. From the
above discussion we can conclude that companies have a range of social responsibilities:
economic, legal, ethical and philanthropic. In recent years, as the users of financial
reports have demanded more information relating to corporate social and environmental
responsibility, more companies have taken to disclosing their social activities. Where
traditional disclosure has largely failed to meet the needs of those wanting this kind of
information, social and environmental accounting is able to provide the data that enables
communities to make better informed investment decisions. The scope of social
responsibility disclosure encompasses: activities relating to natural resources and
environmental contributions (environment protection), activities relating to human
resources (staff), activities relating to public contributions (society), activities in the
energy field (energy saving) and activities relating to products or services (consumer

protection).

The environment is one of the most important areas of social responsibility, given that
environmental pollution is a major problem facing both developed and developing
countries (American Accounting Association (AAA), 1973). Rapid industrial progress, the
development and increasing availability of transport, population growth, the emergence
of highly condensed urban populations, and intensive agriculture with its pesticide
residues and chemical fertilisers have all contributed to a deteriorating environment and
caused air, water, soil and noise pollution. China’s Environmental Protection

Administration estimates that “in 2000, industry accounted for about 40% of the nation’s
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water pollution and about 80% of its air pollution” (Wang et al., 2004, p.124). We might
conclude then that environmental effects are far more important than other social effects
(American Accounting Association (AAA), 1973). Accordingly, the next chapter will discuss

the inclusion of ED in annual reports and why it is important.
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Chapter Three: Environmental Disclosure (ED) in
Annual Reports

3.1 Introduction

Since the second half of the twentieth century, and particularly over the last three
decades, significant global attention has been paid to the issue of environmental
protection and how to preserve the environment from the consequences of industrial
activity (Anderson, 2006; Deegan, 2002; Watsonn and Mackay, 2003). At both local and
international levels, committees have been set up to find ways of protecting the
economic resources of society on the one hand and preserving the health and safety of
generations to come on the other. The international community has held conferences and
seminars and set up international conventions and legislation to protect the environment
from the damage being caused by pollution, and to highlight the increasing demand for
companies to do their part to control the pollution they create (Hochman, 1998).
Individual companies have also started to adopt a more a positive attitude towards
environmental sustainability and reducing environmental pollution (Ostlund, 1977), on
the basis that making a positive contribution will not only benefit society, but also bring

reward to the company in the long run.

However, despite the growing interest being shown in ED in developed countries such as
the USA and the UK (Gamble et al., 1996), it is much rarer elsewhere; a number of studies
have shown that many developing countries do not show any interest in ED (Arevalo and
Aravind, 2011; Babiak and Trendafilova, 2011; Belal and Owen, 2007; Belal and Cooper,
2011; Gao et al., 2005; Gugler and Shi, 2009; Jamali, 2007; Sobhani et al., 2009). This begs
the question of whether these countries yet understand the impact ED can have on
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decision making, or the benefits it can bring to companies. As a first step to clarifying
these issues, this chapter discusses the definition of ED and the various types of ED, why
it is important to disclose environmental information, and the benefits it can bring to
companies. The chapter goes on to describe ED from an international perspective before

considering previous studies in the field of social and environmental disclosure.

3.2 Definition of Environmental Disclosure (ED)

It is appropriate at this point to define the concept of accounting disclosure and outline
its importance. The accounting literature has offered several definitions of accounting
disclosure, but the popular consensus is that accounting disclosure means displaying
information for investors, creditors and other interested parties in such a way that they
can predict a company's future profitability and see that it is able to meet its obligations.
The final outcome of this disclosure is the annual report or financial statement (Gibbins et
al., 1990). It is vital that these annual reports or financial statements contain all the
information necessary to give users a clear and accurate picture of the firm, and that they
are freely available. Facts must be fully and clearly demonstrated; anything less may make
the report misleading and might affect the decisions taken by its users and even impact
share prices (Akhtaruddin, 2005). Full disclosure is essential for users of information to
assist them in the rationalisation of their economic decisions (Marston and Shrives, 1991);
within this, social disclosure enables them to evaluate the extent to which the company

has upheld its social responsibilities.

Social disclosure attracted much interest particularly between 1970 and 1980, but since

1990, the focus has increasingly been on ED (Anderson, 2006; Deegan, 2002; Islam et al.,
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2005; Rezaee et al., 1995). Akhtaruddin (2005) argues that ED is one of the major
components of social disclosure and plays a major role in meeting the needs of the users
of reports and financial statements. It supplies users with information that helps them
assess how efficiently organisations are using their economic resources and the extent to

which they are fulfilling their environmental responsibilities.

ED has been defined as the disclosure of “the impact company activities have on the
physical or natural environment in which it operates” (Berthelt et al., 2003, p.2). It has
also been defined as the incorporation into annual reports of a set of clauses and
information items describing a company’s past, current and future environmental
management activities and performance. Additional explanations attached to the report
further facilitate the assessment of environmental performance and economic decision

making (Berthelt et al., 2003; Gray et al., 1987).

3.3 Types of Environmental Disclosure (ED)

ED can be mandatory or voluntary. Mandatory disclosure is undertaken according to the
requirements of accounting standards issued by the relevant organisations and the
legislation and laws of the state. It commits companies to disclose the stipulated
information to the users of financial statements and other annual reports (Akhtaruddin,
2005; Berthelt et al., 2003; Islam et al., 2005). The Securities and Exchange Commission,
for example, obliges companies dealing on the stock market to provide a set minimum of
information for investors (Beets and Souther, 1999; Stanko et al., 2006). Although there is

a raft of legislation to commit companies to disclose environmental disclosure, in practice
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there is no total obligation for companies to disclose their environmental information

(Cho et al., 2008; International Federation Accountants, 2004; Islam et al., 2005).

Voluntary or optional disclosure is undertaken without pressure from external parties,
with the purpose of providing investors and other groups with additional information on
environmental performance (Islam et al., 2005). At present, ED is more of a voluntary
than mandatory activity (Villiers and Staden, 2011). This raises the question of why
companies choose to publically disclose their environmental performance, exposing
themselves to a number of risks and bearing unnecessary costs, when they know that
they are not obliged to do so. To answer this question we should examine why ED is

important and the benefits it can bring to companies.

3.4 The Importance of Environmental Disclosure (ED)

The importance of ED stems from the fact that the majority of information on
environmental performance is financial and quantitative in nature, and it can have a
direct impact on the financial performance of the company (Marston and Shrives, 1991).
If they are to accurately portray the financial situation of a company, annual reports or
financial statements should reflect the actual and potential costs (including
environmental costs) of any lapse in adherence to environmental protection laws (Cornell
and Apostolou, 1991). Environmental costs and obligations now account for a sizeable
proportion of total corporate costs (Cormier and Magnan, 2003); according to estimates
by the USA Environmental Protection Agency, almost 750 billion dollars were spent in

1991 cleaning up industrial waste disposal sites at an average cost of 25 million dollars
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per site. In the UK, environmental costs in that year were estimated at 14 billion pounds

(Rezaee et al., 1995).

When the Exxon Valdez oil tanker ran aground on the Alaskan coast, spilling large
quantities of crude oil into the sea, the company spent more than 2 billion dollars
cleaning up the spill and restoring the coastal environment (Deegan et al., 2000; Patten,
1992). US oil company Amoco has estimated that environmental costs at its Yorktown
refinery have risen to 22% of operating costs (Ranganathan and Ditz, 1996), while in
Canada, the costs of cleaning up excavation sites for companies in the natural resource
sector have been estimated at between 3 and 6 billion dollars (Li and McConomy, 1999).
In the USA, spending on policies to protect the environment rose from 0.88% of GDP in
1972, to 1.59% of GDP in 1980, to 2.13% of GDP in 1995. It is expected to reach 5.2% of

GDP in 2020 (Pickman, 1998; Rezaee et al., 1995).

Considering the importance and magnitude of environmental costs and the fact that they
are increasing year on year, a pressing need has emerged to disclose these costs to the
users of financial statements and reports, especially in light of the fierce competition
between companies, particularly those trading shares on the stock market. Investors
themselves have started to press for the disclosure of environmental information in
published annual reports or in the notes accompanying these reports (Deegan and
Rankin, 1997). The disclosure of environmental performance indicates two things: it
shows whether companies are aware of their impact on the environment, and it
represents a criterion by which stakeholders may judge the extent and magnitude of this
impact, its financial implications and the efforts companies are making to minimise it

(Akhtaruddin, 2005; Cormier and Magnan, 2003).
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Companies meeting their environmental responsibilities and publicising this via ED may
find themselves more trusted by the community; this trust may in turn encourage them
to upgrade their activities and invest further (Beierle, 2003; Wang et al., 2004). In
contrast, ED can increase the pressure on companies not meeting their obligations to
limit their activities and address the damage they cause (Deegan and Gordon, 1996). Such
is the importance of environmental matters for a growing number of companies that they
occupy a major place within their financial details; for these companies, ED is physical
proof of their commitment to environmental protection legislation (Ince, 1998). In
contrast, not disclosing environmental information can lead to weakened trust in the data
and information contained in annual reports, and eventually to reduced dependence on

these reports as an indicator of corporate performance.

3.4.1 Corporate Benefits of Disclosing Environmental Performance

At first glance, adopting a policy of environmental disclosure may appear likely to have
only negative impacts on a company’s economic performance, as the additional burden
may lead to increased production costs and reduced profits. However, a careful and
comprehensive review of the literature on corporate environmental performance and
disclosure suggests the opposite is true. A number of studies (see below) have indicated
that corporate spending on ED does not necessarily have adverse effects on economic
performance in the long run; on the contrary, it can bring numerous short- and long-term
benefits for companies. These benefits may include increased volume of activity,
expansion of investment, enhanced image within the community and greater

competitiveness. They are described in more detail below.
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1- The corporate entity is able to improve its image within the community within which it
operates (Patelli and Prencipe, 2007; Solomon and Lewis, 2002; Villiers and Staden, 2011).
This may be particularly important to companies whose reputation has been damaged as
a result of an accident or an environmental disaster, such as the Exxon oil company
(Patten, 1992), Union Carbide (following the chemical leak at its Indian plant in 1984) (The
New York Times, 2012) or BP (the Gulf of Mexico oil spill in 2010) (BBC News, 2012).
These companies may disclose some of their environmental information in an attempt to
improve their image and counteract the negative effects of adverse publicity (Deegan et

al., 2000; Patten, 1992).

2- Disclosing their environmental performance may open the door for companies to
receive additional financial support, low-cost funding or special tax treatment (either
exemption from or reduction in state imposed taxes), thereby lowering their production
costs (Gibby and Patella, 1993). The USA and UK are leading examples of countries
interested in encouraging companies to protect the environment. This is shown in the
special treatment the USA and the UK’s firms receive in terms of tax relief as well as other

financial and moral support (Gamble et al., 1996; Gibby and Patella, 1993).

3- Society shows greater trust in and support for those companies that disclose
environmental information (Deegan and Gordon, 1996). They enjoy better relationships
with government, shareholders, employees, customers, suppliers, financiers and pressure
groups. This ensures increased demand for their products and greater investment, which
ultimately has an impact on the outcome of their activities and financial standing (Ince,

1998; Tilt, 1994).
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4- Failure to disclose environmental information and programmes for improvement in this
field can negatively impact upon a company's reputation and competitive position in the
capital market. Thus, companies use disclosure as a means of achieving and maintaining a
competitive advantage in their area of activity (Ince, 1998; Solomon and Lewis, 2002). The
market value of their shares climbs because many investors prefer to invest in companies
that disclose and show an interest in environmental performance (Arevalo and Aravind,

2011; Barth and McNichols, 1994; Ingram, 1978).

5- ED can be used as a tool for planning, monitoring and evaluating performance (Saida,

2009).

6- Spending on programmes to reduce pollution and disclosing these programmes in
reports and financial statements has no negative impact on corporate economic
performance (Freedman and Jaggi, 1994). On the contrary, it can help increase revenues
(Sense, 1996). Studies have suggested that earnings are higher in financial periods when
companies disclose environmental information than when they make no formal
disclosure of these activities (Baily and Soyka, 1996; Islam et al., 2005). Moreover, the
value of their shares in the capital market tends to be higher during these periods

(Ingram, 1978).

3.4.2 Obstacles to the Disclosure of Environmental Performance

With so many advantages to be gained from ED, we might ask why some companies fail
to disclose environmental information. The accounting literature provides several
answers to this question. First, it is difficult to measure and assess the costs of

environmental activities. The lack of legal regulation and accounting standards in this
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area, lack of staff and administrative difficulties can all make it difficult to accurately
measure environmental costs (American Accounting Association (AAA), 1973; Arevalo and
Aravind, 2011; Bae and Sami, 2005; Huizing and Dekker, 1992; Ishwerf, 2012; Rezaee et
al., 1995; Stanko et al., 2006). It is difficult to establish the actual cost of removing the
effects of pollution from a particular site, since the process may take twenty years in
some sites (Barth and McNichols, 1994). Moreover, the cost of decontamination is
influenced by a range of factors such as location type, the seriousness of the pollution and
the number of years the site has been polluted (Barth and McNichols, 1994). Matters are
further complicated by the fact that a large proportion of environmental costs may

already be included in routine industrial expenses (Joshi et al., 2001).

The second problem is the lack of legislation, standards and accounting rules requiring
companies to disclose their activities. As a result, accountants tend to ignore such
activities, and they are omitted from corporate annual reports (Belal and Cooper, 2011;
Islam et al., 2005; Rezaee et al., 1995; Roberts, 2006). Thirdly, there is no framework for
distributing environmental costs among departments according to the level of damage
they cause (Ahmada et al., 2003; American Accounting Association (AAA), 1973). Fourthly,
companies pay greater attention to their economic activities than their environmental
activities (American Accounting Association (AAA), 1973; Zubek, 2008), and finally, some
stakeholder groups (such as shareholders and investors) may not really believe the social

and environmental information that is disclosed (Ince, 1998).
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3.5 Environmental Disclosure (ED) from an International Perspective

Attempts to set accounting standards at the international level started at the beginning of
the last century. The first international accounting conference was held in the USA in
1904 under the auspices of the Federation of Associations of Chartered Accountants of
America. The major talking point in that particular conference was the possibility of
unifying accounting laws in countries around the world. A succession of such conferences
followed. In 1992, the 14™ International Accounting Conference was held in the USA.
Attended by 2600 delegates representing 106 accounting bodies from 78 countries, the
theme of the conference was to shed light on the role of accountants in a comprehensive

economy (International Federation of Accountants, 2007).

These conferences, which took place as a result of mounting pressure from the various
users of financial statements (including shareholders, investors, creditors, unions, trade
associations, government agencies and international institutions and associations), led to
the formation of several organisations whose aims were to set international standards
and to create a suitable environment for the application of these standards. Some of the
most important of these organisations are: the International Federation of Accountants,
the International Accounting Standards Committee, which later became the International
Accounting Standards Board (IASB), and the International Auditing Practices Committee
(IAPC). The following sections focus on the publication by the IASB of the international
accounting standards, particularly those directly related to accounting disclosure, in an
attempt to ascertain the extent to which environmental and social disclosure feature

therein.
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3.5.1 International Accounting Standards Board (IASB)

The IASC was established in 1973 following an agreement between associations and
professional pilot institutes in Australia, Canada, France, Germany, Japan, Mexico, the
Netherlands, the UK, Ireland and the USA (International Federation of Accountants,
2011). The objective of the committee was to prepare and publish accounting standards
and to encourage compliance within the accounting profession. By 2000, 41 international
accounting standards had been published. In 2000, the committee was restructured along
with its statute and renamed the International Accounting Standards Board (International
Federation of Accountants, 2011). Since 2001, it has had sole responsibility for issuing

international accounting standards.

The benefits of adopting international accounting standards, particularly for developing

countries

Companies around the world prepare and present financial statements for users, but
these statements differ from one country to another for social, cultural, economic,
political and legal reasons (Belkaoui, 1983; Nahapiet, 1980). This has resulted in various
criteria being employed and in different bases being used for measurement and
disclosure (Adhikari and Tondkar, 1992; Elnaby et al., 2003). The building of norms to

govern accounting policy is thus regarded as a strategic issue.

The IASB endeavours to narrow the differences by harmonising and coordinating local
legislations and accounting standards and the procedures for preparing and presenting
financial statements. However, accounting systems in many countries, especially
developing ones, are underdeveloped and unresponsive to changing environmental

conditions. The absence of norms governing accounting policies in many countries means
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that matters have been left to individual accounting speculation; operations and related
financial events are treated in different ways, making it difficult to compare results and
the financial position of different companies in a given period, or those of a single
company over successive periods. Consequently, there is a discrepancy between the
supply of information and growing global demand. This highlights the importance of
organising and standardising accounting policies in developing countries, and developing
their accounting systems. Standards and regulations on accounting disclosure are
especially important because of the role they play in reducing guesswork and
contradictions in practice, upgrading the financial reports of businesses, inspiring greater
confidence in these reports, reducing variations in annual reports, and providing useful

and timely information to users.

Obstacles to the consolidation of accounting standards

Building and consolidating criteria and harmonising accounting policy between nations is
of paramount importance because of the direct and positive impact it has on planning,
investment decisions, funding and the control of resources. However, the path to
consolidation is blocked by a number of obstacles; notably the fact that accounting
standards can be affected by environmental factors such as “differences in language, law,
governments’ priorities and in societal concepts” (Turner, 1983). Many studies have
concluded that economic, social, political and cultural factors and local accounting
development activities may have a strong influence on the accounting system, particularly
in developing countries, where these variables may differ significantly from those in the
countries issuing the standards (Adhikari and Tondkar, 1992; Archambault and
Archambault, 2003; Belkaoui, 1983; Elnaby et al., 2003). Zaman and Rahaman (2005) go

51



so far as to suggest that the accounting standards of a developed country, or those issued
by the International Accounting Standards Committee (IASC), may not be appropriate for

developing countries.

3.5.2 International Accounting Standards and Environmental Disclosure (ED)

As corporate accounting disclosure has become more important, professional
organisations in many countries, especially developed ones, have sought to publish
disclosure criteria. These include the International Accounting Standards Committee,
which issued a large number of accounting standards concerning disclosure and the form

and content of financial statements.

The International Accounting Standards (IAS) focusing on disclosure are: (1) IAS No 1:
Presentation of Financial Statements; (2) IAS No 24: Related Party Disclosures; (3) IAS No
30: Disclosures in the Financial Statements of Banks and Similar Financial Institutions; (4)

IAS No 32: Financial Instruments: Presentation — Disclosure Provisions Superseded.

Other Standards also include special paragraphs and rules determining the conditions for
disclosure in a variety of areas. However, IAS No 1 is the only standard to address the

disclosure of environmental activities.

IAS No 1: Presentation of Financial Statements is one of the most important disclosure-
related standards to have been issued by the IASC. Issued in July 1997, it came into effect
in July 1998 (International Federation of Accountants, 2011). The standard addresses the
way in which information should be disclosed in financial statements, balance sheets and
their explanatory notes. It sets out the minimum level of information that must be

disclosed to make the statement clear and understandable. In paragraph (9) of the
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standard, it states that companies should publish reports in addition to their financial
statements, including reports on their environmental activities, particularly in industries

where environmental issues are important.

Items (73) and (75) of the standard stipulate the information that should be disclosed in
the budget and in the Statement of Comprehensive Income. These are: lands, buildings
property, plant and equipment, other assets, sales and other operating revenues,
investment revenues, interest revenues, interest expenses, unusual expenses, unusual
income, net income, consumption and other financial transactions. Although the standard
does not specify the type of data and environmental information to be disclosed (it seeks
only to clarify the ways in which environmental activities can be disclosed separately from
regular, official financial reports), it and the other international standards can be adapted
to provide guidance for companies wanting to disclose their environmental information.
For example, in accordance with IAS No 1 items (73) and (75), companies might prepare a
list containing the following elements, to be included in the annual financial statement

(Hayali, 1998):

e The cost of each type of property, plant and equipment used in the company’s

environmental activities and in reducing pollution.

¢ Annual depreciation for each type of machinery and equipment used in the company’s

environmental activities and in reducing pollution.

¢ Expenses associated with the removal of hazardous waste at the end of the production

process.
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e The cost of research and development activities in the environmental field and the

reduction of environmental pollution.

e Amounts paid to government institutions responsible for protecting the environment.

IAS No 37: Provisions, Contingent Liabilities and Contingent Assets was issued in July 1998
and took effect from July 1999. This is another important standard for accounting
disclosure, in spite of the fact that it makes no mention of ED (International Federation of
Accountants, 2011). According to this standard, if a company is likely to have to pay a
given sum in the future as a result of a past event or process, this commitment must be
recognised and disclosed in its corporate financial statements. The standard can be
applied to environmental disclosure: if a company has pledged to clean a polluted site or
to address environmental damage resulting from its previous activities, and the cost of
making good this pledge can be reasonably estimated, this should be considered an

environmental commitment and disclosed in the financial statements.

Thus, the international standards can be adjusted to serve as a guide for the disclosure of
environmental activities. However, social and environmental activities and their
associated costs are important enough to warrant the issuing of special standards
describing in detail how they should be disclosed. This disclosure is needed to provide
users with the social and environmental information to help them make economic
decisions, and to give them financial and non-financial indicators of the extent to which a

company is limiting its environmental pollution and fulfilling its social obligations.

To sum up: although there are many international accounting standards addressing

accounting disclosure and the presentation and content of financial statements, there is
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hardly any reference to ED. The one standard that does mention it does not specify the
type of data and environmental information to be disclosed, but only sets out how
environmental activities can be disclosed separately from the official financial report.
Nevertheless, it is possible to adapt the international standards and use them as a guide

for the disclosure of environmental activities.

3.6 Previous studies in the Field of Social and Environmental Disclosure
(ED)
Appendix 3 provides a summary of previous studies in the field of social and
environmental disclosure. These studies, which address a range of ideas and themes, fall
into three groups. The first group is concerned with the concept and types of social
responsibility see for example (Gray et al., 2001; Mcwilliams and Siegel, 2001; Turker,
2009; World Business Council for Sustainable Development, 2011). The second group
focuses on the reasons why companies disclose social and environmental information and
the obstacles that prevent companies from disclosing environmental information (Arevalo
and Aravind, 2011; Elsayed and Hoque, 2010; Ishwerf, 2012; Villiers and Staden, 2011),
while the third group deals with the importance of social and environmental disclosure,
and how it is influenced by the characteristics of the company concerned (Galani et al.,

2011; Gao et al., 2005; Gray et al., 2001; Liu and Anbumozhi, 2009; Rao et al., 2012).

First group: concept and types of Corporate Social Responsibility (CSR)

The first group of studies attempts to define the concept of social responsibility and to
identify the most important kinds of social activities. The social role of organisations has
been a contentious topic in the scientific and academic communities for more than thirty

years, and there is still no clear consensus among researchers on how to define the
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concept of social responsibility. As a result, three perspectives have emerged. The first
regards businesses and economic units as places for maximising profits only (Friedman,
1970). The second holds that organisations are social units which should play a social role
in their environment (Spicer, 1978; World Business Council for Sustainable Development,
2011). Thus, the first perspective is based on economic principles, while the second has
social dimensions and implications. The third perspective seeks to balance the objectives
of maximising profit and fulfilling social responsibility. Proponents of this perspective
claim that companies can simultaneously maximise performance and fulfil the social
obligations imposed on them by law without losing their chance to compete and develop
(European Commission, 2001; Mcwilliams and Siegel, 2001; Turker, 2009). This is also the
view of the author: that social responsibility ideally strikes a balance between the

interests of society and the interests of investors.

The different definitions of the concept of social responsibility have led to differences of
opinion in other areas, including the activities and types of responsibility it involves.
Studies focusing on the activities and areas of social responsibility have identified five
broad areas (American Accounting Association (AAA), 1975; Gao et al., 2005; Williams,
1999). These are: activities relating to natural resources and environmental contributions
(environment protection); activities relating to human resources (staff); activities relating
to public contributions (society); activities in the energy field (energy saving); and
activities relating to products or services (consumer protection).The most important pilot
studies in this field are those by Carroll (1991) and Crane and Matten (2007), who
identified the types of social responsibility as economic responsibility, legal responsibility,

ethical responsibility and optional or philanthropic responsibility.
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Second group: reasons why companies disclose social and environmental information

and obstacles preventing disclosure

The second set of studies has focused on identifying the level of social and environmental
disclosure in different countries. These studies have concluded that although many
companies have significantly increased their level of ED, the amount and nature of
information disclosed varies significantly between countries (Adams et al., 1998; Alciatore
and Dee, 2006; Gray et al., 2001). The countries most willing to embrace ED have been
the US and the UK (Gamble et al., 1996). Elsewhere, it has only recently been introduced,
while in many developing countries there is little interest in ED at all (Andrew et al., 1989;

Gamble et al., 1996; KPMG, 2002).

Attempts have been made to identify the reasons why companies undertake
environmental disclosure. Many of these studies found that the most important reason
for companies to disclose their environmental information is to improve their image and
reputation with the public, especially if their reputation has been damaged by an accident
or an environmental disaster. Social disclosure in general and ED in particular has a
considerable, positive influence on public opinion (Deegan and Gordon, 1996; Deegan
and Rankin, 1996; Pfau et al., 2008). Bayoud et al. (2012) argue that there is a strong
association between the level of CSRD and company reputation. Many writers argue that
reputation has a significant influence on the legitimacy of companies, and this is why they
seek to enhance their image with the public by increasing their level of ED (Adams, 2008;
Aerts and Cormier, 2009; Arevalo and Aravind, 2011; King and Whetten, 2008). According

to Villiers and Staden (2011), firms with bad long-term environmental reputations will
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disclose more environmental information in their annual reports than other firms in an

attempt to repair their image with the public.

Societal expectation has also been shown to be a motivation for companies to disclose
social and environmental information. Many studies assert that organisations should
consider the rights of the public at large, not merely those of their investors. These
authors argue that, as society allows organisations to continue their operations only as
long as they generally meet its expectations (Cho and Patten, 2007; Laine, 2009; Newson
and Deegan, 2002; Tilling and Tilt, 2010), societal expectations should be considered an

influential factor in social and ED.

On the other hand, other studies argue that the expectations of society are largely
insignificant. Wilmshurst and Frost (2000) tested a number of possible reasons that might
make companies disclose their environmental information, such as the need to meet legal
obligations, the concerns of environmental lobby groups, the expectations of society,
competitor response to environmental issues, and prosecution. They concluded that
there is no positive correlation between ED and these reasons. Other authors suggest that
it is too early to speculate on reasons and that further research is required into the

relationship between these factors and ED (Bebbington et al., 2008).

As far as the Libyan context is concerned, Mashat (2005), in his examination of social
responsibility disclosure, claims that information is only disclosed to those parties to
whom the business organisation is legally accountable (i.e. central authorities) and not to
the general public. In the same context, Saleh (2004) argues that Libyan companies

prepare their annual reports for the purposes of communicating information to certain
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parties and groups, not to meet the expectations of society. Zubek (2008) also supports
the view that societal expectations are an insignificant factor, although he examines other
areas of social responsibility. He reveals that this factor was scored lowest by respondents

as a reason for human resource (HR) disclosure.

Other investigations have examined the correlation between ED and legal requirements.
Several authors argue that there is a positive correlation between social and
environmental disclosure and legal requirements (Belal and Cooper, 2011; Gray and
Bebbington, 2001); researchers have found that companies that have been prosecuted
are subsequently more likely to comply with environmental laws and regulations and to
practise ED (Deegan and Rankin, 1996; Liu and Anbumozhi, 2009; Warsame et al., 2002).
This is less of a factor in Libya; Ishwerf (2012) points out that, as in many other countries
of the world, ED is not a mandatory requirement in Libya. Other empirical studies
conducted in various sectors in the Libyan economy have investigated the relationship
between legal requirements and CSR in general and HR in particular. They confirm that
companies consider the legal requirements as having no effect on their level of ED and HR

(Mashat, 2005; Saleh, 2004; Zubek, 2008).

Attempts have also been made to study and analyse the relationship between disclosure
of social and environmental information and social pressure. The findings reveal that
companies do disclose social and environmental information in response to pressure from
organisations interested in environmental performance and pressure groups as a whole
see for example (Arevalo and Aravind, 2011; Cormier et al., 2005; Laine, 2009; Staden,
2009). Deegan et al. (2002), meanwhile, assert that “management releases positive social

and environmental information in response to unfavourable media attention”. Other

59



studies support the contention that there is a significant, positive relationship between
social pressure and the level of social and environmental disclosure (Ahmad and
Sulaiman, 2004; Deegan and Rankin, 1996; Solomon and Lewis, 2002; Wilmshurst and
Frost, 2000; Zhang et al.,, 2008). According to Liu and Anbumozhi (2009), Chinese
companies disclose environmental information mainly in response to pressure from the
government; in contrast, there appears to be little pressure from other important

stakeholders such as shareholders and creditors.

In terms of economic factors, several empirical studies have investigated the effect of
profit on CSR in general and ED in particular. The results have been mixed; a number of
studies support the idea of a positive relationship between profit as one of the economic
factors and the extent of ED, while other studies have found no correlation. Gray and
Bebbington (2001) argue that there is a positive correlation between social and
environmental disclosure and economic factors, while Arevalo and Aravind (2011) suggest
that the profit motive is an important driver for pursuing CSR, and a number of other
studies have yielded evidence that corporate social and environmental disclosure is
directly related to profit (Ahmad et al., 2003; Gray et al., 2001; Hossain et al., 2006;

Stanwick and Stanwick, 1998).

On the other hand, Liu and Anbumozhi (2009) argue that “economic factors are not
significantly related to ED activities”, while Esa and Ghazali (2010) found that profit was
not a significant variable affecting CSRD. A number of other authors have failed to find
any significant positive correlation between social and environmental disclosure and

profit (Cowen et al., 1987; Ditlev-Simonsen and Midttun, 2011; Hackston and Milne,
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1996; Rao et al.,, 2012). This may mean that the decision to disclose social and

environmental information is not influenced by the profit making factor.

Thus, the general consensus is that companies disclose environmental information
primarily to improve their image and reputation (Adams et al., 1998; Cho and Patten,
2007; Deegan, 2002; Deegan et al., 2002; Gary, 2002; Patten, 1992; Tilling and Tilt, 2010),
but controversy still exists as to the influence of other factors such as societal
expectation, legal requirements, social pressure and economic factors on the Ed (Ahmad
and Sulaiman, 2004; Campbell, 2000; Guthrie and Parker, 1989; Hogner, 1982; Islam et

al., 2005).

A number of studies have investigated the barriers that may prevent companies from
disclosing environmental information. According to Arevalo and Aravind (2011), CSRD is
inhibited by: “barriers related to lack of resources, followed by barriers related to the
complexity and difficulty of implementing CSRD and finally, lack of management support

at both top and middle levels”.

Studies conducted in the Libyan context have highlighted additional factors. When
Ishwerf (2012) analysed the perceptions of stakeholders regarding the lack of ED in Libya,
he found that the reason most often cited was the lack of any legal requirement to
disclose environmental information. Other reasons included lack of staff and
administrative difficulties, the fear of potential adverse effects on economic performance
and the sensitive nature of this kind of information. According to Saleh (2004), the real
obstacles that prevent companies operating in Libya from disclosing environmental

information are that (a) they lack the relevant expertise, qualifications and training; and
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(b) there are no legal requirements or guidelines. Similarly, Mashat (2005) claims that
possible reasons for the absence of social and environmental disclosure in Libyan annual
reports are the lack of mandatory disclosure requirements, the weakness of the
accounting profession in Libya, a lack of awareness of the importance and potential
benefits of social and environmental disclosure, and a lack of demand or pressure to

disclose this kind of information.

Third group: influence of company characteristics on disclosure of social and

environmental information

A number of studies have been conducted to examine the link between ED and company-
specific attributes such as firm size, age, nationality and privatisation. Numerous studies
have identified a positive correlation between ED and company size, with ED increasing
considerably in larger companies see (Abreu et al., 2012; Adams et al., 1998; Adams et al.,
1998; Alnajjar, 2000; Alsaeed, 2006; Boesso and Kumar, 2007; Cormier and Gordon, 2001;
Cormier et al., 2005; Deegan and Gordon, 1996; Galani et al., 2011; Gao et al., 2005; Gray
et al.,, 2001; Hackston and Milne, 1996; Liu and Anbumozhi, 2009; Patelli and Prencipe,
2007; Trotman and Bradley, 1982; Zhang et al.,, 2008). In another area of social
responsibility, Dominguez (2012) investigated the relationship between company
characteristics and disclosure of HR in Spanish companies and found a correlation

between company size and HR disclosure.

In contrast, other studies have found no positive correlation between ED and company
size (Ahmed and Nicholls, 1994; Akhtaruddin, 2005; Archambault and Archambault, 2003;
Esa and Ghazali, 2010; Halme and Huse, 1997; Lynn, 1992; Rao et al., 2012; Roberts, 1992;

Villiers and Staden, 2011). Looking at HR disclosure as another area of social
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responsibility, Zubek (2008) found that in Libya, company size does not appear to be
significantly related to HR disclosure practices. He argues that the total amount of HR
information disclosed by small companies is greater than that disclosed by medium sized

and large companies.

Having found that foreign companies do more ED than local companies, some researchers
argue that company nationality is a key determinant of ED see (Saida, 2009; Zarzeski,
1996). Others have found the opposite see (Hossain et al., 2006; Moneva and Llena,
2000; Monteiro and Guzman, 2010). Meanwhile, Jangou (2007) revealed that in Malaysia
there was greater disclosure among local companies than among their foreign

counterparts.

Very few studies have investigated the impact of privatisation on ED. This is an area that
needs more attention and analysis. The majority of previous studies have concentrated
on investigating the relationship between company privatisation and financial and CSRD
in general rather than ED specifically. When Uwalomwa (2011) examined the relationship
between company privatisation and CSRD, he discovered that it has a significant positive
impact on the level of CSRD in firms. Zubek’s (2008) examination of HR disclosure in Libya
also showed that company privatisation is a significant determinant of the extent of HR
disclosure. One of the few studies to investigate the influence of company privatisation
on the level and amount of ED was conducted by Cormier and Gordon (2001), who found
that privatisation status is likely to influence the amount of social and environmental
disclosure within a company. For their survey of social and environmental reporting
practices among Egyptian industrial corporate entities outside the oil sector, Rizk et al.

(2008) reviewed a random sample of 60 annual reports in 2002. They found that there
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were significant differences in reporting practices between private and government-
owned companies, with a greater proportion of privately owned companies including
social and ED compared to the proportion of government-owned companies. Their
findings lend support to the notion that a company’s privatisation status affects its

decision to report its environmental activities.

When Owusu-Ansah (1998) investigated the relationship between company age and the
disclosure of financial information, he found that the age of a company has a positive
effect on its disclosure practices. Again, others have argued the opposite (Akhtaruddin,
2005; Alsaeed, 2006; Galani et al., 2011; Singh and Ahuja, 1983). These authors do not
support the contention that old companies provide more information than new
companies but argue that company age is an insignificant factor. However, as far as the
present author is aware, only a few recent studies have addressed the impact of company
age on financial disclosure and CSRD, and none have considered its effect on the level of

ED.

Four major studies have focused specifically on CSRD and ED in Libya. Mashat (2005) and
Elmogla (2009) aimed to identify the influence of external social, political and economic
factors on CSRD. The main objective of Mashat’s study was to investigate CSRD practice
across four Libyan business sectors (manufacturing, banks, insurance and other services
such as external auditors) and how it was affected by the country's social, political and
economic environment in the period 1999 to 2002. This study employed content analysis
to investigate the annual reports of a range of organisations. The second strand of the
study was a questionnaire survey which was distributed to 438 participants to explore

their perceptions of CSR. The results indicated that most companies provided some
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measure of social disclosure, although the volume of information disseminated was low
compared to their counterparts in developed countries. Mashat argued that social,
political and economic factors have an impact on CSRD and confirmed that possible
reasons for non-disclosure include the lack of mandatory disclosure requirements, the
weakness of the accounting profession in Libya, and a lack of awareness of the

importance and potential benefits of CSR disclosure.

In a similar vein, EImogla’s study investigated CSRD in Libyan companies’ annual reports
and how it was impacted by the economic, social and political environment between
2001 and 2005. Elmogla’s sample included industrial companies, financial service
enterprises (banks and insurance companies) and other service companies such as
external auditors, and featured both private and government-controlled organisations.
He also employed content analysis to examine annual reports and a questionnaire survey.
Like Mashat, he found that Libyan companies generally disclose some information related
to social responsibility, but that the amount of information is low compared with
companies in developed countries. Employee and community involvement are the main
themes in their disclosure, and companies prefer to place social information in the annual
report, ideally in a separate section. Companies in the study accepted the need to
disclose more social and environmental information and saw disclosure as yielding
socioeconomic benefits at the macro level. Although these studies investigated the
influence of external factors on CSRD in general, neither one made any specific reference
to ED; both authors suggest that further research is required into the disclosure of social

information, particularly environmental information, in the Libyan context.
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The two studies that have focused primarily on ED in Libya have taken different
approaches from the present study. Saleh (2004) studied the extent to which ED occurs in
Libya, identifying how administrative decisions regarding ED were influenced by (but did
not influence) the social, political and economic situation between 1998 and 2001. His
study was carried out on 13 local industrial companies. The results indicated that the
social context, including religion, influenced ED practice to some extent, but that the main
determinants were the country's unique political and economic context, and manager
attitudes and qualifications. The findings reflect the influence external (political,

economic and social) factors can have on the disclosure environment.

A second study, by Ishwerf (2012), investigated stakeholders’ perceptions and
requirements of ED in the Ahlia Cement Company, a local company. Adopting the case
study approach, Ishwerf collected data by means of face-to-face, in-depth personal and
representative interviews with 30 stakeholders between mid-December 2008 and March
2009. The interviewees represented six stakeholder groups: regulators and policy makers,
local government, shareholders, managers, employees and financial institutions. The
results showed that stakeholders ranked environmental information as the highest
disclosure priority, though they ranked environmental financial issues and energy issues
last and second to last respectively. The results imply that regulators and policy makers,
as well as companies themselves, should consider the policy implications of other

stakeholders' views.

The above studies all focused on local industrial companies operating outside the oil and
gas sector. In contrast, the present study focuses exclusively on this sector, which is

generally considered the most polluting industry sector (Wang et al., 2004). This is also
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Libya’s most important industry in economic terms, accounting for 70% of GDP and 98%
of exports (Central Bank of Libya, 2009a). Rather than limiting the focus to local
companies, as previous studies have done, the present study examines the activities and
attitudes of both local and foreign companies operating in the sector. Three out of the
four Libyan studies above rely on data covering a three or four year period, since
Ishwerf’s study used case study. In contrast, this study uses longitudinal data covering the
eight years between 2002 and 2009. This allows a meaningful analysis to be conducted of
trends in ED over time. Finally, the above studies focus on external social, political and
economic factors and their impact on CSRD in general and ED in particular, while
neglecting the influence of company characteristics. In contrast, this study investigates
the relationship between certain firm-specific characteristics and ED in Libya. In its
attempt to clarify the determinants of ED, it assesses whether the reasons that have been
advanced as motives for ED do in fact drive environmental disclosure, and identifies those

obstacles that prevent companies from disclosing environmental information.

3.7 Conceptual Framework

This section presents the conceptual framework of the study, as developed from the
review of recent literature on the effects of company characteristics on the amount and
level of ED, and the reasons why companies disclose environmental information. It
illustrates the link between the dependent and independent variables in this study and

defines some of the key terms used.

A conceptual framework in general is not merely a collection of concepts but, rather, a

“map” of the area of study. It is used in research to outline possible courses of action or
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to present a preferred approach to an idea or a system analysis project. It is usually
enclosed in circles or boxes of some type, and relationships between concepts are
indicated by connecting lines. Linking words or linking phrases specify the relationships
between concepts (Novak and Caias, 2007). Miles and Huberman (1994, p.18) define a
conceptual framework as a visual or written product, one that “explains, either
graphically or in a narrative way, the main elements to be studied, the key factors,

concepts, or variables and the assumed relationships among them”.

Despite the undoubted importance of previous attempts to identify why companies
disclose environmental information, these studies have offered little in the way of
conclusive supporting evidence. The identified reasons for disclosure include: to improve
company reputation, to meet the expectations of society, to fulfil legal requirements, to
respond to societal pressure, and economic factors. However, others have claimed that
there is no positive correlation between ED and these reasons; thus, controversy still

surrounds the reasons why companies disclose their environmental information.

Previous studies have investigated the relationship between ED and company size,
privatisation and nationality but arrived at no consensus as to the influence of these
attributes on the level and quality of ED. Only a few recent studies have addressed the
impact of company privatisation on financial disclosure and social and environmental
disclosure in particular. Investigation of the influence of company privatisation on the
level of ED would be especially timely for Libya as the country is currently being steered
towards privatisation; one of the consequences of this shift from the public to the private
sector is an increased demand for environmental information, particularly from current

and potential investors. To the best of the author’s knowledge, no previous studies have
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investigated the relationship between company age and the level of ED specifically; only a
few studies have addressed the impact of company age on financial and CSR disclosure,

so company age is being introduced for the first time by this study.

The majority of studies in the field of ED have focused on developed countries and
neglected developing countries. However, many authors agree that it may be misleading
to apply the results of western studies to other countries, since ED varies from one
country to another and from one community to another as a result of economic, social,
political and cultural differences (Adhikari and Tondkar, 1992; Archambault and
Archambault, 2003; Belkaoui, 1983; Elnaby et al., 2003). Thus, the fundamental question
arises of whether the reasons for disclosure cited by companies in developed countries
are also significant in developing countries. For example, do companies in developing

countries also practise ED in their annual reports in order to gain society’s acceptance?

No previous study of this sort has been conducted in Libya. It is a response to the calls
that have been made in a number of previous studies for further research to be
undertaken in developing countries in general, and Libya in particular, to clarify the
relationship between ED and firm-specific attributes, and the reasons why companies

disclose environmental information.

Figure 3.1 depicts the conceptual framework used in this study. The study examines the
relationship between company-specific attributes and ED, as revealed in annual reports.
In addition, it investigates the reasons why companies disclose environmental
information. Figure 3.1 shows that the dependent variable is the amount, level and type

of ED in annual reports. The first group of independent variables are the company
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characteristics: nationality, size, privatisation and age. A number of annual reports from
local and foreign oil and gas companies operating in Libya were analysed in order to
precisely identify the influence of these factors on the level and type of ED. The second
group of independent variables are the reasons why companies disclose environmental
information: reputation, meeting the expectations of society, legal requirements, societal
pressure and economic factors. These were measured by reviewing the responses given
by staff working for local and foreign oil companies in Libya to a number of key
statements. Using the conceptual framework, the study seeks to investigate the
relationship between the dependent and independent variables in order to answer the

research questions outlined in Chapter One.
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Figure 3.1 Conceptual Framework of the Current Study
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3.8 Summary

Full disclosure is the main way in which information about corporate activities is
transmitted to the interested parties. Since 1990, interest in ED has grown to the point
that it is now seen as one of the most important types of social disclosure. Aside from the
ethical considerations, there are pragmatic reasons for this; as environmental costs
become more significant each year, it is increasingly important to disclose these costs in
financial statements and reports, as the users of these reports need this information to
make effective decisions. The need is even more urgent given the fierce competition
between local and global companies. As a result, investors themselves are increasingly

pressing for environmental information to be published in annual reports.

Studies in the field of social and environmental disclosure have addressed various issues,
from the concept of social responsibility and the types of activities associated with it, to
the levels and amount of ED in different countries. Some have attempted to answer the
guestion of why companies disclose environmental information, while others have
examined the relationship between ED and company-specific attributes such as firm size,
nationality and privatisation. Although important, these studies have not provided
conclusive evidence to support their claims, and there is still disagreement as to
companies’ reasons for disclosing environmental information and the negative and

positive effects of company attributes on ED.

There are also gaps in the literature: no previous studies have investigated the
relationship between company age and the level of ED, and there has been little

investigation of ED as it occurs in developing countries such as Libya. It is the aim of the
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present study to address these gaps and the inconclusiveness of previous studies. The
study focuses on the Libyan context; accordingly, the next chapter gives background
information about Libya’s geography and history and outlines the nature of its political,

economic and accounting systems.
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Chapter Four: Libyan Background

4.1 Introduction

This research is concerned with ED in domestic and foreign oil and gas companies
operating in Libya. Since not only accounting systems but also economic and political
factors have a profound effect on financial disclosure in general and on ED in particular, it
is appropriate here to give background information on Libya’s economic and political
context and its accounting systems. This chapter is divided into eight sections: after this
introduction, Section two contains general information about Libya’s geographical
location, population and land area, while Section three gives some historical background.
The political system is dealt with in Section four, while Section five provides an overview
of the Libyan economic system. Section six addresses accounting practice in Libya and
Section seven discusses the treatment of ED in Libyan law. The chapter ends with a

general summary.

4.2 Geographical Location and Population

Libya is a developing Arab country which is located in North Africa on the southern coast
of the Mediterranean Sea. It shares borders with Egypt to the east, Sudan to the south-
east, Chad and Niger to the south, Algeria to the west and Tunisia to the north-west. Its
vast territory stretches from the Mediterranean coast to the highlands of north-central
Africa. It has a population of about 6,097,556 people, according to the 2005 census
(General People's Committee of Libya (Council of Ministers), 2011), 51% of whom are
men (Central Bank of Libya, 2005b). The population density is higher in coastal areas than
in other regions, with an average of 45 inhabitants per square km. This is especially so in

the north-west and the north-east, where the two largest cities are found: namely Tripoli
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(the capital) and Benghazi (Saleh, 2004). Elsewhere, the number of inhabitants is small

compared with the geographical area of the country.

Arabic is the official language and the one most widely spoken by the population, with
English as the second language, especially in businesses and universities. Local dialects
differ slightly from one place to another due to the size of the country; at 1,774,440
square km, Libya is the fourth largest African country and the seventeenth largest in the
world (General People's Committee of Libya (Council of Ministers), 2011). Libya also has
the longest coastline (roughly 2000 kilometres) among the countries bordering the
Mediterranean Sea. Ninety percent of Libyan land is either desert or semi desert with a
desert climate, with the exception of the coastal strip, which has a moderate climate in

both summer and winter (United Nations, Economic Commission for Africa, 1991).

The majority of Libya’s population follow Islam with 98% being Muslim and 2%, mostly
non-permanent residents, belonging to other faiths (Mousa, 2005). There are no Shiite
groups as the whole population are Sunni Muslims. Most of the Christian community are
foreign refugees, Africans, Copts or Europeans working in Libya. They are provided with
churches and places of worship, especially in the cities of Tripoli and Benghazi (Mashat,
2005). Although some of these religious groups wear their distinctive clothing and
symbols all the time, there have not so far been any cases of religious discrimination or

harassment. Figure 4.1 shows a map of Libya and its main cities.
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Figure 4.1 Map of Libya’s Cities
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4.3 Historical Background

The territory in North Africa between Egypt and Tunisia was originally named after the

Libo tribe who have inhabited this area for thousands of years (Abuarrosh, 1996). Libya

has suffered long periods of foreign occupation, only achieving independence in 1951. Its

history can be divided into stages, beginning with Ancient Libya, which emerged at least

5000 years ago. Over the following centuries, some of the Libyan tribes became so

powerful that they were able to enter Egypt and form a family dynasty (Egypt’s twenty

second) which ruled the country from the tenth to the eighth century BC.

Libya’s next stage was the stage of occupation, first by the Phoenicians, who established

the cities of Oya, Sabratha and Leptis Magna in the eighth century BC, and then by the

Romans in the seventh century BC (Bakar, 1997; Farley, 1971). During this period, one of

76



the Ancient Libyans even ascended to the Roman throne to become the Emperor
Septimius Severus. After the Romans came the Islamic phase, which began in 642 AD
when the region came into the hands of ‘Umar ibn Al- ‘Aas at the time of the Caliph Umar
Ibn Al-Khattab, may Allah be pleased with them. Islam spread throughout the country as
the arriving Muslims integrated with the local population. Shortly after their arrival in
Libya, the Arabs started to consolidate their rule and to establish security throughout the
country (Steel, 1967).

In 1551, Libya entered a new era, called the Ottoman (Turkish) era by historians. This
lasted till 1911 when Italy officially colonised Libya. Italy was the last European country to
embark on a policy of colonial expansion; at the end of the nineteenth century, Libya was
the only part of Arab North Africa still under Turkish rule and not occupied by a Western
country. ltaly took advantage of Libya’s geographic proximity to make military
intervention the first step in its colonisation plan. It was not difficult for Italy to invent an
excuse to occupy Libya; it simply declared war on Turkey in 1911. The Ottoman Turks
found it extremely difficult to survive the Italian onslaught and were quickly forced to
cede Libya to Italy. A treaty was concluded between the two countries, giving Italy

sovereignty over Libya (Libyan Centre of Archives and Historical Studies, 2011).

Libyans across the country revolted, and the occupiers reacted with extreme brutality.
Libyan resistance fighters, led by Omar Mukhtar, staged short, sharp attacks, but the
balance of power was with the Italian military, who had sophisticated modern weaponry,
multi-skilled and organised personnel and the support of other colonial powers. But
despite the might of the Italian military and the Western alliance against the Libyan Arab

people, the invasion was not easy for the Italians. It was resisted across Libyan society,
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and volunteers from throughout the Arab and Muslim world responded to the call to
jihad and flowed into Libya to aid the Libyan people in their struggle. The resistance

continued until the outbreak of World War Il (Saleh, 2004).

When the Second World War erupted, the Libyans saw an opportunity to liberate their
country. When Italy entered the war in 1940, Libyans joined the ranks of the Allies on the
strength of the UK’s promise that by the end of the war, Libya would no longer be under
Italian control (Ellabbar, 2007). When Italy was defeated in 1943, sovereignty should have
been restored to the local community, but the British and French denied them that
privilege and maintained their occupation of Libya. Thus, the country entered a new era
of occupation (Attir, 1992).

When the United Nations (UN) was established soon after the end of the war, the most
powerful states were in agreement that Libya should remain under the guardianship of
one of these countries. However, the different ambitions and interests of the major
powers in the UN meant that they had different views on the nature of this trusteeship.
The issue was finally decided through a vote by the UN General Assembly, at which it was
agreed to conditionally grant Libya independence with territorial integrity in 1949. An
international commission was to be set up to oversee the implementation of this
resolution (Ellabbar, 2007), and international oversight would continue until 1952, at

which time the country would be granted unconditional independence.

Libya formally received its independence on 24 December 1951. Taking the name the
United Kingdom of Libya, it became a federal kingdom comprising the three provinces of
Tripolitania, Cyrenaica and Fezzan. The head of state was King Mohammed Idris al-Sanusi,

known as “Idris the first”. Independence was followed by the enactment of the country’s
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first constitution and the establishment of the first federal ministry, and by its accession

into the League of Arab States and the United Nations.

Despite attempts by some of the colonial powers to keep Libya federal — and therefore
divided and weakened — the people of Libya through their elected representatives
amended their constitution in 1963 to establish a consolidated state. The country was
renamed the Kingdom of Libya and Tripoli became its capital. After independence, the
monarchy continued in Libya for eighteen years until 1 September 1969, when a group of
officers in the Libyan army led a military coup against King Idris, seized power and, as the
Revolution Command Council, declared Libya a sovereign country under the name the
Libyan Arab Republic. A new government was announced and Colonel Muammar Gaddafi
became President. Gaddafi ruled Libya as a totalitarian regime for 42 years until the
revolution of 2011. The events of his rule and the 2011 revolution are dealt with in more

detail in the following section.

4.4 The Political System

As mentioned above, after a long history of colonialism offset by a long history of struggle
and resistance from the people of Libya, the country finally received its independence on
24 December 1951.0n September 1, 1969, a group of army officers led military coup
against the monarchy shifting the political system of Libya from monarchical into
republican under the name of the Libyan Arab Republic with Colonel Muammar Qadhafi
as its Chairman. In 1977, Colonel Gaddafi issued his Green Book, calling for the abolition
of governmental institutions and their traditional legal framework, and their replacement

with what he called "people's power". Accordingly, on 2 March 1977, the People's
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Authority came into being (Mashat, 2005), bringing with it a period of radical political

change for Libyans.

This development effectively separated the state from the revolution. The Revolutionary
Command Council was suspended, and names familiar from the traditional democratic
system were changed. Parliament was renamed the People's Congress, while the Council
of Ministers became the General People's Committee, and its members went from being
Ministers to Secretaries (General People's Committee of Libya (Council of Ministers),
2011). At the Extraordinary General People's Congress in March 1979, Gaddafi and the
rest of his colleagues resigned from the General Secretariat of the General People’s

Congress.

By the end of the seventies and the early eighties, in theory, power rested with the
people, through their representatives in the Basic People's Congresses, the People's
Committees and the General People's Congress. These bodies ran Libya’s day to day
political and administrative affairs, among other responsibilities. However, in practice,
Libya’s political affairs, both internal and external, were run by Gaddafi. Libya got further

away from democracy as the political system shifted from republic to autocracy.

This brutally oppressive regime lasted for 42 years, during which time, among other
things, the Gaddafi family devastated Libya's natural resources. Torture by military and
security entities and by armed militia groups operating outside the law was rife. One of
the sparks that fired the eventual revolution was an incident that happened at Abu
Sleem, a top security prison in Tripoli. According to human rights organisations,

mistreatment and human rights abuses were common in prisons such as Abu Sleem. In
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1996, the prison held approximately 1,200 prisoners, who had been sent there without
trial and without the knowledge of their families. After years of illegal detention, the
prisoners rebelled, demanding better medical care, outside recreation, family visits, clean
clothes and an actual trial. Instead, they were rounded up in a courtyard and shot by
Gaddafi’s troops. Afterwards, the soldiers went through the bodies with pistols to shoot

anyone still alive.

The Libyan Government rejected allegations of a massacre, and the vast majority of the
families of the prisoners who were killed received no information about their relatives. In
May 2005, the head of the Internal Security Agency told Human Rights Watch that the
prisoners had captured some guards and stolen weapons from the prison cache. The
prisoners and guards had died as security personnel tried to restore order. The
Government finally opened an investigation on the order of the Minister of Justice, and
the authorities offered compensation of 200,000 Libyan Dinars ($162,300) in exchange for
assurances that family members would not pursue further legal claims in Libyan or
international courts. Most of the families refused to accept compensation on these terms,
insisting that they wanted to know the truth of what happened and to have those
responsible prosecuted (Al-Sarraf, 2010; Human Rights Watch, 2009). Those who
gathered to protest against the massacre faced harassment from security forces and
even, at times, arrest. No one has yet been brought to justice for human rights violations,
nor have there been any effective investigations into cases of torture and deaths in
custody, but the protests did help trigger the eventual popular revolution (Human Rights

Watch, 2009; Human Rights Watch, 2012).
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Gaddafi’s time in power was also characterised by turbulent relationships with the West.
In January 1986, the USA cut off all economic and trade relations with Libya and froze
Libyan assets in the USA, accusing the country of supporting terrorism (Mousa, 2005). On
21 December 1988, US passenger plane Pan Am 103, which was en route from London to
New York, blew up over the village of Lockerbie in Scotland, killing 270 people. In
November 1991, the USA and the UK accused two Libyan citizens of blowing up the
aircraft. When Libya refused to hand over its accused citizens for trial in the USA or the
UK, the UN, with support from these countries, imposed an embargo on the country in
1992. All international flights to and from airports in Libya were banned, and businesses
were forbidden to supply Libya with aircraft spare parts, oil industry equipment, military
equipment and services (Zubek, 2008). Following negotiations with the families of the
Lockerbie bombing victims and an agreement that the two Libyan nationals could be
extradited to a neutral court in the Netherlands to be tried under Scottish law, the

embargo on Libya was lifted in April 1999.

In January 2001, a Libyan citizen called Abdelbaset al-Megrahi was convicted of blowing
up the aircraft and sentenced to life imprisonment in Scotland. The other defendant was
acquitted. In March 2003, the embargo on supplying spare parts for aircraft and the oil
industry was lifted when Libya reached a political agreement with the USA and the UK,

accepting civil liability and paying compensation to the victims’ families.

In December 2003, Libya announced its intention to dispose of equipment, hardware and
software that might be used in the production of internationally proscribed weapons,
signalling its willingness to cooperate with international institutions looking for weapons

of mass destruction in Libya. It signed the Convention on the Prohibition of Chemical
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Weapons in January 2004. The move may seem surprising, but observers see it as the
natural culmination of the intensive communication which has been on-going between

Tripoli, Washington and London since agreement was reached on the Lockerbie case.

In September 2004, USA President George W. Bush formally ended the trade embargo
imposed on Libya, and European Union (EU) foreign ministers agreed the following month
to lift the ban on European arms exports to the country. In May 2006, the USA said it
would restore full diplomatic relations with Libya. The decision to restore relations ended
nearly thirty years of diplomatic isolation (although this did not pass without the use of
force against Tripoli and Western accusations that Libya was involved in masterminding
terrorist operations against USA targets). When relations resumed between Libya and
Western countries, British and American companies started to return, with oil companies

in particular coming back strongly to invest in the Libyan oil sector.

The protests against the Gaddafi regime began in February 2011 and escalated rapidly
into a national popular rebellion. The forces opposing Gaddafi established an interim
governing body, the National Transitional Council, with Mustafa Abdul Jalil as its President
(Human Rights Watch, 2012; Mohamed et al., 2013). In August, rebel forces began their
offensive against the capital city of Tripoli, which they eventually captured. Muammar
Gaddafi remained at large until 20 October 2011, when he was captured and killed
attempting to escape from Sirte city. On 16 September 2011, the NTC was recognised by
the UN as the legal representative of Libya, replacing the Gaddafi government (Human
Rights Watch, 2012; Mohamed et al., 2013). On October 23, the NTC declared the country
liberated after the final defeat of Gaddafi’s forces. The formation of a new, transitional

government was announced on November 22, along with plans to hold parliamentary
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elections by 19 June 2012. Elections for a General National Congress (GNC) were finally
held on 7 July (having been postponed from 19 June), and Mohamed el-Magariaf was
elected President. Thus, Libya entered a new era, moving from one-man rule to a

democratic, multi-party system.

4.5 The Economic System in Libya

At the beginning of the seventies, the public sector accounted for approximately 69% of
the Libyan economy, with the private sector accounting for the other 31% (General
people’s Committee, 2007). The disparity widened until the ratio of private sector
businesses reached its lowest point in the eighties at approximately 10%. The problems
associated with the public sector had a negative impact on the Libyan economy. These
included low productivity and hidden unemployment or over staffing, public projects
going into debt, and money being wasted on salaries and fees with little obvious return,
rather than being put into large-scale economic development to raise living standards

(General People's Committee for Industry, Economy and Trade, 2011).

In June 2003, Gaddafi called for the General People's Congress to privatise the public
sector, including the oil sector and banks (Ellabbar, 2007). The pace of the privatisation
programme, which had previously been slow, quickened and the ownership base
expanded. In September 2003, the Secretariat of the General People's Committee (Libya’s
Prime Minister) announced the privatisation of over 360 publicly-owned companies with
effect from 1 January 2004 (Ellabbar, 2007). The number of economic units taken over by
the private sector in the last five years has now reached about 105. Collectively valued at

around two billion US dollars, they have changed hands through the transfer of
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ownership to employees or through negotiated sale to local or foreign investors. Since
2009, the Central Bank of Libya has allowed foreign banks to invest in Libyan enterprises
up to a maximum of 49%; the remaining 51% stake must remain Libyan, but the foreign

investor has full management rights (Central Bank of Libya, 2011).

This action is in keeping with the political leadership’s approval of the policy to abolish
the public sector. This policy, along with the Government’s decision to create Libya’s first
securities market, is bringing about the largest and most important transformation of the
country's economic structure and economic activity since the socialist transformation of
the late seventies. The development of Libya’s economy may thus be broken down into

two stages, as outlined below.

4.5.1 The Pre-Discovery Phase: 1943 - 1962

Libya emerged from the Second World War with its infrastructure — modest as it was —
completely destroyed. Built under Italian colonialism, this infrastructure was only meant
to achieve the occupiers’ purposes. The agricultural economy, the country’s most
valuable resource, was deeply affected by the destruction since it was based along the
north coast of the country, where most of the fighting had taken place. When the British
and French tightened their grip on Libya in 1943, they were left with a nation torn apart
by war, and not yet qualified for self-government. Consequently, the British and French
military authorities took charge of the country’s affairs. In the late forties, the country
was living in extreme poverty, with the average per capita income standing at 15 to 20

pounds sterling per year.
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According to economist Benjamin Higgins, it was an exaggeration to describe Libya as
even a developing country before the discovery of oil in the late 1950s. Higgins, who
specialised in economic development and who worked as an economic consultant in Libya
in early 1950, described Libya in that period as a country whose national progress was
impeded by geographical, economic, political, social and technological obstacles, and in
which there was no indication of significant economic development (Higgins, 1968). In the
late 1950s, the World Bank assigned a team to assess the social and economic situation in
Libya. The team reported that Libyans were living at subsistence level, eating the bare
minimum and only managing to earn enough for life’s necessities. The overwhelming
majority of the population were farmers who consumed most of what they produced and
who survived in extreme conditions. Many lived in huts and caves in small villages, relying
on donkeys, camels and horses for transport (The International Bank for Reconstruction

and Development, 1960).

The Libyan economy at that time was described as being a deficit economy, in the sense
that the deficit also incorporated the state budget and balance of payments. Most state
projects failed financially; literacy and health levels were poor (in 1952, approximately
90% of Libyans were illiterate); and natural resources were being inadequately exploited.
Domestic production was not enough to meet domestic demand, even with the low living
standards of the time. Assistance and grants from foreign governments, UN bodies and
others were the only means of covering this deficit for many years (US Department of
Commerce, Bureau of International Commerce, 1970). In 1952, Libya seemed to be an
almost hopeless case; 70% of the population worked on the land (Mashat, 2005), making

the agricultural sector the backbone of the economy, but it still accounted for little more
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than 26% of GDP. The sector was characterised by rudimentary production methods and

management and hampered by infrequent rainfall and, consequently, lack of water.

Similarly, manufacturing in its modern sense did not exist; activity was confined to a few
traditional industries that were dependent on the agricultural and pastoral sectors and
therefore seasonal and unstable. These accounted for 11% of GDP, as shown in Table 4-1.
The table shows the contributions made by different sectors to GDP in 1958 — before the
discovery of oil. Public services such as education, health and transportation were at their
lowest levels at this time due to limited state revenues in general and the limited funds
they were allocated in the budget. At a time of widespread unemployment and economic
stagnation, the lack of available capital in both public and private sectors was the main
obstacle to raising the level of national income (estimated per capita income in 1952 was

around 52 US dollars per year).

In July 1953, Libya signed a 20 year agreement with the UK, under which the UK would be
allowed a number of military air bases in Libya in return for an annual payment to cover
the budget deficit, the amount to rise over subsequent years (Fisher, 1971). In September
of the same year, Libya signed a similar agreement with the USA. The Libyan Government
subsequently signed treaties of friendship and trade agreements with France in 1955 and

Italy in 1957 (Higgins and Jacqres, 1967).
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Table 4-1 Industrial Origin of Gross Domestic Product (GDP) in Libya 1958

Industry Value (LD million) Share (%)
Agriculture, Forestry and Fishing 13.6 26.1
Mining and Quarrying 3.6 6.9
Manufacturing and Repairing 6 11.5
Construction 1.8 3.4
Electricity, Gas and Water 0.8 1.5
Transport, Storage and Communication 2.9 5.6
Wholesale and Retail Trade 7.3 14
Banking, Insurance, Dwelling and Social Services 9.5 18.2
Public Administrative Services 6.7 12.8
Total 52.2 100%

Source: (Aboulsayan, 2000, cited in (Mashat, 2005, p.35). LD = Libyan dinar

4.5.2 The Post-Discovery Phase: 1963 — To Date

Oil was first discovered in Libya in 1955, with bulk production starting in the late fifties
and early sixties. In September 1961, the process of exporting crude oil began (Abozrida,
1981). Libya entered a new historical era with the inflow of foreign capital from
international oil companies. As the oil revenues began to flow, the economy went from a
state of deficit (which had lasted twenty years, from 1943 to 1962) to having the surplus
to cover the balance of payments and the public budget (Bakar, 1997). The post-discovery

phase can be divided into three periods as follows:

Surplus and financial abundance: 1963 - 1980

In 1963, the Libyan balance of payments saw a market surplus for the first time in its
history. The period of prosperity and abundance lasted throughout the seventies as oil
revenues flowed in, peaking in 1979 and 1980 as oil prices surged following the outbreak

of the Iran-lrag war. But despite the clear abundance of financial resources, which
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exceeded the absorptive capacity of the Libyan economy, there was no significant change
in the economic structure. There was, however, an expansion in consumer spending,

which grew from 159 million dinars in 1964 to 3877 million dinars in 1981.

In spite of the huge investment in agricultural and industrial development projects during
this period, the economy could not escape its dependence on the oil sector, which led all
Libyan exports from 1963 onwards (General People's Committee for Industry, Economy
and Trade, 2011). The most important objective of the Government’s development plans
— to restructure the Libyan economy as a non-oil-based economy — was not achieved.
Table 4-2 presents the contribution made by the various sectors to GDP between 1962

and 1980.
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Table 4-2 Contribution of the Different Sectors to Gross Domestic Product (GDP) from 1962 to 1980 (%)

Year

Sectors 62 | 63 | 64 | 65 | 66 | 67 | 68 | 69 | 70 | 71 | 72 | 73 | 74 | 75 | 76 | 77 | 78 | 79 | 80
Agriculture, Forestry and |96 |64 |46 |51 |43 |41 |31 |31 |26 |21 |25 |27 |17 |23 |21 |16 |22 19 |22
Fishing

Oil and Natural Gas 244 | 423 | 53.7 | 549 | 56.1 | 53.8 | 60.5 | 61.7 | 63.1 | 58.2 | 52.5 | 51.9 | 62.9 | 53.4 | 57.7 | 584 | 51.1 | 59.8 | 61.8
Mining and Quarrying 0.4 0.3 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.5 0.5 0.5 .04 0.5 0.5 0.5 0.6 0.6 0.5
Manufacturing Industry 58 |42 |32 |26 |23 |22 1.9 1.7 |17 |15 1.8 |20 |15 1.8 |19 |22 |27 |24 |20
Electric and Water 06 |05 |04 |04 |04 |04 |05 |05 |05 |05 |05 |05 |03 |05 05 |05 |06 |05 |05
Construction 66 |54 |59 |71 |71 |89 |83 |71 |68 |74 |104 | 120 |99 11.8 | 10.8 | 10.7 | 12.4 | 96 | 10.4
Trade, Restaurants and |91 |71 |55 |51 |52 |48 [42 |40 |37 |48 |55 [57 |49 |61 |55 |52 |62 |50 |49
Hotels

Transport and Communication |55 |48 |41 [38 |39 |42 |37 |33 |34 |55 |57 [59 |41 |48 |41 |39 |46 |38 |40

Banks and Insurance 1.1 0.9 0.7 0.7 0.7 0.7 0.6 0.6 1.0 1.8 2.1 2.4 1.9 2.7 2.5 2.6 3.2 2.6 23
Housing 18.9 13.1 | 9.2 7.4 6.9 7.2 5.5 5.7 4.6 4.3 4.4 3.9 2.9 3.6 3.0 2.8 3.1 2.5 2.0
Public Services (Except 10.0 8.3 7.1 7.5 7.8 8.4 7.2 7.2 7.6 8.5 8.5 7.2 5.5 7.0 6.2 6.4 7.5 6.7 5.7

Education and Health)

Education Services 32 |30 |26 |26 |26 |26 |24 |29 |31 |29 |35 |33 |25 |33 |31 [31 |34 |27 |22
Health Services 14 |11 |09 |09 |10 |10 |10 |11 |12 |14 |15 |15 |10 |14 |14 |14 |17 |13 |11
Other Services 34 |26 |19 |17 |16 |15 |11 |10 |06 |06 |05 |05 |05 |08 |07 |07 |07 |06 |o04

100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

Source: (The Secretary of Planning, 1997, cited in (Mashat, 2005, p.37)
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Crisis and siege: 1981 - 1998

The USA, which took a massive 40% of Libya’s total oil exports, launched its embargo on
the importation of Libyan oil in 1981. In the ensuing years, the Libyan economy entered a
crisis phase (Mousa, 2005). At the same time that political relations between the two
countries were deteriorating, oil prices were dropping and Libya’s oil production was
declining (from 1.7 million barrels a day to about 1.39 million barrels per day). Oil exports
accounted for almost all of Libya’s exports, and the dropping prices and slowing
production led to a long-term decline in foreign revenues. Infrastructure projects were
postponed and Libya’s efforts to restructure its economy from oil-based to other

industries stalled (General people’s Committee, 2007).

What deepened the crisis even further was that the drop off in oil income coincided with
the Government’s restructuring of the Libyan economy and virtual abolition of the private
sector (General People's Committee for Industry, Economy and Trade, 2011). Eventually,
the private sector accounted for less than 10% of the economy, while the public sector
accounted for the remaining 90%. This oversized public sector was characterised by poor
management, low productivity, overstaffing and debt, all of which had a negative impact

on the Libyan economy.

The industrial sector was beginning to make more of a contribution to GDP, but this was
largely down to the success of publicly-owned factories in industries such as iron, steel,
chemicals and cement manufacture; most other factories still had very low productivity
figures. Statistics compiled by the Secretariat of the People’s General Committee of
Industry on twenty factories in 1988 revealed that the rate of exploitation or “actual

production” in these factories was between 4% and 61% of capacity, with 50% of the
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factories achieving an exploitation rate of less than a third (General People's Committee
for Industry, Economy and Trade, 2011). Another study carried out by the National
Authority for Scientific Research on 30 factories showed that the rate of productivity or
“production achieved to maximum capacity” was no more than 29% in any of the
factories, and that this had declined to 0% by the end of September 1989. This decline in
the rate of productivity resulted in a widespread shortfall in supply. The market was
unable to meet the growing needs of consumers, and a black market emerged which led
to higher prices and a devaluation of the Libyan dinar (General People's Committee for

Industry, Economy and Trade, 2011).

The crisis was further deepened by the embargo imposed on Libya in 1992 by the UN
Security Council, supported by the USA and the UK, which involved the imposition of
sanctions and the freezing of Libyan financial assets. As the sanctions took hold, supplies
of goods and raw materials needed by the production sector, especially the oil industry,
dried up. Libyan Airways ceased its international flights, further handicapping production.
The slowing of foreign trade and the need to import essential goods through
intermediaries incurred high costs for the Libyan economy, especially in the weakened oil
sector. Table 4-3 shows the contribution made by different sectors to GDP from 1981 to

1996.
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Table 4-3 Contribution of the Different Sectors to Gross Domestic Product (GDP) from 1981 to 1996 (%)

Year
Sectors 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96
Agriculture, Forestry and 131 |32 |36 |41 |44 |57 |69 |65 |59 |51 |55 |55 |58 |61 |64 |66
Fishing
Oil and Natural Gas 50.0 | 47.4 | 449 | 41.1 | 44.6 | 356 | 28.8 | 24.7 | 27.0 | 354 | 33.0 | 28.3 | 27.1 | 25.8 | 25.3 | 24.0
Mining and Quarrying 06 |07 |08 |07 |06 |09 |12 |14 |14 |14 |13 |14 |15 |17 |15 |18
Manufacturing Industry 29 |30 |39 |46 |54 |53 |71 |73 |67 |71 |67 |78 |83 |88 |93 |94
Electric and Water 06 |08 [09 |12 |14 |17 |20 |20 |24 |20 |22 |19 |19 |19 |20 |20
Construction 113 | 132 | 120 [ 111 |86 |73 |69 |62 |64 |59 |40 |52 |52 |61 |56 |68
Trade, Restaurants and Hotels 74 |66 |57 |55 |73 |94 |111 |11.7 |11.0 | 102 | 104 | 106 | 10.8 | 11.1 | 11.2 | 11.4
Transport and Communication 56 |52 |54 |59 |60 |72 |93 |95 |84 |83 |83 |85 |88 |85 |87 |87
Banks and Insurance 34 |29 |37 |36 |32 |61 |55 |44 |44 |37 |30 |27 |27 |27 |27 |27
Housing 25 |25 |28 |31 |31 |37 |45 |46 |42 [39 |37 |38 |38 |38 |37 |36
Public Services (Except | 74 |84 |88 [105 |63 |67 |60 |78 |83 |70 (92 |129 |127 |123 | 122 | 114
Education and Health)
Education Services 31 |39 |48 |54 |55 |63 |58 |83 |83 |55 |73 |62 |61 |59 |58 |55
Health Services 1.5 |15 |19 |22 |24 |27 |28 |33 [34 |23 |31 |25 |25 |24 |23 |22
Other Services 06 |07 |08 |10 |12 |15 |20 |22 |21 |22 |24 |26 |28 |29 |33 |39
100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100

Source: (The Secretary of Planning, 1997, cited in (Mashat, 2005, p.38)
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Surplus and abundance once more: 1999 to date

This period has witnessed a relative transformation of the Libyan economy for the better.
Sanctions were suspended in 1999 and then fully lifted in September 2003, but arguably
more important was the USA’s decision to lift its trade embargo on Libya in September
2004. The lifting of sanctions in 1999 and subsequent increase in volume of Libyan oil
exports coincided with relatively high oil prices, which together helped support economic

growth.

As Libya has opened up to the world, especially the Western countries and the USA,
foreign companies have raced to enter its markets, investing in oil, tourism and trade. The
authorities have encouraged investment by issuing a number of laws to ensure that
foreign investors are granted their rights. The gates have been opened to local, Arab and
foreign investors to invest billions of dollars in residential, real estate, hospitality and
entertainment construction projects. Libya is now striving to encourage global capital
investment in the country. There are already plans to build large residential projects and
to restore many of the public hotels and reopen them under global hotel brands, as well
as many other investment opportunities which will come into force within the next five
years. There were an estimated 169 foreign investment projects underway in the country
in 2010 at an estimated total cost of 17 billion Libyan dinars; foreign contributions
accounted for 83.31% of this, with the rest being local contributions (Encyclopedia of
Arab Africa Economic Integration, 2012). Economic growth is expected to continue in line
with the anticipated rise in exports as oil production, fuelled by increased foreign
investment, rises from the current 1.7 million barrels per day to about 3 million barrels

per day by 2015.
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During the sanctions, fluctuations in oil prices and unstable revenues forced Libya to
diversify its economic structure and search for alternative revenue sources such as
agriculture, tourism and manufacturing. As highlighted above, investment is now being
channelled into a range of sectors; nevertheless, as Table 4-4 and Table 4-5 show, oil

revenues remain the central plank of the Libyan economy.

Table 4-4 Libyan Exports in the Period 1996-2008

Year Oil exports % Non-oil exports %
1996 81.3 18.7
1997 92.1 7.9
1998 92.9 7.1
1999 93.5 6.5
2000 96.3 3.7
2001 95.3 4.7
2002 97.8 2.2
2003 94.9 5.1
2004 96.3 3.7
2005 97.3 2.7
2006 96.0 4
2007 96.6 3.4
2008 98.00 2.0

Source: (Central Bank of Libya, 2005a; Central Bank of Libya, 2006a; Central Bank of Libya, 2007a; Central
Bank of Libya, 2008a; Central Bank of Libya, 2009a; Zubek, 2008, p.29)
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Table 4-5 Contribution of the Different Sectors to Gross Domestic Product (GDP) from 1999 to 2008 (%)

Sectors 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Agriculture, Forestry and Fishing 10.3 6.8 3.7 3.8 3.5 3.5 3.4 3.6 35 3.4
Mining and Quarrying (Including Oil and Gas) 30.0 45.9 54.1 50.3 53.6 53.5 52.3 51.5 49.6 49.2
Manufacturing Industry 6.1 5.4 4.9 5.2 5.3 5.3 5.1 5.1 5.2 5.3
Electric and Water 1.9 2.1 1.7 2.0 2.0 2.0 2.1 2.2 2.3 2.4
Building and Construction 5.7 6.2 5.1 6.1 4.7 48 5.2 5.3 6.3 7.1
Trade, Restaurants and Hotels 12.0 6.7 43 53 5.0 5.1 5.6 5.7 6.0 6.1
Transport and Communication 8.6 5.1 4.2 5.0 4.8 5.0 5.7 6.0 6.4 6.6
Financial Services 2.3 2.1 1.4 1.8 1.6 15 15 1.6 1.7 1.7
Real Estate and Renting and Business Activities 5.7 8.2 10.4 11.2 10.2 10.0 9.5 9.3 9.5 9.3
Public Services (Except Education and Health ) 16.8 10.9 9.6 8.7 8.7 8.7 9.0 9.1 8.9 8.8
Education Services 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Health Services 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Other Services 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
100 100 100 100 100 100 100 100 100 100

Source: (Central Bank of Libya, 2006b; Central Bank of Libya, 2007b; Central Bank of Libya, 2008b; Central Bank of Libya, 2009b)

96



4.6 The Accounting System in Libya

As already noted, Libya was occupied by various colonists before it achieved
independence in 1951. These included the Ottomans (Turkish) between 1551 and 1911,
the Italians (1911-1945) and the joint administration of the UK and France (1945-1951).
There was no accounting regulation in Libya during these periods. Most accounting
practice was decided by foreigners in accordance with imported legislation and principles
(Bait EI-Mal, 1973). Libyan decision makers were excluded for several reasons, including
the colonial situation, the language barrier, the poor educational level of locals and the
nature of the prevailing economy, which tended to be driven by individual
entrepreneurship.

From independence in 1951 until the discovery of oil in 1959, the state of the Libyan
economy remained largely unchanged, keeping Libya among the poorest countries in the
world logistically and financially, according to reports by the UN and the World Bank (The
International Bank for Reconstruction and Development, 1960). The Italian occupiers had
made no attempt to equip Libyans to manage their country by educating them or
providing them with technical training. This led to a severe shortage of trained technical,

financial and administrative personnel.

4.6.1 The Evolution of Libya’s Accounting Legislation and Practice

The accounting and auditing profession was initially open to all Libyans, regardless of
their professional qualification or experience or how little they knew of its origins, rules
and ethics. The result was that the public had little trust in or respect for the profession
(BenGharbia et al., 1987). To address the low status of the profession and clarify the

responsibilities of accountants and auditors, a series of laws were enacted in 1953 in both
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public and private domains (Council of Ministers, 1954). However, in the absence of any
local expertise, most of these laws were prepared by non-resident Arab experts (Egyptian,
Lebanese and Iraqgi) who had an inadequate knowledge of the Libyan environment. The
1953 Commercial Law cannot therefore be seen as representing a response to the
requirements and interactions of the Libyan environment. In fact, it advocated a model of
financial accounting that was rooted in the French experience (Council of Ministers,
1954).

The discovery and export of oil in the 1950s and early 1960s created a burst of economic
activity that started to attract foreign investors, and the need arose for accounting
services under temporary licence (Bait El-Mal, 1973). Most accounting and auditing
offices were owned by non-Libyans (language problems and low levels of education
among Libyans meant that they were largely excluded); accounting was done by external,

non-national parties in accordance with imported legislation and principles.

At the beginning of the 1970s, the majority of Libyan companies and economic activities
were nationalised, and most accounting and auditing offices were taken into public
ownership. But there was still no legal regulation of the profession or standards governing
accounting practice. The first Libyan attempt to regulate accounting practice was Law

116, passed in 1973 (Council of Ministers, 1974).

With the passage of this law, the profession became better organised. Among other
innovations, the new legislation required practitioners to be qualified to an appropriate
academic level and to have five years’ experience (Council of Ministers, 1974). The
Association of Libyan Accountants and Auditors was established as the first professional

organisation in the field of accounting and auditing in Libya, with its first Council being
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formed in 1975. Also in 1975, Law 79 heralded the establishment of the Audit Bureau, an
independent body tasked with achieving effective control over public funds (Council of

Ministers, 1975).

By the end of the 1970s, the public sector dominated economic activities in Libya to such
an extent that few perceived a need for an accounting and auditing profession apart from
the Audit Bureau, which had responsibility for inspecting and reviewing public sector
accounts. There were no significant developments at the local level, and the accounting

and auditing profession in the private sector remained at a standstill during this period.

The increased burden being placed on the Audit Bureau obliged it to seek out auditors
from the private sector, and in 1980, its President issued guidelines (56) pertaining to the
classification and remuneration of accountants and auditors from outside the Bureau. The
guidelines also covered a number of rules for the inspection and review of public
companies (Audit Bureau, 1981). In 1996, Law 11 gave the Audit Bureau administrative
and financial oversight over all public bodies; the Bureau was charged with detecting any

crimes and financial or administrative irregularities.

Gradually, more and more accounting and auditing was done by private companies under
the authority of the Audit Bureau. It was also carried out by auditors from the General
People's Committee’s Department for Financial and Technical Control. Legislation was
introduced to strengthen the accounting and external audit functions; for example,
Article 4 of Act No. 21/2001 stipulated that a company’s financial statements must be
reviewed by auditors before being submitted to the General Assembly for adoption
(General People's Congress (Parliament), 2001), while Article 26 of Law 49 (2002) obliged

joint stock companies to submit to an external audit. According to Law 1 (2004),
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economic entities could be individuals, families, cooperatives, shareholding companies —
including holding companies and institutions — and public companies (General People's
Congress (Parliament), 2004). Finally, Article 25 of Law 1 (2005) assigned a financial and
technical watchdog to audit both the central and commercial banks in accordance with
international standards in auditing and accounting (General People's Congress

(Parliament), 2005).

4.6.2 Assessment of the Accounting and Auditing Profession in Libya

The Government’s efforts to promote accounting and auditing practice are in line with its
general move towards a free market economy, as seen in the privatisation of the public
sector, the encouragement of domestic and foreign investment and the establishment of
a securities market. However, in the continuing absence of a set of integrated standards
and rules or ethics of professional conduct, the indications are that these efforts have
done little to raise the level of professional performance (Darwish and Ghali, 2006). A
study conducted by a team from the Centre for Research and Economic Sciences to
identify and assess current physical accounting practices in Libya (Bait EI-Mal, (1990)
highlighted clear differences between similar companies in terms of their application of
current accounting principles. This leads to differences in the published accounting data
and makes it more difficult to compare them. The majority of companies in the study did
not attend to the basic rules when preparing financial reports, making the published
accounting data less reliable and often delaying it. This data is of little help to those

making economic decisions.

The study recommended the formation of an official party which would be responsible

for the issuance of principles, rules and procedures governing the work of accountants.
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Such guidance would also help accountants resolve technical problems and help develop

the accounting profession and its systems.

A study conducted by Sratee (2002) of 13 industrial companies also found that the
publication of financial statements by corporations is often delayed. These financial
statements are usually limited to an income statement and balance sheet and exclude
cash flow statements or clarifications regarding the sources and uses of the company’s
financial resources. Al-Arabi and Darwish’s study (2003) on the appropriateness of
accounting assessment methods for projects being offered for private ownership
highlighted a number of problems with the validity of many of the principles and
accounting rules being employed to make accounting adjustments and in the preparation
of financial statements, particularly with regard to accumulates, allowances and
merchandise inventory. The researchers attributed these problems to the lack of
standards and local accounting rules. Reports issued by the Audit Bureau have made

similar observations.

Al-Sharif (2006) conducted a study to investigate the reality of the accounting profession
in Libya in order to identify the difficulties facing the profession and to make suggestions
for its development. Having conducted personal interviews with a number of Libyan
experts, he diagnosed a number of difficulties, most notably the weakness of the
accounting education system, the absence of professional regulatory bodies and the lack
of organised and binding accounting standards. He proposed the establishment of a
professional governing body and the adoption of international accounting standards,

adjusted to suit the local environment, until local standards can be issued.
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Having resolved its problems with the USA and other Western countries, Libya requested
to join the World Trade Organisation (WTO) in the second half of 2004. It was told that to
do so, it must meet international conditions set out by the WTO, one of which is the

institution of recognised professional qualifications (Mahaishi, 2006).

Efforts are indeed underway to raise the level of the profession and respond to the many
challenges it faces. The first challenge is to restructure the profession and make it more
organised. It has been largely absent from the professional arena over past decades; in an
economy dominated by public enterprises, the accounting and auditing functions have
been given over to the Audit Bureau. The second challenge is to respond to the trends
within Libyan society. The public sector is being privatised, domestic and foreign
investment is being encouraged, a securities market has been established and
international accounting standards are being adopted by the banking sector and the stock
market. Increasingly, Libyan accounting professionals are having to compete with foreign

accounting firms entering the Libyan market.

Among the efforts made to promote the accounting/auditing profession in Libya are the
introduction of Banking Law 1 (2005), which stipulates in Article 25 that Libyan banks
must apply international accounting standards (General People's Congress (Parliament),
2005). Article 55 of the Statute of the Libyan Stock Exchange for 2006 states that
companies seeking to list shares on the securities market in Libya must apply
international accounting standards (Libyan Stock Market, 2011). Also in 2006, the Finance
Minister issued Resolution No. 273, proposing the formation of a founding body or
professional academic institution to be in charge of developing accounting and auditing in

Libya. Accordingly, the Libyan Accounting Complex was set up to oversee the issuance of
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rules governing accounting and auditing. The hope is that this will foster an improvement

in the quality of financial information.

4.7 Environmental Disclosure (ED) in Libyan Law
Since human beings and other living organisms depend on the environment for their
survival, a legal framework is needed to protect and preserve it against pollution, and to

determine responsibility for any pollution or damage that does occur.

Corporate environmental liability is determined by the extent to which companies comply
(or not) with laws and regulations established by the relevant authorities, so it is
imperative that these laws keep abreast of any changes arising from developments in
technology. As interest in environmental issues has grown among pressure groups,
environmental organisations, governments, investors and others, most countries have

introduced legislation to protect and conserve the environment.

Libyan lawmakers have played a prominent role in preserving the environment and
preventing pollution in its various forms through the issuance of a number of laws. One of
the most important steps taken by the General People's Committee (Council of Ministers)
to reduce pollution and identify corporate environmental responsibility was the issuance
of Resolution No. 263 (1999). This established the Public Environment Authority as an
independent body with a legal personality and independent financial status (under the
auspices of the General People's Committee). The Authority has wide-ranging powers in
its mission to protect the environment against pollution (General People's Committee of
Libya (Council of Ministers), 1999). It is permitted to conduct investigations of individuals
and public and private bodies, whether domestic or foreign, and to supervise and enforce

their adherence to the regulations it sets. The Authority’s employees are known as
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Judicial Officers, in accordance with the Criminal Procedures Act. The key legislation used
by the Authority to protect the environment from pollution and determine corporate

environmental liability is summarised below.

4.7.1 Act No. 7/1982 Regarding Environmental Protection (Libyan Secretary of Justice,
1982)

One of the most important laws to have been passed is Act No. 7 of 1982 for the
protection of the environment. One of the first environmental protection laws in Libya
was Act No. 8 of 1973, which was designed to prevent oil spills at sea (General People's
Congress (parliament), 1973); however, it was limited in scope and as industrial
technology developed, environmental pollution increased. Consequently, Act No. 7/1982

was passed and Act No. 8/1973 was redrafted to make it more comprehensive.

The first article of Act No. 7/1982 defines pollution as any event in which human health or
the safety of the environment are threatened by contamination of the air, sea, water
sources or soil; noise, vibration and odours; or any other pollutants generated by the
activities of an individual or legal entity. It also confirms that the objective of this law is to
protect the environment in which humans, along with all other organisms, live. It was
designed to encourage individuals, institutions and national and foreign companies to
make their best efforts to reduce pollution, and to compel anyone polluting the

environment to report any incident of contamination.

The second article focuses on the prevention of atmospheric pollution, enjoining facilities
and factories to prevent the emission of toxic gases into the air and stipulating that
licences will only be granted where machinery and equipment meet all specifications and

pass the relevant tests. The aim of Article 3 is to protect seas and marine resources: it
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forbids fishing using fire crackers, toxic and narcotic substances, or any other materials
harmful to marine organisms; and ships are warned against dumping waste oil mixture
into the sea. Article 4 relates to the protection of water from both surface and
groundwater sources, while Article 7 concentrates on the protection of soil and plants.
This article enjoins the relevant authorities to use agricultural land rationally and to
improve the soil, to prevent the use of forests as landfills for oil and chemical wastes, and
to increase green vegetation. The tenth article stipulates the penalties and sanctions to
be applied to those who violate the law. Penalties start with fines and may even involve
the confiscation of the tools and equipment used to commit the violation.

4.7.2 Act No. 13/1984 Regarding the Provisions for Public Hygiene (General People's
Congress (parliament), 1984)

This act determines the procedures for the collection and disposal of garbage and waste
and specifies who is responsible for performing these tasks. Article 3 prohibits individuals,
committees, institutions, companies and public and private organisations, whether local
or foreign, from disposing of any waste in places other than those allocated to them,
while Article 5 requires companies and facilities producing environmentally harmful
waste such as industrial and chemical remnants to collect their toxic residues and dispose
of them through technically approved means, in accordance with local ordinances (city
authorities usually allocate waste disposal sites for garbage and solid and liquid waste).
4.7.3 Act No. 15/2003 On the Protection and Improvement of the Environment (General
People's Congress (parliament), 2003)

This act consists of eleven chapters, with each chapter pertaining to a specific type of
pollution. Each chapter is divided into several provisions. In its first article, this law
defines the environment as the context in which all living beings, including humans, live.
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This environment comprises air, water, soil and food, whether in the context of home,
work, or elsewhere. Pollution is defined as the condition or situation emanating from
human or natural exposure to contaminated air, sea, water sources or soil; noise,
vibrations and odours; or any other pollutants caused by the activities of individuals or
organisations. Article 2 states that the purpose of the act is to achieve control over the
environment with a view to protecting it against pollution and improving the quality of
the water, soil and food upon which we and all other living organisms depend. It also aims
to find practical ways to measure and prevent pollution and its harmful effects. Article 3
states that all committees, organisations, local bodies, individuals and public and private
firms, national and foreign, are required to endeavour to reduce the spread of pollution
from whatever source. Anyone contributing to the pollution of the environment in any
way should take the necessary measures to rectify the issue. Furthermore, the listed

parties should apply all measures stipulated in this and other environmental laws.

The fifth article requires all public and private, national and foreign companies to include
in their urban and industrial development plans measures to maintain the balance of the
environment. These corporate organisations are also bound by special conditions to
prevent noise pollution. Article 8 states that the Public Environment Authority possesses
the right to inspect and supervise all parties in respect of environmental protection, while
Article 9 authorises the Authority to create a sub-department called the Environment
Police (its members to be known as Judiciary Officers) to carry out these environmental
inspections. In Article 11, factories emitting air pollutants are required to keep a special
register to submit to the relevant authority detailing the type, components and amounts

of these pollutants. They are also under a legal obligation to adopt preventative measures
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to reduce and deal with any type of pollution, and to disclose the measures they are

taking to minimise pollution and its impacts.

Contained in the eleventh chapter are fifteen articles covering the penalties for breaking
these laws, from the imposition of fines to the confiscation of machinery and equipment

causing pollution.

4.8 Summary

The last 60 years have seen Libya go from being under the control of others, to become
an independent monarchy, an Arab Republic, a totalitarian regime and finally, a multi-
party democracy. In the course of this politically tumultuous period, Libyans have
witnessed a military coup, Government-perpetrated atrocities and a popular revolution.
In economic terms, the crucial turning point in this period was the discovery of oil and its
exportation in large commercial quantities. This turned Libya from a deficit economy, in
which 70% of the population were forced to work on the land and most Libyans lived at
subsistence levels, into an economy of surplus, in which oil revenues cover both the

balance of payments and the public budget.

Overall, the most important facets of the Libyan economy over the past four decades
have been its dependence on the public sector and on oil revenues. In some years, these
revenues have accounted for more than 60% of GDP and more than 98% of total exports.
Despite implementing a number of public development projects in the seventies and
eighties, the Government has largely failed to improve the productivity of other sectors

such as agriculture and industry.

A review of accounting and audit practice in Libya highlights the relative weakness of the

country in this professional field. Numerous attempts have been made to raise the level
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of professional performance, but they have had only marginal effect due to the absence
of a set of integrated standards and rules or ethics of professional conduct. Nevertheless,
efforts continue to bring accounting practice into line with developments in Libyan
society such as the privatisation of the public sector, the encouragement of domestic and
foreign investment and the establishment of a securities market. Among these efforts is
the introduction of laws and statutes stipulating that Libyan banks and companies
wanting to list their shares on the securities market must apply international accounting

standards.
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Chapter Five: Research Methodology and
Methods

5.1 Introduction

The literature reviewed in the previous chapters (2, 3 and 4) shaped the theoretical
framework for this study and helped determine its methodology. The objective of this
chapter is to set out the research methodology, procedure and methods, demonstrating
how these were designed to answer the research questions and achieve the research
objectives. The chapter is structured as follows: it begins by discussing the definition of
research, the philosophical assumptions that underlie research and the various research
paradigms. It goes on to describe the types of research that can be undertaken, outlining
the key characteristics of the quantitative and qualitative approaches. It then describes
the methodology and methods of data collection adopted in the present study, justifying
the choice of the content analysis, questionnaire and interview techniques. This is
followed by an explanation of the statistical methods and techniques that have been used

to analyse the data.

5.2 Research Philosophies

5.2.1 Definition of Research

Research is important for achieving progress and development in all fields of knowledge;
it employs methods and instruments to help find solutions to life’s problems. Any society
seeking to develop or achieve intellectual, social and scientific advancement should pay
attention to research as one of the most essential sources of knowledge. Scientific
research has been defined in a number of ways, with definitions varying in terms of

objectives and scope.
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Research has been defined as a process of investigation: finding out things in a systematic
way so as to solve practical problems and increase knowledge (Saunders et al., 2012). It

has also been defined as something undertaken to find a solution to a particular problem.

Although research is of interest to both academics and business, there is disagreement in
the literature as to how it should be defined. One reason for this is that it means different
things to different people (Hussey and Hussey, 1997). However, the vast majority of
definitions agree that research is the study of a problem using scientific methods with a
view to identifying it and finding solutions. Research may be undertaken with the aim of
reviewing and synthesising existing knowledge, investigating the nature of situations or
problems, offering solutions to problems, discovering and analysing more general phenomena,
constructing new procedures or systems, explaining a new phenomenon, creating new
knowledge, or a combination of any of these (Hussey and Hussey, 1997). The scientific
methods employed should therefore be flexible enough to suit a variety of objectives and
purposes: generating new knowledge, describing, interpreting, forecasting, providing
evidence to link causes and consequences and giving insight into the relationship

between event variables (Ellabbar, 2007).

The first step is to understand the nature of the problem. Subsequent steps are taken to
collect information, analyse the data and determine the elements that are related to the
problem. According to Sekaran (2003), the problem can be solved if the right corrective
action is adopted. The first step here was the review of the accounting literature, which
allowed the definition of the research problem: the lack of studies on ED in developing
countries, particularly Libya, and the lack of consensus as to what drives companies to

disclose (or withhold) environmental information. The second step was to collect data
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from the research population; the third was to analyse this data and delineate the factors
that are associated with the problem; the final steps were to draw conclusions and
recommend possible solutions to the defined problem. Figure 5.1 presents a simplified

summary of the stages in the present research.

Figure 5.1 Fundamental Stages Adopted in the Present Research

Read review the accounting literature

v

Identify the research topic

v

Clarify the research problem

v

Select research design (how to conduct
research)

4

Analyse and interpret research data

v

Implications and recommendations

Source: (Author’s own)

5.2.2 Philosophical Assumptions

The association between theory and data has been a matter of discussion among
philosophers for long time. Failure to understand the philosophical issues may have a
negative impact on the quality of the research (Smith et al., 2012). There are many
reasons why an understanding of philosophical issues is helpful. For example, knowledge
of philosophy can help to clarify research design. This not only involves considering what
sort of evidence is required and how it is to be gathered and interpreted, but also how
this will give reasonable answers to the questions being raised in the research.
Knowledge of philosophy can help the researcher to recognise which designs will work

and which will not, to recognise and recreate designs that may be outside of their
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experience, or suggest ways in which they might adapt research designs according to the

constraints of different subjects or knowledge structures (Smith et al., 2004).

Every piece of research is based on specific philosophical assumptions, which are either
implicitly or explicitly expressed (Hanafi, 2006). These assumptions have direct
implications for the research strategy and the methods chosen for data collection. Thus,
the researcher must consider the philosophical assumptions underlying their research
before they design their study (Creswell, 2009). The researcher must decide their stance
on the nature of reality (ontology), how they know what they know (epistemology) and

the role of values in the research (axiology).

5.2.3 Research Paradigms

In simple terms, a paradigm is a set of propositions, beliefs and dictates which explain
how the world is perceived. It encompasses a world view and a way of breaking down the
complexity of the real world, telling researchers and social scientists in general what
should be studied, what is important, how research should be conducted and how results
should be interpreted (Bryman, 1988; Sarantakos, 2005). There are two main research
paradigms: qualitative and quantitative. Some authors prefer to use the term
phenomenological or interpretivist rather than qualitative and positivistic or
experimentalist rather than quantitative. The present research adopts the terms
gualitative and quantitative because they are more common (Hussey and Hussey, 1997).
In the literature, a variety of terms are used to describe these paradigms. They are

summarised in Table 5-1 and discussed in further detail throughout the chapter.
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Table 5-1 Alternative Terms for the Main Research Paradigms

Positivistic paradigm Phenomenological paradigm
Quantitative Qualitative
Objectivist Subjectivist
Scientific Humanistic
Experimentalist Interpretivist
Realism Nominalism
Determinism Voluntarism
Nomothetic Ideographic

Source: (Hussey and Hussey, 1997; Smith et al., 2004; Smith et al., 2012)

Ontology

Ontology is concerned with the nature of reality (Saunders et al., 2003), including the
nature of social entities and their characteristics (Creswell, 2007). Ontological
assumptions and commitments affect the ways in which research questions are
formulated and how research is carried out. If a research question is formulated in such a
way as to suggest that organisations and cultures are objective social entities that act on
individuals, the researcher is likely to emphasise the formal properties of organisations or
the beliefs and values of members of the culture. Alternatively, if the researcher
formulates a research question so as to stress the tenuousness of organisation and
culture as objective categories, it is likely that emphasis will be placed on the active
involvement of people in reality construction (Bryman, 2001). Researchers following the
gualitative paradigm are embracing the idea of multiple realities; that reality is subjective
and perceived differently by each study participant (Creswell, 2007). On the other hand,
researchers employing the quantitative paradigm view reality as objective, singular and

external to the researcher (Hussey and Hussey, 1997). Table 5-2 summarises the
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relationship between research paradigms and ontology as one of the philosophical

assumptions.

Epistemology

The word epistemology comes from two Greek words: “Episteme which means
‘knowledge’ or ‘science’ and Logos which means ‘knowledge’, ‘information’, ‘theory’ or
‘account’”(Johnson and Scholes, 1997, cited in (Elmogla, 2009, p.112). Epistemology is “a
general set of assumptions about the best ways of inquiring into the nature of the world”
(Smith et al., 2012, p.18). It is a crucial philosophical concept for social scientists as it is
concerned with the study of knowledge. It involves the examination of the relationship
between the researcher and that which is being researched, and whether the two can be

separated (Hussey and Hussey, 1997).

According to the proponents of the quantitative paradigm, only phenomena which are
observable and measurable can be regarded as knowledge (Hussey and Hussey, 1997),
and the researcher should maintain a distance from what he is researching. Proponents of
the qualitative paradigm, on the other hand, minimise the distance between the
researcher and the researched, arguing that the researcher should try to get as close as
possible to the participants. In practice, the qualitative researcher conducts their study in
the field — where the participants live or work — as the context is the key to understanding
their views and opinions (Creswell, 2007). The relationship between the research
paradigms and epistemology as one of the philosophical assumptions is summarised in
Table 5-2. Healy and Perry (2000) p117) argue that “ontology is the reality that

researchers investigate, epistemology is the relationship between that reality and the
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researcher, and methodology is the technique used by the researcher to investigate that

reality”.

Axiology

Axiology is a branch of philosophy that studies judgements about value (Saunders et al.,
2003). As the science of human values, it enables us to identify the internal value systems
that influence our perceptions, decisions and actions — to clearly understand why we do,
what we do and how we go about doing it. Supporters of the quantitative paradigm argue
that science and the process of research are value-free and unbiased, and that they are
unaffected by the researcher’s choice of what to study and how to study it (Hussey and
Hussey, 1997). In other words, the research is determined by objective criteria rather
than by human beliefs and interests. At the other extreme, the supporters of the
qualitative paradigm argue that the researcher brings their values to a study, even if
these are not explicit (Creswell, 2007). Thus, the research is inherently biased and value-
laden. The relationship between research paradigms and axiology as one of the

philosophical assumptions is also summarised in Table 5-2.
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Table 5-2 Relationship between Research Paradigms and the Philosophical Assumptions

Philosophical
assumptions

Question

Quantitative paradigm

Qualitative paradigm

relationship of the

from that being

Ontological What is the nature Reality is objective, Reality is subjective and
of reality? singular and external to multiple as seen by
the researcher. study participants.
Epistemological What is the Researcher is independent | Researcher interacts

with that being

methods used for
data collection and
analysis?

mathematical, extensive
use of statistics.

researcher to the researched. researched.
researched?

Axiological What is the role of | Value neutral Value-laden and biased.
values? Value-free inquiry.

Methods What are the Quantitative, Qualitative with less

emphasis on statistics;
verbal and descriptive
analysis.

Data analysis

What are the
analysis methods?

Analysis is based on the
statistical testing of given
theories.

Analysis is based on
verbal, action and
description, from which
theory evolves.

Source: (Creswell, 2007; Hussey and Hussey, 1997; Sarantakos, 2005)

5.2.4 Types of Research Paradigm

As mentioned above, there are essentially two contrasting views of how social science
research should be conducted; these may be classified as the qualitative and quantitative
paradigms. Research projects may employ one or the other, though some researchers

prefer to use both, arguing that this facilitates triangulation. These paradigms are

discussed in further detail below.

Quantitative paradigm

The quantitative methods used in social science are drawn from natural science (Morgan
and Smircich, 1980). In quantitative approaches (sometimes known as research surveys),
the quantum of the item under investigation is measured and the collected data

presented statistically (Saunders et al., 2012). Hussey and Hussey (1997) identify the
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guantitative paradigm as an objective approach involving the collection of numerical data
and its analysis by means of statistical tests. Quantitative research grows out of a strong
academic tradition, which places considerable trust in the ability of numbers to represent
opinions or concepts (Amaratunga et al., 2002). According to Patton (2002, p.14),
quantitative methods entail “the use of standardized measures so that the varying
perspectives and experiences of people can be fitted into a limited number of

predetermined response categories to which numbers are assigned”.

Although the quantitative approach has many advantages, such as objectivity and
reliability (Hussey and Hussey, 1997), it is heavily reliant on statistical methods in the
analysis (Saunders et al., 2012). These methods may be unable to secure answers to some

guestions, especially those relating to opinions and views.

Qualitative paradigm

The qualitative paradigm attempts to understand behaviour and institutions by getting to
know the persons involved and their values, rituals, symbols, beliefs and emotions
(Nachmias and Nachmias, 2008). Corbin and Strauss (2008) argue that qualitative
research, broadly defined, means any type of research that produces findings not arrived
at by means of statistical procedures or other means of quantification; instead, this type
of research uses a naturalistic approach that seeks to understand a phenomenon in
context-specific settings. Thus, it produces findings obtained from real-world settings

where the “phenomenon of interest unfolds naturally” (Patton, 2002, p.39).

The qualitative approach is based on the study of a natural phenomenon in context and
uses words and images as its data rather than numbers. It depends on the analysis of

empirical data (Saunders et al., 2012), which is collected directly from observation and
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through the extensive examination of documents. The operations that are observed may
be more important than the results. According to Hussey and Hussey (1997), it is a
subjective approach which involves examining and reflecting on participants’ perceptions

in order to gain an understanding of human social activities.

Researchers conduct qualitative research when they need to understand a complex issue
in detail. This detail can only be gathered by talking directly with respondents, sometimes
in their homes or offices, and allowing them to express their views and opinions. These
views and opinions can then be examined to gain insight into the phenomenon under
investigation (Cassell and Symon, 1994; Corbin and Strauss, 2008; Hussey and Hussey,

1997).

Qualitative methods facilitate the collection of information which would be difficult to
express in quantitative or statistical terms. They can help to answer “how” and “why”
questions but are less helpful with “what” questions. In contrast, quantitative methods
can help to answer the “what” questions but are less helpful in answering the “how” and
“why” questions (Momin, 2006). Yin (1993, p.57) states that “qualitative research is
characterised as being ‘soft’, as social science is interested in ‘mushy’ processes and deals
with inadequate evidence, while quantitative research is considered hard-nosed, data-
driven, outcome-oriented, and truly scientific’. A number of authors have identified the

differences between the qualitative and quantitative approaches:

e The aim of the enquiry differs. Qualitative research is mainly interested in
understanding the complex interrelationships between different variables, while

guantitative researchers are primarily concerned with arriving at an explanation.
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e There is a distinction between knowledge discovered and knowledge constructed.
Qualitative researchers believe that knowledge is constructed rather than discovered.
Proponents of qualitative research see this approach as a useful tool to discover
meanings and interpretations.

e There is also a distinction in terms of the role of the researcher. Researchers have a
limited influence on the research setting in quantitative research, while it is more
strongly pronounced in qualitative research.

e Approaches to data analysis differ: in quantitative research this is conducted through
the use of diagrams and statistics, while analysis in qualitative research is accomplished
by means of conceptualisation (Saunders et al., 2012; Silverman, 2006; Stake, 1995).

Triangulation

The quantitative approach is characterised by numerical data and information which can
lead to quantitatively measurable results; however, calculating numbers and obtaining
results without the support of qualitative methods may lead to less effective and less
accurate outcomes. It has been argued that it is far more effective to apply both
approaches — quantitative and qualitative — and gain the advantage of triangulation (Yin,

1993).

Hussey and Hussey (1997, p. 74) define triangulation as “using different research
approaches, methods and techniques in the same study thus overcoming the potential
bias and sterility of a single-method approach”, while Denzin (1970, p.297) calls it “the
combination of methodologies in the study of the same phenomenon”. Silverman (2006)
agrees that triangulation usually refers to the combination of multiple theories, methods,

observers and empirical materials to produce a more accurate, comprehensive and
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objective representation of the object of study. The use of triangulation in the social
sciences can be traced back to Campbell and Fiskel (1959, cited in Jick, (1979, p.602), who
argued that “more than one method should be used in the validation process to ensure

that the variance reflected is that of the trait and not of the method”.

It has been argued that triangulation allows the researcher to achieve a deeper and
broader understanding of the phenomenon under study than a single methodological
approach, while adding to the transparency, validity and reliability of the research
(Cameron and Price, 2009; Denzin, 1970). Creswell and Clark (2011) even argue that
mixed method research helps answer questions that cannot be answered by qualitative
or quantitative methods alone. It may therefore be argued that triangulation is integral to
good research design; it cannot, however, be used to compensate for poor research

design (Hussey and Hussey, 1997).

5.3 Methodology and Method

Methodology has been defined in numerous ways. Saunders et al. (2012) define
methodology as the theory of how research should be undertaken. It has been called the
science of means — those standards and principles which guide the choice, structure,
process and implementation of methods (Sarantakos, 2005). Method, meanwhile, refers
to those means by which data can be collected and/or analysed (Hussey and Hussey,
1997), or the tools and procedures used to obtain data (Saunders et al., 2012). Thus,
methods are different from methodologies. Methodology refers to the overall approach
to the research process, from the theoretical underpinning to the collection and analysis
of data. Like theories, methodologies cannot be true or false; only more or less useful

(Silverman, 2006). Methodology is concerned with a number of key issues: how the data
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to be collected is chosen, the sort of data collected, where it is to be collected from, when

and how it is to be collected and how it is to be analysed (Hussey and Hussey, 1997).

The most commonly used methods are interviews, questionnaires, panels (including focus
groups), observation, documents and databases. It is common but wrong to make an easy
connection between research methodology and particular methods, because most
research methods can be used to collect either qualitative material (words) or
quantitative material (numbers). For example, it is often assumed that quantitative
methodology uses questionnaires and databases, whereas qualitative methodology uses
interviews, observation and documents (Fisher, 2004; Silverman, 2005). In order to
choose the best method for data collection, the researcher should have a good
understanding of what type of data is needed (qualitative or quantitative) and the
characteristics of the research population. Quantitative data is collected in numerical
form and analysis is done by means of statistical testing, while qualitative data is non-
numerical and analysis focuses on verbal responses, action and description (Hussey and

Hussey, 1997).

Although the interview method is often associated with the gathering of qualitative data,
it can also be used to gather quantitative data (Bryman and Bell, 2011). Structured
guestions which only allow interviewees to choose from a limited range of answers can
produce numerical data for statistical analysis. However, if the researcher wishes to
obtain answers to a number of fairly simple questions, then a questionnaire might well be
more appropriate (Cameron and Price, 2009). When using interviews to collect
guantitative data, it is important to take the sample size into consideration.

Generalisability will be improved by using a larger sample, but the labour-intensive nature
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of interviews may make them unsuitable in this case (Cameron and Price, 2009). In
practice, researchers can use any of the research methods with any of the approaches.
Table 5-3 shows how the various research methods may be employed in qualitative and

guantitative research.

Table 5-3 Use of Research Methods in Different Paradigms

Method Quantitative Qualitative

Questionnaire | Large random samples, fixed-choice Used for initial mapping, open-ended

qguestions questions
Interview Large random samples, mainly fixed- | Open-ended and unstructured
choice questions questions to small samples
Document Content analysis, e.g. counting in Understanding participants’ categories

terms of researchers’ categories

Observation Preliminary work, e.g. prior to Fundamental to understanding another

framing questionnaire culture

Source: (Fisher, 2004; Silverman, 2005)

The methodology and methods employed in this study are discussed in more detail in the

next section.

5.4 Methodology and Methods of this Study

The study employs a combination of quantitative and qualitative methods to achieve
triangulation on the grounds that convergence or agreement between results derived
from two different methods enhances their validity and reliability (Fielding and Fielding,
1986; Hitchcock and Hughes, 1995). Although quantitative methods have the advantages
of objectivity and reliability (Hussey and Hussey, 1997) because they rely on statistical

methods in the analysis, they are unable to provide answers to some questions, especially
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those questions relating to opinions and views. Qualitative methods are commonly
believed to give a deeper understanding of social phenomena than would be obtained
from purely quantitative methods (Silverman, 2005); they are also believed to be helpful
in obtaining information which would be difficult to express in quantitative terms
(popular among qualitative methods is the open-ended interview, in which questions may

be formulated to allow participants to answer in their own words).

In the present study, qualitative methods helped the researcher to probe the merits of
and justifications for corporate disclosure of environmental activities, and to gather the
respondents’ experiences of CSR and corporate environmental reports, their views on
whether these should be important to companies, and how they see the future of CSR
and corporate environmental reporting in Libya. The mixed method approach thus helped
answer questions that could not have been answered by either qualitative or quantitative

methods alone.

The quantitative strand comprised a) content analysis to enable a preliminary assessment
of the quantity and nature of ED practice in the Libyan oil and gas industry; and b) a
guestionnaire administered to financial managers and accountants in foreign and local oil
companies operating in Libya. The questionnaire was designed to elicit information about
these companies’ environmental activities, and the present procedures for disclosing
information about such activities and their associated costs. The qualitative strand
consisted of interviews with company officials and personnel in charge of financial and
environmental accounting. The interviews discussed managers' perceptions of environmental

costs and liabilities as well as the current procedures for ED.
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5.5 Population and Sample

The study evaluates ED by local and foreign companies operating in the oil and gas
industry in Libya. Forty-three oil companies are represented in the study population: 13
are national companies, while the remaining 30 are affiliated to foreign companies (see
Appendix 2). A total of 145 questionnaires were distributed to two groups (financial
managers and employees in accounting departments); 115 of these questionnaires were
collected. In addition, a total of 126 annual reports were collected from 24 local and

foreign companies covering an 8 year period from 2002 to 2009.

The rest of this chapter discusses in further detail the content analysis, questionnaire and
interview methods that were employed to answer the research questions, showing what

steps were taken to ensure data reliability.

5.6 Content Analysis

Content analysis is one of the most widely recognised research methods in the social
sciences (Krippendorff, 2004). The content analysis method was first used by non-
accounting social scientists (Rosenberg et al., 1990; Saleh, 2004). One of its first uses was
in World War Il when it was applied to analyse the content of newspapers (also known as
guantitative newspaper analysis) and radio news. It has since also been applied to films
and television programmes (Saleh, 2004). The study by Ernst and Ernst (1976) was
probably the first well-established survey of CSR literature using content analysis (Momin,

2006).

Many definitions of content analysis have emerged over the years. One of the earliest
definitions came from (Holsti, 1969, p.14), who defined it as “any technique for making

inferences by objectively and systematically identifying specified characteristics of
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messages”. Wolfe (1991) defines it as a systematic procedure for studying the content of
written documents or transcribed spoken presentations, while according to Krippendorff
(1980), “content analysis is a method of codifying text into various categories based on
selected criteria. In content analysis, it is assumed that frequency indicates the

importance of the subject matter” (Petty et al., 2004, p. 287).

Content analysis is useful for exploring an organisation’s social relationships with other
parties. It highlights the symbols and events that occur frequently in company
communications, especially written documents (Momin, 2006). Essentially, it contributes
to knowledge by facilitating the study of textual meanings and messages and the

quantification and analysis of the emerging patterns.

The fastest growing technique in quantitative research (Neuendorf, 2002), it has been
widely used in studies of social disclosure in general and ED in particular (Adams et al.,
1998; Adams and Kuasirikun, 2000; Andrew et al., 1989; Belal and Kabir, 2010; Cho and
Patten, 2007; Deegan and Gordon, 1996; Dominguez, 2012; Freedman and Stagliano,
2008; Gao et al., 2005; Gray et al., 2001; Guthrie and Parker, 1990; Islam et al., 2005;
Johnson et al., 2011; Liu and Anbumozhi, 2009; Villiers and Staden, 2011; Williams, 1999).
Table 5-4 shows a number of studies which have used the content analysis technique as a data

collection method.
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Table 5-4 Characteristics of Selected Papers Employing Content Analysis

Papers

Documents
analysed
(Annual
report)

Measurement method

(Measurement unit)

No of
words

No of
sentences

No of
lines

No of
pages

% of
pages

Dominguez, 2012

X

X

Ishwerf, 2012

X

X

Villiers and Staden, 2011

X

Esa and Ghazali, 2010

Belal and Kabir, 2010

Elmogla, 2009

Sobhani, 2009

Zubek, 2008

X | X |[X [ X [X

Dahlsrud, 2008

Islam and Deegan, 2008

Silberhorn and Warren, 2007

Raman, 2006

Gao et al., 2005

Mashat, 2005

Xiao et al., 2005

Saleh, 2004

Anuar et al., 2004

Campbell, 2004

Thompson and Zakaria, 2004

Campbell et al., 2003

Holland and Foo, 2003

X [X | X | X [X [X|X|X|X|X|[X]|X

Nuhoglu, 2003

Andrew, 2002

Nikam and Wickramarachchi, 2002

Belal, 2001

Abu-Baker and Nassr, 2000

Belal, 2000

Campbell, 2000

Imam, 2000

X | X | X [X [X | X |X

Williams and Pei, 1999

Buhr, 1998

Choi, 1998

Neu et al., 1998

O’Dwyer and Gray, 1998

Tsang, 1998

Burritt, 1997

X | X | X |X |X |[X

Ince, 1997

Deegan and Ranking, 1996

Deegan and Gordon, 1996

X | X | X | X

Hackston and Milne, 1996

Thomas and Kenny, 1996

Adams et al., 1995

Gray et al., 1995

Zeghal and Ahmed, 1990

Cowen et al., 1987

Trotman and Bradley, 1981

X | X | X [X [X | X [X |X|X

Ernst and Ernst, 1978

Source: (Unerman, 2000) and Author’s own)
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According to many writers, content analysis has a number of advantages (Sarantakos,

2005; Wolfe, 1991; Zubek, 2008):

= Content analysis is unobtrusive; neither the sender nor the receiver of analysed
messages is aware that the messages will be analysed. This also means that the texts

are more likely to be an undistorted and fair reflection of reality.

= Content analysis of documents produced on a regular basis enables the development

of longitudinal data.

= Content analysis is used in cases where it is not possible for researchers to connect
directly with their respondents. It enables the researcher to access a variety of data

and information from people who might not be available for personal interviews.

= Content analysis is regarded as valid and reliable as it is assumed that the same
conclusions would be reached if the analysis were to be conducted again, or if the
same data were used in another research. In the present study, for example, the
researcher was able to re-analyse financial statements to confirm the results. The

findings were identical.

= The nature of content analysis means that data can be gathered without

compromising the anonymity of the respondent, in line with ethical considerations.

= |tis a low cost and convenient method of analysis. Content analysis is more economical
than most other types of research, and the researcher can return to the data at any time

for as long as they wish.
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5.6.1 Stages of Content Analysis

For content analysis to be effective, certain technical requirements must be met (Guthrie
and Mathews, 1985; Silverman, 2006; Weber, 1994; Wolfe, 1991). Firstly, the question(s)
to be investigated must be identified; secondly, the sampling units must be determined;
thirdly, the categories for classification must be clearly defined. The fourth stage is to
determine the method of measuring each relevant disclosure; that is, to establish the
recording unit. The fifth stage is to establish a coding scheme, and the sixth is to test the
coding on a sample text. The final stage is to assess the reliability and validity of the
coding scheme. The following sections discuss how these technical requirements were

met in this study.

Identifying the question(s) to be investigated

According to Krippendorff (2004), when research is motivated by a specific question, analysts
can proceed more expeditiously from sampling relevant texts to answering the given question;
content analysts who start with a research question read texts for a purpose, not for what an
author may think or what is said in an abstract. Moreover, content analysis that is conducted
in pursuit of specific research questions is more empirically grounded. All answers to research
questions entail truth claims that must be supported, if not by direct observation then at least

by plausible argument based on relevant observations.

For the purpose of content analysis, research questions must have the following
characteristics: they must be answerable (abductively inferable) by examining a body of
texts; they must delineate a set of possible (hypothetical) answers; and they must

concern currently inaccessible phenomena and allow for validation — at least in principle—
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by acknowledging another way of observing or substantiating the occurrence of the

inferred phenomena (Krippendorff, 2004).

In the present study, content analysis was employed to investigate whether ED is
practised by oil and gas companies in Libya and to identify any differences in disclosure
practice between foreign and local companies (Research Question 1 — see Section 1.3). It
was also used to assess whether there is any association between company
characteristics such as size, privatisation, age and nationality and ED (Research Question

5).

Determining the sampling units

The sampling units are the units that are selected for analysis (Krippendorff, 2004). There are
two steps to determining the sampling units: selecting the source of the text to be analysed

and deciding upon the components to be analysed.

Text sources

Annual reports are one of the most important data sources for social and environmental
information. They are primary data sources for investors, creditors, employees,
environmental groups and governments (Neu et al., 1998). Annual reports are: “a
permanent expression of those social issues which top management regard as important
and wish to communicate to shareholders and the public, and so are a record of the
entity’s historical social consciousness” (Macintosh, 1990, p.168). They have been used by
many studies in the social sciences in general and in the field of social and environmental
disclosure in particular as the main information source see for example (Abdo, 2006;

Adams et al., 1998; Adams and Kuasirikun, 2000; Andrew et al., 1989; Belal and Cooper,

2011; Cho and Patten, 2007; Deegan and Gordon, 1996; Dominguez, 2012; Elmogla, 2009;
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Esa and Ghazali, 2010; Gao et al., 2005; Gray et al., 2001; Guthrie and Parker, 1990;
Ishwerf, 2012; Liu and Anbumozhi, 2009; Mashat, 2005; Saleh, 2004; Sobhani et al., 2009;

Williams, 1999; Zubek, 2008).

There is much discussion in the accounting and CSR literature of the importance of the
annual report as a document for analysis. It is the only document that all prior ED studies
have in common (see Table 5-4). This may be because annual reports, which are
published and freely available to all users, are easier to access than other corporate
reports (Epstein and Freedman, 1994; Tilt, 1994; Unerman, 2000). They are also the only
form of corporate disclosure that is institutionalised and provided on a regular basis year
after year (Buhr, 1998). As many studies have indicated, annual reports are a major
source of information, environmental and financial, for all users (Deegan and Rankin,
1997; Epstein and Freedman, 1994; Tilt, 1994) and they are widely recognised as

possessing a high degree of reliability and credibility (Tilt, 1994; Unerman, 2000).

Gray et al. (1995a) support the use of annual reports which provide financial and social
information in a single document. They suggest that in an annual report, an organisation
has the chance to demonstrate how it reconciles the often conflicting financial and social
images of itself. Adams and Harte (1998, p.784) say there is justification for using only

annual reports:

“Our acceptance of the social importance of the annual report stresses its
potential (rather than fact) to be influential. Corporate annual reports can
therefore be of interest as much for what they do not report, as for their
actual content. This focus on the corporate annual report is also consistent
with previous social disclosure studies, since the corporate annual report is
the main form of corporate communication and particularly in the case of
guoted companies is made widely available.”
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Separate environmental reports are still not common in Libya; companies in the country
generally use annual reports to disclose social and environmental information (Mashat,
2005). For this reason, and for those given above, annual reports were adopted as the
source texts for the present study. Social and environmental information was collected
from the reports of 43 oil and gas companies operating in Libya, covering the years 2002

to 2009.

Components for analysis

The second step in determining the sampling units is to define what aspect or part of the text
to analyse. Any form of text or transcribed spoken presentation can be chosen as a source. If
corporate annual reports are chosen, the researcher has to decide which part or parts of the
reports are to be analysed: for example, internal reports, external reports or the whole
document. Having chosen external annual reports as the data source for this study, it was
decided to analyse the full text of these reports, excluding pictures, captions and diagrams
(content analysis assumes that the importance of the subject matter is indicated by word

frequency only).

Determining the content categories

The third important phase in content analysis is the construction of a classification
scheme. This involves the selection and development of categories into which content
units can be classified (Tilt, 2001). According to Tilt (1998), cited in Mashat (2005) these
categories must be precise and unique. In the present study, the categories were
constructed around the dimensions and components of ED identified in the literature see
for example (Ahmad and Sulaiman, 2004; Gray et al., 1995a; Gray and Lavers, 1995b;

Guthrie and Parker, 1990; Hackston and Milne, 1996; Saleh, 2004). The content categories
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and disclosure categories together encompassed nine testable dimensions and
components of ED. The incidence of ED in the annual reports was measured by the

number of words given over to each category. The categories are summarised below.

Content categories: Environmental policies, environmental audit, products and

processes, energy, health and safety and others (miscellaneous related items).

Type of disclosure: Good, neutral and bad news.

The categories were defined according to the following criteria:

Content categories:

1. Environmental policies: These indicate an actual statement of policy; formal
statements of intention; objectives and general statements, for example “the company
will” or “the company does”; standards and directives complied with; and the intention to

standardise.

2. Environmental audit: References to environmental review, scoping, audit, assessment,

including independent attestation.

3. Products and processes: References to environmental degradation, waste(s),
packaging, product development, air emissions, water discharge, land contamination and

remediation; references to prevention or repair of environmental damage.

4.  Energy: References to  energy saving and  conservation, the

use/development/exploration of new sources, efficiency and insulation.

5. Health and safety: References to health and safety at work, toxic hazards to employees

and the public, accident statistics and any reference to health and safety law.
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6. Others: References that cannot be classified into the above categories, including
mention of environmental awards, sustainable development, landscaping, public amenity
provision, environmental education schemes, compliance with the ISO 14001 standards,
general information on lawsuits relating to environmental issues, discussion of the impact

of new environmental laws and regulations.

Type of disclosure:
1. Bad: Any statements that reflect/might reflect discredit on the company, including, for

example, amount of air pollution and any increase in accidents.

2. Neutral: statements of policy, recommendations or statements of intent to meet
statutory minimum requirements (but giving no details of how); statements of facts which
reflect no obvious credit/discredit on the company and which are unaccompanied by

editorial comment.

3. Good: statements describing activity that goes beyond minimum requirements,
including specific details which reflect creditably on the company; any statements which

reflect creditably on the company; upbeat analysis/discussion/statements.

By examining the frequency with which these categories appeared in the annual reports,

it was possible to identify the amount and type of ED being practised in each company.

Determining the recording unit

One of the most essential phases in content analysis is setting the means and units for
measuring disclosures (Unerman, 2000). Gray and Lavers (1995b, p.83) recognised that
“the preferred units of analysis in written communications tend to be words, sentences
and pages”. Previous studies suggest various types of measurement, such as number of

words (Deegan and Gordon, 1996; Zeghal and Ahmed, 1990), sentences (Hackston and
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Milne, 1996; Milne and Adler, 1999; Tsang, 1998), lines, or length of reference as a

proportion of a page (Gray et al., 1995a).

There are advantages and disadvantages to each of the above. Those who use the word
as a measurement unit argue that it captures incidences of detailed description and that
it is easier and more accurate to use (Gray and Lavers, 1995b; Ince, 1998; Zeghal and
Ahmed, 1990). Other researchers prefer to infer meaning from the number of sentences
rather than counting individual words (Hackston and Milne, 1996). However, both word
and sentence have the disadvantage of ignoring non-narrative CSRD (i.e. photographs and
figures) and may thus under-represent the total amount of disclosure (Unerman, 2000).
The practice of counting proportions of a page has been criticised as introducing
subjectivity into the mensuration process (Gray and Lavers, 1995b). Milne and Adler
(1999) suggest that page proportion measured by means of a grid sheet (tenths or
hundredths) does not convey much meaning and thus reduces the quality of the

recording.

The present study assesses the development of disclosure practice and the adherence of oil
and gas companies operating in Libya to the legal and standard professional requirements
in this regard. It employs quantitative content analysis, taking words rather than lines or
pages as the unit of analysis. This is a more accurate and reliable approach, because it
reduces the scope for human error: the smaller the recording unit, the more reliable it is
(Ince, 1998). Many prior studies have used the word as a recording unit; see for example
(Deegan and Gordon, 1996; Esa and Ghazali, 2010; Gao et al., 2005; Ince, 1998; Islam and

Deegan, 2008; Saleh, 2004; Wilmshurst and Frost, 2000).
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Determine the coding mode

The literature review suggested that coding can be done manually, by computer, or by a
combination of the two (Ince, 1998). Software such as the Oxford Concordance program
may be used to find the frequency distributions of all words appearing in a given
document; however, these do not work for the Arabic language (Saleh, 2004). Since the
annual reports used in this study were written in Arabic and the researcher was only
allowed to view them on company premises and not to make any photocopies, the coding
had to be done manually.

Test code a sample of text

Coding a sample of the text may increase the validity of the coding of all the text. Sample
testing may solve operational problems like conceptual ambiguity and oversights
concerning categories. It also provides the researcher with practical experience, which

may further increase reliability (Ince, 1998; Weber, 1994).

The researcher in the present study was able to re-code the annual reports more than
once to confirm the results. Moreover, when eight of the annual reports were
independently coded by both the researcher and two colleagues, the findings were

identical.

Assess reliability and validity

Most researchers are probably already familiar with the need to test reliability; the
objective is to be sure that, if a later researcher follows exactly the same procedures as
described by an earlier researcher and conducts the same investigation, they will arrive at
the same results and conclusions (Yin, 1994). Reliability refers to the extent to which a

measuring procedure provides the same results on repeated trials (Neuendorf, 2002). If |
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get on the scale and read my weight, then get off and get on again, | have a reliable scale
if it gives me the same weight each time. The goal is to maximise reliability by minimising
the errors and biases in a study (Yin, 1994). Although perfect reliability and validity are
virtually impossible to achieve, they are the ideals to which researchers aspire (Neuman,

2006).

Content analysis is reliable; it is assumed that the same conclusions would be reached if
the analysis were to be conducted again, or if the same data were used in another study.
As Weber (1990) suggests, the classification system must be reliable in terms of
consistency and reproducibility. This reproducibility meant that the researcher in the
present study was able to re-code the annual reports more than once to confirm the
results. To being reliable, the process used needs to be valid, in the sense that it measures
or represents what the researcher intends it to measure (Weber, 1990). In this study, the
validity of the categorisation process was enhanced by the fact that the author drew

heavily on categories and dimensions already defined in the literature.

5.6.2 Stages of Data Collection in Content Analysis

The first step in the data collection process was to send emails to the oil and gas
companies operating in Libya, asking them to send their annual reports to the researcher
by post or email. A number of attempts were made to contact staff by email and
telephone over a six month period, without success. However, this was not surprising; the
researcher was aware that in Libya, things get done through personal contacts.
Accordingly, between July and September 2010, the researcher went to Libya and

collected annual reports in person from the oil and gas companies.
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There were a number of difficulties with both local and foreign companies. The main

|II

problem was their reluctance to make these supposedly “confidential” reports available
to the public; this was despite attempts to persuade officials that many companies,
especially in developed countries, publish their annual reports on the internet, making
them available for all users. Another problem was that some companies had no annual
reports at all for certain years, or if they did, they were incomplete. Some, particularly the
foreign companies, refused to give information to a student. Staff who had initially given
the researcher a warm welcome and approved his request for the reports changed their
minds when they learned he was a student seeking information for his research. Showing
them documents provided by Nottingham Trent University and the Libyan Embassy,
asking the oil companies for their cooperation, made little difference. There were long
days when the researcher was left waiting and then told to come back the next day
because staff were too busy to help. After many visits to companies, the researcher was
able to get permission from the General Director of the National Oil Corporation (NOC) to
obtain annual reports. On condition that the names of companies would remain
confidential, the researcher was allowed to view the annual reports on company

premises, but not to make any photocopies. This meant staying at the companies from

9am to 6pm.

The frequency of ED in each company was recorded on a specially designed form. Table 5-
6 shows the information recorded, including the name of the company, the year of the
annual report and the mentioned content categories (environmental policy, products and

processes, environmental audit, health and safety, energy and others). ED frequency
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within each company was measured by counting the number of words given over to

disclosure in each content category.

The initial plan was to obtain annual reports for 43 local and foreign companies operating
in the oil and gas industry in Libya, covering a 10 year period from 2000 to 2009.
However, this turned out to be impossible as several reports were missing. Complete
annual reports were available for 2008 and 2009 (2 years), but some reports were missing
for 2002 to 2007 (6 years). Many of the companies, especially the foreign ones, were not
established until 2005, while others, particularly local companies, did not have reports for
some vyears. In the end, 126 annual reports were collected from 24 local and foreign

companies covering an 8 year period from 2002 to 2009 (see Table 5-5).

Table 5-5 Number of Annual Reports Collected

Names of companies and | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | Total
nationality

No. of annual reports from 3 5 7 6 9 8 10 10 58
local companies

No. of annual reports from 3 3 3 6 11 14 14 14 68
foreign companies

Total 6 8 10 12 20 22 24 24 126
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Table 5-6 Environmental Disclosure (ED) Instrument within Reports of Surveyed Companies

CoOMPANY COUE: ...uuiiiiiiiiiiiree e e eeciee e e e

ComMPany tyPe: v vvveeneeniee e e e
| =T |
Disclosure in words Environmental Environmental Products and Energy Health Other Total
audit and safety

policy

processes

Bad news

Neutral news

Good news

Total number of words
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5.7 Questionnaire

The content analysis method has many advantages, but it also has some flaws;
specifically, it is unable to tell us much about participants’ opinions and viewpoints. For
this reason, a questionnaire was designed to find the answers which were inaccessible

through the content analysis method.

Questionnaires are a scientific research tool which is widely used to obtain data or
information relating to people’s conditions or attitudes (Babiak and Trendafilova, 2011;
Mitchell and Hill, 2009; Smith et al., 2008; Vaus, 2002). A questionnaire generally contains
a series of questions to be answered by individual participants without help or
interference from anyone. Saunders et al. (2003, p.236) define a questionnaire as a
“preformulated written set of questions to which respondents record their answers,
usually within rather closely defined alternatives”, while according to Hussey and Hussey
(1997, p.161), it is “a list of carefully structured questions, chosen after considerable
testing, with a view to eliciting reliable responses from a chosen sample. The aim is to find
out what a selected group of participants do, think or feel”. Similarly, Kumar (2005)
describes it as a written list of questions, used as a tool to collect data on a specific

research subject, the form being filled in by the respondent.

The questionnaire has several advantages compared to other methods:

= |t helps obtain information from a large number of individuals from a wide
geographical area in a short time.
= This method of data collection ensures a high response rate, accurate sampling

and a minimum of interviewer bias.
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= Questionnaires are not affected by the problem of non-contact (i.e.
respondents being unavailable at the time of the study, a common problem
with interviews).

= The questionnaire provides sufficient time for respondents to think about the
answer, giving them the opportunity to consult their records, confer with
colleagues, or conduct research before answering, and it can be completed in
their home or work place, which reduces pressure on them and pushes them
to check their information, whereas the interview situation normally does not.

= The questionnaire is less expensive than other methods and it does not
require as much skill to administer. As the researcher does not interview
respondents, it saves time, human and financial resources.

= |t assures anonymity as there is no face to face interaction between
respondents and interviewees and most surveys do not bear the name of the
respondent. Respondents might therefore be more willing to provide socially,

ethically or politically undesirable answers, or answers that violate norms.

5.7.1 Types of Questionnaire

The form of questions is extremely important in a research instrument as it has an effect
on the type and quality of information obtained. Questionnaires can be based on open-
ended and/or closed-ended questions; both are commonly used in the social sciences
(Kumar, 2005). All researchers have to make a fundamental decision when designing a
guestionnaire: whether to choose questions that are open or closed-ended, or a mixture

of the two. These types of questions are discussed in the next section.
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Open-ended questions

Some of the questions that researchers ask are likely to be factual, while others seek
opinions. Open-ended questions allow the respondent to give a personal response in
their own words (Hussey and Hussey, 1997); for example, to give their own views on the
topic being researched or to raise a grievance (Bell, 2005). In closed-ended questions, on
the other hand, the respondent’s answer is selected from a number of predetermined

alternatives (Saunders et al., 2012).

Open-ended questions enable the researcher to probe more deeply and to gain an insight
into participants’ perspectives on an issue (Oppenheim, 1996). They are phrased so as to
encourage respondents to provide a wealth of information (by answering each question
in a sentence, a paragraph, a page or more, depending on the survey). However,
respondents may struggle to express themselves, so information can be lost (Kumar,
2005). Moreover, the resulting data can be more difficult to compare and analyse. A
further disadvantage of open-ended questions is that the response rate for these surveys
is lower than for closed-ended questions, because open questions tend to deter busy

respondents from replying to the questionnaire (Colorado State University Online, 2012).

Closed-ended questions

Closed-ended questions limit the respondent’s answers to a survey. Participants are
allowed to choose from a pre-existing set of dichotomous answers, such as yes/no,
true/false, or given a multiple choice with an “other” option, or asked to rank their
responses on a scale (Saunders et al., 2012). Kumar (2005) comments that the strength of
closed-ended questions is that they are more specific and more likely to communicate

similar meanings. For this reason, they are convenient for collecting factual data. They are
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also usually quicker and easier to complete and analyse as they require minimal writing
(Hussey and Hussey, 1997; Saunders et al., 2012). A further advantage of closed-ended
questions is that they take less time than an interview for the participant and the
researcher, making this a less expensive survey method. The response rate is also higher
in surveys that use closed-ended questions than in those using open-ended questions

(Colorado State University Online, 2012).

The main problem with closed-ended questions, according to Kumar (2005), is that the
information obtained through them lacks depth and variety. The simplistic and limited
response options may not offer the respondents choices that actually reflect their real
feelings. Closed-ended questions do not allow the respondents to explain that they do
not understand the question or do not have an opinion on the issue. Indeed, false
opinions may result if respondents are given a limited range of options from which to

choose or if they are prompted with “acceptable” answers (Zubek, 2008).

Neither approach is right or wrong, and neither is universally suitable (Vaus, 2002). A
researcher does not have to use either closed or open-ended questions exclusively; many
employ closed-ended questions at the beginning of their survey to introduce the issue
and “warm up” the respondent before moving on to open questions which allow for more
expansive answers (Colorado State University Online, 2012). Vaus (2002) suggests that
the choice of open or closed-ended questions depends on many factors, such as the
question content, respondent motivation, method of administration, type of respondent
and the amount of time available to develop a good set of unbiased responses. The
current study employs both styles in order to achieve the research objectives and benefit

from their respective advantages.
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5.7.2 Pilot Study

A pilot study involves the use of a small number of respondents to test the suitability of
the questions. It is important to check that the questions are understood by the
respondents and that there is no ambiguity or confusion in the wording or measurement
(Sekaran, 2003). In this testing phase, respondents are informed that the questions are
still being developed and that they are being asked to help improve them (Gall et al.,
1996). According to Saleh (2004), the main purpose of the pilot study is to obtain
participant feedback which might be used to improve the main study. The pre-test
questionnaire should therefore provide space for respondents to make criticisms and
recommendations for improving the questionnaire. The pilot study also enables the
researcher to carry out a preliminary analysis to see whether the wording and format of
questions will present any difficulties when the main data is analysed (Bell, 2005). It

allows the researcher to review the questionnaire before the main distribution.

Care was taken to develop a good questionnaire for the present study. It underwent two
developmental stages. In the first stage, a draft of the questionnaire was discussed with
the supervisory team and with postgraduate students from the same discipline in a
number of universities in the UK. This stage helped the researcher to refine the
questionnaire before the second stage, which was conducted in Libya. At this stage, 20
copies of the revised questionnaire were delivered to managers and employees working in
accounting departments in local and foreign oil companies. Fifteen copies of the
guestionnaire were also distributed to academic members of staff in accounting
departments at a number of Libyan universities and to postgraduate students at the

Academy of Graduate Studies in Tripoli. The rate of response was 85%. Several
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modifications were made in light of comments on the first and second stages; some terms
and sentences were rephrased and irrelevant or less important questions were removed.
As some of the managers and study population were English speakers, the final
guestionnaire was distributed in both Arabic and English. The Arabic and English versions

of the questionnaire may be found in Appendixes 1.1 and 1.2.

5.7.3 Content of the Questionnaire

The length of a questionnaire is an important concern in research design. There is a
widespread view that long questionnaires should be avoided. Short questionnaires, it is
often suggested, result in higher response rates than longer questionnaires. The
reasoning is that long questionnaires increase the burden on respondents and this leads
to increased reluctance to participate and non-responsiveness (Dillman, 1978; Linsky,
1975; Vaus, 2002). There is no uniform standard to determine the number of pages, but
the common advice is not to make it longer than is really necessary (Vaus, 2002).

Accordingly, the questionnaire for this study was restricted to 7 pages and 14 items.

Some authors believe that classification questions about the respondent’s age, education
and experience are best placed at the beginning, so that respondents can gain confidence
from answering easy questions (Kumar, 2005; Oppenheim, 1996; Saunders et al., 2003;

Zubek, 2008). The questionnaire used in this study was divided into two parts:

Part one sought general information about the respondent’s education, place of
education, type of educational qualification, place of last educational qualification,
present occupation, length of experience and attendance at training courses on
environmental management or environmental accounting. The purpose of these

questions was to identify the background of the respondents. It was felt that greater
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confidence could be placed in the results if they were based on answers from

respondents with a high educational level, more experience or relevant training.

Part two was designed to examine the participants’ perceptions regarding ED. It covered

seven sections:

Sections one and two were designed to collect general information concerning
the attitudes of financial managers and accounting department employees towards
CSR and ED. These sections were intended to establish whether oil and gas
companies in Libya understand CSR and ED (Research Question 6 — see Section
1.3).

Section three was designed to examine the participants’ perceptions of ED. It was
intended to investigate whether oil companies operating in Libya practise ED, and
what type of environmental information is being disclosed in the annual reports of
these companies (Research Question 1).

Section four investigated the participants’ perceptions regarding what motivates
companies to disclose environmental information (Research Question 3).

Section five investigated the participants’ perceptions regarding the factors that
might prevent companies from disclosing environmental information (Research
Question 4).

Sections six and seven were designed to investigate participants’ perceptions
regarding the measures in place to control ED, and their views on which means
and methods could be helped to oblige companies to disclose environment

information (Research Question 2).
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5.7.4 Administration of Questionnaire

Questionnaires can be posted to respondents or personally distributed. The most
common approach is to send the questionnaire to prospective respondents by mail,
because this has the advantage of allowing the researcher to reach a large sample
population spread over a wide geographical area (Kumar, 2005; Miller and Salkind, 2002).
Mashat (2005) maintains that mailed questionnaires cost half as much and are less time-

consuming than interviews and personally administered questionnaires.

On the other hand, mailing questionnaires has a number of disadvantages. One of the
major problems with this method is the low response rate, especially in countries that
have a weak mail system, as is the case in many developing countries (Miller and Salkind,
2002; Sekaran, 2003). Moreover, it is impossible to check on incomplete responses or
explain any ambiguous questions (Sekaran, 2003). Mashat (2005) and Sekaran (2003)
argue that a personally administered questionnaire has many advantages. It is the best
tool for data gathering when the survey is confined to a local area; the researcher or a
member of the research team can collect all the completed responses within a short
period of time; incomplete questionnaires can be checked and any ambiguity explained;
and it gives the researcher a chance to introduce the research topic, explain the purpose
of the inquiry, encourage respondents and motivate them to give frank answers. For

these reasons, it was decided to personally administer the questionnaire in this study.

5.7.5 Stages of Data Collection by Questionnaire
After the pilot study had been completed, the researcher returned to Libya to distribute
the final questionnaire, remaining there from December 2010 to February 2011. The

researcher had undertaken research before in Libya during his Master’s degree and used
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guestionnaires as a data collection method, so he was not surprised by the delay in
response and the difficulties he encountered. Although this task was a little easier than
collecting annual reports, there were a number of problems. Libya’s huge size and the
geographical dispersion of the oil companies meant it was necessary to travel long
distances, sometimes more than 1000 miles, to distribute the questionnaires and collect
responses. As described earlier, some companies (especially foreign companies) refused
to cooperate, claiming staff were too busy, or that they did not deal with students. Often,

several visits to the same company were necessary to collect the responses.

In the final survey, four questionnaires were distributed to each company, making a total

of 145 distributed questionnaires. The total response rate was 79% (see Table 5-7).

Table 5-7 Response Rate for the Questionnaire Survey

Group Distributed Useable Rate of

Questionnaire | Questionnaire response

Managers of accounting departments 31 24 78%
Employees of accounting departments 114 91 80%
Total 145 115 79%

5.8 Personal Interviews

As indicated earlier, the current study employs a combination of quantitative and
gualitative methods. The (quantitative) questionnaire was able to give some insight into
participants’ perceptions regarding CSR and ED, but it was felt that the (qualitative)
interview method would enable a deeper understanding of the key issues. Accordingly,
interviews were conducted with managers and accounting department employees with

the aim of gathering their stories and personal opinions. The interview method has been
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used widely in previous studies of social disclosure, particularly ED see (Babiak and

Trendafilova, 2011; Hanafi, 2006; Mitchell and Hill, 2009; Spence, 2007; Tuodolo, 2007).

5.8.1 Definition and Advantages of the Interview
The oral interview is one of the most popular techniques in social research. It is
considered one of the most effective data collection methods because the interviewer

can communicate directly with respondents (Nunan, 1998).

According to Kumar (2005) and Sarantakos (2005), any interaction between two or more
individuals that is conducted with a specific purpose in mind may be called an interview.
Cannell and Kahn (1968, cited in Cohen et al., (2001) define the research interview as a
two-person conversation initiated by the interviewer for the specific purpose of obtaining
research-relevant information. The interviewer focuses the exchange according to their
research objectives (systematic description, prediction or explanation). Others define the
personal interview as a face-to-face interpersonal situation in which an interviewer asks
respondents questions designed to elicit answers related to the views or attitudes or

feelings or motives pertinent to the research hypotheses (Nachmias and Nachmias, 2008).

Cohen et al. (2001) suggest that an interview can serve three purposes: firstly, it may be
the principal means of gathering information that has direct bearing on the research
objectives; secondly, it may be used to test hypotheses or as an explanatory device to
help identify variables and relationships; and thirdly, the interview may be used in
conjunction with or to validate other research methods. Interviews can help researchers
to gather valid and reliable data that is relevant to the research questions and objectives

(Saunders et al., 2003).
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According to a number of writers, interviews have several advantages compared to

questionnaires. Primarily, they give the questioner an opportunity to observe non-verbal

behaviour (Marshall and Rossman, 1999; Miller and Salkind, 2002; Nachmias and Nachmias,

2008; Sarantakos, 2005; Saunders et al., 2003). Other advantages include:

The interview as a qualitative method is better able to yield evidence relating to
opinions and viewpoints. In the present research, the researcher was able to ask
respondents about their understanding and opinions of CSR and ED.

More complex questions can be asked and misunderstandings corrected when the
interviewer is present to clarify any ambiguity in the wording or further explain the

question.

Interviews offer flexibility; the researcher is able to re-word questions and raise new
queries during the meeting, in response to the interviewee’s answers. The researcher
can also get in-depth information by asking open-ended questions. In the present
study, respondents were asked open-ended questions about whether companies
should pay attention to CSR and why (or why not). They were also asked about

their own experiences of CSR and ED.

Interviews are easily administered; respondents are not required to read or handle
complex documents or long questionnaires, so they are a useful way to get large

amounts of data quickly.

Despite its evident advantages over some other methods of data collection, however,

the interview technique does have some drawbacks:

The major disadvantage of the interview is that it yields lower response rates

compared to other methods. It is difficult to conduct personal interviews with
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respondents, especially at higher levels. Most of the accounting department
managers contacted in this study refused the request for an interview, saying they
were too busy. In the end, only ten interviews were conducted.

= |nterviewing can be expensive to implement, especially when respondents are
widely dispersed geographically. This was especially so in this study because of
Libya’s huge area (about 1,774,440 square kilometres) and the wide dispersal of
the oil companies.

= |t is less effective than other methods when sensitive issues or confidential
information are being discussed. This is because in some cases, people prefer to
write about sensitive issues or confidential information than to talk about them. A
number of the respondents in this study asked the researcher to leave written

guestions instead, since a questionnaire ensures anonymity.

5.8.2 Content of Interviews

The interview questions were designed to elicit information — including personal
narratives and opinions — that could not be accessed through the content analysis and
guestionnaire methods.

The interview questions were divided into three parts (see Appendixes 1.3 and 1.4):

e Part one was designed to collect general information concerning understanding of
CSR and ED among financial managers and accounting department employees
(Research Question 6 — see Section 1.3).

e Part two investigated the participants’ perceptions regarding companies’

motivations for disclosing environmental information (Research Question 3).
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e Part three investigated participants’ perceptions regarding the factors that might
prevent companies from disclosing environmental information (Research Question

4).

5.8.3 Stages of Data Collection by Interview

After a preliminary analysis of some of the questionnaires and discussion of the interview
questions with the supervision team, the final form of the interview questions was
determined. These focused on managers’ and employees’ perceptions of CSR and ED as
well as the current procedures for ED (as at January/February 2011). It was initially
intended to interview all the managers and accounting department employees in the
sample companies. However, data collection in this way in Libya is extremely difficult.
Respondents turned down interview requests on the pretext that the information was
confidential, and the researcher was eventually forced to use his personal contacts to find
interviewees. Even those managers who had agreed to be interviewed subsequently
cancelled appointments (or several appointments), citing their busy schedule. In some
cases, it was only the researcher’s patience and refusal to give up that led to the
interview finally being granted. In the end, it was only possible to conduct ten interviews.

Table 5-8 shows the number of interviews that were conducted in foreign and local

companies.
Table 5-8 Interviews Conducted in Local and Foreign Companies
Local companies Foreign companies | Total
Companies A B C D E G H
Number of managers 1 0 0 1 0 1 0 0 3
Number of employees 1 1 1 0 1 1 1 1 7
Total interviews 2 1 1 1 1 2 1 1 10
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5.9 Statistical Methods Used for Data Analysis

The next step towards achieving the research aims and answering the research questions
was to analyse the data collected from the research population by means of the
questionnaires, content analysis and interviews. There were a number of statistical

methods and techniques to choose from.

One of the main methods of data collection was the questionnaire. This was designed
using five-point Likert items. A number of authors have stated that Likert items should be
considered ordinal, not interval, scales and that they should be analysed accordingly.
They argue that non-parametric tests should be employed if the data is ordinal (Carifio
and Perla, 2008; DeWinter and Dodou, 2010; Jakobsson, 2004; Jamieson, 2004;
Vigderhous, 1977). According to Kuzon et al. (1996), the first of the seven deadly mistakes
of statistical analysis is using parametric analysis for ordinal data. Accordingly, non-

parametric statistical tests were employed to analyse the data from the questionnaires.

It was also important to determine whether the data collected by content analysis
satisfied parametric or non-parametric assumptions before testing. According to a
number of authors, parametric statistical tests require data to be normally distributed. If
it is not normally distributed, non-parametric statistical methods should be employed.
They argue that the values of skewness and kurtosis should be zero in a normal
distribution; the further the value is from zero, the more likely it is that the data is not

normally distributed (Field, 2012; Harnett, 1982; Pallant, 2010) @ In order to ascertain

1) Positive values of skewness indicate a pile-up of scores on the left of the distribution, whereas negative
values indicate a pile-up on the right. Positive values of kurtosis indicate a pointy distribution, whereas
negative values indicate a flat distribution.

153



whether the data collected by content analysis is normally distributed or not, the normal
distribution test was used. ED (the dependent variable in this section) is the main variable
in this section. The normal distribution test indicated that the data/variable does not
follow a normal distribution, with skewness and kurtosis tests giving results of 0.535 and -
0.924 respectively @ This is in line with non-parametric assumptions so the data was

analysed using non-parametric statistical tests.

The normal distribution test, though useful, only indicates whether a data distribution
deviates from normal. It does not indicate whether this deviation is statistically
significant. Fortunately, the kolmogorov-Smirnow test identifies whether these
differences are statistically significant or not. A p-value greater than 0.05 indicates that
the distribution of the data is not significantly different from a normal distribution. If,
however, the test is significant (p<0.05), then the distribution is significantly different
from a normal distribution, which means that it is a non-normal distribution (Field, 2012).
When the kolmogorov-Smirnow test was applied, it gave a p-value=0.007 (2), a highly
significant result indicating that the distribution is not normal. This means that the data
collected by content analysis is non-normally distributed and non-parametrical analysis

should be employed.

5.9.1 Descriptive Statistics

Research results do not speak for themselves; they should be arranged in ways that allow
researchers and readers to understand their meaning quickly. Descriptive statistics

present research results clearly and concisely (Healey, 1990). They are a way of

1) For more details about the normal distribution test, see Appendix 5.1.
2) For more details about the kolmogorov-Smirnow test, see Appendix 5.2.
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summarising large sets of quantitative (numerical) information; each descriptive statistic
reduces a large volume of data into a simpler summary (Berenson and Levine, 1992). If
the researcher has a large number of measurements, words or data that have been
collected by means of a survey or from a historical record, useful ways to summarise

them are percentages, frequencies or a graph.

Descriptive statistics are used to describe the basic features of the data. They provide
simple summaries of the sample and the measures (Healey, 1990). Graphical summaries
and frequency distributions show the spread of the data, while numerical summaries give
measures of central tendency, which usually include the mean, median, standard
deviation and minimum and maximum values (Curwin and Slater, 2008; Pallant, 2010).
These methods were employed in this research. Healey (1990) defines frequency
distributions as tables that summarise and display the entire distribution of some
variable. It is very common to construct these tables for each variable of interest as the
first step in a statistical analysis. The readability of the frequency distribution is enhanced
by adding columns for percentages, cumulative frequency and/or cumulative

percentages.

Descriptive statistics have been widely used in the field of social disclosure and ED; see
for example (Elsayed and Hoque, 2010; Gray et al., 2001; Liu and Anbumozhi, 2009;
Zubek, 2008). The data analysis in this research has been done using the Statistical
Package for the Social Sciences (SPSS). It begins with a presentation of the standard
descriptive statistics such as frequencies (counts and percentages), measures of central
tendency (means and medians), dispersion (standard deviations) and minimum and

maximum values. These provide an overview of the entire data set, enabling the
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researcher to describe the attributes of the studied sample and to know the frequency

distributions of the variables under investigation (Field, 2012).

5.9.2 The Mann-Whitney Test

The Mann-Whitney test is a non-parametric test and a very useful alternative to an
independent two sample t-test when the assumption of normality is not satisfied (Curwin
and Slater, 2008). It allows for testing the null hypothesis that two groups of underlying
samples belong to the same population (Siegel, 1988). The Mann-Whitney U test is used
to identify if there is a statistically significant difference between the two population
means (Zikmund, 2002). In general, 1%, 10% and 5% are the most popular significance
levels. Levels higher than 10% are very uncommon (Norwegian Social Science Data
Services, 2012). In the social sciences, a 95% level of confidence is acceptable; the p-

value (significance level) associated with a 95% confidence level is 0.05 (Silver, 1992).

The normal rule and statistical tables for the standard normal distribution indicate that
95% of observations will lie within + 1.96 standard deviation from the mean. Using a 0.05
level of significance, the null hypothesis of equal means will be rejected if Z is less than -
1.96 or greater than +1.96. In other words, if a calculated Z value is between -1.96 and
+1.96 then the p-value will be larger than 0.05, and the null hypothesis will be accepted. If
the calculated Z value is below -1.96 or above +1.96 the p-value will be small to reflect
this. In this case, it is possible to reject the null hypothesis in favour of the alternative

hypothesis (Curwin and Slater, 2008).

The p-value tells us that there is a 5% probability that the result could be down to chance;
the results are 95% confident. Thus, if the researcher chooses 5% likelihood as a criterion,

there is a 5% chance that the results might refute a correct null hypothesis. If the
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researcher thinks that a 5% chance of making such an error is too high, they can choose a

smaller significance level, say a 1% level.

The Mann-Whitney test was used to identify whether the differences between pairs of
variables (local and foreign companies; large and small companies; large and medium
companies; medium and small companies; public and private companies; old and new
companies) for each year are significant or not. If the p-value is less than 0.05 we can say
that the differences are statistically significant. In line with a number of studies in the
social sciences (for example (Curwin and Slater, 2008; Silver, 1992), the present study was

conducted at the 5% level of significance and 95% level of confidence.

5.9.3 The Kruskal-Wallis Test

The theory underlying the Kruskal-Wallis test is very similar to that of the Mann-Whitney
test. It is a non-parametric test equivalent to the one-way ANOVA and an extension of
the Mann-Whitney test to allow the comparison of more than two independent groups
(Field, 2012). When the data is non-parametric, the Kruskal-Wallis test can be used to test
and compare three or more independent groups that have been drawn from the same
population (Huizingh, 2007; Pallant, 2010; Zikmund, 2002). It was employed in this study
to identify whether or not the differences between three variables (small, medium and
large companies) for each year are statistically significant. In line with a number of studies
in the social sciences (Curwin and Slater, 2008; Silver, 1992), the study was conducted at
the 5% level of significance and 95% level of confidence. If the p-value is less than 0.05

we can say that the differences are statistically significant (Pallant, 2010).
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5.9.4 Cronbach's Alpha

Cronbach's alpha is one of the most common measures and pervasive statistics in
research; it helps to investigate the internal consistency (reliability) of a questionnaire
(Cortina, 1993). It is widely used as a measure when the researcher has multiple
questions in a survey/questionnaire that form a scale and they wish to determine if the

scale is reliable (Cronbach, 1951).

The reliability coefficient of alpha ranges between 0 and 1. If the value of the reliability
coefficient is 0, this means there is no internal consistency between the items, while if the
reliability coefficient of alpha is 1, the items have relatively high internal consistency. A
reliability coefficient of alpha 0.70 or higher is considered acceptable in most social
science research (Cortina, 1993). Cronbach's alpha has been widely used in previous
social disclosure studies see for example (Turker, 2009; Vitell et al., 2003; Waldman et al.,

2006).

5.10 Summary

To answer the research questions and achieve its aims, the present study employs a
combination of quantitative and qualitative methods in the belief that this will facilitate
triangulation and enhance the validity and reliability of the results (Fielding and Fielding,
1986; Hitchcock and Hughes, 1995). Three methods of data collection were employed:
guestionnaires, content analysis and interviews. Six steps were followed to make the
guestionnaire ready for the main distribution. These steps started with the first pilot
study in the UK and ended with the revision of the questionnaire before the final survey.
A total of 145 questionnaires were distributed to two groups (financial managers and

accounting department employees), and 115 were collected for analysis. Since the study
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population was relatively small (it comprised 43 oil and gas companies, 13 of which are
Libyan and 30 of which are affiliated to foreign companies), the entire population was
surveyed. In addition, a total of 126 annual reports were collected, covering an eight year
period between 2002 and 2009. These came from 24 local and foreign companies
operating in the oil and gas industry in Libya. Finally, the researcher was able to conduct
ten interviews with oil company staff, following assurances that their anonymity would be
preserved. Figure 5.2 presents a comprehensive overview of the research methodology

and the various stages within the research process.

The collected data has been analysed using SPSS. The analytical techniques employed
include standard descriptive statistics and non-parametric tests such as the Mann-
Whitney test and Kruskal-Wallis test. The presentation of the results begins in the next

chapter.

159



Figure 5.2 Summary of the Research Methodology
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Chapter Six: Analysis and Discussion of
Questionnaire Survey and Interview

6.1 Introduction

The first five chapters having presented the theoretical framework and background to the
study, the remainder of the thesis is concerned with the empirical results. This chapter
analyses and discusses the results from the questionnaire survey, while Chapter Seven
presents the results of the content analysis. As mentioned in the methodology chapter,
the interview method was used as a supplement to the content analysis and
guestionnaire methods to clarify any points of confusion and provide additional
explanation. The results from the interviews are presented throughout the course of this
chapter.

The first part of this chapter describes the response rate for the questionnaire and tests
the reliability of the questions. The second part presents the general information of
respondents, and the third sets out the findings regarding ED practice among oil and gas
companies operating in Libya. The questionnaire employed five-point Likert items; the
resulting dataset was coded and entered into a spreadsheet. To determine the length of
the five scale cells (i.e. their upper and lower limits), the extensity was calculated (5-1 = 4)
and then divided by the number of cells in the scale to get the proper length of the cell (4
/ 5 = 0.80). This value was added to the least value in the scale to determine the
maximum limit of the cell. Thus, from 1 to 1.80 represents strongly disagree, from 1.81 to
2.60 represents disagree, from 2.61 to 3.40 represents neutral, from 3.41 to 4.20
represents agree, and from 4.20 to 5 represents strongly agree (Malhotra and Birks, 2007,

cited in (Algeru, 2012).
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6.2 Response Rate and Test of Reliability
The prime focus of this section is to highlight the total response rate to the questionnaire

and to investigate its internal consistency (reliability) using Cronbach's alpha test.

6.2.1 Response Rate

The study was conducted on 43 companies operating in the oil and gas industry in Libya.
A total of 145 questionnaires were distributed to two groups (financial managers and
accounting department employees); out of these, 115 questionnaires were collected.

Thus, a total response rate of 79% was achieved (see Table 5-7).

6.2.2 Results of Cronbach's Alpha Test of Questionnaire Reliability

Reliability refers to the extent to which a measuring procedure provides the same results
on repeated trials (Neuendorf, 2002); the goal is to minimise errors and bias (Yin, 1994).
Cronbach's alpha is commonly used to investigate the internal consistency (reliability) of
questionnaires (Cortina, 1993), particularly when the survey/questionnaire has multiple
guestions that call for a scale-based response and the researcher wishes to determine if
the scale is reliable (Cronbach, 1951). Accordingly, the test was conducted in this study.
As Table 6-1 illustrates, the Cronbach's alpha values for the five groups of ED elements
were calculated as 0.760; 0.722; 0.801; 0.787 and 0.747. The total value of Cronbach’s
alpha for all five groups was 0.771. A reliability coefficient of alpha 0.70 or higher is
considered acceptable in social science research (Cortina, 1993). As the results are within

the acceptable range, we can have confidence in the results of the analysis.
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Table 6-1 Results of Cronbach's Alpha Test of Questionnaire Reliability

N Groups of environmental disclosure elements The final
survey
1 | Reasons that might encourage companies to disclose environmental 0.760
information

2 | Reasons that might prevent companies from disclosing 0.722
environmental information

3 | Measures for controlling environmental disclosure 0.801

4 | Measures to oblige companies to disclose environmental information 0.787

5 | Elements representing attitudes of management and employees 0.747
towards social and environmental disclosure

Total 0.771

6.3 Characteristics of Research Population

This section illustrates the general information gathered in regard to the respondents’
education, including type and level of educational qualification, place of last educational
qualification, present occupation, length of experience and attendance at environmental
management or environmental accounting training courses. The assumption underlying
these questions was that the background and experience of the respondents is likely to

affect the level of confidence we can have in their responses.

6.3.1 Distribution of Managerial Responsibilities

As can be seen in Table 6-2, the population of the study fell into two groups: financial
managers and accounting department employees in local and foreign companies
operating in the Libyan oil and gas sector. The table shows that more accounting

employees than financial managers took part in the study (84 and 31 respectively).
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Table 6-2 Present Occupation of Respondents

Number %
Financial manager 31 26.96
Employee in accounting department 84 73.04
Total 115 100.0

Nearly three-quarters (73.04%) of respondents were employees in accounting

departments, while the remaining 26.96% were financial managers; this is depicted in

Figure 6.1 below.

Figure 6.1 Present Occupation of Respondents
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6.3.2 Academic Qualification of Respondents
The analysis reveals that the vast majority of respondents held a Bachelor’s degree, with

many also having a Master’s degree. The same percentage of respondents held a PhD as

held an Intermediate Diploma (see Table 6-3).
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Table 6-3 Academic Qualification of Respondents

Number %
PhD 6 5.2
Master 31 27.0
Bachelor 72 62.6
Intermediate Diploma 6 5.2
Total 115 100

Nearly two-thirds (62.6%) of the research participants held a Bachelor’s degree, with
32.2% also holding a postgraduate (Master’s or PhD) degree. A relatively small number of

respondents (around 5%) held an Intermediate Diploma.

Based on the above it is clear that all the respondents who participated in the study were
highly educated. That the questionnaires were answered by such respondents should

increase our confidence in the results of the analysis.

6.3.3 Type of Qualification and Where the Final Qualification was Obtained

The vast majority of respondents — nearly 95% — had an accounting qualification, as Figure
6.2 shows. A relatively small proportion (about 5%) held a non-accounting qualification. It
is thus reasonable to assume that the respondents understood the issues under

investigation and were able to give an informed opinion.
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Figure 6.2 Type of Educational Qualification
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Regarding the place of education, the findings confirm that participants obtained their
degrees from a variety of countries (see Table 6-4 and Figure 6-3). Whilst a large number
of them (52 respondents or 45.2%) obtained their qualification from Libyan universities,

the remainder (63 or 54.8%) obtained their qualification from foreign universities.

Table 6-4 Place of Final Educational Qualification

Number % Cumulative %
Libya 52 45.2 45.2
Other Arab countries 19 16.5 61.7
UK 28 243 86.1
Other overseas 16 13.9 100.0
Total 115 100.0

A relatively high percentage — about a quarter of the population — obtained their qualifications
from UK universities. The remaining quarter obtained their degrees from other Arab or foreign

countries.
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Figure 6.3 Place of Final Educational Qualification
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The above results indicate that a number of respondents received their qualifications in
developed countries such as the UK and USA, where the interest in ED is strongest (Gamble et
al.,, 1996). It may be argued that these respondents were better able to understand the

problem of the research, again increasing confidence in their responses.

6.3.4 Length of Experience and Attendance at Training Courses

As can be seen from Figure 6.4, nearly two-thirds (66%) of respondents had practical
experience of more than 10 years, while the remaining respondents had less than 10 years of
experience. One can therefore conclude that participants were generally experienced in their

present occupation.
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Figure 6.4 Length of Experience in Present Occupation
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More than a third of respondents (nearly 36%) had attended courses related to environmental
accounting in general and environmental management in particular, as Figure 6.5 illustrates,

again increasing confidence in the results.

Figure 6.5 Attendance at Training Courses on Environmental Management or Environmental Accounting
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When respondents were asked about the date of their attendance at these courses, it was
found that nearly two-thirds (60%) had attended courses between 2005 and 2010, suggesting
that oil and gas companies have been showing increasing interest in environmental

management and environmental accounting training over the last six years (see Table 6-5).

Table 6-5 Date of Training Course

Number Valid Cumulative
percent percent

Valid 1996 1 3.1 3.1
1997 1 3.1 6.3
1998 1 3.1 9.4
1999 1 3.1 12.5
2000 2 6.3 18.8
2001 2 6.3 25.0
2002 2 6.3 31.3
2003 2 6.3 37.5
2004 1 3.1 40.6
2005 3 9.4 50.0
2006 3 9.4 59.4
2007 3 9.4 68.8
2008 4 12.5 81.3
2009 3 9.4 90.6
2010 3 9.4 100.0
Total 32 100.0

Recent attendance at training courses by employees indicates that they have up-to-date
knowledge about the issues related to environmental management. This should have helped
them to understand the problem of the research and to provide more informed answers to

the questionnaire questions. This should increase our confidence in the results.

6.4 Perception of Environmental Disclosure (ED)
This section discusses and analyses the findings relating to the participants’ perceptions of ED

practice, including their attitudes towards CSR and ED, their assessment of the level and type
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of ED being practised, their views on the elements that encourage or discourage

environmental disclosure, and their views on how ED might be controlled.

Descriptive statistics were used to describe the basic features of the data and to identify any
differences between local and foreign companies in terms of their attitudes towards ED. The
Mann-Whitney test was used to identify whether these differences are statistically significant
or not. A p-value of less than 0.05 indicates that the differences are statistically significant. In
line with previous studies in the social sciences see for example (Curwin and Slater, 2008;
Silver, 1992), the present study was conducted at the 5% level of significance and 95% level of

confidence.

As the data collected by the questionnaire was ordinal, the median was adopted as the best
way to assess the companies’ attitudes towards the statements addressing disclosure. The
median is usually preferred to other measures of central tendency when dealing with ordinal
data (Harnett, 1982; Hayslett, 1974; McClave and Sincich, 2011; Silver, 1992). The inter-
guartile range was computed to assess the consistency of the companies’ answers for each
statement. A value of zero for any given statement means that all local (or foreign) firms

tended to give the same answer for the statement.

6.4.1 Attitudes of Management and Employees towards Social Responsibility and

Environmental Disclosure (ED)

The primary focus of this section is to highlight the attitudes of financial managers and
accounting department employees in oil and gas companies operating in Libya towards CSR
and ED. The questionnaire contained a series of statements, the design of which was
influenced by a number of previous studies (Arevalo and Aravind, 2011; Mashat, 2005; Zubek,

2008). These statements were designed to reveal managers’ and employees’ perceptions of

170



CSR and ED and to identify whether these differed between local and foreign companies (see

Table 6-6).

There was a general consensus amongst the respondents on the majority of the suggested
elements. The median of answers from respondents who agreed or strongly agreed with the
elements ranges between 3.5 and 5. Elements No. 2,3,4,5,6 and 7 received median scores
from both local and foreign companies, and the inter-quartile value was 1 for the majority of
these elements. This indicates consistency across the companies for each statement. However,
there is significant inconsistency among local and foreign companies on whether concern for
the environment should be a priority for companies even if it reduces their profits. This is
evident in a high inter-quartile score of 3 (see Table 6-6). This means that while some

respondents strongly agreed, others strongly disagreed.

Table 6-6 indicates that the respondents attached the highest importance to the proposal that
companies should disclose environmental performance alongside economic performance and
prepare environmental reports to accompany financial statements and notes (element No. 7).
The median score of 5, strongly agree, and inter-quartile score of 1 reflect consistency in the
answers of local and foreign companies about statement No. 7. Respondents believed that this
element needs to be given the most weight. Element No. 1 was ranked the lowest, with a
median score of 1, strongly disagree, by both local and foreign companies. The inter-quartile
score of 1 again indicates consistency across the companies for this statement. This suggests
that virtually all the respondents understood the importance of ED to both organisations and
stakeholders and strongly rejected the idea that the sole responsibility of an organisation is to

seek to maximise stakeholders’ wealth.
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Table 6-6 Medians and Inter-quartile Ranges for the Attitudes of Management and Employees towards Social
Responsibility and Environmental Disclosure (ED)

Foreign Local
P value
Inter- Inter-
No Propositions Median | quartile Scale Median quartile Scale
range range

1 The sole responsibility of the organisation is to 1 1 strongly 1 1 strongly 0.207
maximise shareholders’ profits. disagree disagree

2 Companies  should  consider  social and 4 1 agree 4 1 agree 0.344
environmental responsibility in equal proportion
to their economic interests.

3 Business organisations should bear greater 4 1 agree 4 1 agree 0.697
environmental and social responsibilities to justify
their presence in the community.

4 Concern for the environment should occupy high 4 3 agree 3.5 3 agree 0.582
status within the company even if it could lead to
reduced profits.

5 The relevant accounting parties need to determine 4 1 agree 4 1 agree 0.667
what companies should disclose regarding their
environmental performance.

6 Accounting bodies such as the Libyan Association 4 1 agree 4 1 strongly 0.631
of Accountants and Auditors should prepare agree
environmental disclosure standards.

7 The company should disclose environmental 5 1 strongly 5 1 strongly 0.717
performance parallel to its economic achievement agree agree
through the preparation of environmental reports
alongside financial ones.

The analysis above indicates that there are no differences between local and foreign
companies in terms of their awareness of CSR and ED. This finding is supported by p-values
which range between 0.207 and 0.717 for all elements; the fact that they are greater than 0.05

means there are no significant differences in the answers of the respondents.

In order to precisely identify the extent of respondents’ awareness and understanding of CSR
and ED, they were given the opportunity to explain their opinions in their own words. For this
purpose, the respondents were asked open-ended questions regarding CSR and ED. In their
answers, respondents tended to accept the need for greater disclosure of social and

environmental information and that companies in Libya should take account of social and
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environmental issues. However, they acknowledged that although environmental rules and
regulations exist, they are not widely applied. The answers of respondents are summarised in
Table 6-7. This table suggests that there was a high level of understanding and awareness
among respondents, ranging between 73.9% and 76.5%. The finding supports the results
derived from the closed-ended questions.

Table 6-7 Descriptive Statistics for Respondents’ Answers Regarding Understanding of Corporate Social
Responsibility (CSR) and Environmental Disclosure (ED)

No Questions Number Understand Do not Scale
and %
; understand
1 | What does corporate social Number 88 27 High
responsibility mean?
% 76.5 23.5
2 | What does environmental Number 85 30 High
disclosure mean?
% 73.9 26.1

When asked in the interviews what they took CSR and ED to mean, the managers and
employees offered a range of answers. However, their definitions showed a clear

understanding of the concept.

F1 defined CSR as:

...the commitment of companies to meet the requirements of society, taking into
consideration the expectations of society, the interests of employees and the
environment. And it goes beyond the economic and legal requirements. In addition,
concern for social responsibility should occupy high status within the company; it
should strike a balance between the concern for social responsibility and the
economic interests of the company.

H2 said:

I think CSR and ED are voluntary and compulsory: corporate behaviours towards
society that aim to achieve social welfare in the various social fields. For instance,
the company can play an active part through allocating some of the proceeds to
protect the environment from pollution. This can also be shown in developing and
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promoting health education programmes for their staff and their families in
particular and society in general. So companies should consider social and
environmental responsibility in equal proportion to their economic interests; at
least, abide by the requirements of the law.
On the same theme, Al indicated:

CSR is committing to reduce the bad results of the company’s activities and
contributing to solve social problems. For example, companies should aim at
tackling corruption and protecting the environment. So it should go beyond its

mandatory duties to take on voluntary ones, but only in so far as it is in line with
the interests of the shareholders.

These respondents believed that CSR involves doing more than the simple legal or economic
minimum and that it aims at limiting the negative results of corporate activities and finding
solutions to the many problems of society, without affecting shareholders’ and owners’
interests in the process. All but one defined CSR as the commitment to undertake both
voluntary and compulsory tasks; only C2 disagreed, suggesting that social responsibility is a
purely mandatory responsibility and that it is fulfilled simply by conforming to the laws and

social regulations set by the government:

In my view, CSR is how companies manage their business to fully meet their social
responsibility as required by law.

When asked to explain their understanding of ED, the interviewees gave broadly similar
answers. They described ED as one of the major components of social disclosure, explaining
that it is the main way of setting out environmental facts in annual corporate reports or in
special reports, and that it can be voluntary or compulsory depending on laws or

environmental regulations. According to G2:

ED is one of the most important types of social disclosure, it is related to
environmental activities and may be voluntary or mandatory. It supplies users with
environmental information, which helps them to take their investment decisions and
evaluate organisations.
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These results confirm those from the questionnaire survey, where almost all the managers and
employees showed awareness and understanding of CSR and ED. This might perhaps have
been expected, given that the majority of respondents who participated in the study are highly
educated and that businesses are showing increasing interest in reporting environmental

practices.

The finding is not consistent, however, with those of previous studies conducted in Libya.
Mashat (2005), for example, believes that one possible reason for the low level of social
disclosure in Libyan companies compared to their counterparts in developed countries is a lack
of awareness of the importance and benefits of CSRD. This result also disagrees with Saleh
(2004), who indicated that Libyan managers are ill-equipped to handle environmental issues,
including ED, as they do not have adequate awareness or understanding. He ascribed this to
the fact that none of the managers in his study had taken part in any training courses or

programmes to improve their knowledge of environmental management and/or accounting.

The difference in findings may be due to a number of factors. As important as Saleh’s results
were, his study was carried out on 13 industrial companies within the Libyan environment
outside the oil sector, more than ten years ago (1998-2001). At the time, Libya was still subject
to UN-imposed sanctions and its overseas financial assets were frozen. The sanctions were not
suspended until 1999 or fully lifted until September 2003 W Thus, the majority of industrial
companies were suffering from financial hardship and problems during this period. In these

circumstances, there was no great interest in training courses apart from in the oil sector. The

1) For more information about this siege, see Section 4.4.
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oil industry has historically been assiduous about training its employees; it arranges in excess
of 400 training courses annually. In 2002, for example, nearly 2500 staff attended training
courses in the UK and throughout the world (Zubek, 2008). The oil sector’s continuing support
for training is evident in the finding that more than a third of respondents (nearly 36%) had
attended courses related to environmental accounting in general and environmental
management in particular (see Section 6.3.4). Moreover, nearly two-thirds (60%) of these had
attended courses between 2005 and 2010, suggesting that over the last six years, interest in
environmental management and environmental accounting training has grown among oil and
gas companies. The finding indicates that these managers and employees have up-to-date

knowledge of the issues surrounding environmental management.

6.4.2 Environmental Disclosure (ED) in Annual Reports and the Type of Disclosure
The aim of this section is to establish whether ED is being practised by oil and gas companies
operating in Libya, and if so, what type of environmental information is being disclosed in the

annual reports.

Descriptive statistics were used to identify whether ED is being practised by oil and gas companies
operating in Libya and to investigate the type of environmental information being disclosed in
their annual reports. When respondents were asked whether their company disclosed
environmental information in its annual reports, almost all the participants (nearly 98%) confirmed
that their company engaged in ED to some degree (see Figure 6.6). A very few respondents (not

quite 3%) said that their company made no ED in its annual reports.
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Figure 6.6 Environmental Disclosure in Annual Reports
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When the study participants were asked about the type of ED provided by their companies,
their answers varied. Disclosure seems to be dominated by good news: the results indicate
that all the companies reflect upon good news in their annual reports (see Table 6-8) in an
attempt to maintain a positive image with the public. The vast majority of respondents (nearly
95%) agreed that their companies also disclose neutral news in their annual reports, while
more than a third of the study participants (35.7%) suggested that their company discloses
even the bad news. According to Adams (2002), it is generally agreed that reporting bad news
actually enhances corporate credibility and image, although some hold the view that no

further benefit is gained by going into detail.

Table 6-8 Type of Environmental Disclosure (ED)

N Type of environmental disclosure Number %

1 Disclosure related to bad news 41 35.7
2 Disclosure related to neutral news 109 94.5
3 Disclosure related to good news 115 100
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These results were generally confirmed by the interview results. Interviewees were asked a

series of related questions:

Does your company disclose any environmental information in its annual reports?

If yes, what type of disclosure?

If no, does your company have an environmental policy?

If yes, why does your company not disclose these policies?

If no, does the company intend to establish an environmental policy in the near future?
The majority of interviewees confirmed that their companies provide some environmental
information in their annual reports. In addition, they indicated that more attention is given to

good news than bad or neutral news. D1 indicated that:

As a result of the benefits of ED our company has started to disclose some
environmental information in its annual reports since 2002. It is still interested in
good news more than bad news. Although in the beginning it focused on the good,
however, now it reports some bad and neutral news.

H2 believed that:

Although society is not interested in environmental information, maybe this is
because they are not aware of the importance and the necessity of this information.
Also there are no legal requirements that oblige companies to disclose their
environmental information. Our company’s interested in voluntary disclosure and it
discloses social and environmental information of the three types: good, bad and
neutral. Frankly, good news gets more attention than other types of ED.

However, E2 claimed that:

Our company is not interested in environmental and social disclosure although it has
many social and environmental activities and this is because the environmental costs
are already included in the industrial expenses and it is difficult to separate them. In
addition, there is an absence of environmental laws, standards and accounting rules
that require companies to disclose environmental information. Also, society is not
interested in environmental and social information. Hence, companies prefer to
charge the costs of their environmental activities to production costs.
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When this interviewee was asked whether his company has an environmental policy, he

reported:

Yes, our company has many social and environmental activities and it is starting to
regularly set environmental policies which will be applied in the future to meet some
of the environmental laws and regulations issued recently. Although in practice there
is no total or real obligation, these policies will be disclosed in the near future.

From the results above it is evident that almost all of these companies disclose some social
and environmental information. The vast majority make some disclosure of environmental
information in their annual reports or have policies to disclose this information in the near
future. Although there is some disclosure of bad and neutral news, the vast majority of this

disclosure focuses on good news.

The results above are not consistent with Saleh’s (2004) finding that Libyan industrial
companies readily disclose negative news. Saleh explains this by the fact that the vast majority
of Libyan industrial enterprises are public entities whose main objective is to provide goods
and services to the public rather than to make profit. Freed of the pressure to increase their
market value, especially in the absence of a stock market, managers in these companies do not
have to use disclosure to justify their company’s continued existence, enhance its image or

avoid social pressure. Hence, they do not hesitate to disclose bad news.

6.4.3 Motives that Encourage Companies to Disclose Environmental Information
There is plenty of environmental legislation in Libya, but no binding obligation for companies to
disclose their environmental information . This begs the question of why companies take on the

cost and potential risks associated with public disclosure when they know it is more voluntary than

1) For more information about Libyan laws and international accounting standards relating to ED, see Sections 3.5
and 4.7.
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obligatory. This section attempts to identify what motivates companies to engage in ED and
whether these motives vary between individual companies and between foreign and local
companies. A number of potential motives were included in the questionnaire for the
respondents to accept or reject. These reasons were compiled and classified following consultation
of a number of previous studies see for example (Cormier et al., 2005; Liu and Anbumozhi, 2009;

Mashat, 2005).

The respondents’ answers, which are summarised in Table 6-9, fall into three groups. The first
group comprises those motives for disclosure which were accepted as valid by both local and
foreign companies; the second group are the motives which were accepted by foreign companies
but rejected by local companies; and the third are those motives which were rejected by both local

and foreign companies.

Group one: propositions accepted by local and foreigh companies

As can be seen from Table 6-9, respondents tended to agree or agree strongly with the
majority of the defined elements and to consider them the main reasons for corporate
disclosure. In these cases, there was general agreement among both local and foreign
companies. The medians for these answers range between 3.5 and 5 (agree and strongly
agree). Although many elements received high median scores from both local and foreign
companies, respondents from the foreign companies tended to show stronger agreement than

those from the local companies.

The inter-quartile range is 0 to 2 for foreign companies, which means that there is consistency
across these companies for all of the statements; in other words, foreign firms tended to give
similar answers. In contrast, there is significant variance in the answers of local companies

about propositions No. 1, 4, 5, 9, 13 and 14. This is evident in the higher inter-quartile scores
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(3). For example, while some local companies strongly agreed that ED is undertaken to
improve company image and meet pressure from customers and external parties, others
strongly disagreed. The resistance of some local companies may be attributable to the fact
that all local companies are public enterprises, and as such do not have shareholders or shares
traded on a stock market. They are therefore less likely to be influenced by the need to
maintain a reputation or to respond to pressure from customers and other users — issues that

are of greater importance to the foreign companies.

The p-values of the Mann-Whitney test for these elements range between <.001 and 0.917,
meaning that some are greater than 5%, while others are smaller than the 5% level of
significance. In other words, there are no significant differences in the opinions of the two
groups about some elements, but there are significant differences about others. This is
probably because there is significant inconsistency in the answers of local companies for some
statements, as shown by the high inter-quartile values. Although there are some differences
among the local companies, it can generally be concluded that the respondents from both
foreign and local companies were consistent in accepting about half of the propositions as
being key motivations for the corporate disclosure of environmental information (see Table 6-

10).
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Table 6-9 Medians and Inter-quartile Ranges for Respondents’ Answers on Reasons Why Companies Disclose

Environmental Information

Foreign Local
Inter- Inter- P value
N Propositions Median | quartile Scale Median | quartile Scale
range range
1 Environmental disclosure helps the company 5 1 strongly 4 3 agree 0.252
to improve its image and reputation before agree
public opinion.
g 2 Environmental disclosure helps the company 5 1 strongly 4 2 agree 0.413
=] to give an impression of the extent of its agree
L:: commitment to environmental laws.
% 3 The company discloses environmental 5 1 strongly 5 1 strongly 0.917
-3 information in accordance with its social and agree agree
moral responsibility.
4 The company discloses environmental 4 2 agree 3.5 3 agree 0.617
information to increase transparency.
5 Environmental disclosure helps the company 4 0 agree 3.5 3 agree 0.001
3 to meet the expectations of society as a whole
@ and to give its activities greater legitimacy.
8 6 The right of the firm’s employees to receive 4 0 agree 3.5 2 agree 0.004
(7] environmental information and to identify the
"6 level of pollution resulting from production
%) processes.
g 7 Investors and other external parties have the 4 1 agree 1.5 1 strongly <.001
=) right to receive environmental information to disagree
E assist them in making appropriate investment
8 decisions.
% 8 The company discloses environmental 4 1 agree 1.5 2 strongly <.001
w information to satisfy consumers and moral disagree
investors.
9 Environmental disclosure helps the company 4 1 agree 3.5 3 agree 0.003
42 to avoid lawsuits being filed against it.
o 10 | The company discloses environmental 4 1 agree 2 1 disagree 0.001
g information in response to legal obligations.
‘5' 11 | The company discloses environmental 2 1 disagree 2 1 disagree 0.552
g information as required by the National Oil
= Corporation.
& 12 | The company discloses environmental 2 2 disagree 2 1 disagree 0.225
9 information as  required by Libyan
environmental laws.
13 Environmental disclosure helps the company 5 1 strongly 4.5 3 strongly 0.138
respond to pressure from organisations agree agree
interested in environmental performance.
14 | Environmental disclosure helps the company 5 1 agree 3.5 3 agree <.001
§ respond to pressure from wusers and
3 customers.
H 15 | The company discloses environmental 4 0 agree 2.5 2 disagree <.001
a information to increase its competitiveness.
16 | The company discloses environmental 2 1 disagree 2 2 disagree 0.062
information because there is a relationship
between this type of disclosure and its
continuation in Libya.
17 | Environmental disclosure can be used as a tool 5 1 strongly 2 1 disagree <.001
0 for planning, monitoring and evaluation of agree
8 performance.
- 18 | The company discloses environmental 2 2 disagree 2 2 disagree 0.679
t information to get priority in terms of new
é contracts for oil exploration in the future
g 19 The company discloses environmental 5 1 strongly 2 1 disagree <.001
8 information as a result of moral incentives. agree
w 20 | The company discloses environmental 5 1 strongly 2 3 disagree <.001
information as a result of financial incentives. agree
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Group two: propositions accepted by foreigh companies and rejected by local companies

The second group is those items that were accepted by foreign companies and rejected by
local companies (see Table 6-10). As can be seen from Table 6-9, there was a general
consensus among foreign companies on elements No. 7, 8, 10, 15, 17, 19 and 20. The medians
for these answers range between 4 and 5 (agree and strongly agree), indicating that foreign
companies regard these elements as motives for environmental disclosure. Moreover, the
inter-quartile score for these answers ranges from 0 to 1, which indicates a high level of
consistency. Thus, all foreign companies tended to give the same answer for these statements.
In contrast, these reasons were rejected by local companies, as shown in Table 6-10. Table 6-9
shows that the medians of local respondents’ answers to these statements range from 1.5 to 2
(disagree and strongly disagree), while an inter-quartile range of between 1 and 2 for most of
the elements indicates consistency among the local companies’ answers. In contrast, the
inter-quartile range for one element related to financial incentives was 3, indicating that while
some respondents from local companies strongly agreed, others strongly disagreed. Thus, it
may be argued that some local companies undertake ED in the belief that it will yield both

short- and long-term benefits.

The analysis reveals that the two groups, local and foreign companies, differ in what they
perceive as being the main reasons behind their environmental disclosure. To check whether
this difference is significant or not, the Mann-Whitney test was used. The p-values for these
elements are all <.001, which is less than the 5% level of significance. This means the
differences are statistically significant. It is evident then that there are some elements which
foreign companies consistently accept as major reasons for environmental disclosure, but

which are rejected by local companies (see Table 6-10).

183



Group three: propositions rejected by local and foreign companies

The third group is those elements rejected by both local and foreign companies. There are four
such elements: No. 11, 12, 16 and 18 (see Table 6-10). Table 6-9 shows that there was
consensus among both local and foreign companies, with the medians of all answers being 2,
disagree. This leads us to reject these elements as motives for environmental disclosure. An
inter-quartile range of between 1 and 2 means both foreign and local companies were
consistent in their answers to these statements. The Mann-Whitney test yielded p-values
ranging from 0.062 to 0.679, greater than the 5% level of significance, confirming that there is

no significant difference between the two groups in terms of their rejection of these elements.
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Table 6-10 Acceptance and Rejection of Potential Disclosure Drivers by Local and Foreign Companies

Propositions accepted by local and foreign companies.

Propositions accepted by foreign companies and
rejected by local companies.

Propositions rejected by local and foreign
companies.

Environmental disclosure helps the company to improve its
image and reputation before public opinion.

The company discloses environmental information in
response to legal obligations.

The company discloses environmental
information as required by the National Oil
Corporation.

Environmental disclosure helps the company to avoid
lawsuits being filed against it.

Investors and other external parties have the right to
receive environmental information to assist them in
making appropriate investment decisions.

The company discloses environmental
information as required by Libyan environmental
laws.

Environmental disclosure helps the company to meet the
expectations of society as a whole and to give its activities
greater legitimacy.

The company discloses environmental information
to satisfy consumers and moral investors.

The company discloses environmental
information to get priority in terms of new
contracts for oil exploration in the future

Environmental disclosure helps the company to respond to
pressure from organisations interested in environmental
performance.

The company discloses environmental information
to increase its competitiveness.

The company discloses environmental
information because there is a relationship
between this type of disclosure and its
continuation in Libya.

Environmental disclosure helps the company to give an
impression of the extent of its commitment to
environmental laws.

Environmental disclosure can be used as a tool for
planning, monitoring and evaluation of performance.

Environmental disclosure helps the company to respond to
pressure from users and customers.

The company discloses environmental information
as a result of moral incentives.

The right of the firm’s employees to receive environmental
information and to identify the level of pollution resulting
from production processes.

The company discloses environmental information
as a result of financial incentives.

The company discloses environmental information in
accordance with its social and moral responsibility.

The company discloses environmental information to increase
transparency.
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6.4.4 Discussion of Disclosure Drivers
This section discusses the potential motivating factors identified above. In line with
previous studies, they are grouped into categories: reputation, legal requirements,

meeting the expectations of society, societal pressure and economic factors.

Reputation

Corporate reputation is an intangible way to differentiate one’s services and products
from those of one’s competitors. Reputation is built not just upon the product or service
but also upon the company’s ethics and morality, history, public image and HR
management (Siltaoja, 2006, cited in (Heikkurinen, 2010). The objective of this section is
to understand the relationship between company reputation and ED; in other words,
whether companies are motivated to disclose their environmental information by the

belief that this will enhance their reputation.

There was general agreement among local and foreign companies that company
reputation is a motive driving the disclosure of environmental information. Table 6-11
shows that the median of foreign companies’ answers for this element is 4.25, with an
inter-quartile score of 1. This indicates that foreign companies strongly agreed that
improving reputation is a disclosure motive, and that there was no significant difference

between them in terms of their responses to this statement.
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Table 6-11 Medians and Inter-quartile Ranges for Respondents’ Answers on Whether Reputation
Motivates Companies to Disclose Environmental Information

Foreign Local Mann-Whitney
Inter-quartile Inter-quartile z p-
Median Scale Median range Scale value
range
Reputation 4.25 1 strongly 3.875 2.75 agree -1.757 0.79
agree

Similarly, there is evidence that local companies also consider company reputation to be a
determinant of ED and one of the main purposes of corporate disclosure. Table 6-11
shows that the median of local companies’ answers for this element is 3.875 (agree),
although an inter-quartile score of 2.75 indicates inconsistency. Table 6-9 also indicates
that although local companies on the whole agree with the proposition, there is
significant variance in their responses to the statements that ED helps companies to
improve their image and increases transparency. High inter-quartile scores (3) indicate
that some respondents from local companies were in strong agreement, while others
strongly disagreed. The disagreement of some companies is probably due to the fact that,
as public companies, they do not have shareholders or shares traded on the stock market,
and their reputation does not have much effect on their performance or Balance Sheet
value. They are less concerned with improving their reputation and transparency than the

foreign companies.

Table 6-9 shows that all items related to company reputation yielded high median scores
for both local and foreign companies and that there were no significant differences
between their responses. Respondents from the foreign companies tended to agree more
strongly with the importance of company reputation than did those from the local
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companies, but as Table 6-11 shows, the level of agreement between foreign and local
companies is significant at the level (Z- statistic = -1.757, p-value = 0.79); the calculated Z
value is between -1.96 and +1.96 and the p-value is larger than 0.05. In other words,
there is no significant difference between the two groups of companies in terms of their
opinions about company reputation; both see it as a motive that encourages them to

disclose environmental information.

The findings from the interviews confirm this result; when asked why companies should
disclose social and environmental information, interviewees argued that, among other
things, ED helps companies improve their reputation and foster goodwill with the public.
This is especially the case among foreign companies, who face local perceptions that they
have come to steal the host country’s wealth. A number of participants pointed out that
CSR and ED can have a double return. As much as it is for the benefit of the community, it

is also of extreme advantage to the company. D1 made the following comment:

Yes, companies receive several advantages by carrying out their CSR and ED.
CSR and ED result in positive effects that will accrue various benefits for
companies in the short term as well as in the long term. For example, increased
volume of activity, increased investment, building and enhancing a positive
public image for the company, the achievement of some competitive benefits
and protection from certain legal risks. These advantages may be seen as
reasons that make companies disclose social environmental information.

In this connection, F2 demonstrated a good understanding of the benefits of CSR and ED

when he said:

CSR and ED are important for increasing the company's transparency, raising
the value of the company’s shares and protection of companies from certain
legal risks. In addition, they help companies to improve their image and
reputation before the public. However, if they are to receive the maximum
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benefit from CSR and ED, there should be legislation, standards and accounting
rules to guide companies in how to do it.

As in the questionnaire, interviewees representing foreign companies tended to agree
more strongly with the propositions addressing reputation than did those from local

companies.

These results are completely consistent with many empirical studies which suggest that
the most important reason for companies to disclose their environmental information is
to improve their image and reputation before the public. A number of authors argue that
there is a positive correlation between firm reputation and the level of CSRD and ED. For
example, Bayoud et al. (2012) confirm that a high level of CSRD is strongly associated with
company reputation. Deegan and Rankin (1996) investigated the environmental reporting
practices of a sample of 20 Australian companies during the period 1990-1993. The
findings indicated that Australian companies will only provide environmental information
which improves their corporate reputation. Melo and Garrido-Morgado (2012) examined
the relationship between corporate reputation and CSR in a sample of 320 American
companies from 2003 to 2007; their results also indicate that there is a positive
association between CSR and corporate reputation, leading them to conclude that CSR

has a significant impact on corporate reputation.

Other authors argue that reputation has a significant influence on company longevity and
that this is why companies seek to enhance their reputation and image with the public

(Adams, 2008; Aerts and Cormier, 2009; Arevalo and Aravind, 2011; King and Whetten,
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2008). Villiers and Staden (2011) reveal that firms with a bad long-term environmental
reputation will disclose more environmental information in their annual reports than
other firms, in an attempt to correct the reputational damage. Other studies have shown
that campaigns run to publicise a company’s good deeds can have a considerable, positive
influence on public opinion, enhancing people’s perceptions of the company’s image,

reputation and credibility (Pfau et al., 2008).

Meeting the expectations of society

The purpose of this section is to examine whether the respondents perceived a
relationship between the need to meet societal expectations and the disclosure of
environmental information. Table 6-12 suggests that local and foreign companies differ
widely on this issue. Respondents from foreign companies agreed strongly that one main
purpose of corporate disclosure is to meet the expectations of society. They ranked this
highly as a motive, giving it a median score of 4.25 and a very small inter-quartile score of
0.05. This means that there is strong agreement and consistency among the foreign

companies on this element.

Table 6-12 Medians and Inter-quartile Ranges for Respondents’ Answers on Whether Meeting the
Expectations of Society Motivates Companies to Disclose Environmental Information.

Foreign Local Mann-Whitney
Inter-quartile Inter-quartile z p-value
Median Scale Median range Scale
Range
Expectations of 4.25 0.50 strongly 2.375 1.25 disagree -8.140 <.001
society agree
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On the other hand, the findings indicate that local companies are less enthusiastic; Table
6-12 shows that they attribute less significance to this driver — it has a median score of

2.375 and a low inter-quartile score of 1.25.

It is apparent that there is a significant difference between local and foreign companies in
terms of their views on the importance of this driver. To see whether this difference is
significant or not, the Mann-Whitney test was carried out. The results reveal that there is
a significant difference between local and foreign companies at the level (Z- statistic = -
8.140, p-value = <.001); the calculated Z value is below -1.96 and the p-value is less than
0.05. One can therefore conclude that while the foreign companies consider the need to
meet society’s expectations a genuine motive for disclosing environmental information, it

is not considered as such by local companies.

The result suggests that foreign companies feel they should be seen to consider the rights
of the public at large, not merely those of their investors. The proposition assumes that
society allows organisations to continue operations so long as they generally meet its
expectations. If an organisation does not appear to be operating within the bounds of
what is considered appropriate by society, then society may act to withdraw that
organisation's rights to continue operating (Cho and Patten, 2007; Newson and Deegan,
2002; Tilling and Tilt, 2010). Other empirical studies confirm this result; for instance,
Heard and Bolce (1981) and Laine (2009) argue that corporate leaders recognise the need
to respond to public expectations because failure to do so may threaten a company’s
existence. These studies posit that the expectations of society can be considered an

influential factor in social and environmental disclosure.
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However, the present study also indicates that Libyan companies consider the
expectations of society to have no effect on the level of social and environmental
disclosure, a result that is consistent with those of other Libya-based empirical studies.
For instance, Mashat (2005) claims that in Libya, information is only disclosed to those
parties to whom the business organisation is legally accountable (i.e. central authorities),
not to the general public. He argues that this is due to the fact that most Libyan
companies are either fully or partially state-owned and not traded on a stock exchange;
therefore, maximising market value is not the companies' main objective. Furthermore,
there is a lack of awareness of the importance and benefits of CSRD in Libya and little
demand for this kind of information from pressure groups. In the Libyan context,

information is disclosed on a need-to-know rather than a right-to-know basis.

Similarly, Saleh (2004) argues that, in the absence of the “right to know” and any
conception of stakeholder interests, Libyan companies prepare their annual reports for
the purposes of communicating information to specific parties and groups, not to meet
the expectations of society as a whole. Zubek (2008) agrees that the expectations of
society are an insignificant factor not just in ED, but also in other areas of social
responsibility. In his study, the societal expectations factor scored lowest when it came to
reasons for HR disclosure. According to his respondents, there are two reasons for this:
the public knows little about HR issues, and most organisations are more interested in

emphasising their economic performance.

That the results in the present study are in line with those of the above studies supports

their validity. They provide evidence that whilst meeting the expectations of society is a
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key driver for foreign oil companies operating in Libya, this is not the case for local oil
companies. While local companies are accountable mainly to the state, all foreign
companies are private and they are accountable to stakeholders and society. It is not
surprising then to see foreign companies adhering to the expectations of society, while

local companies pay these expectations less attention.

Legal requirements

The next proposition sought to uncover the companies’ views on the relationship
between legal requirements and ED practice, and whether legal requirements are one of

the main drivers behind environmental disclosure.

It can be seen from Table 6-13 that there is disagreement between local and foreign
companies regarding the influence of legal requirements on ED. The respondents from
foreign companies agreed that legal requirements are a driver encouraging companies to
disclose environmental information. This is indicated by a median score of 3.5, agree, and
a high rate of consistency in their answers, as is evident in the low inter-quartile score of

0.75. This means foreign companies tended to give the same answer for this statement.

Respondents from local companies, in contrast, showed a high propensity to reject the
proposition. This is confirmed by the low median score of 2.25. The consistency in the
answers of local companies is very high; the inter-quartile score of 0.75 means there are

no significant differences between the local companies on this issue.
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Table 6-13 Medians and Inter-quartile Ranges for Respondents’ Answers on Whether Legal Requirements
Motivate Companies to Disclose Environmental Information

Foreign Local Mann-Whitney
X Inter-quartile i Inter-quartile p-value
Median range Scale Median range Scale z
Legal 3.5 0.75 agree 2.25 0.75 disagree -6.089 <.001
requirements

The Mann-Whitney test was used to assess whether the differences between local and
foreign companies in regard to this proposition are significant or not. The results reveal
that there is a significant difference between local and foreign companies at the level (Z-
statistic = -6.089, p-value = <.001); the calculated Z value is below -1.96 and the p-value is

less than 0.05.

Again, the results are matched by the findings from the interviews. When asked what
they thought were the real reasons behind ED, financial managers and accounting
department employees from foreign companies asserted that ED shows the company’s
commitment to environmental laws and that it is a way of responding to pressure from

environmental organisations and pressure groups. In the words of F2:

ED helps the company to satisfy environmental regulations and respond to
pressure from users, organisations interested in environmental performance
and pressure groups as a whole. | believe that there is no good and adequate
ED without pressure from the community, especially in the absence of
environmental regulations and laws that oblige companies to disclose
environmental information in their reports.

On the other hand, a number of respondents from local companies commented on the
lack of legal requirements and accounting standards forcing companies to disclose

environmental information. E2 argued that:
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There are no significant advantages of corporate social responsibility and
environmental disclosure that justify exposing companies to many risks and
bearing unnecessary costs. Especially in light of the absence of legal
legislation, standards and accounting rules that require and oblige companies
to carry out corporate social responsibility and disclose their environmental
information.

The results indicate that, although there are a number of environmental laws in Libya,

) and

local companies are under no real obligation to disclose environmental information ‘1
so do not see adherence to regulatory requirements as a driver of environmental
disclosure. However, the legal requirements are an influential driver of ED practices

among foreign companies. This may not be surprising, given that foreign companies are

obliged by law to disclose environmental information in their origin countries.

This result is consistent with those of other empirical studies. Gray and Bebbington (Gray
and Bebbington, 2001) reveal there is a positive correlation between social and
environmental disclosure and legal requirements. They list the absence of a legal
requirement as one of the contributing factors in non-existent or inadequate
environmental disclosure. Similarly, Belal and Cooper (2011) identified the lack of legal
requirements as one of the main reasons for non-disclosure of social and environmental
information in Bangladesh. Other studies have found that companies that have been
prosecuted are more likely to engage in ED to ensure that they are in compliance with
environmental laws and regulations (Deegan and Rankin, 1996; Liu and Anbumozhi, 2009;

Warsame et al., 2002).

1) For further explanation of Libyan law on ED, see Section 4.7.
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The local companies’ rejection of the idea that legal requirements are a driver of ED is
also consistent with the findings of other empirical studies. Ishwerf (2012) confirms that
there are several important reasons for non-disclosure of environmental information in
Libya, the main one being the absence of a legal requirement; the prevailing managerial
attitude is that companies will only comply if they are legally bound to do so. Similarly,
studies conducted by Saleh (2004) and Zubek (2008) indicate general agreement among
their respective respondents that there are a number of reasons for the low commitment
to disclosure among organisations in Libya, but that the lack of legal obligation is
particularly important in terms of ED and HR. Mashat (2005) echoes this view, claiming
that many obstacles prevent Libyan companies from disseminating social information,
and that the lack of mandatory (i.e. statutory) disclosure requirements is a key barrier.
Others have suggested that the lack of legal requirements has prevented CSR issues from
being properly addressed in the annual reports of Libyan companies and precluded these

organisations from being socially and environmentally transparent (Elmogla, 2009).

Societal pressure

This section discusses the perceptions of the respondents in regard to whether societal
pressure motivates companies to disclose environmental information. It can be seen from
Table 6-14 that the respondents from foreign companies tended to agree more strongly
than those from the local companies that societal pressure influences the amount and
level of ED, though both groups saw it as significant. It was ranked the highest by foreign
companies, as confirmed by the median score of 3.75. There was a high level of

consistency among the foreign companies with regard to this statement: Table 6-14

196



shows an inter-quartile score of 0.50. In other words, foreign companies tended to give
the same answer for this statement. Societal pressure was given almost as much
emphasis by local companies; it achieved a median score of 3.625 and an inter-quartile

score of 1.

Table 6-14 Medians and Inter-quartile Ranges for Respondents’ Answers on Whether Societal Pressure
Motivates Companies to Disclose Environmental Information

Foreign Local Mann-Whitney
i Inter-quartile i Inter-quartile Z p-
Median range Scale Median range Scale el
Societal 3.75 0.50 agree 3.625 1 agree -1.575 0.115
pressure

The Mann-Whitney test revealed that there is no significant difference between local and
foreign companies in terms of their perceptions of the role played by societal pressure in
motivating corporate disclosure, at the level (Z- statistic = -1.575, p-value = 0.115). The
calculated Z value is between -1.96 and +1.96 and the p-value is larger than 0.05. The
results support the contention that there is a positive significant relationship between
societal pressure and the level of ED. This may not be surprising if we look at the activities

of environmental organisations and other pressure groups.

These results are also consistent with the interview findings; many interviewees believed

that undertaking ED is proof of a company’s commitment to respond to outside pressure.

According to F2:

ED helps the company to satisfy environmental requlations and respond to
pressure from users, organisations interested in environmental performance
and pressure groups as a whole. | believe that there is no good and adequate
ED without pressure from the community, especially in the absence of
environmental regulations and laws that oblige companies to disclose
environmental information in their reports.
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Al observed that:

The concern with ED in oil and gas companies in Libya increased after the
establishment of many foreign companies in 2005. Many local companies are
trying to follow or to catch up with foreign companies regarding disclosure of
their environmental information in their annual reports or in other reports. In
my opinion, it has become fashionable and meets new environmental
regulations to disclose some environmental information. | am sure that
companies will get some benefits from ED — at least it will put local companies
in the right way to compete with foreign companies, although the current
disclosure is not enough and not available to the general public.
This observation suggests that it is not just societal pressure that is influencing local
companies to engage in ED; competition is also playing a key role. This finding illustrates
one advantage of having companies of various nationalities competing in the same

market; in this instance, it is driving domestic companies to raise their standards to

international levels.

The above findings are consistent with those of studies by (Cormier et al., 2005; Laine,
2009; Staden, 2009), who claim that companies disclose social and environmental
information to respond to social and institutional pressures and to maintain a legitimate
position in society. Deegan (2002) and Deegan et al. (2002) assert that managers release
positive social and environmental information in response to media attention. They argue
that one of the main motives for disclosing environmental information might be the
company’s desire to maintain its legitimacy in society. Other authors have identified
pressure from stakeholders as a motivation for CSR, alongside the desire to enhance
profits and reputation. Stakeholder pressure has been shown to be the most important

motivation in Indian firms (Arevalo and Aravind, 2011).
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Other studies show that companies disclose social and environmental information in
response to pressure from environmental organisations and other pressure groups
(Ahmad and Sulaiman, 2004; Babiak and Trendafilova, 2011; Belal and Owen, 2007;
Deegan and Rankin, 1997; Solomon and Lewis, 2002; Wilmshurst and Frost, 2000). Tilt
(1994) investigated the role of pressure groups, showing that they have a definite impact
on corporate social disclosure, while Zhang et al. (2008) claim that members of the supply
chain, customers and communities all play positive roles in engaging firms to improve

environmental management performance and disclosure.

Economic factors

This section seeks to investigate the impact of economic factors on the level and amount
of ED in the sample companies. Table 6-15 shows that the majority of foreign respondents
seemed to think that economic factors are an influential element. It received a median
score of 4 from foreign companies, with an inter-quartile score of 0.5. In contrast, local
companies tended not to see economic factors as a key motivator; they gave this element
a median score of 2.75 and a low inter-quartile score of 0.75. The view among
respondents from foreign companies that economic factors are a motive for disclosing
environmental information is not surprising; it is consistent with the belief that ED brings
short- and long-term benefits such as increased volume of activity, expansion in
investment and competitive advantage, which can increase share value (investors prefer
to invest in companies that disclose and show an interest in environmental performance).
The fact that the local companies downplayed the significance of economic factors may

be ascribed to their being public corporations without shareholders or a presence on the
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stock market. Thus, these companies are not motivated to disclose environmental

information by the need to maximise their economic returns.

Table 6-15 Medians and Inter-quartile Ranges for Respondents’ Answers on Whether Economic Factors
Motivate Companies to Disclose Environmental Information

Foreign Local Mann-Whitney
i Inter-quartile i Inter-quartile Z p-
Median range Scale Median range Scale vElE
Economic 4 0.5 agree 2.75 .75 agree -7.709 <.001
factors

A Mann-Whitney test was carried out to understand whether the difference between
local and foreign companies on this proposition is significant. Table 6-15 shows that the
level of agreement between foreign and local companies is insignificant at the level (Z-
statistic = -7.709, p-value = <.001); the calculated Z value is below -1.96 and the p-value is
less than 0.05. This means there is a significant difference in the views of local and foreign
companies: while the foreign companies see economic factors as having a significant

impact on the level and volume of ED, this is not the case for the local firms.

Once more, the findings from the interviews support these results. When the financial
managers and accounting department employees were asked what they saw as being the
real reasons behind ED, interviewees from the foreign companies suggested that
economic factors are indeed a motive encouraging these companies to disclose

environmental information.

According to G2:

The main reason for disclosure of environmental information is to increase
revenues, because the value of their shares in the capital market tends to be
higher with ED. So by carrying out ED, the company builds a sense of confidence
among its clientele, which helps to increase the number of investors.
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Similarly, F2 commented that CSR and ED benefit companies by “raising the value of the
company’s shares”. In contrast, a number of respondents from local companies strongly
rejected the idea that economic factors drive companies to disclose environmental
information. E2 did not see CSR and ED as offering any significant economic advantages
compared with their cost, arguing rather that they may lead to increased costs and
reduced profits. In his view, social responsibility and ED are a waste of resources which

could be used elsewhere. He made the following comment:

There are no significant economic advantages of CSR and ED that justify
exposing companies to many risks and bearing unnecessary costs. Especially in
light of the absence of legislation, standards and accounting rules requiring
companies to carry out CSR and disclose their environmental information. In
my opinion, CSR and ED are a waste of time, effort and money. They have no
real economic benefit for companies compared with their cost.

Although some interviewees believed that the costs of CSR and ED may outweigh their
benefits, many others were aware of their importance. This result is consistent with the
findings of previous empirical studies which have investigated the effect of economic
factors on CSR in general and ED in particular, in that they too have yielded mixed results.
Many have argued that there is a positive correlation between social and environmental
disclosure and economic factors (Cormier and Magnan, 2003). Arevalo and Aravind (2011)
assert that firms practise CSR in the hope of achieving profitability and that corporate
social and environmental disclosure is directly impacted by the level of profitability of the
firm. Other studies have concluded that a strong relationship exists between economic
factors and corporate social performance (Ahmad et al., 2003; Hossain et al., 2006;

Stanwick and Stanwick, 1998).
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On the other hand, other empirical studies, like the local companies here, have disputed
the significance of economic factors. In order to understand the ED mechanism from the
corporate perspective, Liu and Anbumozh (2009) identified the determinant factors
affecting the disclosure level of corporate environmental information in Chinese listed
companies. They found that, in Chinese companies, economic performance is not
significantly related to ED; in other words, economic factors are not drivers of
environmental disclosure. Similarly, when Esa and Ghazali (2010) examined the
association between profitability and the extent of CSRD in Malaysia, their analysis failed
to find any relationship, leading them to discount profitability as a significant variable
affecting CSRD. Rao et al. (2012), in their investigation of the relationship between
environmental reporting and corporate governance attributes of companies in Australia,
found no significant positive relationship between profitability and corporate social and
environmental disclosure. Other authors coming to the same conclusion include (Cowen

et al., 1987; Ditlev-Simonsen and Midttun, 2011; Hackston and Milne, 1996).

At first glance, CSR and ED may appear to have only a negative impact on the economic
performance of companies, since they can lead to increased production costs and
reduced profits in the short term. However, the author believes that a careful and a
comprehensive view of corporate environmental performance and disclosure will show

the opposite to be true W,

1) For more information about the importance of ED, see Section 3.4.
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The analysis of the data shows that the findings from this study of local and foreign oil
companies operating in Libya are consistent with those of previous studies in some
respects but not in others. However, it is also the intention of this research to explore the
barriers that might stop these companies from disclosing environmental information

(Research Question 4 — see Section 1.3). This will be the topic of the next section.

6.4.5 Obstacles that Might Prevent Companies from Disclosing Environmental

Information

A number of key statements were formulated on the basis of the findings from the literature
review. These statements were included in the questionnaire in order to help precisely
identify the main actual reasons that inhibit environmental disclosure, in the view of local and
foreign oil and gas companies in Libya (see Table 6-16). The responses can be divided into
two groups. The first are statements that were accepted by both local and foreign
companies, while the second were accepted by local companies but rejected by foreign

companies (see Table 6-17).
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Table 6-16 Medians and Inter-quartile Ranges for Respondents’ Answers on Reasons that Could Prevent
Companies from Disclosing Environmental Information

Foreign Local P
Inter- Inter- value
N Propositions Median | quartile Scale Median quartile Scale
range range

1 The difficulty of estimating the value of 4 4 agree 4 2 agree 0.201
environmental activities.

2 Corporate administration may not be fully aware 2 2 disagree 3.5 3 agree 0.085
of its environmental responsibilities towards
society as a whole.

3 The goals of the organisation are focused towards 2 1 strongly 5 1 strongly 0.025
economic performance rather than environmental agree agree
and social performance.

4 There seems to be no demand by the users for this 2 1 disagree 4 3 agree <.001
type of data; thus, no attention is paid to this
information.

5 The company may believe that this information is 2 3 disagree 4 1 agree 0.013
confidential and may not be disclosed.

6 There is no legal requirement detailing a legal 2 3 disagree 5 1 strongly <.001
obligation to disclose environmental information. agree

7 Costs of providing this type of environmental 2 2 disagree 3.5 4 agree 0.005
information may far exceed the desired outcomes.

8 There seems to be a lack of environmental 5 1 strongly 4.5 1 strongly 0.647
standards that may help companies to disclose agree agree
environmental information.

9 Non-disclosure of corporate environmental 4 0 agree 4 1 agree 0.686
activities may still not impact on companies’ ability
to acquire new contracts for oil exploration in
Libya.

10 Non-disclosure of corporate environmental 2 3 agree 4 2 disagree 0.003
activities may still not impact on the company's
ability to market its products and compete with
similar rival companies.

11 Non-disclosure of corporate environmental 2 1 disagree 3.5 3 agree 0.001
activities may still not have any effect on the
evaluation of the extent to which management in
the company has been successful in the
performance of its different functions.

12 | The state offers no incentives for companies to 5 1 strongly 5 1 strongly 0.769
disclose their environmental performance. agree agree
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Group one: propositions accepted by local and foreign companies

It can be seen from Table 6-16 that respondents from both foreign and local companies
agreed or strongly agreed that certain of the elements are major obstacles that might
prevent companies from disclosing environmental information. The medians of the
answers for these elements range between 4 and 5, agree and strongly agree. The inter-
quartile scores range between 0 and 2 for the majority of the elements, which indicates
consistency in the answers of companies. When the Mann-Whitney test was applied, it
yielded p-values for the agreed and strongly agreed elements ranging between 0.201 and
0.769 — greater than the 5% level of significance. This means there is no significant
difference between the local and foreign companies in terms of their attitude towards

these propositions.

However, there is significant variance in the answers of foreign companies for the
statement regarding the difficulty of estimating the value of environmental activities (No.
1). This is evident in a high inter-quartile score of 4 (see Table 6-16). This indicates that
some respondents from foreign companies strongly agreed, while others strongly
disagreed that this is a barrier to ED. Those who disagreed may feel that, given the
numerous environmental standards that exist to help companies assess the value of their

environmental activities, this process should not be difficult.
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Table 6-17 Propositions Accepted by Local and Foreign Companies

Propositions accepted by local and foreign companies

Propositions accepted by local

rejected by foreign companies

companies and

The difficulty of estimating the value of environmental
activities.

Corporate administration may not be fully aware of its
environmental responsibilities towards society as a whole.

There seems to be a lack of environmental standards that
may help companies to disclose environmental information.

The goals of the organisation are focused towards economic
performance rather than environmental and social
performance.

Non-disclosure of corporate environmental activities may still
not impact on companies’ ability to acquire new contracts for
oil exploration in Libya.

There seems to be no demand by the users for this type of
data; thus, no attention is paid to this information.

The state offers no incentives for companies to disclose their
environmental performance.

The company may believe that this information is

confidential and may not be disclosed.

There is no legal requirement detailing a legal obligation to
disclose environmental information.

Costs of providing this type of environmental information
may far exceed the desired outcomes.

Non-disclosure of corporate environmental activities may still
not impact on the company's ability to market its products
and compete with similar rival companies.

Non-disclosure of corporate environmental activities may still
not have any effect on the evaluation of the extent to which
management in the company has been successful in the
performance of its different functions.

activities.
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According to Table 6-17, foreign and local companies alike feel that the main reasons for
companies failing to disclose environmental information are the lack of incentives from
the state and the absence of environmental standards to help them. This lack of guidance

makes it more difficult for companies to estimate the value of their environmental

The majority of interviewees also cited the absence of environmental regulations and ED
standards as a major obstacle. Companies that may want to disclose environmental

information are hindered by this lack of guidance. Regulations and standards would help




companies to solve problems such as the overlap between industrial costs and
environmental costs which makes estimating environmental costs problematic.

H2 pointed out that:

The absence in practice of binding environmental laws and standards is the
main reason that prevents companies from disclosing environmental
information. Also, there are no financial or moral incentives for companies that
disclose environmental information, such as tax incentives.

A number of interviewees commented that companies have no real legal obligation to
disclose environmental information, and that there are no financial or moral incentives to
encourage ED such as tax incentives or priority in terms of new contracts for oil
exploration in the future. The lack of both serious penalties and rewards, on top of the
other obstacles, make companies indifferent to ED. These results echo the findings from

the questionnaire survey.

The results from the questionnaire and the interviews are consistent with those of
previous empirical studies. Solomon and Lewis (2002) explain that incentives encourage
ED, while Belal and Cooper (2011), in their investigation of corporate reluctance to
disclose social and environmental information in Bangladesh, conclude that the lack of a
legal requirement is one of the main reasons for non-disclosure. Saleh (2004) argues that
the most common reason for the low level of ED among Libyan companies is the absence
of standards from professional bodies such as the Libyan Accountants and Auditors
Association and the Institute of Public Control (IPC). Ahmada et al. (2003) also cite the

absence of CSR reporting standards, pointing out that companies are nevertheless aware
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that society wants this information. Similarly, Wang et al. (2004) reveal that inadequate
guidance on environmental disclosure is a major reason for the weakness of ED in China.
As in these studies, the results here indicate that there are a number of perceived

obstacles to corporate social and environmental disclosure.

Group two: propositions accepted by local companies and rejected by foreign

companies

It can be noted from Table 6-16 that local and foreign oil and gas companies operating in
Libya differ in their views on eight of the proposed elements. The medians of the answers
of respondents from local companies range between 3.5 and 5 (agree and strongly agree)
for these elements, although the range of inter-quartile scores (between 1 and 4)
indicates that there is significant variance among these companies on some of the
elements, such as the suggestion that the costs of disclosing environmental information
may far exceed the desired outcomes (at 4, this is the highest inter-quartile score). In
other words, while some local companies agreed strongly with this element, others

strongly disagreed.

In contrast, these same elements were rejected by foreign companies. Table 6-16 shows
that the medians of the answers to these rejected statements were all 2, disagree.
However, inter-quartile scores of between 1 and 3 indicate a low level of consistency
among foreign companies for some statements, suggesting that they did not all share

exactly the same perceptions.

The Mann-Whitney test was conducted to assess whether the differences between the

local companies and foreign companies are significant. The p-values for all but one of the
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controversial elements fall between <.001 and 0.025, which is less than the 5% level of
significance. The exception is the element relating to corporate administrators’ awareness
of their environmental responsibilities to society, which has a high p-value of 0.085. This
is mostly due to the higher inter-quartile score of this element (3). This means that while
some local companies strongly agreed with this proposition, others strongly disagreed (in
other words, some local companies thought the same way as the foreign companies on
this one). The Mann-Whitney test confirms that there are significant differences between
local and foreign companies in terms of what they perceive to be the main obstacles
hindering environmental disclosure, with several of the elements that are accepted by
local companies being rejected by foreign companies. However, it should be noted that

within both groups, there is internal inconsistency on some elements.

When the interviewees were asked what they thought were the main obstacles
preventing companies from disclosing environmental information, D1 cited several

possible barriers:

I think the main reason for ED is to seek to enhance companies’ image and
reputation in the eyes of stockholders and new investors. Local oil and gas
companies in Libya are public companies and they do not have shareholders or
shares in their stock being traded on the market. Thus, they are not too
concerned to improve their image and reputation. In addition, there seems to
be no demand by the users of financial statements for environmental
information and no attention is paid to such information. Thus, local companies
are incurious about ED, especially as it is still voluntary rather than mandatory.
Moreover, many companies may believe that the cost of disclosing
environmental information outweighs its benefits; therefore some companies
are unenthusiastic about disclosing environmental information.

Many of the interviewees echoed the view that, as local companies are public entities,

this type of information is not required by either the users of financial statements or
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society as a whole. Consequently, local companies pay no attention to it. The belief was
also expressed that the costs of providing this type of information may far exceed the

desired outcomes.

Many local and international empirical studies have produced findings which seem to
support the views expressed here by the local respondents. When Ishwerf (2012)
analysed the views of stakeholders on the lack of ED in Libya, he found that the general
perception was that the main reason ED is not widespread in the country is the lack of
either formal or informal regulation requiring it. A second reason is the public’s lack of
awareness of the importance of environmental information. This seems a reasonable
explanation, particularly in the context of a developing country. He also cites lack of staff,
administrative difficulties, poor economic performance and the secrecy of environmental
information as other possible obstacles. Ishwerf found that Libyan managers generally
regard environmental information as sensitive and confidential and that they see no
competitive advantage to be gained from disclosure. He argues that companies need to
see the tangible benefits that might come from disclosure, and that this is more likely to

happen in a free market.

According to Saleh (2004), the real obstacles that prevent companies from disclosing
environmental information are (a) the company lacks the relevant expertise,
qualifications and training; and (b) the absence of regulation and guidelines. Arevalo and
Aravind (2011) ascribe the non-existence of CSR to lack of resources, the complexity and
difficulty of implementing CSR, and finally, lack of management support at both top and

middle levels. Mashat (2005) and Elmogla (2009) claim that possible reasons for the
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absence of social and environmental information from Libyan annual reports are the lack
of mandatory disclosure requirements, the weakness of the accounting profession in
Libya, a lack of awareness of the importance and perceived benefits of social and
environmental information, and the lack of demand or pressure to disclose this kind of
information. Therefore, The results of the present study support the findings of many
authors that a key reason for the absence of social and environmental information is the

lack of regulatory requirements (Belal and Cooper, 2011; Mitchell and Hill, 2009).

To sum up, the results reveal that certain factors are perceived as obstacles to ED by local
companies but not by foreign companies. The differences in perception may be ascribed
to the differences in economic, social, political and cultural background — particularly
between companies originating in developed and developing countries. This analysis
contributes to the accounting literature by giving a clearer picture of those obstacles that
prevent companies in developing countries (particularly Libya) from disclosing

environmental information.

6.4.6 Control over Environmental Disclosure (ED)

As concern for the environment and the disclosure of social and environmental
information has grown, a number of laws have been enacted in Libya in recent years to
preserve the environment and prevent pollution in its various forms W, However, in
practice, there is still no total effective obligation upon companies operating in Libya to

disclose environmental information. The aim of this section is to ascertain how, in the

1) For further explanation of Libyan law on ED, see Section 4.7.
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views of local and foreign companies operating in the Libyan gas and oil sector, these laws
are being applied in practice, and whether local and foreign companies differ in their
perceptions of this issue. To this end, a number of propositions were included in the

guestionnaire regarding the Libyan Government’s control over ED.

From Table 6-18 it can be inferred that the vast majority of the respondents agreed that
there is no effective control over ED in oil companies in Libya. They disagreed with most
of the statements; the medians for these answers (from both local and foreign
companies) range between 1.5 and 2, disagree and strongly disagree, which leads us to
conclude that control of ED is likely to be very weak. Inter-quartile scores range between
1 and 2, indicating that there is no significant variance or inconsistency in the answers of
either local or foreign companies. In contrast, respondents from local and foreign
companies tended to agree with elements No. 4 and 6 regarding the positive influence of
internal auditing departments and pressure groups in obliging companies to engage in ED.
It should be noted, however, that respondents from foreign companies tended to be in

stronger agreement than those from local companies.

The higher medians for statements No. 4 and 6 (between 3.5 and 4) may lead us to
conclude that these elements have a strong controlling effect on ED. An inter-quartile
range of 1 to 2 indicates that the answers given by the foreign companies for these
statements are broadly consistent; among the local companies, however, an inter-
quartile range of 3 to 4 indicates significant variance and inconsistency. In other words,
some of the respondents from local companies doubted that internal auditing

departments and pressure groups influence companies to undertake ED.
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The Mann-Whitney test was employed to identify whether the differences between
respondents are significant. The p-values for all elements lie between 0.087 and 0.739,
greater than the 5% level of significance, with the exception of the element relating to the
control of the internal auditing department. This has a p-value of less than 0.05 (0.016).
Thus, there is no significant difference between the views and opinions of local and
foreign companies for all but one of the elements. The difference here may be ascribed to
the high inter-quartile score (4) that was generated by the local companies, whose views
on this element varied considerably — a number of the local companies were sceptical
about the influence of internal auditing departments on ED. So, some local companies

thought the same way as the foreign companies on this one.

From the analysis one can therefore conclude that, in the view of the respondents, the
controls listed in elements No. 1, 2, 3 and 5 are ineffective in obliging companies to
disclose environmental information. In contrast, the respondents from both foreign and
local companies supported the suggestion that the controls listed in elements No. 4 and 6
are effective, although more emphasis was given by foreign companies to these
elements. The findings confirm that in Libya, as in many other countries of the world, ED

is not in practice a mandatory requirement.
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Table 6-18 Medians and Inter-quartile Ranges for Respondents’ Answers on Controls for Environmental
Disclosure (ED)

Foreign Local P
Inter- Inter- value
N Propositions Median | quartile Scale Median quartile Scale
range range
1 There are legal requirements obliging companies 2 1 disagree 2 1 disagree 0.739
to disclose their environmental activities.
2 The National Oil Corporation controls and follows 2 2 disagree 2 2 disagree 0.162
up environmental disclosure among oil companies
operating in Libya.
3 The Institute of Financial Auditing is an external 2 1 disagree 2 1 disagree 0.087
auditor that controls and follows up environmental
disclosure among oil companies operating in Libya.
4 Internal auditing departments control and follow 4 1 agree 3.5 4 agree 0.016
up environmental disclosure among oil companies
operating in Libya.
5 The Libyan Association of Accountants and 2 1 disagree 15 1 disagree 0.617
Auditors controls and follows up environmental
disclosure among oil companies operating in Libya.
6 Pressure groups, including organisations interested 4 2 disagree 3.5 3 agree 0.584
in the protection of the environment, control and
follow up environmental disclosure among oil
companies operating in Libya.

The Libyan Government’s failure to enforce controls and oblige companies to disclose
their environmental information is the main reason for the low level of ED in the country,
since companies do not disclose this information unless they are forced to. Haniffa and
Cooke (2002, p.327) assert that: “Corporations in general are unlikely to provide high-
quality information if the demand function does not exist or if laws and regulations
governing information provision are not enforced”, but Saleh (2004) reports being told by
one corporate legal advisor that there are still few controls over what information is
disclosed in reports in Libya. On the other hand, internal auditing departments and

pressure groups are having an influence in respect of ED among oil companies. This result
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supports the earlier finding that one reason companies disclose environmental

information is in response to pressure groups.

6.4.7 Obliging Companies to Disclose Environmental Information

It is important that companies responsible for polluting the environment acknowledge
their responsibility, abide by agreed standards of environmental protection and bear the
true cost of the environmental damage they cause. To ensure this happens, there must be
internal and external controls on companies’ social and environmental performance. A
study by Wilmshurst and Frost (2000), conducted on some of the largest firms listed on
the Australian stock market, found that controlling a company’s social performance is one

of the major factors behind companies meeting their social obligations.

The aim of this section is to consider ways in which companies might be obliged to
disclose environmental information. Referring to several similar studies (Arevalo and
Aravind, 2011; Zhang et al., 2008), four propositions were formulated and included in the
guestionnaire to identify the attitudes of respondents from local and foreign oil

companies (see Table 6-19).

The participants saw nearly all of the proposed measures as effective ways of obliging
companies to disclose their environmental performance. This is clear from the high
median scores which range from 4 to 5 for three out of the four elements, and low inter-
quartile scores of 1. This indicates that there is no significant variance or inconsistency in

the answers of both local and foreign companies about these proposed methods.
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However, Table 6-19 also indicates that the participants from foreign companies were
less inclined to agree that their contract with the NOC should include a clause obliging
them to disclose environmental information. The median score for respondents from
foreign companies is 2 for element No. 4. Although this element has a low median score,
the inter-quartile is 3, which indicates the existence of significant variance or
inconsistency in the answers of foreign companies about this proposal. While some
foreign companies strongly disagreed, a number of respondents strongly agreed; in other
words, some foreign companies thought the same way as the local companies on this

one.

Table 6-19 Medians and Inter-quartile Ranges for Respondents’ Answers on Measures to Oblige
Companies to Disclose Environmental information

Foreign Local
P value
Inter- Inter-
N Propositions Median | quartile Scale Median quartile Scale
range range
1 | By enforcing laws that oblige companies to disclose 5 1 strongly 4.5 1 strongly 0.296
their environmental performance. agree agree
2 | Through internal corporate laws and regulations. 5 1 strongly 5 1 strongly 0.658
agree agree
3 | By introducing tough sanctions and heavy fines on 4 1 agree 4 1 agree 0.813
violating companies.
4 | The contracts between the National Oil Corporation 2 3 disagree 3.5 3 agree 0.019
and oil companies should include a clause obliging
them to disclose environmental information.

In contrast, the respondents from local companies expressed overall agreement with the
suggestion that contracts between the NOC and oil companies should include a clause
requiring the disclosure of environmental information. This is clear from the high median

score, which is 3.5 for this element; however, the inter-quartile score is 3, indicating
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significant variance or inconsistency in the answers of local companies. In other words,
some respondents from local companies also disliked this idea. The Mann-Whitney test
produced p-values between 0.296 and 0.813 for the first three elements (greater than the
5% level of significance). Thus, there are no significant differences between local and
foreign companies in terms of their views on these three propositions. The fourth
element yielded a p-value of less than 0.05, indicating a statistically significant difference
between the local and foreign companies; whereas local companies saw this as a viable
way to force companies to disclose environmental information, the foreign companies did

not.

To sum up, the respondents agreed that three out of the four proposed measures would
be effective in obliging companies to disclose environmental information (see Table 6-19).
There was only one element whose potential usefulness was disputed—by the
respondents from foreign companies. This was the idea that contracts between the NOC
and oil companies should include a clause compelling companies to disclose their

environmental performance.

6.5 Summary

The aim of the present analysis is to discover what local and foreign oil and gas
companies operating in Libya perceive as being the elements that either encourage or
prevent companies from disclosing environmental information. It also investigates the
potential effectiveness of a number of measures for controlling ED, from the viewpoint of
the participants. The propositions formulated for inclusion in the questionnaire took into

account the findings of previous studies and were intended to help precisely identify
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some of the issues surrounding ED. The findings from the interviews were used to clarify
any confusion arising from the questionnaire results and to provide additional
explanation on some points. Accordingly, the interview results are referenced throughout

this chapter.

The questionnaire and the interviews revealed that financial managers and accounting
department employees in local and foreign oil and gas companies operating in Libya are
aware of and understand CSR and ED. There was general agreement among the
respondents (nearly 98%) that all their companies incorporate some degree of ED into
their annual reports. This is more likely to be good and neutral information than bad
information. It is interesting to note that the participants seemed to accept the need for
wider disclosure in terms of social and environmental information, and thought that
companies in Libya should take account of social and environmental issues. They agreed
that many of the propositions they were asked to consider are indeed motives that
encourage companies to disclose environmental information, although they rejected

other elements (see Table 6-10).

In line with previous studies, and to capture the essential nature of these motivations,
they were divided into several categories: reputation, legal requirements, meeting the
expectations of society, societal pressure and economic factors. The results indicate that
the foreign companies consider reputation, societal expectations, legal requirements,
societal pressure and economic factors to be motives that encourage them to disclose
environmental information. On the other hand, the local companies acknowledged only

reputation and societal expectations as significant drivers of ED.
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The evidence also suggests that there are a number of elements which are consistently
seen by local companies as obstacles to environmental disclosure, but which are not seen

as such by foreign companies (see Table 6-17).

It was apparent that although some environmental rules and regulations do exist, they
are not applied fully and state control over ED is still weak. The respondents supported
almost all of the measures that were proposed to oblige companies to disclose their

environmental information (see Table 6-19).

Overall, the interview results are consistent with the findings yielded by the questionnaire
survey. The interview method can be said to have increased the trustworthiness of the
guestionnaire results and confirmed their validity. The interviews also produced a new
reason why companies disclose environmental information, when one interviewee
pointed out that local oil and gas companies in Libya became more concerned with ED
when foreign companies entered the country in 2005. Since then, these local companies
have attempted to catch up with their foreign competitors by disclosing environmental
information in their annual reports or in other reports. Although the questionnaire results
indicate that local companies do not consider competition to be a significant factor in ED,
it seems that competition has begun to play a key role in determining the level and type
of ED practised in both local and foreign companies in Libya. The finding highlights how
the presence of international companies in the domestic market can foster competition
which stimulates development in local companies. The data collected via the third

collection method — content analysis — is discussed in the next chapter.
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Chapter Seven: Analysis and Discussion of
Content Analysis

7.1 Introduction

This chapter reports on the findings of the content analysis. It is divided into two parts;
the first part describes the type of ED practised by companies operating in the oil and gas
sector in Libya, while the second part illustrates the association between a number of

company attributes such as nationality, size, privatisation and age, and the level of ED.

As mentioned in the methodology chapter, the content analysis yielded non-parametric
statistical data, so descriptive statistics were used to identify whether ED exists in the
companies and whether there are differences between pairs of variables (local and
foreign companies; large and small companies; large and medium companies; medium
and small companies; public and private companies and old and new companies) in terms
of their ED practice. The Mann-Whitney test was used to test whether these differences
are statistically significant. If the p-value is less than 0.05 we can say that the differences
are statistically significant. The Kruskal-Wallis test was also used to identify whether
differences between three variables (small, medium and large companies) for each year

are statistically significant.

Collecting annual reports was challenging for a number of reasons. A number of the
companies did not keep reports for every year, especially before 2002, or if they did, the
reports were often incomplete, making them unsuitable for analysis. Some companies
refused to give any information to students; the researcher was told that annual reports

are confidential and not available to the general public (see Section 5.7.2). A total of 126
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annual reports were ultimately collected from 24 local and foreign companies operating
in the oil and gas industry in Libya. The reports cover an eight year period between 2002
and 2009. Complete sets of annual reports were available for 2008 and 2009 (two years),
but a number of annual reports were missing for the period 2002 to 2007, since many of
the companies, especially the foreign companies, were not established until 2005, and

some companies, especially ( see Table 5-5).

7.2 The Type of Environmental Disclosure (ED)

As mentioned in the methodology chapter, ED comes in several forms: bad news, neutral
news and good news (Gray et al., 1995a; Gray and Lavers, 1995b; Guthrie and Parker, 1990;
Hackston and Milne, 1996; Saleh, 2004). This section analyses ED practice according to the
type of disclosure. Descriptive statistics were used to identify the type of environmental
information being disclosed in these companies’ annual reports; the results are presented in
Table 7-1. The table illustrates the descriptive statistics for three categories: good, neutral
and bad ED, allowing comparison between local and foreign companies. The overall mean
of total words being disclosed by local companies is 28.28 for bad news, 29.21 for neutral
news and 49.62 for good news, while the overall mean of total words being disclosed by
foreign companies is 38.62 for bad news, 68.84 for neutral news and 108.32 for good
news. The table shows that in local and foreign companies alike, nearly half of the

information disclosed was good news.

However, there is a clear difference between local and foreign companies when it comes
to the disclosure of neutral and bad news, with neutral news accounting for nearly 32% of

total disclosures among foreign companies and just over 27% for local companies. In
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contrast, the percentage of bad news is high in local companies compared to foreign

companies: 26% compared to just under 18%. This means that bad news is more likely to

be disclosed in local companies than in foreign companies.

Table 7-1 Descriptive Statistics for the Type of Environmental Disclosure (ED) by Local and Foreign
Companies W

Company | Kind of disclosure Years overall %
2002 | 2003 | 2004 | 2005 | 2006 | 2007 2008 2009 mean
Number of 3 5 7 6 9 8 10 10 58
reports
Mean of bad 2 2.2 5.57 | 13.83 | 24.56 | 37.25 44.6 53.6 28.28 26.4
Local news
Mean of neutral 0 1.8 343 | 16.17 | 25.78 | 42.38 42.1 57.2 29.21 | 27.27
news
Mean of good 13.67 13 18.43 | 30.83 | 48.67 64 69.9 80.9 49.62 | 46.33
news
Total 157 | 17 | 274 | 608 | 99 | 143.7 | 156.6 | 1917 | 107.10 | 100
Number of 3 3 3 6 11 14 14 14 68
reports
Foreign | Mean of bad 18.33 | 17.33 | 23.67 | 285 | 26.82 | 38.21 | 46.14 57.21 38.62 17.9
news
Mean of neutral 31 38.33 | 59.67 | 58.67 | 52.36 | 65.29 80 95.14 | 68.84 319
news
Mean of good 53 63.67 | 81.33 | 89.33 88 102.93 | 128.71 | 144.64 | 108.32 | 50.2
news
Total 102.3 | 119.3 | 164.7 | 176.5 | 167.2 | 206.4 | 254.8 297 215.78 100

The higher average for bad news in local companies may be because they are public

corporations that do not have shareholders or shares traded on the stock market;

1) Notes:

- % = percentage of overall mean = overall mean of bad news + overall mean of bad news + overall mean of
neutral + overall mean of bad news. e.g: Overall mean of local companies of bad news = 28.28 + 28.28 +
29.21 +49.62 = 26.4.
- Mean = total of words frequency of environmental disclosure for each year + number of annual reports for
each year. Mean of bad news for local companies 2002 = 6 + 3 = 2 words.
- Overall mean = total of words frequency of environmental disclosure for all years + number of annual

reports for all years. e.g: Overall mean of local companies = 6212 + 58 = 107.1 words.

- For more details, refer to Appendix 4.
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disclosure, whether of good, neutral or bad news, has little effect on their market value,
and they are less concerned with maintaining a reputation than are private companies.
This is consistent with the finding from the accounting literature that the major reason for
companies to disclose their environmental information is to maintain their reputation and
appease investors and other businesses. This is especially so now that we are seeing the
emergence of the “ethical investor” — investors who prefer to invest in companies whose
activities do not cause damage to the environment (Barth and McNichols, 1994; Deegan
and Rankin, 1997; Stevens, 1991). As the level and type of ED, and the perceived
commitment to preserve the environment, can affect the decision of shareholders to
continue investing in the company, it is not surprising that private companies focus more
on good and neutral news. Another reason for the higher rate of bad news among the
publicly owned local companies may be that they are less focused on CSR and so do more

environmental damage anyway.

Table 7-2 shows that in most of the eight years under investigation, the annual reports of
both local and foreign companies contained information on all of the dimensions and
components of ED. The average volume of ED was highest in the health and safety and
environmental policy categories, followed by products and processes, other components,
energy and environmental audit. Thus, health and safety and environmental policy were
the most popular areas for disclosure. The overall means of total disclosures on health
and safety and environmental policy by local companies were 41.2 and 17.7 respectively,
while the overall means of total disclosures by foreign companies were 50.4 and 43.2
respectively. The least popular areas of disclosure were environmental audit followed by
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energy; the overall means of these components were 1 and 12.9 respectively among local
companies and 16.8 and 30.9 respectively among foreign companies. Strikingly, none of
the local companies disclosed any information relating to environmental auditing
between 2002 and 2006, and the average figure for this component remained low for the

years 2007, 2008 and 2009 (0.63, 2.6 and 2.7 respectively).

Table 7-2 Mean of the Frequency of Words about the Dimensions and Components of Environmental
Disclosure (ED) by Local and Foreign Companies for Eight Years ")

No. of reports f.rom 3 5 7 6 9 3 10 10 58
local companies
No. qf reports fr?m 3 3 3 6 1 14 14 14 68
foreign companies
Environmental policy 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | overall %
mean
local companies 3.3 1.8 3.3 9.3 18.4 24.3 24.6 31.1 17.7 29.1
foreign companies 12.7 19 24 32 31 40.4 52.8 65.9 43.1 70.9
Products and 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 %
processes
local companies 4.7 3.2 5.6 10 18.7 23.3 27.3 36.8 19.3 34.7
foreign companies 19.3 24.3 27.3 28 29.4 35.7 41.7 48.7 36.3 65.3
Energy 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 %
local companies 0 1.2 2.6 2.6 8.4 19.8 22.2 25.3 129 29.5
foreign companies 15.7 17.7 27.3 23.8 30.7 27.6 35.1 44.5 30.9 70.5
Health and safety 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 %
local companies 9 8 12.4 30.3 41.7 56.3 58.5 64.2 41.2 45
foreign companies 28.3 33 46.7 42.2 37.8 48.8 59.1 66.2 50.4 55
Environmental audit 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 %
local companies 0 0 0 0 0 0.63 2.6 2.7 1 5.6
foreign companies 7.3 7 14.7 15 12.3 16.9 21.4 21.2 16.8 94.4
Others 2002 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 %
local companies 3.7 2.8 4.1 8.2 14 20.6 22.8 30 15.9 29.3
foreign companies 19 19.7 24.7 29.7 30.1 37 44 51.6 38.4 70.7
1) Notes:

- Mean = total of words frequency of environmental disclosure for each year + number of annual reports
for each year. Mean of local companies 2002 = 10 words + 3 reports = 3.3 words.

- Overall mean = total of words frequency of environmental disclosure for all years + total of annual reports
e.g: overall mean of local companies in 2002 = 1025 + 58 = 17.7 words.

- % of overall mean = overall mean of local companies + overall mean of foreign companies e.g: % of
overall mean of local companies of environmental policy = 17.7 + 43.1 + 60.8 = 29.1%.

- For more details, refer to Appendix 4.
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The finding that local and foreign oil and gas companies operating in Libya disclose more
good than bad or neutral news is consistent with the findings of the questionnaire and
interviews. The findings that local companies disclose a higher proportion of bad news
than foreign companies and that health and safety and environmental policy are the most
popular areas of disclosure are consistent with those of empirical studies that have

previously been conducted in Libya in ED and other areas of social responsibility.

Saleh (2004), for example, found that the companies in his study focused on disclosing
information related to health and safety rather than other environmental information,
and that they gave more space to negative news. He put this down to the fact that the
vast majority of Libyan industrial enterprises are public entities and therefore do not have
to worry about preserving their corporate image. Similarly, Zubek (2008) found health
and safety to be one of the most common areas of disclosure in HR, while Mashat (2005)
found it to be one of the main elements disclosed in the annual reports of companies in

the manufacturing sector, the financial service sector and other service sectors.

7.3 Level of Environmental Disclosure (ED) According to Company

Nationality (Local and Foreign)

Many studies suggest that there is a need to direct research towards environmental issues,
especially in developing countries (Anderson, 1977; Mashat, 2005). Accordingly, this research
aims to identify the extent to which ED is practised by oil companies operating in Libya
and whether there are any differences between foreign and local oil companies in terms

of their environmental disclosure practices.
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The mean volume of ED, as calculated from the minimum and maximum number of words
devoted to ED in the annual reports issued by 24 local and foreign companies operating in
the oil and gas industry in Libya between 2002 and 2009, is presented in Table 7-3.
Almost 100% of companies provided some environmental information, with the average
volume steadily increasing throughout the period. The mean row indicates that the mean
volume of ED by local companies rose from 15.67 words in 2002 to 191.7 words in 2009.
The minimum number of words rose from 7 to 158 and the maximum from 23 to 229. The
mean volume of ED by foreign companies rose from 102.33 words in 2002 to 297 words

in 2009 with minimum words increasing from 93 to 192 and maximum from 113 to 400.

Table 7-3 suggests that the mean volume of ED among foreign companies is high
compared to the mean volume of ED in local companies. The percentages for ED in local
and foreign companies differed significantly throughout the period, particularly between
2002 and 2004. While the figures for local companies are 13.28%, 12.47% and 14.28% in 2002,
2003 and 2004 respectively, the equivalent figures for foreign companies are 86.72%,
87.53% and 85.72%. However, there was less difference between local and foreign
companies in 2005, 2006, 2007, 2008 and 2009. While the percentages of ED reported by
foreign companies during these years were 74.37%, 62.81%, 58.98%, 61.94% and 60.77%
respectively, the percentages of ED reported by local companies during the same years

were 25.63%, 37.19%, 41.02%, 38.06% and 39.23%.
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Table 7-3 Descriptive Statistics for Environmental Disclosure (ED) Practice by Local and Foreign Oil and
Gas Companies in Libya )

Years
Company | Statistics Overall
2002 2003 2004 2005 2006 2007 2008 2009
mean
n 3 5 7 6 9 8 10 10
Mean 15.67 17 27.43 60.83 99 143.6 156.60 | 191.7 | 107.1
% 13.28 12.47 14.28 25.63 37.19 41.02 38.06 | 39.23 | 33.17
Local
SD 8.08 3.86 10.88 22.28 28.62 23.47 32.06 25.34
Minimum 7 14 17 24 54 112 90 158
Maximum 23 23 43 92 143 176 191 229
n 3 3 3 6 11 14 14 14
Mean 102.33 | 119.33 | 164.67 | 176.50 | 167.18 206.4 254.86 297 215.78
% 86.72 87.53 85.72 74.37 62.81 58.98 61.94 | 60.77 | 66.83
Foreign
sD 10.06 14.29 14.36 27.99 59.45 53.39 59.09 | 59.66
Minimum 93 107 154 132 95 134 167 192
Maximum 113 135 181 214 272 310 346 400

The gap between local and foreign companies narrowed as local companies increased
their ED, particularly between 2005 and 2009. This increase may be ascribed to several
causes; most importantly, the introduction of environmental legislation in Libya,
especially environmental Law 15 (2003), which focused attention on ED (@, Although in

practice there is no total or real obligation for companies to disclose environmental

1) Notes:

- N =number of annual reports % = the percentage of disclosure SD = standard deviation.

Mean = total of words frequency of environmental disclosure for each year + number of annual reports for
each year. Mean of local companies 2002 = 47 + 3 = 15.67 words.

- % =the mean of each year + the mean of each year of foreign companies + the mean of each year of local
companies. e.g: % of 2002 = 15.67 + 102.33 + 118 = 0.1328%.

- Overall mean = total of words frequency of environmental disclosure for all years + number of annual
reports for all years e.g: overall mean of local companies = 6212 + 58 = 107.1 words.

- For more details, refer to Appendix 4.

2 ) For more information about this law, see Section 4.7.
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information, local companies tend to comply with the laws, probably because they think
that it will show their commitment to environmental responsibility. Ahmad and Mousa
(2010) argue that the quantity and quality of ED in Libya have been driven forward by key
changes which have happened in the Libyan context, such as the establishment of the
Libyan Stock Market and the enactment of Law 15 (2003). Another reason why ED has
increased among local companies is the entry of foreign companies into the Libyan oil
sector in 2005; many local companies have decided to follow the foreign companies and

start disclosing environmental information in their annual reports.

Table 7-3 demonstrates that the ratio of mean total ED is less than 34% in local
companies, while it is more than 66% in foreign companies; in other words, there is a
significant difference in the amount of ED being achieved by local and foreign companies,
and this difference is in favour of foreign companies. Thus, there is a positive association
between company nationality and ED. Nevertheless, Figure 7.1 shows that almost all
companies, local and foreign, provide some environmental information. These results are
consistent with the findings of the questionnaire and interviews; despite giving numerous
reasons for not disclosing social and environmental activities, almost all companies
disclosed some social and environmental information. The vast majority included some
disclosure of environmental information in their annual reports, or at least had policies to

disclose this information in the near future.

The Mann-Whitney test was conducted to identify whether the difference in the amount
of ED undertaken by local and foreign oil and gas companies is significant. The result

indicates that there is in fact a significant difference; the Z score is significant at (Z-
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statistic = -2.46, p-value = 0.014), the calculated Z value is below -1.96 and the p-value is
less than 0.05. Thus, if this research question is expressed in the form of a hypothesis, we

may reject the null hypothesis:

Ho: There is no significant difference in the volume of ED produced by local and foreign

companies

and accept the alternative hypothesis:

Hi: There is a significant difference in the volume of ED produced by local and foreign

companies.

Figure 7.1 Environmental Disclosure (ED) Practice by Local and Foreign Companies
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There are several possible reasons for the significant difference in the level of ED
undertaken by domestic and foreign companies. Social and environmental disclosure may

help foreign companies in particular to improve their image and foster goodwill with a
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public that may suspect them of coming to steal Libya’s natural wealth. Or they may
resort to the disclosure of social and environmental information in an attempt to counter
the negative publicity caused by previous environmental disasters. They may opt to
disclose social and environmental information in order to strengthen their
competitiveness and make themselves stand out, in the expectation that this will give

them priority in terms of new contracts for oil exploration in the future.

The finding that company nationality has a material impact on the level of ED echoes the
findings of a number of previous studies. Zarzeski (1996) investigated the association
between ED and companies operating at global and local level, finding that global firms
disclose differently. He suggests several reasons for the positive correlation between
company nationality and the disclosure of important information. Firstly, he confirms that
foreign firms are more likely to disclose higher levels of information than local companies
because they want to showcase the quality of their operations. Secondly, he finds
evidence that firms operating in the international marketplace are more likely to disclose
higher levels of important information to investors in order to compete for international

resources.

Similarly, Saida (2009) compared the environmental information disclosed in the annual
reports of local American companies and European multinational companies. The study
found that European multinationals reveal more environmental information than
American local companies, and that the nationality of multinational companies seems to
affect the level of environmental communication. Abdo and Aldrugi (2012) and Chapple

and Moon (2005) also investigated the relationship between ED and company nationality.
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They conclude that internationally active companies are more likely to engage in ED than

those operating solely in their home country.

On the other hand, this result is not consistent with the findings of other prior studies.
When Hossain et al. (2006) investigated the relationship between social and
environmental disclosure and several corporate attributes in Bangladesh, they found no
clear evidence that multinational companies in Bangladesh disclose more than their local
counterparts. They were unable to explain why the subsidiaries of multinational
companies in Bangladesh do not disclose social and environmental information
adequately. Along similar lines, Monteiro and Guzman (2010) tested the hypothesis that
foreign companies have higher levels of ED than domestic companies, but their results
revealed no statistically significant differences between the levels of environmental
information disclosed by foreign parent companies and domestically owned companies.
Moneva and Llena (2000), meanwhile, found no differences between the environmental
information disclosed by companies with a Spanish parent company and that disclosed by
organisations with a foreign parent company. Finally, Jangou (2007) actually found a
higher level of disclosure among Malaysian local companies than in their foreign
counterparts. The results of this study give validity and support to those studies that
believe that company nationality is a key driver and has a material impact on the level of

ED.
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7.4 Level of Environmental Disclosure (ED) According to Company Size

(Small, Medium or Large)
The effect of company size on ED is a contentious issue. This section aims to establish

whether ED practice differs in large, medium and small companies.

Company size has been differentiated in several ways in the social and environmental
disclosure literature, such as by the number of employees, the value of total assets, the
market value of equity, capital employed and turnover. This study measures company size
by the number of employees. This measure was adopted for two main reasons: first, the
difficulty of obtaining confidential information makes assessing companies’ total asset
value, equity market value or capital employed problematic. It is easier to obtain
information on the number of employees. Second, this measure has been used in many
other studies see (Abreu et al., 2012; Al-drugi and Abdo, 2012; Gonzalez and Gonzalez,

2006; Gray et al., 2001; Halme and Huse, 1997).

As can be seen from Table 7-4, large companies disclose more environmental information
than medium and small companies; they have an overall average ED of 188.89, compared
to 153.09 and 121.92 words respectively. The table demonstrates that the average
amount of ED increased year on year in all three groups. Small companies achieved their
highest percentage (nearly 27%) in 2007, while medium companies achieved theirs
(33.32%) in 2008. The highest ratio of mean total ED — almost 80% — was achieved by the
large companies in 2002. The overall rate of ED was nearly 41% in the large companies,

compared to 33% and 26.3% in the medium and small companies respectively.
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Comparing the means and percentages of ED for each year, large, medium and small
companies clearly differ in terms of their level of ED. This difference seems to be in favour
of large and medium companies. As can be seen from Table 7-4, none of the small
companies disclosed in 2002; although their disclosure increased in the following years, it
did not reach the level of disclosure of the large and medium companies. Thus, the

analysis suggests that there is an association between company size and ED.

Table 7-4 Descriptive Statistics for Environmental Disclosure (ED) Practice by Small, Medium and Large
()

Companies

Company | Statistics Years S

2002 2003 2004 2005 2006 2007 2008 2009 mean

n 0 1 2 2 5 4 6 6 26

Mean 0 14 21 41.5 82 137.75 152.67 | 192.33 | 121.92

Small % 0 14.17 12.98 16.6 22.11 26.75 25.2 26.44 26.3
SD 0 1.4 24.7 19.6 21.4 44.4 36.7
Minimum 0 14 20 24 54 112 90 158
Maximum 0 14 22 59 100 164 220 261

n 2 1 3 1 5 7 7 7 33

Mean 20 16 30 67 113.6 165.14 | 203.43 | 241.57 | 153.09

Medium % 20.3 16.19 18.54 26.79 30.64 32.07 33.32 33.2 33
SD 4.2 11.3 25.8 29.6 41.7 53.3
Minimum 17 16 17 67 91 133 149 162
Maximum 23 16 37 67 149 206 268 318

n 4 6 5 9 10 11 11 11 67

Mean 78.5 68.83 110.8 141.56 175.2 212 254 293.64 | 188.89

L % 79.7 69.64 68.48 56.61 47.25 41.12 41.63 40.36 40.7
SD 48.4 56.1 75 57.7 56 59.2 70.5 74.2
Minimum 7 14 17 54 92 116 150 195
Maximum 113 135 181 214 272 310 346 400

1) Notes:

- N = number of annual reports % = the percentage of disclosure SD = standard deviation.

- Mean = total of words frequency of environmental disclosure for each year + number of annual reports for
each year. e.g: mean of small companies 2003 = 14 + 1 = 14 words.

- % = the mean of each year + the mean of each year of small companies + the mean of each year of
medium companies + the mean of each year of large companies e.g: % of 2003 = 14 + 16 + 68.83 + 98.83 =
14.17%.

- Overall mean = total of words frequency of environmental disclosure for all years + total of annual reports
for all years. e.g: overall mean of small companies = 3170 + 26 = 121.92 words.

- For more details, refer to Appendix 4.
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Figure 7.2 shows that all the companies, large, medium and small, provided some
environmental information for each year, with the exception of 2002 when none of the
small companies disclosed environmental information. It confirms that there is a positive

association between company size and the level of ED.

Figure 7.2 Environmental Disclosure (ED) Practice According to Company Size
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When a non-parametric Kruskal-Wallis test was performed to test the effect of company
size on ED, it gave a p-value = <.001 (less than 0.05), indicating a statistically significant
difference in the amount of ED produced by small, medium and large companies. Thus,

company size has a significant impact on the level of ED.

To further examine where the differences lie between the three categories, multiple
Mann-Whitney tests were conducted (small and medium; small and large; medium and
large). There is a significant difference between the small and medium companies; the Z
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score is significant at (Z- statistic = -2.646, p-value = 0.008). The second comparison was
made between small and large companies. Again, the results indicated that there is a
significant difference between these two groups; the Z score is significant at (Z- statistic =
-3.317, p-value = 0.001). The final comparison was made between the medium and large
companies. The Z score is significant at (Z- statistic = -2.672, p-value = 0.008), indicating
that there is a significant difference between them. The calculated Z values for all
company sizes are below -1.96 and the p-values are less than 0.05, confirming that the
differences between large, medium and small companies are statistically significant. The
differences are in favour of the large companies, with smaller companies achieving lower
levels of ED. If this research question is expressed in the form of a hypothesis, we may

reject the null hypothesis:

Ho: There is no significant difference in the volume of ED produced by large, medium and

small companies

and accept the alternative hypothesis:

H;: There is a significant difference in the volume of ED produced by large, medium and

small companies.

There are several possible reasons for these differences. Larger companies usually have
more shareholders than small companies, and more of these shareholders are likely to be
interested in social issues. It has been argued that more investors are choosing to invest
in companies whose activities do not harm the environment, and that these investors are

increasingly pressing for environmental information to be disclosed in annual reports.
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Social and environmental disclosure helps the company to satisfy these shareholders.
Larger companies may have greater access to the technology and expertise necessary to
improve and disclose their environmental performance. They may engage in more
environmental activities to begin with, so they may be expected to have more to disclose
than smaller companies. Clarkson et al. (2008) claim that firms with modern and cleaner
technologies are expected to provide better environmental performance and are
therefore keen to publicise their successes in their annual reports. Hossain et al. (2006)
investigated the extent and nature of social and environmental reporting in corporate
annual reports in Bangladesh, finding that manufacturing companies with higher
profitability and those that had issued debentures tended to disclose more social and

environmental information.

The finding that size has a fundamental impact upon the level of ED is consistent with the
results of earlier empirical studies. Many authors argue that there is a positive correlation
between firm size and the level of corporate disclosure; see (Al-drugi and Abdo, 2012;
Alsaeed, 2006; Deegan and Gordon, 1996; Galani et al., 2011; Zhang et al., 2008). Liu and
Anbumozhi (2009) suggest that ED increases with firm size in environment-sensitive
industries such as oil and gas, chemicals and paper products, and that company size is
currently the major significant factor influencing ED. In their investigation of the current
application of CSR in China and Brazil and the influence of key variables on CSR, Abreu et
al. (2012) found that firm size has a significant influence on CSRD. McKinnon and
Dalimunthe (1993), investigating the association between disclosure and company size,
also found evidence that company size has a highly significant effect on disclosure of
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information in annual reports. They argue that although both large and small companies
collect information for internal planning and control purposes, the need for analysis and

disclosure is greater in large companies.

Cooke (1991, p.176) suggests several reasons why we should expect a positive association
between company size and the extent of disclosure. He argues that “larger companies are
likely to be entities of economic significance. So, there may be greater demands on them
to provide information for customers, suppliers and analysts, and governments as well as
the general public”. Large companies may also exhibit higher levels of disclosure because
they are likely to be more complex. They are more likely to be multi-product and to
operate in a number of geographical areas, including overseas. These additional
complexities require efficient management information systems to facilitate managerial

control and to meet the needs of financiers.

According to Adams (2002), in large companies, the job of gathering information for social
and environmental disclosure may be shared by several employees, while small
companies usually make one person responsible for the whole process. This fact may also
influence the level of ED. Gray et al. (2001) claim that in the UK at least, corporate social
and environmental disclosure is directly related to company size and profit. Finally,
Marston and Shrives (1991) propose that smaller corporations are more likely to feel that
full disclosure of information could endanger their competitive position. For these
reasons, a large company is more likely to have underlying reasons for increased

disclosure than a small company.
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However, a number of prior studies have rejected the idea that company size has a
material impact on the level of ED. When Rao et al. (2012) examined the relationship
between environmental reporting and company size in Australia, their findings showed
that firm size does not have a statistically significant relationship to the level of ED.
Similarly, Esa and Ghazali (2010) concluded that no positive correlation exists between
social and environmental disclosure and company size. Villiers and Staden (2011) found
that firms disclose more environmental information in their annual reports when they
have a bad environmental reputation, but that there is no positive correlation between
ED in annual reports and company size. In another area of social responsibility, Zubek
(2008) examined disclosure of HR in Libya; he also found that the size of the company
does not appear to be significantly related to HR disclosure practices. He argues that
small companies appear to be more receptive to the influence of pressure groups and
that they therefore disclose more HR information than medium and large companies.
These are just a few of the many studies that have found no statistically significant
difference between the level of environmental information disclosed by large, medium
and small companies and that have consequently concluded that company size is an
insignificant factor for ED see (Ahmed and Nicholls, 1994; Akhtaruddin, 2005;

Archambault and Archambault, 2003; Halme and Huse, 1997; Lynn, 1992; Roberts, 1992).

To sum up, the results of the present study suggest that company size plays an important
role in the level of ED. These results support the findings of a number of previous studies.
More importantly, they are the first evidence that such a link exists in companies in
Libya’s oil sector.
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7.5 Level of Environmental Disclosure (ED) According to Company

Privatisation (Private or Public)
This section seeks to identify whether there is an association between ED and company
privatisation; in other words, whether private and public companies operating in Libya

differ in terms of their ED practice.

Table 7-5 presents the descriptive statistics for ED, as it appeared in the annual reports of
public and private companies operating in the oil and gas industry in Libya between 2002
and 2009. Overall, the results indicate that all companies, whether public or private
corporations, made some ED. The table shows that the mean of words disclosed by public
companies rose from 15.67 in 2002 to 191.7 in 2009, while the mean volume of ED by
private companies rose from 102.33 words in 2002 to 297 words in 2009. Thus, the
average volume of ED increased steadily over the whole period. This increase may have
been due to the growth in environmental legislation in Libya and especially the

introduction of environmental Law 13 (2003), which focused attention on ED.

Table 7-5 demonstrates that the overall mean of ED was less than 34% in public
companies but more than 66% in private companies; there was a significant difference in
the amount of ED achieved by public and private companies, with the difference being in

favour of private companies.
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Table 7-5 Descriptive Statistics for Environmental Disclosure (ED) Practice by Private and Public

(1)

Corporations
Years

Company | Statistics Overall
2002 2003 2004 2005 2006 2007 2008 | 2009

mean
n 3 5 7 6 9 8 10 10

Mean 15.67 17 27.43 60.83 99 143.6 | 156.60 | 191.7 | 107.1

. % 13.28 12.47 | 14.28 | 25.63 | 37.19 41.02 | 38.06 | 39.23 | 33.17
Puble SD 8.08 3.86 10.88 | 22.28 | 28.62 23.47 | 32.06 | 25.34
Minimum 7 14 17 24 54 112 90 158
Maximum 23 23 43 92 143 176 191 229
n 3 3 3 6 11 14 14 14

Mean 102.33 | 119.33 | 164.67 | 176.50 | 167.18 | 206.4 | 254.86 | 297 | 215.78

' % 86.72 | 87.53 | 85.72 | 7437 | 62.81 5898 | 61.94 | 60.77 | 66.83
Private SD 10.06 14.29 | 1436 | 27.99 | 59.45 53.39 | 59.09 | 59.66
Minimum 93 107 154 132 95 134 167 192
Maximum 113 135 181 214 272 310 346 400

Private companies are more likely to provide more environmental information in their

annual reports as they are under greater pressure to enhance their reputation and image

in the market. Failure to disclose environmental performance and programmes for

improvement in this field can adversely affect a company's reputation and competitive

position in the capital market. Thus, companies use disclosure as a means of achieving

1) Notes:

- N = number of annual reports
- Mean = total of words frequency of environmental disclosure for each year + number of annual reports for
each year. e.g: Mean of public companies 2002 = 47 + 3 = 15.67 words.
- % = the mean of each year + the mean of each year of public companies + the mean of each year of private
companies. e.g: % of 2002 = 15.67 + 102.33 + 118 = 0.1328%.
- Overall mean = total of words frequency of environmental disclosure for all years + total of annual reports
for all years. e.g: overall mean of local companies = 6212 + 58 = 107.1 words.
- For more details, refer to Appendix 4.

% = the percentage of disclosure SD= standard deviation.
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and maintaining competitive advantage (Ince, 1998; Solomon and Lewis, 2002). It may
even result in increased share value, since investors prefer to invest in companies that

show an interest in environmental performance.

Figure 7.3 makes clear the difference in ED practice between the two groups of
companies. Although almost 100% of companies provide some environmental
information, there is a positive association between company status and the level of ED,

with privatisation being an important factor.

The Mann-Whitney test confirmed that the difference between public and private
companies is statistically significant; the Z score is significant at (Z- statistic = -2.460, p-
value = 0.014), while the calculated Z value is below -1.96 and the p-value is less than
0.05. This difference may be ascribed to the pressure imposed on private companies by
environmental organisations and by investors who hold large numbers of shares and who

are therefore more likely to influence management decisions (Lau et al., 2009).

It has been argued in many studies that the level of ED in a company and its commitment
to the environment may affect the decision of shareholders to continue investing in the
company, since investors prefer to invest in businesses that disclose their environmental
practices and do not damage the environment (Consultants and Australia, 1997; Deegan
and Rankin, 1997; Ingram, 1978). For this reason, private companies are more concerned
to protect their reputation in the eyes of the public than public companies, which do not

have shareholders or shares traded in the stock market. This argument is supported by
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the findings of the questionnaire survey (see Section 6.5.3), which confirm that company

reputation is a key motivator of environmental disclosure.

Figure 7.3 Environmental Disclosure (ED) Practice by Public and Private Companies
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Another possible explanation for private companies being more concerned with ED than
public companies may be the existence of regulatory bodies such as the Securities and
Exchange Commission; the Commission obliges companies trading on stock markets to
provide a minimum standard of information for investors (Beets and Souther, 1999;

Stanko et al., 2006).

The findings therefore provide further evidence that a company’s status as a private or
public corporation has a fundamental impact on its level of ED. If this research question is

expressed in the form of a hypothesis, we may reject the null hypothesis:
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Ho: There is no significant difference in the volume of ED produced by public and private

companies

and accept the alternative hypothesis:

Hi: There is a significant difference in the volume of ED produced by public and private

companies.

Although this variable has an important impact on ED, only a few recent research studies
have addressed this area. The majority of prior studies have concentrated on the
relationship between company privatisation and financial disclosure and CSRD in general,
without reference to ED. Uwalomwa (2011), for example, examined the relationship
between company privatisation and CSRD, finding that company privatisation structure
has a significant positive impact on the level of CSRD. Zubek (2008) examined HR
disclosure as one of the scopes and activities of social responsibility in Libya and found
that company privatisation is a significant determinant of the extent of HR disclosure. In
one of the very few studies to have investigated the influence of company ownership on
the level of ED, Cormier and Gordon (2001) found that privatisation is likely to affect the
amount of social and environmental disclosure. Rizk et al (2008) surveyed the corporate
social and environmental reporting practices of Egyptian industrial corporate entities
outside the oil sector. They reviewed a random sample of 60 annual reports for the 2002
financial year and identified significant differences in the reporting practices of private
and government-owned companies; a greater proportion of privately owned companies

included social and environmental disclosure. Their findings lend support to the idea that
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companies’ ownership structure affects their decision to report their environmental

activities.

The results of this study confirm that privatisation is a key driver of ED. Its importance lies
in the fact that it is one of the very few studies to investigate this relationship in either
developed or developing countries, and the first to do so in the context of the Libyan oil

and gas sector.

7.6 Level of Environmental Disclosure (ED) According to Age of Company

(Old or New)

Experience is one of the most important drivers of company success. However, there is
disagreement on whether a relationship exists between company age and information
disclosure in annual reports. While some hold the view that older companies may be
more concerned to disclose information than new companies (Owusu-Ansah, 1998;
Zubek, 2008), others see company age as insignificant when it comes to disclosure
(Akhtaruddin, 2005; Singh and Ahuja, 1983). Accordingly, this section investigates

whether old and new companies differ in terms of their ED practice.

The Libyan National Oil Corporation classifies any company that has worked in Libya for
more than five years as old M This was therefore the benchmark adopted in this study to

differentiate between companies: new companies are five years old or less, while old

1) Interview with the Head of the External Audit Department in the National Oil Corporation (NOC), January
2011.
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companies are more than five years old. This measure has previously been used by Abdo

and Aldrugi (2012).

Table 7-6 reveals that ED compliance has been satisfactory among listed companies,
especially in recent years. Around 52% of the total ED was made by old companies, with
the other 48% being made by new companies; thus, there is only a slight difference in ED
between old and new companies. The table shows the ED rates of old and new companies
converging between 2002 and 2009; while the mean of total disclosure by old companies
was 131, 136.86, 185.94, 215.44 and 256.67 words in 2005, 2006, 2007, 2008 and 2009
respectively, the annual mean of total disclosure by new companies was 81.67, 135.67,
177.33, 209.33 and 242.5 words in the same years. Among old companies, the maximum
of disclosed words frequency was 374 and the minimum was 158, while the maximum
and minimum of disclosed words frequency among new companies were 400 and 170

respectively.

Looking at the percentages and means in Table 7-6, there is no difference in ED between
old and new companies. The reasons might be that old and new companies face the same
pressures from shareholders and other pressure groups, and they are equally obliged to
abide by the Securities and Exchange Commission’s requirement to disclose a minimum
level of information for investors. Both old and new companies may see ED as a way to
strengthen their competitive position and to make themselves stand out. In any case, the
results indicate that the age of the company does not have a statistically significant effect

on the level of ED.
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Table 7-6 Descriptive Statistics for Environmental Disclosure (ED) Practice by Old and New Companies

()]

Years
Company | Statistics Overall
2002 2003 2004 2005 2006 2007 2008 2009
mean
n 6 8 10 9 14 16 18 18
Mean 59 55.38 68.6 131 136.86 | 185.94 | 215.44 | 256.67 | 162.13
% 100 100 100 61.59 50.22 51.19 | 50.72 | 51.42 47.5
Old
SD 48.17 | 53.59 | 67.23 60.92 54.79 48.2 67.41 70
Minimum 7 14 17 59 54 116 90 158
Maximum 113 135 181 214 231 287 340 374
n 0 0 0 3 6 6 6 6
Mean 0 0 0 81.67 | 135.67 | 177.33 | 209.33 | 242.5 | 179.22
% 0 0 0 38.4 49.78 48.81 | 49.28 | 48.58 52.5
New
SD 0 0 0 75.41 71.95 72.33 | 81.91 | 84.67
Minimum 0 0 0 24 70 112 124 170
Maximum 0 0 0 167 272 310 346 400

Figure 7.4 again demonstrates that almost all companies, old and new, provide some

environmental information and that there is no association between company age and

ED.

1) Notes:

- N = number of annual reports
- Mean = total of words frequency of environmental disclosure for each year + number of annual reports for

each year. e.g: Mean of old companies 2002 = 354 + 6 = 59 words.

% = the percentage of disclosure SD = standard deviation.

- % = the mean of each year + the mean of each year of old companies + the mean of each year of new

companies. e.g: % of 2002 =59 + 0 + 59 = 100%.

- Overall mean = total of words frequency of environmental disclosure for all years + total of annual reports
for all years. e.g: overall mean of local companies = 16051 + 99 = 162.13 words.
- For more details, refer to Appendix 4.
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Figure 7.4 Environmental Disclosure (ED) Practice by Old and New Companies
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The Mann-Whitney test confirmed this result, revealing no significant difference between

old and new companies; the Z score is significant at (Z- statistic = -0.600, p-value = 0.548)

because the calculated Z value is between -1.96 and +1.96 and the p-value is larger than

0.05. If this research question is expressed in the form of a hypothesis, we may accept the

null hypothesis:

Ho: There is no significant difference in the volume of ED produced by old and new

companies

and reject the alternative hypothesis:
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Hi: There is a significant difference in the volume of ED produced by old and new

companies.

Thus, the empirical findings do not support the hypothesis that long-established

companies provide more environmental information than new companies.

As mentioned earlier, only a few recent studies have addressed the relationship between
company age and disclosure of information. Furthermore, to the best of the author’s
knowledge, no previous studies have focused on the impact of company age on the level
of ED specifically. A number of authors have investigated the relationship between
company age and the level of financial disclosure and CSRD (Akhtaruddin, 2005; Alsaeed,
2006; Galani et al., 2011; Singh and Ahuja, 1983); they too have found that company age
has no significant influence on the disclosure of information, and that long-established

companies do not necessarily provide more information than new companies.

On the other hand, Zubek (2008), in his examination of HR disclosure in Libya, concluded
that the age of companies does appear to be significant to HR disclosure practices. He
argues that there is evidence that older, more experienced companies are more likely to
disclose HR information, and to disclose more of it, than new companies. Owusu-Ansah
(1998) also examined the relationship between company age and disclosure of
information, finding that the former has a positive effect on disclosure practices. He
ascribed this difference to the rising cost of collecting, processing and disclosing the
required information, which may be more onerous for newer companies than their older

counterparts. These results are not consistent with the findings of the current study,
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which rejects the hypothesis that long-established companies are likely to disclose more

information in their annual reports than new companies.

7.7 Summary

This chapter presents the results of the content analysis that was conducted on the
annual reports published by 43 oil and gas companies operating in Libya. This empirical
investigation of these companies’ ED practices has revealed that almost all of them
provide some environmental information, and that this comes in the form of good,
neutral or bad news. The results provide further evidence that there are significant
positive associations between the level of ED and company size, privatisation and
nationality. Conversely, they show that the age of a company is insignificant and

negatively related to its level of ED.
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Chapter Eight: Conclusion

8.1 Introduction

The main purpose of this chapter is to collate and summarise the key findings of the
investigation. It is divided into seven sections. The second section presents a summary of
the research questions and aims. Section three presents the main findings and discusses
the extent to which the research aims have been achieved. Section four discusses the
significance of the study and its contribution to knowledge and describes the key features
of the results. The limitations of the study are presented in Section five. Drawing upon the
findings from the literature review and the field research, Section six makes a number of
recommendations. Finally, Section seven offers suggestions for further research in the

field of CSR in general and ED in particular.

8.2 Conclusions Relating to the Research Aims and Questions

The first aim of this study was to evaluate the current state of and recent developments in the
field of ED, as reported in the accounting literature, and the extent to which it exists in the
annual reports published by oil companies operating in Libya, particularly whether foreign
and local oil companies differ in their disclosure. Previous studies in the field of ED were
reviewed in order to establish whether ED is being practised by oil companies operating in
Libya, what type of environmental information is being disclosed in the annual reports of
these companies and whether local and foreign companies differ in terms of their ED

practice.
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The review of the accounting literature revealed that ED is one of the most important
elements of social disclosure. However, it is still recent in some countries and almost
completely absent in other countries, especially in developing countries. The vast
majority of studies in the field of social and environmental disclosure are conducted in

developed industrial countries, neglecting the developing countries.

Using three data collection methods (questionnaire, content analysis and interviews), the
study has confirmed that almost all oil companies operating in Libya, both local and
foreign, prepare their annual reports with some ED, generally passing on good and
neutral information rather than bad information. According to the empirical findings, the
average volume of disclosure steadily increased throughout the period 2005 to 2009. It
was also noted that the volume of the mean ED of foreign companies was significantly
higher than that of local companies, although there was a remarkable increase in ED by

local companies throughout the period under investigation.

The second aim of this study was to investigate the extent to which Libyan environmental
law and regulations are being followed by oil companies operating in Libya, and to
identify the level of control over the ED of these companies. It also sought to identify

effective ways of obliging companies to disclose environmental information.

The questionnaire survey revealed general agreement among the respondents that
although there are environmental laws and regulations that nominally require companies
in Libya to protect the environment and disclose environmental information, there is no

total or real obligation in practice for companies to undertake ED. The majority of
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interviewees agreed that there is currently a lack of adequate environmental regulations
and ED standards in the country. This is not surprising; in Libya, as in many other
countries, ED is not a mandatory requirement (Ishwerf, 2012). However, the study did
find evidence that internal auditing departments and external pressure groups fulfil the

control/follow up function to some degree.

The research identified a number of ways in which companies might be made to disclose
environmental information. Respondents from local companies thought all four of the
proposed measures would be effective (see Table 6-19), but the foreign companies
dismissed the suggestion that contracts between the NOC and oil companies should

include a clause compelling companies to disclose their environmental performance.

The third aim was to clarify whether some of the reasons for ED that have been
suggested in the accounting literature are indeed seen as motives for ED by companies.
To this end, the study investigated whether there is an association between ED and
factors such as company reputation, legal requirements, societal expectations, societal

pressure and economic factors.

The participants seemed to accept the need for greater social and environmental
disclosure and thought that companies in Libya should take account of social and
environmental issues, but domestic and foreign companies differed significantly in their
views on why companies undertake ED. While the respondents from foreign companies

were consistent in accepting all of the proposed motives (reputation, legal requirements,
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societal expectations, societal pressure and economic factors) as key drivers of ED, local

companies accepted reputation and societal pressure but rejected the others.

Interestingly, a new insight was provided by one of the interviewees, who pointed out
that ED in the Libyan oil sector has increased since foreign companies entered the sector
in 2005. This has motivated local companies to undertake ED in order to catch up with
their foreign competitors. Although the questionnaire results suggested that local
companies do not consider competition to be a significant factor in ED, it seems that
competition has indeed determined the level and type of ED being practised by these
companies. The finding highlights a positive effect that has come from having

international and domestic companies competing in the same market.

The fourth aim was to determine the factors that prevent companies from disclosing
environmental information. Local and foreign companies had significantly different views
on this. The respondents from foreign companies were broadly agreed that the main
reasons for non-disclosure are the lack of incentives from the Libyan state, the lack of ED
standards (which can make it difficult for companies to estimate the value of their
environmental activities or to know how best to disclose them) and the fact that non-
disclosure has no effect on a company’s ability to acquire new contracts for oil
exploration in Libya. On the other hand, the local companies accepted all of the proposed

reasons as significant obstacles to ED (see Table 6-17).

The fifth aim was to test and analyse the relationship between company-specific

attributes (size, privatisation, age and nationality) and ED. The findings support previous
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arguments that there is a relationship between company nationality and ED. In addition,
the analysis confirmed that there is a statistically significant difference in the level of ED
produced by large, medium and small companies (with large companies producing the
greatest volume) and by private and public corporations (private companies produce
more). On the other hand, the age of the company does not have a statistically significant
effect on the level of ED. Thus, the investigation did not support the hypothesis that long-
established companies are likely to disclose more information in their annual reports than

new companies.

The sixth aim was to identify the extent to which Libyan oil and gas companies are aware
of the concepts of CSR and ED. To this end, the study investigated the level of awareness
and understanding of CSR and ED among financial managers and accounting department

employees.

The questionnaire and interview results confirm that financial managers and accounting
department employees in both local and foreign oil companies are aware of society’s
increasing concern for the environment, and that they are aware of and understand CSR
and ED. Interviewees from both local and foreign companies were highly sensitive to the
importance of CSR and ED, and were dissatisfied with the current level of training

available in environmental management and environmental accounting.

8.3 Research Contribution

The contribution of this study stems from its achievement of the following:
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1. The vast majority of studies in the field of environmental accounting and disclosure
have focused on developed countries while neglecting developing countries. However, it
may be dangerous and wrong to apply the findings from these studies to all countries
since ED varies from one country to another and from one community to another (the
result of economic, social, legal, political and cultural differences which may have an
effect on accounting in general and environmental disclosure in particular). The progress
achieved by advanced countries in the field of ED has not been coincidence but the result
of the many studies that have been undertaken on ED over the last 60 years (Elnaby et al.,
2003). This study contributes to the enrichment of the accounting literature on this vital
topic by addressing the current lack of studies focusing on ED in developing countries —

particularly Libya.

2. This study may be seen as continuing the work of previous studies in its attempt to
identify the relationship between ED and key elements such as reputation, legal
requirements, societal expectations, economic factors and societal pressure. It gives a
clearer idea of whether it is appropriate to use these reasons as a framework to explain

ED practices in the context of developing countries in general and Libya in particular.

3. Although many prior studies have investigated the relationship between ED and
company size, privatisation and nationality, there is no consensus on the influence of
these factors on the level and quality of ED. Only a few recent researches have addressed
the impact of company privatisation on CSRD in general and ED in particular. No previous
studies have investigated the relationship between company age and the level of ED, so

this factor is introduced for the first time. Prior studies have concentrated on financial
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disclosure or disclosure of CSR, without consideration of ED specifically. These factors
have been investigated in the belief that improving the quality and quantity of ED
requires not just an understanding of current environmental and financial concerns, but

also insight into the factors that influence disclosure.

4. The research comes at a time when academics and international and local
environmental organisations are calling upon governments to pay more attention to
environmental issues and to force companies to do likewise. In identifying the extent and
quality of disclosure in Libyan oil companies and foreign companies operating in Libya,
the study provides important information for researchers, policy makers, oil companies,
professional organisations and environmental and government agencies. It adds to
international research in the field of ED by providing empirical evidence from Libya,
where such evidence is still relatively unknown, and extending the scope of our current

understanding of environmental reporting practices.

8.4 The Significance of the Research Results

8.4.1 Significance of Results in Relation to the Literature

The results of this research are significant and unique when compared with similar
studies. There have been two other major studies in this area that have focused on Libya.
Focusing on 13 local industrial companies, Saleh (2004) studied the effect of the social,
political and economic situation on ED over a four-year period (1998-2001). The second
study was by Ishwerf (2012), who adopted the single case study approach to investigate

stakeholders’ perceptions and requirements of ED in the Ahlia Cement Company.
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Whereas these studies excluded the oil sector and foreign companies, the current study
was carried out on local and foreign companies operating in Libya’s oil and gas industry.
Moreover, neither Saleh nor Ishwerf took into account the effects of company
characteristics on ED; in contrast, this study investigates the relationship between certain
firm-specific characteristics and ED. It attempts to identify the determinants of ED by
assessing whether the reasons that have been advanced as motives for ED do in fact drive
environmental disclosure and by identifying the obstacles that prevent companies from
disclosing environmental information. As Saleh’s data was collected between 1998 and
2001, this study may be considered a continuation of Saleh’s research since it covers the

period between 2002 and 2009.

Although previous studies have done important work in identifying the motives that make
companies disclose environmental information, they have provided no conclusive
evidence to support their findings. Many have investigated the relationship between ED
and company size, privatisation and nationality, but there is still no consensus on the
influence of these factors on the level and quality of ED. Only a few recent papers have
addressed the impact of company age on financial disclosure in general and CSRD

disclosure in particular; this study is the first to consider its impact on ED.

The current study enriches the accounting literature in general and ED literature in
particular by providing a clear picture of the influence of firm-specific characteristics on
ED, explaining the motivations behind ED and identifying the obstacles that stop

companies disclosing environmental information. These findings open up new horizons

257



for researchers, offer important information and indicate potential areas for future

investigation.

8.4.2 Significance of Results with Respect to the Application of Environmental

Disclosure (ED)

One of the main observations of this study is that certain company characteristics, such as
size, influence ED. The analysis confirms that there is a statistically significant difference
in the level of ED produced by large, medium and small companies and that this
difference is in favour of large companies. One reason for this is that larger firms are
more likely to have modern, cleaner technologies that enable them to achieve better
environmental performance, and they are likely to want to celebrate this fact in their
annual reports. They are generally more likely to have the resources to improve both
environmental performance and its disclosure (which can be costly). The result is
important in highlighting one of the issues — cost — that most concerns small companies.
Drawing the attention of accounting practitioners, central authorities, oil companies,
professional organisations and environmental lobby groups to these issues increases the
chance that these smaller companies will be given the financial and moral support they

need to increase their ED.

The results confirm that there is a significant difference in ED practice between private
and public corporations, which seems to be in favour of private companies. This is
important information for policy makers, planning boards and many other government
agencies, particularly in developing countries like Libya which are in the process of

privatising the public sector. This shift has significant knock-on effects on planning
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processes and the demand for information. Environmental information is of high

importance to current and potential investors wanting to make sound decisions.

A positive correlation was found to exist between company nationality and disclosure of
environmental information. This is further evidence that this characteristic has a material
impact on the level of ED. It emerged that local companies have significantly increased
their disclosure levels since 2005, but foreign companies still achieve a significantly higher
level of ED than their local counterparts. The result is a clear indication of the status of ED
among local companies. It is to be hoped that this will prompt central authorities to
further encourage local companies to disclose environmental information, especially in
light of the strong global competition. At the same time, the central authorities should

encourage and reward local companies that are trying to increase their level of ED.

It is also to be hoped that drawing the attention of accounting practitioners, professional
organisations and environmental lobby groups to the current state of ED in Libya may
encourage them to increase pressure on reluctant companies to comply with the
environmental laws and environmental pollution standards in general and international

accounting standards in particular.

The most important feature of the results is that they clarify the obstacles that prevent
companies from disclosing environmental information. The main reason for non-
disclosure is the lack of incentives from the state. Another is the lack of environmental
standards, which makes it difficult for companies to estimate the value of their

environmental activities or to know how best to go about the task of disclosure. This
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result highlights the importance of financial and moral incentives. Should the state
provide low cost loans and tax incentives to companies that disclose environmental
performance? Should these companies be given priority in terms of new contracts for
future oil exploration? Finally, the results include several measures that might be

effective in obliging companies to disclose environmental information.

8.5 Limitations of the Research

This research, like any other, is subject to certain limitations. It was conducted among
local and foreign companies operating in the oil and gas industry in Libya; it may
therefore be argued that not all of its findings are generalisable to other sectors, not least
because the oil sector differs significantly from other sectors in terms of economic
capacity. The Libyan economy depends mainly on oil revenues; the vast majority of
development projects implemented by the Libyan Government in the seventies and
eighties were unsuccessful in raising the productive efficiency of the various other sectors
such as agriculture and industry (Mirza, 2012). The fact that the study focuses on reports

from the period 2002-2009 may also limit its generalisability.

The focus here has been on understanding the attitudes of financial managers and
accounting department employees towards environmental performance and disclosure.
While accounting departments assume the main responsibility for ED, it would have been
instructive to expand the research to cover the managers of other departments, but time,
cost and other constraints prevented this. Finally, the study adopted annual reports as a

main data source; any findings from this source may only be applicable to this study.
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Despite these limitations, care has been taken to ensure the validity of the results. As
mentioned above, some of the findings may not be generalisable to other sectors in
Libya, but others are, such as the negative impact on ED of the lack of environmental

standards, state incentives and government controls.

The findings of this study can be generalised to the oil and gas sectors in other countries
which have similar cultural, social, economic and political conditions, especially
developing countries and particularly the Arab World. The present study chose annual
reports as a data source, since these are the most widely used documents in Libyan
companies, and the accounting literature (particularly CSR literature) has emphasised

their value as documents for analysis.

8.6 Recommendations
Based on the research findings, a number of recommendations can be made in relation to

social disclosure in general and ED in particular. These recommendations are:

1. To improve social disclosure in general and ED in particular, professional accounting
bodies such as the Libyan Accountants and Auditors Association should issue
environmental standards to provide guidance for companies when disclosing
environmental information.

2. There should be a reward and punishment system to encourage companies to disclose
environmental information. For example, companies that disclose environmental
information should be rewarded by the state with financial or moral incentives such as

low cost loans, tax incentives or priority in terms of new contracts for future oil
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exploration. At the same time, sanctions should be imposed on companies that do not
comply with minimum ED standards.

3. Professional accounting bodies such as the Libyan Accountants and Auditors
Association, as well as the Libyan Stock Market, should determine the environmental
information themes to be disclosed and establish these types of information in their
standards or listing requirements.

4. Much more research should be conducted to address the gaps in research and the
inconclusiveness of studies on social disclosure in general and ED in particular. This is
especially the case in developing countries, which suffer from a shortage of research in
this field.

5. More emphasis should be given to helping small companies increase their
environmental disclosure, as one result of this study indicates that companies that are
larger in size tend to have higher levels of ED. This is because large companies tend to
have more modern and cleaner technologies which enable them to achieve better
environmental performance and disclosure than small companies.

6. There should be increased emphasis on follow-up and compliance with environmental
laws and regulations. The role of environmental audit departments should be
enhanced and it should be given a greater role in controlling ED

7. All employees, especially those in audit departments, should have training on ED in
order to raise their awareness of environmental accounting and environmental
management. They should be kept up to date with amendments and modifications to

the law through regular periodicals and pamphlets.

262



8. There should be greater focus on increasing the awareness of society as a whole and
on encouraging members of the public to take advantage of their right to require the
disclosure of environmental information. This knowledge could be disseminated

through the media and regular meetings such as conferences and panel discussions.

8.7 Further Research

It has been pointed out that there is a shortage of research related to ED in developing
countries, particularly Libya. No previous study has been conducted in the Libyan oil and
gas sector to investigate ED or assess how it is influenced by company-specific attributes.
The results of this study raise many further research possibilities; it echoes other authors
in calling for more research to be conducted on social and environmental disclosure in
corporate reports, especially in developing countries. Research might be conducted to
develop environmental standards to help companies in Libya measure and assess the
value of their environmental activities and disclose their environmental information
effectively. It should also focus on CSRD in other areas such as human resources, product

development and energy saving.

It is the intention of this author to continue to focus on environmental disclosure, for
example by examining disclosure related to climate change in annual reports. In light of
the results of this study, he will also continue to investigate the obstacles that prevent

companies from disclosing environmental information.
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