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IMPLEMENTATION OF IFRS AND ITS INFLUENCE ON THE
INCREASING FINANCIAL REPORTING QUALITY AND
INVESTMENT ACTIVITIES IN LIBYAN'S FINANCE MARKET
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ABSTRACT

The purpose of this study is to identify the factors that could
explain the improvement of financial reporting quality of the
implementation International Financial Reporting Standards (IFRS) by
Libyan companies in way to increase the total of investments volume in
Libyan economic, this study explains why Libyan developing country
still has not adopted the IFRS, even though adoption of IFRS would
result in improving the quality of economic, corporate reporting practices
and enhances the comparability, reliability, and relevancy of financial
statements. This study also points out there is an urgent need for Libya
to adopt the IFRS instead of still continues to practice the Unified
Accounting System. More importantly, this study attempts to understand
the factors that could encourage the adoption of IFRS by Libya and have
good reflect to improve that field of financial reporting quality. The study
indicates that the implementation of IFRSs generally reinforces
accounting quality. The findings show that the implementation of IFRSs
increase the management performance and the investment in Libya are
related to more timely loss recognition and leads to more value relevant
accounting measures. This suggests that less information asymmetry
and earnings manipulation would lead to the disclosure of informative
and higher quality accounting information and would therefore assist
investors in making informed and unbiased judgments. The following
factors have been selected: government policy, management performance
and investment level. Our results indicate that there are significant
relationship between tow variables which are (management performance
and investment level) and adoption of IFRS except government policy.
This study carried out using the quantitative method used questionnaires
to collect primary data and, using data from 50 questionnaires that were
distributed on Libyan companies that are registered on the Libyan stock
exchange and other in Libyan market was analyzed using the package of
SPSS.
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INTRODUCTION

Through this dissertation, Subject of research and problems are present
in Libyan national finance system, generically based in different areas such as
accounting, business analysis, synchronization and application of National
Financial Reporting Standards with International Financial Reporting
Standards (IFRS). Besides structural problems, Libyan national economy is
also characterized by growth and stratification of national market,
insufficiently active investment market, bad investment climate and problems
concerning microeconomics. Taking all these issues under consideration, this
research will be based on studying the problems of existing system of
financial reporting, which generates problems through entire investment
surroundings and its change will significantly alter the means of conducting
business and increase foreign and domestic investments thus providing
perspective for national economy.

Improvement of national investing climate requires overall treatment
of investing environment in Libya burdened with numerous problems such as
government role from the stability policies, the level of education, weakness
of management performance in Libyan economic sectors and in addition to
economy conditions and insufficient implementation of international
accounting standards and those in financial reporting, observed problems are
related to unstable political and economic situation in the region (problems of
not particular relevance to this research due to their complexity and their
impact being related to risk of the country and potential regional economic
unsettlements), small-scale Libyan market (which can be to some degree
changed in its structure, pursuant to change of financial reporting
mechanisms and better control of market conditions and legislative
framework for operations and reporting of companies), insufficient industrial
production (it is possible to influent, because it is expected that change of
local financial standards and introduction of international standards of
financial reporting secure conditions and mechanisms for more precisely
book keeping balance sheet items, in this way safer and more reliable
information for investors).

Private investments, both domestic and foreign, are a mechanism of
prospective growth, a strategic goal of national economy, in sense of long-
term development, and from research standpoint are identified problems,
which are upon realization of objective to contribute to change, development
and increased activity in the national investment market (relevance of foreign
investments due to investment of additional capital, due to change in
approach to managing national companies, increasing management

221



competencies, introducing new technologies, restructuring national financial
market, etc.).

Practice confirms that, at the level of national economy and
administration, low level of training in the field of implementing International
Financial Reporting Standards (IFRS) and International Accounting Standards
(IAS) has affected lack of conformance with valid accounting and auditing
standards.

Largely, omissions and poor solutions of regulatory regime and lack of
efficient mechanisms for law implementation to secure conformance with
international standards are main obstacles to high quality financing reporting
in Libya. At the same time, audited financial reports are not transparent and
don’t show actual financial items and performances of respective entity.

According to Libyan Law on Securities Commission (LSC) (23/1997)
and Directives on standards concerning data transparency in business finance,
revision and accounting (1/1998), all subjects under LSC supervision are
obliged to implement International Financial Reporting Standards (IFRS).
IFRS are used in many parts of the world, including the European Union,
Hong Kong, Australia, Malaysia, Pakistan, GCC countries, Russia, South
Africa, Singapore and Turkey. As of 27 August 2008, more than 113 countries
around the world, including all of Europe, currently require or permit IFRS
reporting. Approximately 85 of those countries require IFRS reporting for all
domestic, listed companies.

In addition, the US is also gearing towards IFRS. The SEC in the US is
slowly but progressively shifting from requiring only US Generally Accepted
Accounting Principles (GAAP) to accepting IFRS and will most likely accept
IFRS standards in the long term. However, directives state that, when there is
a collision between international standards and local legislation, local
legislation has the advantage and that significantly limits the synchronization
between local and international financial reporting standards, in another words
develops economical consequences on investment market and its activity.
Entity then reveals this fact along with its effects on financial report
(condition balance, success balance, report on cash flow, report on changes in
capital and references).

Financial reports are highly standardized, informatically supported
with a key role in business quality, since they are a source of data on means of
misconduct in accounting which, on the other hand, represents instruments for
providing information needed by the management in order to make decisions,
interested users, state control and administration, other tax and inspection
services, as a foundation for regular and emergency controls of legal subject’s
business.
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Demands of Shareholders to improve the quality of financial reporting
come as a result of their aspirations towards ensuring the resources, which
were trusted to the management and which represent a significant role in
overseeing short-term and long-term risks to raise the quality of financial
reporting on a higher level, emphasizes the application of accounting rules and
regulations which exist in its inner instructions, professional as well as legal.

Adopting and implementation of international financial reporting
standards tends to increase the quality of financial reporting in order to reduce
the risk of unreliable information, provide proper foundation for making
rational and more economical decisions but also to gain people’s trust in
accounting as a profession. Improving the quality of legal and professional
regulative, skilful and independent external revision, promotion of ethical
behaviour and creating the system of continuous education and managerial
training, present main steps in overcoming the existing problems which reduce
the quality of financial reporting.

It is necessary to assert that certain pre-conditions, at the level of
national economy, must be fulfilled, on order to realize research goals and full
process of synchronization and complete implementation of IFRS, thus
increasing the quality of financial reporting: sustaining macroeconomic
stability, trading liberalization regime, creating stable, incentive and
transparent legal framework, strengthening of the financial sector and
implementing additional regulatory business control of economical subjects,
banking sector from Central Bank of Libya (CBL) and other state organs.

1.2 Problem Statement

The problems that exist in the country’s financial system (Libya) are
generic domains of accounting, business analysis and financial reporting,
synchronization and application of national standards with international
financial reporting standards applicable financial reporting. National
economy, in addition to structural problems, characterized by the problems of
growth, complexity of the national market, under-active investment market,
poor investment climate, and especially the problems in the level of
microeconomic (business undertakings and their low productivity and
efficiency), which implies that the area of research to be related to study the
problem as a result of the current financial reporting system, which generates
problems in the overall investment environment and its changes, in
accordance with defined objectives, will significantly change the way
business, increase domestic and foreign investment and provide economic
prospects of the national economy.
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Practice proves that at the level of national economy and
administration, the low level of skills in the field of application of
International Financial Reporting Standards (IFRS) and International
Accounting Standards (International Accounting Standards - 1AS), impact on
non-compliance with the applicable accounting and auditing standards.

To a large extent, the failures and bad decisions of the regulatory
regime and the absence of effective law enforcement mechanisms that ensure
compliance with international standards are major obstacles to high quality
financial reporting in Libya. At the same time, the audited financial statements
are not transparent and do not show the true financial position and
performance of the entities to which they relate.

According to Quinn (2004)*, accounting and financial information
originating from developing countries is still difficult to trust. Despite the
urgent need for these countries to attract foreign investment and foreign
capital, and despite the pressing demands from individual and institutional
investors, lending institutions, and multinational agencies, there are still no
definite accounting procedures acceptable by the international professional on
accounting practices (Zeghal and Mhedhbi, 2006)%. Determining the factors
that could influence the adoption or non-adoption of IFRS principles are not
just one but requires a multi-faceted approach, (Abdel Salem & Weetman,
2003; Zeghal and Mhedhbi, 2006)°. These include education, external
economic openness, cultural affiliation, existence of capital market and
language.

According to Zeghal (2006)* there is a lack of adequate research in
developing IAS. Most of the research has been conducted in developed
countries. More importantly, there is an urgent need for research in developing
countries in order to understand the factors that could encourage the adoption
of IFRS in order to attract foreign investors. Al-Basteki, H. (2000)° submits
that adoption of IFRS principle attracts foreign investors and foreign capital

. Quinn. R. L. (2004). Emerging pains. CA Magazine. 137 (3). 0-36. Reporting Standards.
MIT Sloan School of Management .5. 9-102.

%. Zeghal. D & Mhedhbi. K. (2006)  an analysis of the factors affecting the adoption of
international ~ accounting standards by developing countries CGA. The international
Journal of Accounting.41. 373-386.

®.Abdel Salam, O & Weetman, P. (2003). introducing international accounting
standards to an emerging capital market: Relative familiarity and language effect in Egypt.
Journal of International Accounting, Auditing and Taxation, 12, 63- 84.

*- Previously mentioned .in 2.

°- Al-Basteki, H. (2000). Strategies for enhancing the accounting profession and practices in
Ballrain: Accounting experts' perceptions. Research in Accounting in Emerging Economies,
4, 165- 189.
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which could lead to economic growth and consequently developing the
country. In the specific study of some selected countries in the Middle East,
Al-Basteki, H. (2000)* finds that some developing countries in the area which
consist of six countries, despite the being oil rich, are yet to adopt the IFRS
principle.

As at 2003, till now, Libya remains one of the developing nations that
have not yet adopted it even though developed nations like China and
Malaysia have both adopted it (IASB, 2003)2. Adoption of IFRS improves the
quality of corporate reporting practices and enhances the comparability,
reliability, and relevancy of financial statements. In the accounting literature, a
numbers of studies have provided evidence that adoption of 1ASs would
improve the quality of accounting information (Ashbaugh & Pincus, 2001;
Kirkman, B. L., & Shapiro, D. L. 2001; Wallace & Briston, 1993)°. The lack
of transparency and potential administrative and financial corruption common
in Libya could be reduced by the adoption of IFRS. (Nuami, A 2008)*.

In recent years, corporate financial reporting practices have undergone
radical changes all over the world. Basic changes in developing countries are
particularly significant. Although there is no agreement about type of
accounting system developing counties should use, the adoption international
financial reporting standards has been suggested as an appropriate accounting
system to facilities economic growth. There is an urgent need for Libya to
adopt the IFRS, and to implement a uniform accounting system (Najar,
2007)°. Non-existence capital market in developing countries is also barrier to
the adoption of IFRS (Xiao, J. Z.,Weetman. P.&. Sun. M. 2004)°,

L. Previously mentioned .in 5.

%_ http://www.iasplus.com/en/meeting-notes/agenda_0303.

. Ashbaugh, H. and M. Pincus (2001), “Domestic Accounting Standards, International
Accounting Standards and the Predictability of Earnings”, Journal of Accounting Research,
39 (3), pp. 417-434,

Kirkman, B. L., & Shapiro, D. L. 2001a. The impact of cultural values on job satisfaction and
organizational commitment in self-managing work teams: The mediating role of employee
resistance. Academy of Management Journal, 44(3): 557-569, Wallace, R. and Briston, R.
[1993] "Improving the accounting infrastructure in developing countries”, Research in Third
World Accounting, Vol. 2, pp. 201-224.

*Nuami. A. (2008). Administrative and financial corruption in Libya. Journal of Alahewa.
www.alahewar.com.

>-Najar, F.(2006). Implement international accounting standards,
www.alsabaah.com/paper.php?source=akbar&mlf=interpage&sid=9721.

b Xiao, J. Z., Weetman. P. &. Sun. M. (2004). Political influence and coexistence of a
uniform accounting system and accounting standards: Recent developments in China.
Abacus, 40(2). 194-218.
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This research work is looking at different variables that are potentially
likely to influence the adoption of IFRS especially in Libya. These variables
are government rules and policy, management performance, investment level.
These variables create the questions that the research intends to solve and
answer as its basic research objectives. In other words, the basic problem here
is that there is the question as to why Libya as a nation has refused to adopt
IFRS. This study wants to understand the basic reason why this country has
not adopted IFRS. The basic variable to be looked at is generated from the gap
created from current studies which emphasize the need to have future study in
this area. The main purpose in this study is to identify the factors that could
explain the influence of adoption of IFRS by developing countries on financial
reporting quality with Libya in focus. Understanding these factors is
potentially useful for a number of organizations and decision makers,
including governments, accounting standards setters, financial markets
regulators, international institutions and investors, preparers and users of
accounting information, and, finally, it may help the IASB in its efforts to
promote the worldwide adoption of international standards.

1.3 Research Objective

The primary objective of this study is to generate a model for
increasing total investments volume based on the change in the IFRS
mechanism, government’s rules, regulations and standards, on the quality of
financial reporting among Libyan companies, at the level of Libyan national
economy through examine the factors that could influence the adoption of
IFRS in Libya. Specifically the research intends:

a) To examine the relationship between government policy and IFRS
implementation.

b) To examine the relationship between management performance and the
implementation of IFRS.

c) To examine the relationship between investment level and adoption of
IFRS.

1.4 Research Hypothesis

During the research concept, | have started from the basic hypothesis
which will be proven through further analysis:
e Improvement and change of certain norms in national legislation

(government rules), which regulate accounting reports, provide
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harmonization with IFRS and increase the quality of financial
reporting among the Libyan companies.

e Increasing the quality of financial reporting affects on increasing the
volume of foreign investments, thus if we increase the quality of
financial reporting than if have more productive and profitable
business of Libyan companies with IFRS implementation

e Implementation of IFRS affects on increasing the efficiency in
management performance within companies increases the profitability
of companies and eases the mechanisms of state control and external

revision over companies business.

Within research and processing of the defined issues, general and
special methods of scientific cognition will be used, routine methods of
research appropriate to social and economy sciences. Besides this, it will be
necessary to test all theoretical assumptions, compared with specific economic
reality in order to determine their authenticity, which allows model application
in research and confirmation of set up hypothesis. Besides general, this
research will use special cognition methods, such as: analysis, synthesis,
deduction, induction, generalization, concretization and abstraction.

1.5 Research Questions

In order to achieve research goals, based on defined area, research
subject and appointed hypothesis, this dissertation will consider, analyse and
answers to the following questions:

e What is the influence of management resources within companies on

QFR in Libyan companies?

e What is the influence of Government rules, regulations and standards
in Libyan companies?

e What is the QFR’s influence on investment business of Libyan

companies?
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1.6 Significance of the Study

This study is significant in several ways. One of the significance of
this study to explain why there is heterogeneity in countries' decisions to adopt
IFRS; in other words, why some countries adopt IFRS while others do not.
Understanding countries' adoption decisions can provide insights into the
benefits and costs of IFRS adoption Sletten (2009)".

More importantly, this study is quite significant for Libya. In this
circumstance, thus, surely it is the first study in this area. In addition to this,
the study attempts to understand the factors that could encourage the adoption
of IFRS by Libya.

The issue of adoption and non-adoption of IFRS by countries have
generated and still generating argument not only among scholars but also
among practitioners of accounting in both government institutions and private
sectors alike (Arnold and Sikka, 2001).

Significantly therefore, the study will serve as point of reference to the
understanding of the reason why developing nations don't want to adopt IFRS
or cannot adopt it with Libya in focus. It will serve as a point of reference for
the government for the need to adopt the practice.

The study will also serve as an academic contribution to the on-going
discussion on the importance of IFRS, why some countries adopt it and why
some do not. Therefore, this study is very significant in the sense that it will
be an opener to the understanding of the politics of IFRS implementation in
general and Libya in particular.

Another significance of the study is that by the adoption of IFRS, it
will attract foreign investors; foreign capital will lead to economic growth
consequentially in development countries (Zeghal and Mhedhbi, 2006)°.

This study has attempted to provide answers to these interesting
questions; however, the question of which factors are capable of influencing
the adoption of IFRS remains unanswered by Libya. The answer to this
question is of major interest  to developing countries, primarily national and
international harmonization organizations, and particularly the IASB.

L Sletten, K., & Rarnanna. E.(2009). Why do countries adopt International Financial
Reporting Standards? Harvard Business School, 09-102.

%~ Arnold, P. & Sikka, P. (2001). Globalisation and the state-profession relationship: The case
of The Bank of Credit and Commerce International. Accounting, Organizations and Society,
26(6), 475-500.

®_Previously mentioned .in 2.
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1.7 Scope and Limitations of the Study

Research on adoption of IFRS can be directed at either a country
level or company level. The present study focuses only on Libya. The study
focuses of the factors responsible for adoption of IFRS which rests largely
in government hands. The scope is limited to the company level because
the decision to adopt IFRS by public organization and even private firms lies
on the government.

DATA ANALYSIS AND RESEARCH FINDINGS

2.1 Overview of Data Collected

A total of 50 questionnaires which dealt with the adoption of the
International Financial Reporting Standards were distributed to Libyan
companies. However, only 42 which were distributed randomly were filled,
returned and analysed and in the final process, eight questionnaires were
dropped due to incomplete answers.

2.2 Data Analysis

The data analysis was done upon collection of the questionnaires from
the respondents. Data were entered and analysed using SPSS. Data were
described using frequency distribution by reporting the frequency and
percentage. Furthermore, data were described using mean, standard deviation
and frequencies.

H]1. There is insignificant relationship between government rules and policy
with implementation of IFRS.

The result of correlation between government rules and policy with IFRS
adoption. The results indicate that Pearson correlation value for r = 0.213 and
insignificant at 0.05. The correlation between government policy and adoption
of IFRS by Libyan companies has a very weak value. This indicates that this
value is insignificant to further support the relationship between adoptions of
IFRS. Therefore, HI is rejected.
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H2. There is a significant relationship between management performance
and the implementation of IFRS.

The result of correlation between management performance and IFRS
adoption. The results indicate that there is a significant correlation between
management performance and IFRS adoption. Pearson correlation value for r
= 0.524 and significant at 0.05. The correlation between management
performance and adoption of IFRS by Libyan companies has a good value.
This indicates that his management performance influence the adoption of
IFRS. Therefore, H2 is accepted.

H3. There is a significant relationship between investment level and the
IFRS implementation.

The result of correlation between investment level and IFRS adoption. The
results indicate that there is a significant correlation between investment level
and IFRS adoption. Pearson correlation value for r = .573 and significant of
0.05. The correlation between investment level and adoption of IFRS by
Libyan companies has a good value. This indicates that investment level
influence the adoption of IFRS. Therefore, H3 is accepted.

Based on the result there are positive relationship between IFRS
adoption by Libyan companies and most of the independent varieties Table
2.7 shows the acceptation or rejection of the independent varieties. Based on
the significant values 0.137, 0.000, 0.000) most of the hypotheses are
supported.

Table 2.7 Summary hypothesis of independent variables.

Independent Variables Sig — Value Accept / Reject
Government rules 0.137 Reject
Management performance | 0.000 Accept
Investment level 0.031 Accept
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CONCLUSION AND RECOMMENDATION

3.1 RESEARCH SUMMARY

This study carried out using questionnaires, as aims of this study to
exam and identify the factors affecting the implementation of International
Financial Reporting Standards (IFRS) to improvement of financial reporting
quality of the implementation International Financial Reporting Standards
(IFRS) by Libyan companies and way to increase the total of investments
volume in Libyan economic,. This study explains why Libya has not adopted
IFRS, even though adoption of IFRS would result in improving the quality of
corporate reporting practices and enhances the comparability, reliability, and
relevancy of financial statements. This study also points out that there is an
urgent need for Libya to adopt the IFRS instead of still continuing to practice
the Unified Accounting System. More importantly, this study attempts to
understand the factors that could encourage the adoption of IFRS by Libya.

The study indicates that the implementation of IFRSs generally
reinforces accounting quality. The findings show that the implementation of
IFRSs increase the management performance and the investment in Libya are
related to more timely loss recognition and leads to more value relevant
accounting measures. This suggests that less information asymmetry and
earnings manipulation would lead to the disclosure of informative and higher
quality accounting information and would therefore assist investors in making
informed and unbiased judgments.

This study analysed the response from the questionnaires which
consists of three parts which are demographic characteristic, current
accounting system in Libyan companies, independent variables which are
government rules policy, investment level and management earning, and
dependent variable IFRS implementation.

This study, uses data from 50 questionnaires that were distributed on
Libyan companies that are registered on the Libyan stock exchange and some
of external accounting and auditing offices and for the analysed were using
the package of SPSS.

In addition, reliability correlation and regression between independent
variables and IFRS adoption were compared against the hypotheses tested in
the investigation.
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3.2 DISCUSSION

Two of the variables have significant correlation to adoption of
international financial reporting standards by Libyan companies, thereby, the
result shows there is a relationship between government rules and policy with
IFRS adoption but not very significant, thus the relationship is considered
weak. The result agrees with Tucker (2002)* who states that when government
policy is hostile to the foreign and global principles, the adoption of IFRS may
be impossible, suggesting that go, ornament should support the adoption of
IFRS. Pertaining to management performance, this study found that there is a
significant positive relationship between management performance and the
adoption of international financial reporting standards by Libya. The result
agrees with Karamanou et.al (2009)? who state that management performance
significantly affects the adoption of IFRS by German firms. An open up and
rapid growth in management earning could put pressure on government which
will lead to adoption of IFRS.

This study found that there is significant relationship between
investment level and IFRS adoption. The result supported the statement by
Wong (2004)* who said that investment and accounting rules are considered
as major challenges mitigating against the adoption of International Financial
Reporting Standards. Other researchers also found that Lack of investment
level was a barrier to adoption of IFRS.

Even though there are several reasons associated with the adoption of
IFRS based on the available literature, most refers to foreign investors and
local investors. This study found that there is a significant positive
relationship. Finally, this study found that all of the variables significantly
affect the implementation of International Financial Reporting Standards on
financial reporting quality by Libyan companies. Therefore, this study
supported the hypotheses these developed in chapter three.

L Tucker, J., Lean, J., 2002. Small Firm Finance and Public Policy. Journal of Small Business
and Enterprise Development, pp.50--61.

2. Karamanou, L., & Nishiotis, G. P. (2009) ,,Disclosure and the cost of capital: Evidence from
the market's reaction to firm voluntary adoption of IAS“, Journal of Business Finance
&Accounting, Vol. 36 No.7/8, pp.793-821.

5. Wong, P. (2004).Challenges and successes in implementing international: standards
achieving convergence to IFRSs and IASs. International Federation of Accountants. 3.
12-30.
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3.3 RECOMMENDATION FOR FUTURE RESEARCH

Based on the results of the study, some recommendation can be made.
It is worth to highlight that there are numerous factors that impact of IFRS
implementation in Libya. In addition, respondents indicated that their
decision to adopt IFRS was influenced by the expectation of improving and
enhancing the efficiency and effectiveness of financial reporting quality.
Based on the finding, it is important that Libyan government should support
the adoption of IFRS it should encourage companies registered on the Libyan
Stock Exchange to support them. In addition, Libyan government should open
training for accountants about IFRS especially in since adoption of IFRS will
attract foreign direct investment and foreign capital, which eventually may
lead to economic growth. As for quality of reporting, research is needed to
assess what is meant by higher quality accounting standards and what
attributes of accounting standards are desirable.

Finally, this study could be considered as a first attempt of its kind in
focusing on the factors affecting the adoption of international reporting
standards by Libyan financial market. Even though the research found some
important factors affecting the implementation of IFRS and its effect on
financial reporting standard on Libyan companies, there is a need to do more
research in financial reporting domain. This will add to the existing body of
knowledge.

3.4 CONCLUSION

The main objective of this study is to generate a model for increasing
total investments volume based on the change to the IFRS mechanism and
examine the factors that could explain the effect of implementation of
International Financial Reporting Standards and its effect on financial
reporting quality on Libyan companies. Financial statements have historically
been one of the main ways in which information has been provided by a
company to its shareholders and used by investors in considering whether to
contribute capital. Most countries have adopted IFRS due internal external
factors. Result shows that there are significant relationship between
independent variables such as management performance, investment level,
and dependent variable adoption of IFRS. . And all the findings and results in
this research was proofed and supported by the litterateur and the date
analysis.

This study found that the majority of respondents agreed that their
managements and local investors have the capability but they need training on
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how to implement IFRS. And from the respondents mentioned that
government in companies and the professional bodies have important role to
play in the adoption of IFRS. In addition, level of investment (large-medium-
small) has significant role in the adoption of IFRS by Libyan. Politics, too, has
played a key role in the development of accounting standards in Libya.

The study indicates that the implementation of IFRSs generally
reinforces accounting quality. The findings show that the implementation of
IFRSs increase the management performance and the investment in Libya are
related to more timely loss recognition and leads to more value relevant
accounting measures. This suggests that less information asymmetry and
earnings manipulation would lead to the disclosure of informative and higher
quality accounting information and would therefore assist investors in making
informed and unbiased judgments.

In this regard, currently this research found that there is an urgent need
for Libyan companies to implementation of IFRS. There is an urgent need to
prepare financial statement as financial reporting quality based on the
international financial reporting standards (IFRS) which would enhance the
comparability of financial statements and make them more reliable. Therefore,
the implementation of IFRS will make it.

However, this study found that the relationship between government
rules policy and IFRS adoption is a weak. That means all hypotheses have
influence of the adoption of IFRS to improve the level of Libyan economic.
The economic and financial market in Libya becomes more comparable with
companies from other countries.
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A DISCUSSION ON THE DEBATE SURROUNDING CONCEPT OF
CORPORATE SOCIAL RESPONSIBILITY, AND THE IMPACT OF ITS
ACTIVITIES ON FINANCIAL PERFORMANCE IN LIBYA.
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BSTRUCT
The main aim of this study is to identify the key aspects of the debate
surrounding the concept of Corporate social responsibility, through a review
of accounting literature concerning this area. Also, the paper investigates
corporate social responsibility discloser and its impact on financial
performance in Libya, which is a country that, as a developing country, has

not received a great deal of research. The qualitative methods have been used
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to collect data relating to CSRD and financial performance in Libyan
companies, the classification of Miles and Huberman (1994) approach was
utlized to analyse the qualitative data .qualitative methods were used to
analyse 31 interviews of perceptions of financial managers and information
mangers. This paper indicates a significant relationship between CSRD and
financial performance. In other words, the findings confirms the research
hypothesis “specified amount of CSRD could impact financial performance in
Libyan companies”.

Introduction

Corporate social responsibility “CSR” has been defined differently in the
literature; some of the authors such as Carroll (1979) have interpreted it by
focusing on duties that society expects businesses to carry. Thus, this essay
aims first to discuss some of the well- known definitions and how authors
interpreted CSR. As far as corporate voluntary disclosure and transparency is
concerned, one of the aspects of CSR that has received a great deal of
researcher’s attention is the corporate disclosure. This paper moves to discuss
the importance of this aspect of CSR and provide some arguments regarding
the advantages and disadvantages of businesses voluntarily disclosing the
impact of their operations on society and what are the main forces behind such
a disclosure. Moreover, this article attempts to provide a discussion regarding
the stakeholder theory that has received a great deal of debate, some argument
in relation to this theory will be discussed. However, the purpose of this paper
is to explore and understand the relationship between CSRD and financial
performance on annual reports, by developing and testing a hypothesis. The
perceptions of thirty one managers about the relationship between the levels of
CSRD and financial performance by a sample of firms in the four Libyan

sectors is analysed.
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CSR interpretation

CSR has been defined by Carroll (1979) as “social responsibility of business
encompasses the economic, legal, ethic and discretionary expectations that
society has of organisations at a given point in time” (Carroll, 1979, p.50). It
could be said that Carroll defined CSR by focusing on the responsibilities that
businesses are expected by the society to fulfil. However, this definition
cannot be generalised on all businesses as a result of the variation of
relationships and responsibilities among businesses. This view is supported by
Silberhorn and Warren (2007) who argued that the businesses’ new perception
about CSR is that CSR is a normative and multi-level concept, which its
meaning depends upon a variety of relationships and perspectives, and, it is
changeable to fit with social trends. According to them, CSR is interpreted
differently by businesses, depending on their relationships and perspectives,
and the concept of CSR changes to fit with social trends. Thus, it could be
concluded that social trends and businesses relationships and perspective vary
among businesses, and as a consequence, the concept of CSR cannot be
interpreted in one definition. This view is supported by the statement of
Nehme & Ghee Wee “The concept of corporate social responsibility does not
have a precise meaning” (Nehme & Ghee Wee, 2008.p, 129). However,
oppositions to CSR came from supporters of laissez-faire capitalism .there are
some arguments that doubt the social responsibilities of a business. It is
argued by Friedman that businesses have only one social responsibility, which
is to make a good use of its resources and increase its profit in the long term
through engaging in activities that lead to this increase while obeying the rules
of the game, in particular, engaging competition with no fraud or deception
(Friedman, 1970). It could be said that, Friedman recognises one

responsibility for businesses which is to achieve the overall objective that to
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maximise shareholders wealth. However, it could be said that businesses have
to consider different parties at least parties involved in their supply chain to
achieve this objective. In addition, Friedman further stated that businesses that
claim corporate social responsibility are indeed “preaching pure and
unadulterated socialism” (Nehme & Ghee Wee, 2008.p, 132). Moreover, the
opponents of CSR are few nowadays, but they still base their arguments on
Friedman’s arguments according to which an organisation should not be
acting socially responsible for three well-known reasons. First, businesses are
artificial persons and thus it is not possible to hold them morally responsible.
On the other hand, Fifka (2009) argued that Friedman’s assumption, that
businesses are artificial actors who cannot carry moral responsibility, is an
oversimplification and that is due to the fact that, even though the decisions
related to businesses are made by individuals, businesses still carry the legal
responsibilities for the result of almost all decisions. Thus, if businesses are
held legally responsible for decisions that taken by individuals, why they
cannot be held morally responsible? It could be concluded that the Friedman’s
argument is weak since it does not consider the potential impact of public on
the business; moral responsibility can give a signal to society implying that
company is taking care of the society which may in turn lead to a situation of
satisfaction in the society. The second reason is that, directors of businesses
are regarded as agents who have an exclusive duty, which is to serve the
owners (shareholders) as principles by increasing their wealth (Nehme &
Ghee Wee, 2008.p, 129). At this point, CSR is argued to be adverse to this
mission of directors since it involves costs and hence reducing profit.
However, Manne and Wallich (1972) argued that, businesses’ expenditure
cannot be regarded as socially responsible unless businesses make profit that

is lower than they would produce if they invested in alternative that is not
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relative to CSR. It could be concluded that Manne and Wallich focused on the
calculated social costs by counting the opportunity cost. Moreover, Drucker
(1984) have made an interesting argument in relation to this point, he claimed
that, business’s profitability may not be maintained regardless of CSR
practices; on the contrary, it may be increased since CSR opens new ways to
opportunities for business. The final reason is that, it is the responsibilities of
government to maintain and regulate the social system. In response, Drucker
(1984) claimed that problems resulted from social responsibility should be
regarded as opportunities for new areas of activities and hence businesses
should turn these chances to profit. With regard to corporate social
responsiveness, Frederick (1994) state that, CSR is a perspective and ethical
approach with a stress on a need for larger business responsibility and
accountability toward the society. According to him this is what has led to
creating the managerial and descriptive concept of corporate social
responsiveness which refers to the capability of identifying and responding to
social issues. Thus, it could be concluded that corporate social responsiveness
is a limited term for CRS, which is concerning both, business’s
responsiveness and identification to social matters with stakeholders, and how
to solve these issues. .

Stakeholder theory is intended to provide an explanation about the nature of
relationships that exist between companies and persons who have a stake in
both the business operations as well as the outcomes of business activities
(Benn & Bolton, 2011). Freeman has introduced a definition of stakeholders,
according to which stakeholders are “any group or individual who can affect
or is affected by the achievement of an organisation’s objectives” (Freeman,
1984.p 46). It could be said that Freeman in his definition has identified firm’s

stakeholders by focusing on the effects resulted when a company
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accomplishes its objectives. According to, Mitchell et al (1997), this theory is
considered to be a powerful tool through which management’s vision of its
roles and duties is broadened to go beyond the duty of maximising
stockholders’ wealth. However, it also could be said that, this identification of
stakeholders introduces companies to a wide range of stakeholders to the
extent that it could be argued that this definition has some ambiguity of its
boundaries because according to this definition a lot of parties will be treated
as stakeholders who companies should consider. This view seems to be
supported with what is argued by Waxenberger and Spence (2003) to be the
lack of clarity in the stakeholder definition as well as in the stake definition. In
addition, this wide range of stakeholders led Walsh (2005) to argue that
insignificant and small stakeholders should be ignored by firms and thus firms
should worry about the others. In fact, at this point, it could be said that Walsh
seems to have misinterpreted the theory, stakeholder theory does not say that
stakeholders should be treated the same. Moreover, some economists has
criticised the theory as it permits mangers to distribute the wealth of
stockholders (Jensen, 2002; Sundaram and Inkpen, 2004). However, it could
be concluded that their arguments seems to be weak since mangers may not
pay attention to stakeholders unless there is a potential gains from engaging
with these stakeholders.

In addition, Donaldson and Preston (1995) noticed that this theory has been
used in different ways in the literature, according to them; the theory has been
used as a descriptive tool through which significant relationships that exist
between the organisation and groups or individuals that affect its fortunes is
outlined. Moreover, it has also been used as instrumental tool through which
effective business practices that are of concern to stakeholder management

can be identified. In addition, it has been used as a normative tool through
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which the role and purpose of a frim can be interpreted. In this point, Fassin
(2009) claimed that this theory of stakeholders has appeared to be a significant
tool through which ethics can be transferred into both management practices
and strategies.

Noland and Phillips (2010), have highlighted one of the most recent criticisms
that the theory of stakeholders has not concentrated properly on the nature of
the engagement of stakeholders, they outlined the tension taking place
between some theorists who support the Habermasian approach which claims
that businesses have either strategic or moral relationships with their
stakeholders, and between those (ethical strategists) that support the
Avristotlean vision which suggests that business must integrate its nature
alongside with the pursuit of good as a societal wellbeing. It could be said
that, Habermasian approach seems to save the communications between
stakeholders and the company both, from the impact of power differences that
exist between stakeholders and from strategic motivations by separating
strategy from morality.

Carroll (1979) claims that, stakeholder management is becoming increasingly
relevant to pluralistic society which consists of persons with special interest
who are able to challenge an organisation regarding its ethics. Moreover,
Carroll and Buchholtz (2006) emphasised the need for understanding
stakeholder perspectives regarding CSR as well as the need for responding to
these perspective by companies. They argued that understanding and
responding to stakeholders regarding matters of CSR is a very important
function and that because company that does not use power in a way that
regarded by the society as responsible, the company in the long term will lose
this power (Davis and Blomstrom, 1975, cited in Carroll and Buchholtz,

2006).
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With regard to main critique of stakeholder theory, the critics of this theory
have highlighted the confusion of this theory in terms of the nature and the
purpose. Donaldson and Preston (1995) have highlighted the dimensions of
the theory which are; descriptive, instrumental, and normative dimensions.
This classification has generated a considerable debate. For instance, Branco
and Rodrigues (2007) noticed that the aim of normative approaches is to
prescribe the way in which things should be, thus these approaches are not
straightforwardly related to the other two approaches (descriptive and
instrumental) that aim to provide a description about the way in which things
are. Thus, it could be said that stakeholder theory combines some theories that
serve different functions.

Another important debate is regarding “which stakeholders have
prominence?” (Benn & Bolton, 2011,p.202). The neo-classical perspective of
business keep emphasising that the companies should focus on only
maximising the wealth of stockholders at the same time they should function
in accordance to the rules of society (Friedman, 1962). The advocators of this
perspective argue that exploiting the business’s resources to fulfil social
targets is inappropriate since such a responsibility should be held by the
government (Benn & Bolton, 2011). One the other hand, it has been argued by
Jensen (2008) that the purpose of business is to “maximise the total long value
of the firm” (Jensen (2008, p.167) as a means of generating the maximum
value for the society in which the firm conducts its business in (Benn &
Bolton, 2011). The purpose of viewing these two arguments is to show that,
stakeholder theory is partly consistent with Jensen. However, Jensen’s main
criticism is about the assumption of the theory that business’s mangers (will)
do the thing that they see is right to benefit the society in total with no need

for proper rules regulating mangers’ behaviours, he claims that the theory
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needs to recognise the society’s need to have rules through which the
achievement of desirable outcomes of the society. Based on the above
arguments, it could be said that there should be some rules regulating the
behaviour of mangers as they are human beings, also, the imposition of such
rules by society can be seen as a duty of the society in which the society
should save if not improve the environment for the next generations.

The purpose of this paper is to explore and understand the relationship
between CSRD and financial performance on annual reports, by developing
and testing a hypothesis. The perceptions of thirty one managers about the
relationship between the levels of CSRD and financial performance by a
sample of firms in the four Libyan sectors is analysed.

Miles and Huberman (1994) approach was used to analyse the qualitative
data. CSR activities were classified into four categories (employee,
community involvement, consumers and products and environment). Libya
country was chosen in this paper for some reasons. Libya has an important
standing in the world economy as well as a different political and economic
system (Wallace & Wilkinson 2004). Moreover, it is a particularly interesting
country, as socialist and Islamic factors have impacted on the nature of CSR
disclosure. In addition, it established a public organisation for the environment
in 2000 to reduce negative effects on the environment. As a result, the level of
CSRD has increased since 2000 in Libya compared to previous years due to
pressures from stakeholders which may influence organisational performance
for Libyan companies (Pratten & Mashat 2009). The global International
Financial Reporting Standards (IFRS) are also to be used by firms in Libya.
Libya has also developed its GAAP Principles, and it is now a requirement for
firms to follow these standards (Mwaura & Nyaboga 2008). This paper makes

two important contributions to both literature and practice. First, the results
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will extend previous research that links CSRD with financial performance
through improving our understanding of this phenomenon. Second, the results
are expected to help scholars, regulators and stakeholders in Libya to
comprehend the role of CSR information in a stock market and its impacts on
financial performance of a firm.

All of the studies above were done in western countries and US. This indicates
that there is limited research that has investigated CSRD and financial
performance either in developing countries. In addition, no known study has
examined the relationship between CSRD and financial performance in Libya.
Therefore, this study attempts to contribute in this area and may facilitate
more intensive research on CSRD and financial performance links outside of
western countries and US markets in the future, especially in Libya as
developing country and emerging country. Based on the above, the following
hypothesis is proposed:

H : Higher level of CSRD provided by firms results in a higher financial
performance in Libya.

Research methodology

The method used in this research is qualitative. The qualitative method was to
gather information from face to face of semi-structured interview. Interviews
with one of the most important social and environmental stakeholder groups
were conducted to help the researchers to gather data relevant to this issue. In
addition, knowledge gathered from consulting with other researchers in CSRD
and literature reviews enabled the researchers to design an interview guide
with common questions in order to ask the interviewees (See Tablel).

Thirty one managers were interviewed to answer their perceptions about the
relationship between CSRD and financial performance. Data gathered from

interviews was recorded by a note and tape recorders with financial managers
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and information managers of the firms enabled the researchers to gain the
deeper insights on this issue in this research. The interviews took place
between October 2010 and February 2011. Interviews lasted between twenty
minutes to one hour and half. The meetings were held in the manager’s office.

Table 1: Profiles of interviewees

Sector Name Financial Managers | Information Managers Total
Manufacturing § 4 12
Services 1 | 12
Banks and Insurance 4 1 b
Mining | 0 |
Total A 1 31
Participants rate 1% 23% 100%

(1) Bayoud, N & Kavanagh, M & Slaughter, G (2012). The Effect of Corporate Social Responsibility
Disclosure on Financial Performance in Libya.
Data obtained from, the University of Southern Queensland (USQ), Faculty of Business and Law, School

of Accounting, Economics and Finance. e-mail: Nagib.Bayoud@usg.edu.au.

Miles and Huberman (1994) approach was used to analyse the qualitative
data. CSR activities were classified into four categories (employee,
community involvement, consumers and products and environment). Miles
and Huberman (1994) approach was used to analyse the qualitative data.
Analysing the qualitative data was employed in two stages. First, the
researcher classified the interview content (transcript) into similar or different
responses. Second, identifying key, substantive points and putting them into
categories were the two main aspects involved in the current study (Gillham
2000). Identifying a code was the first analysis process with each transcript.
Then all the transcripts were readable more than one time by the researcher.

At the same time, he highlighted the substantive statements that were related
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to the research focus (Gillham 2000; Marshall & Rossman 1999). After going
through all the transcripts, at the same time which the researcher went back to
read the first one of the transcripts, he listened to the tape in order to find any
intonations and statements that he have failed to highlight (Kamla 2007). A
very big representation of statement from interviews was resulted by this
stage, which involved further composition. After that, the researcher gave the
highlighted and statements simple heading through derivation a set of
categories for the responses to each question (Gillham 2000). These categories
and headings checked against the highlighted statements and any necessary
amendments were made. The researcher repeated this procedure more than
one time to ensure that no categories and headings were missed (Hanafi 2006).
Subsequently, each broad research question employed a big sheet in the form
of a matrix. The matrix sheets entered these questions which classified
Categories and headings into them. The researcher then went through the
transcripts, assigning each highlighted statements to a category (Gillham
2000). In addition, the researcher maintained a second separate file to record
the overall observations in the meaning of data for all interviews.

Findings and results

After accurate reading and reflecting on the transcripts, ordinal categories
were developed by the researcher for the responses related to the key topics
and questions that were asked. Findings are reviewed in Table 10. Table 10
was used for ease of interpretation; one answer represents the view of each
interviewee on a specified topic. Hence the answers in Table 10 show the
perception of financial managers and information managers in Libyan

companies about the association between CSRD and financial performance.
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Table 1. Responses of interview questions about CSRD and financial

performance.

Data obtained from the University of Southern Queensland (USQ), Faculty of Business and Law, School of

Accounting, Economics and Finance. e-mail: Nagib.Bayoud@usg.edu.au.

Questions answers EMPD and | COMD& COND& financial | ENVD & financial | CSRD
financial financial performance performance &financial
performance performance performance
No % no % No % No % no %

Does Yes, 130f31. | 42% | 8of31 26% 23 0f 31 74% 110f31 35%
information definately.

regarding CSR | Yes, but not 13 of 31. 90f 31 4 0f 31 110f31

activities | only a 29%

impact | certain level lof31. | 42% 13% 20f31 35%

financial of CSRD. 40f 31 0of31 7o0f31

performance? | Yes in 20f 31 4 0f 31
theory. 12 of
Probably 3% 31 6% 0% 6%
not.

13% 39% 13% 23%

What is the Positive 260f31. | 84% | 19 of 61% | 27 of 31. 87% 22 0f 31. 71%

extent of the 0of31 3L 0of31 0of31
association 0of31

between levels Negative 50f 31 0% 0% 4 0f 31 0% 90f31 0%

of CSRD & 12 of
financial 31
performance? No link 16% 39% 13% 24%
Does Yes 10 Of 31. 32% | 6o0f31. 19% 12 of 39% 8 of 31 26%
information 17 0f 31. 31.
about CSR 11 of 13 0f 31 11 of
improve | Yes, but 55% 31 35% 42% 31 35%
financial with 3of 31.
performance? positive 1 of 31. 3of 31.
information. 8 of 31. 30of31. 7of 31
No 6 of 31. 5 of 31.
10% 26% 10% 23%
Do not
know. 3% 19% 10% 16%
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EMPD: Employee disclosure.

COMD: Community involvements disclosure
COND: Consumer disclosure

ENVD: Environmental disclosure

CSRD: Corprate social responsibilty disclosure.

The effect of CSRD on financial performance

In theory, stakeholders seek to assurance that a high level of CSRD will
facilitate continuation of a company in the future given that there is an impact
of the level of CSRD on financial performance. Saleh (2009) found that level
of CSRD helps the Malaysian companies to improve their financial
performance, hence managers claim that a high level of CSRD may lead to
improving financial performance. According to the accounting literature
review, this research suggests that CSRD plays an important role in the
emerging economic and some developed countries. Therefore, the question
was asked “does CSRD affect financial performance in the Libyan context”.
There was general agreement from the interviewees that the level of CSRD
often has an indirect effect on financial performance due to lack of awareness
by some of the stakeholders about the importance of CSRD for a company
such as employees, creditors and the lack of competition. In addition to that,
this effect is strong, but when it is associated with CSR activities, this means
that both of them are working to find a strong impact on the company's
performance. Furthermore, positive information has a positive impact on
financial performance. The majority of interviewees see that when CSRD is
detailed and not so long in annual reports as well as meeting the expectation
of stakeholders, these reasons create this effect. The following comments
prove that:

There is no doubt that a disclosure of social and environmental activities

affects financial
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performance... if this information is detailed and a non-boring... by attracting

investors,

customers... the interest of stakeholders. On the other hand, there is some

sensitive
information which cannot be disclosed by the company for a certain period
due to the

existence of some competitors in some sectors.

| believe that the impact of social information on financial performance in

Libyan companies

is indirect or intangible compared with companies in industrialized countries,

because

competition has a role in highlighting this information in countries that have

strong

competition.
In this context, one of interviewees also mentioned that this Company was

subject to many of the problems related to performance in the previous period
due to lack of interest in social activities and its disclosure to stakeholders.
Yes, because the lack of commitment to social activities and disclosure of
social information

may lead to the following:

1) Labour migration.

2) Loss in confidence of customers about the product.

3) Minimising profitability of the company.

4) Lack of demand compared to firms that are committed.

5) Expenses increased to compensate the lost labour.

I. Employee disclosure and financial performance
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In terms of the effect of employee disclosure on financial performance, the
majority of interviewees believe that this information can influence financial
performance of a company. Thirteen (42%) said that financial performance of
a company can definitely be influenced by a high level of employee
disclosure. In addition, thirteen managers (42%) think that this effect is more
positive, when a certain level of CSRD is associated with credibility,
transparency, commitment, the awareness of management about the
importance of employee disclosure, increasing pressure from stakeholders,
increasing level of competition and mandatory requirements through
application of international accounting standards. They also believe that
employee disclosure is used to determine the status and financial ability of a
company which is reflected in share price. Moreover, employee information
gives a good motivation to employees of a company to improve their effort
and commitment which in turn is reflected in financial performance:

| think employee information is important for most stakeholders to know the

financial position of the company and its value in the financial market.

Employee information, such as stability in staff training and rewards certainly

indicates that the position of the company is healthy, which leads to increase

of share price in the financial market for this company... also Human

resources information motivates and supports the employee affiliation

towards their company, which is reflected in maintaining the company's assets

and increasing the commitment of the employee towards the company. This

role will be reflected positively on the company's financial performance.

However, only one of financial managers (3%) thinks that there is an effect on
financial performance in theory, but was not convinced that such effect exists
in practice. Four managers (13%) mentioned that the level of employee

disclosure probably does not have any effect on financial performance.
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Yes, in theory, through the Balanced Scorecard with the five dimensions are

learning, the consumer or customer, the operational dimension, the financial

dimension and environmental dimension, which confirms that the spending the

company's one-dimensional, such as learning through training and

gualification of staff will impact on productivity , which in turn will affect the

consumer or customer, who will feel satisfied by increasing its purchases of

this company, this will improve the financial performance of this company.

This means that financial performance of this company can be influenced by

social information due to the interest of some stakeholders such as customer

and employees as well as the company management.

I1. Community involvements disclosure and financial performance

There was variation about this effect, but most interviewees see that although
there is not a clear indication about this effect due to its indirect effect,
community services and information about community involvement can affect
financial performance. Eight managers (26%) believe that there is definitely
an effect of community involvement disclosure on financial performance.
Also, nine of the financial managers (29%) mentioned that a certain level of
community disclosure can influence financial performance. They generally
agreed about the existence of this effect. In addition to that, they believe that
stakeholders are considered one the most decisive factors which help to find
this effect. Stakeholders often request their company to disclose all
information and this disclosure helps to attract new investors. They noticed
that stakeholders realize the importance of CSR activities and its disclosure as
well as the responsibility of a company towards the society:

Information about community involvements has an indirect effect on the

profitability of the company, which reflects on the financial performance of

the company. | believe that the company has a role in contributing to
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community service; this has led to create social interaction and push them to

deal with the company through the purchase of their products as a kind of

thank... for stakeholders, investors and customers in the bank interested in the

extent of the contribution of the bank in the society service and they encourage

projects that are carrying out these activities, such as social grants which

advances to customers and the financing of some sporting activities and so on.

Three of the previous eight interviewees stated that there is a clear effect of
community disclosure on financial performance, for example:

The company sponsored the competition of rally cars in the Libyan Desert. It

provided free fuel to competitors and published this activity in its annual

report. This led to attract some foreign investors that required getting fuel

services by the company.

On the other hand, two (6%) said that the effect of community disclosure in
theory can affect financial performance with twelve managers (39%) thinking
that this effect does not exist. They mentioned that their companies did
community service and disclosed these activities, not for affecting their
financial performance, but for contribution to society.

I11. Consumer disclosure and financial performance

To understand the effect of consumer disclosure on financial performance, the
researcher asked the interviewees about whether this information can affect
financial performance. The researcher noticed that there was a clear
confirmation of opinion expressed about this question. More interviewees see
that such information has an effective impact on the measurements of
financial performance; twenty three (74%) mentioned that consumer
information could positively affect financial performance, either because this
information would increase revenues, or in one case because announcement of

an intention to issue information about product quality, product safety and
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product development safety would cause the share price to change and would
hence change financial performance. Another four financial managers (13%)
believe that a certain level of consumer disclosure with credibility and
transparency could play a direct role to affect revenues and share prices which
in turn reflects on financial performance of a company via attracting
customers and investors.

Yes, this information has the most impact on financial performance as product

safety and
product quality could help to increase the revenues of this company by

attracting customers

and investors to purchase this product or not... a company obtained some of

the certificates

relating to the quality, such as 1SO 9000.

Some interviewees think that consumer disclosure is sensitive information and
consequently, some stakeholders such as investors, shareholders, creditors and
management interested in this kind of disclosure. Consumer disclosure would
directly affect the performance of a company in the financial market and stock
price volatility as it could help to attract many investors and a company has
high quality products in the market as well as accepted by customers. For
instance:

A bank was concerned with activities relating to the quality and safety of the

service provided in order to improve the relationship between a bank and

customers. As well, a bank would use the annual report in order to achieve

this goal; this report shows the interest of a bank of its quality service and

integrity in order to gain the trust of customers, investors, creditors and

shareholders. The management could use this information in making decisions
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regarding the product, which is consequently reflected on the financial

performance of the Bank.

One of the interviewees stated that adverse information about quality and
safety of product in annual reports could give a negative effect on revenues
and share prices through increasing the cost of products:

Yes, for example if there is information in the annual report which confirms

that production or vield is rejected or is not good, this is lost money and did

not generate any income and therefore regarded as a loss on the company.

On the other hand, the remaining four managers (13%) said that a high level
of consumer disclosure would not likely affect all measurements of financial
performance, in particular profits.

IV. Environmental disclosure and financial performance

There was an observed agreement through the opinion expressed of the
interviewees. Most interviewees confirmed that the level of environmental
disclosure does affect financial performance. Eleven managers (35%) said that
level of environmental disclosure can definitely affect financial performance,
while another eleven of financial managers (35%) stated that a certain level of
environmental disclosure with credibility was adequate to find a strong effect
on financial performance of a company. Therefore companies seek to avoid
the accidents related to environmental activities. In addition, they believe that
the companies paid a huge amount of money for environmental activities for
obtaining economic benefits, attracting investors and customers, as well as
increasing employee confidence, for example:

Without a doubt, every dinar 3 the company pays to protect the environment

and discloses it in the annual report has economic benefit, because loss in

production and pollution costs the company huge amounts of money,

therefore, it is pursuing a policy of preservation of the environment and the
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safety of the product and trying to avoid accidents resulting from the practice

of the industry... For example, the company paid an amount of € 200,000 to a

staff member due to injury within the company and the company had disclosed

this information in its annual report, this information has increased staff

confidence and motivated every effort to continue the policy, and this in turn

gave a good image, which reflected on the financial performance of the

company.
Some of the previous interviewees mentioned that there are some companies

which have green energy instead of carbon energy and disclosing this
information for decreasing their expenses and attracting some stakeholders as
well as providing this information to the environment authorities.

Yes, the evidence for that is that the company has used friendly energy (gas)

instead of using heavy oils in the operation of its equipments for two years

and disclosed this information in its annual report, this has reduced some

expenses and attracted some investors and shareholders... and provided

greater information about environmental management.

In the other words, two information managers (6%) believe that in theory,
environmental disclosure can influence financial performance while seven
managers (23%) do not think to find the impact of community disclosure on
financial performance.

Conclusion

This paper has attempted to discuss some of the issues that have received a
great deal in the literature concerning CSR. Firstly, a discussion regarding the
interpretation of CSR was provided, some of the most common definitions
were discussed based on argument made by different authors. Concerning the
terminology of CSR, we chose to discuss briefly the term of corporate social

responsiveness and it was found that, this term involves a narrow range of
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duties in relation to CSR. . Also, a review of the debate taking place in terms
of stakeholder theory was provided. To sum up, the findings of the interviews
support the research hypothesis., the findings reveal that a certain level of
CSRD can affect financial performance. Second, there is a positive
relationship between level of CSRD and financial performance. finally, a
choice of appropriate

accounting policy plays an important role to interact with level of CSRD to
affect financial

performance. Fourth, establishing a sustained commitment for improving level
of CSRD raises the

effect of CSRD on financial performance in Libyan companies.
Recommendations

This study recommend a further study in the area of CSRD and its impact on
financial performance in small and medium companies. Also, the it
recommends Libyan companies to invest more on this kind of asset as it
clearly influences the companies’ financial performance.

Note:

Data and interviews obtained from the University of Southern Queensland
(USQ), Faculty of Business and Law, School of Accounting, Economics and
Finance. e-mail: Nagib.Bayoud@usqg.edu.au.
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