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Abstract

The research has three objectives. The first is to investigate the extent of
publishing delay and its determinants in Libya. The second is to find out how
useful the annual report is to five user groups in Libya namely the Tax
Authority, Academics Auditors, Banks and the Auditing Authority. Finally,

the research also seeks to determine the impact publishing delay has on banks,
Tax and Auditing AuthoritiesA sample of 33 companies over two year period
wasused to determine the extent of pabing delay and its determinants. The
results indicate that the average publishing delay 488xays. The results

of the ordinary least square regression analysis indicate that company size
profitability, company age, number of accountants, accourgaalification,
andaudit opinionare significantly associated with publishing delay. However,

the type of accounting system is not associated with publishing delay.

The results of the usefulness of the annual report indicate that the balance

sheet igegarded as the most important followed by the profit and loss account,
auditorsodé6 report, management report and
also suggest thalhere are significant differences in the perceived usefulness of

6 otni me 6 a nndal rédorss tinetedms afrpredictive value, confirmatory

value and faithful representation.

The results of the impact of the publishing delay onksamax authority and
Auditing authorities are as follows. Loans advanced by bankihe basis of

0otmed annual reports are more |ikely to



basis of 6l ated annual reports. The
companies whose annual reports are produced late compared to those whose
annua reports are produced on timedaAuditing Authority is more likely to

issue a qualified audit report if the annual report is producecdapared to

one pr oduaddresulbsihave important implication for the Libyan
Authorities in terms of what actions they should takeettuce the publishing

delay. Reduction in publishing delay is likely to increase the usefulness of the
annual report and reduce the impact the delay is having on banks, Tax and

Auditing Authority.

Tax
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CHAPTER ONE

INTRODUCTION AND OVERVIEW OF THE RESEARCH
1.1 Introduction
This research investigates the extent of publishing delay and its determinants,
the usefulness of the annual reportd ahe impact publishing delay has on
users in Libya.A number of researcher®.¢., Winfield, 1978; Changand
Most, 1985; Boyne and Law, 1991) have noted the importance of the annual
report as a vehicle for disarging accountabilityParker (1982) highligted
the importance of the annual report as a mass communication medilsh
Marston and Shrives (1991) concluded that the annual report is the most
comprehensive document available to the public and is thereftree 6 ma i n
di scl os u.rTée anrmibrepartliseeden more important in the case of
Libya because all companies are owned by the government and they do not

publish interim reports.

Because of the importance of the annual report as a vehicle for dissemination

of information about the compartlgere are a number of previous studies that

have examined the O6timeliness?o (e. 0. Al
(Carslaw and Kaplan, 1991) of the annual report and its determidands.

delay is important because it affects the timeliness fineatagéements which

convey information to investors (e.g. Dopuch et al., 1986; Loudder et al., 1992

and Jaggi and Tsui, 1999). Timely disclosure of financial information through

audited financial statements plays important role in reducing the asymmetric

dissemination of information (e.g. SFAC, 1980, Jaggi and Tsui, 1999). ©wusu

17



Ansah (2000) also suggests that timeliness of financial reporting is a
significant characteristic of accounting information because stale information
is of little use to market padpants in their investment decision making
processes. This is supported by Feltham (1972) who demonstrated analytically
that timely information affect a decisisna k e r 6 s e -ofp Empiricald p ay
evidencehasalso shown that timely information affedtse prices of securities

on the market (e.g. Givoly and Palmon, 1982 and Chambers and Penman,
1984). All existing studies, however, are based on developed and developing
countries with capital markets. This research is based on the Libyan
environment withno capital markets and investoAl companies are owned

by the governmentThe research was motivated Itlye Libyan Auditing
Authority Report issued in September 2G84tshowed thamore than 80% of
industrial companies took on average of 267 daygublish their annual
reports.The researcher himself has the past beemasked by the Auditing
Authority and some companies to help theamthe audit and preparation of

some overdue annual reports.

The current research useseatteot edmi mplubhe
6audit delayd for the following reasons.
refers to the period between the financial ye@d and the date on the

audi t or Mighaal & 2002t Bahrar2002. However, this may be

probe mati ¢ because Oaudit del ayd i mplies t
yearend and publication of thennual report is entirely speah auditing the

financial statements. In most cases companies take some time to prepare and

then get auditors to auditehfinancial statements. So, strictly speaking, there

18



are two main distinct periods between the financial year end and the
publication of the annual report, namely preparation period and auditing period
(Michael etal-2002, Bahrar2002 although in most couries the two may
overlap. Simnett et al (1995) and Cullinan (2003) recognized the distinction
between the time required by the company to prepare the financial statements
and the time required by the auditor to audit these statements. The distinction
is especially important in the case of Libya where the preparation period does
not overlap with the auditing period. This is because companies are required to
prepare the financial statements after the financial-gedrand once they
finish it is only therthat they hand the financial statements over to the Libyan
Auditing Authority. Thus, the publishing delay investigated in the current
research can usefully be separated into 6

and o6auditing period©o.

Previous reseah studies have investigated the usefulness of the annual report.
Most of these studies surveyed investors as the primary users of the annual
reports (e.gWilton and Tabb, 1978, Lee and Tweedie, 1975 and Bartlett and
Chandler, 1997). A major concern foese was to find out how useful the annual
report or sections of it, is in investment decision making. Very few studies have
been conducted with other user groups. As discussed above, the fact that there is
no stock market provides a unique opportunityntoease our understanding of

the utility of the annual report in an environment where the acknowledged

primary users of the annual report (investors) are not present.

Apart from investigating the O0timeliness?®o

annua report no existing study has gone further to find out the impact of the

19



timeliness or delay in respect of other users. For example, the only research on the
impact of timeliness of annual reports are studies that show that share prices on
average rise ithe financial statements are release early and on average share

prices fall if the financial statements are released late. There is, therefore, need to
extent the impact of delay in releasing financial statements beyond the effect on

the investors to inadde other users of the annual report such as the,bEeokand

Auditing Authorities.

1.2 Objectives of the study:

The research has three main objectives which were carried out in sequence as

follows:

1. The first objective is to determine the publishindpglen Libya and its
determinants. Publishing delay is defined as the time between the end of

t he <c¢ompany @sand thendate avhea Ithe gneuaport is

published whi ch i s t he dat e of t he
comprised of the preparati period (defined as the time from the end of
the companydés financi al year to the

handed over for auditing to the auditing authority). The second constituent
of the publishing period is the auditing period whichhis period between
the Auditing Authority receiving the financial statements and the date they

sign the financial statements.

2. The second objective is to find outow useful theLibyan annual

report is to five user groups in Libya namely the Tax Authority,

20
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Academics Auditors, Banks and the Auditing Authority in the light of the

results of the publishing delay.

3. The third and final objective of the research is to determine in the light
of publishing delay and survey results, the impact publishing delagrhas

the usersnamely the bankshe Tax Authorityand Auditing Authority.

1.3 Summary of Research Method

To determine the publishing delay and its determinants in Lilaysual

reports of 33ndustrial companies out of a population4¥ companiesvere

obtained and usedhis equates t@7% of the populatiorof the industrial

companiesThe publishing delay and the independent variables were obtained

from the annual report. To find out if there is an association between

publishing delay and the compaaolyaracteristics (company size, profitability,

company age, number of accourndant s, ac
accountingsystem and audit opinion) ngrarametric and parametric methods

are used.

The nonparametric method used is the MaMhittney test. The Mann
Whitney U test is used to test for differences between means when there are two
conditions and different subjects have been used in each condition. In other
words, it tests the hypothesis that two independent samples come from
populations havig the same distribution. The Makivhitney U test provides the
average rank for each group of data and a rank of one is assigned to the smallest

value. The Zailed pvalue indicates whether the smaller value is significant or

21



not. Oneparametric test ire form of ordinary leastquaregOLS) wasapplied
to find out if some of the variables explained the variation in the publishing

delay.

The different nature of the other two objectives dictated that different
methodologies be applied. To determine tsefulness of the annual report
required the survey of the users of financial statements. Five user groups were
surveyed for this purpose. These were the banks, Tax Authority, Auditing
Authority, Academics and Auditors. A questionnaire was developed and sen
to each of these user groupsdifferent questionnairavas sento companies

to ask thenfor some information that could not be obtained from the annual
report such as the nature of their accounting systentdinepany ageyhether

it was manual or aomated number and qualification of accountgnt¥he
analysis of the questionnaire was mainly accomplished by the application of
the KruskalWallis to determine the differences in perception of usefulness
among the user group&inally, to determine thempact of the publishing
delay and the usefulness of the annual report on the users\Mhitmey test,

Independent-tests and Chsquare tests were applied.

1.4. Summary of Findings
1.4.1Publishing Delay

The results of the publishing delay suggest thaiydn companies take an
average of 154.86 days to publish their annual reports. The minimum is 78
days and the maximum 384 days. The publishing delay period is far too long

compared to that reported in Bahrain, another Arab country that has been

22



investgated. Abdulla (1996) reported that the audit delay in Bahrain ranged
from an average of 85.26 days to 96 days, between 1985 and’i89ion
parametric (MamWhitney) results obtained in respect of the association
between publishing delay, size, profitonepany age, and number of
accountants, accountant qualificatiand accountingystem and audit opinion
are shown inrablel.1. The results show that there is a significant association
between publishinglelay and companysize, company age, and number of

accountants, accountant qualification, accounting system and audit opinion.

Table 1.1 Publishing Delay

BIG SMALL |
Size No. Mean No Mean M-W
Pub 33 Rank 33 Rank (Sig)
Period 19.44 47.56 0.000
High Low |
Profit No. Mean No Mean M-W
Pub 33 Rank 33 Rank (Sig)
Period 35.56 31.44 0.383
Old Young l
Coage No. Mean No Mean M-
Pub 35 Rank 31 Rank W(Sig)
Period 25.14 42.94 0.000
High Low I
Noacc No. Mean No Mean M-
Pub 39 Rank 27 Rank W(Sig)
Period 28.33 40.% 0.009
Quialified
Unqualified
Accqu No. Mean No Mean M-
Pub 22 Rank 44 Rank W(Sig)
Period 25.98 37.26 0.024
Computerised Manual |
Accsy No. Mean No Mean M-W
Pub 8 Rank 58 Rank (Sig)
Period 15.00 36.05 0.004
Unqualified Qualified |
Audqu No. Mean No Mean M-W
Pub 53 Rank 13 Rank (Sig)
Period 39.13 10.54 0.000
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The only insignificant relationship is that between publishing period and

profitability. The results of company size are consistent with Dyer ¥/ an
McHugh (1975) in Australia, Aston et al (1987) in Canada, OvArssah
(200) in Zimbabwe and Owusfinsah and Leventis (2006) in Greece. The
result thatcompany age significaiyt associated with publishing delay
consistent with those reported by Owafsnsah (2000) in Zimbabwe. The
audit opinion results are consistent with the results reported by Davies and
Whitred (1980). The results relating to number of accountants, accountant
gualification and accounting system cannot be compared to any of the

previows research findings since no such previous research could be

located.

The ordinary least square IS) multiple regression resultsf the

relationship between publishing delay and company, gzefitability,

company age, number of accountants, accounaaitfication, accounting

systemaudit opinionare presented in Table 1.2.

Table 1.2 Publishing Delay Results

R R Adjusted R Square Std. Error of the
Square Estimate
.840 705 .669 .22601
B Std. Error Beta t Sig
(Constant) 7.377 557 13.243| .000
Size -.184 .043 -.333| -4.320| .000
Profit .006 .002 267 3.588| .001
Coge -.016 .006 -.313| -2.451| .017
Noacc -.015 .005 -.295| -2.708| .009
Accqu .288 .086 347 3.360f .001
Accsy -.073 .109 -.061 -.673| .503
Audqu 274 .082 279 3.342| .001
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The resultsshow that 66.9% of the variation in publishing delay in Libya
can be explained by six of the seven variablEsese variables are
company size company age, number of accountants, accountant
qualification, and audit opinion The results show that compasyze,
company age and number of accountants are all negatively associated with
publishing delayThis is consistent with the agency theory suggestion that
when agency costs are hjghnanagement are likely to employ reputable
audit firms that will allocatemore resources to the auditing process
resulting in a shorter audit delay. The result is consistent with those
reported by Schwartz and Soo (1996) and Henderson and Kaplan (2000) in
the USand Jaggi and Tsui (1999) in Hong Kong. However, the result
contralict the resultsreported by Simnett et al. (1995) using Australian

data.

In the Arab world context, the results reported by this study in respect of
company size and profitability are consistent with those reported by
Abdulla (1996) in Bahraini. The o#h variables, namely company age,
number of accountants, accountant qualification, adooy system and
audit opinion have not been investigated before in the Arab world and

therefore no comparison can be made.

1.4.2Usefulness of the annual report

The simmary results of the usefulness of the annual reports are shown in

Table 1.4. The results show the overall mean rating of the five sections of
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the annual report by banks, Tax Authority, academics, external auditors
and both academics and external auditdree results show that the
balance sheet is perceived as the most important section of the annual
report with a mean rating of 4.18. This is followed by the income
statement with an average rating of 4.01 third place is the external
audi t or snbaveragepraiadt2.44. The least useful sections of the
annual report according to the five user groups are the statement of sources
and applications of funds and the management report with mean ratings of

1.69 and 1.4%espectively.

Table 1.4 also shosvthe results of the Kruskal Wallis test to determine if

there are significant differences in the perception of the different sgection

of the annual repodmong the surveyed groups. As can be seen from the

results, it is apparent that there are signifiadifferences as indicated by

Kruskal Wallis values of 0.000 in all cases. This suggests that the five user
groups©®o perception of t he useful ness
statement, statement of sources and app

repot and management report are all different.

The results which suggest that the balance sheet is more important that the
income statement is inconsistent wisimilar studies based on Arab
countries data. For exampkhu-Nassar and Rutherford (1996), iordan,
Al-Razeen and Karbhari (2004), in Saudi Arabia, and\jali (2009), in

Bahrain all found that the income statement is more important than the
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balance sheet. One possible explanation for the differences in results
between Libyaand Bahrain, Jordan drSaudi Arabia that Libya has no
stock exchange whilst the other thre&ab countries have stock
exchangesUsers in countries where there are stock exchange are more
inclined to think in terms of income, hence the perception that the income
statement is wre important than the balance sheeBahrain, Jordan and

Saudi Arabia

The results reported aedso in contrast to a number of studielsewhere
which found that the chairman statement (equivalent of the management
report in Libya) is the most readmpared to the financial statements (e.qg.

Lee and Tweedie, 1975 and Bartlett and Chandler, 1997).

Table 1.3Importance of various sections of the annual report

ARS | NO | BANKS | TA |AC |EA | AC | MEAN | SD RANK | KWSL
& E
BS 285 | 3.33 4 3.65(4.17|4.48| 4.18 0.728| 1 .000
IS 285 | 4.22 4 |3.48[(4.04|4.25(4.01 0.728| 2 .000
FS |285|2.22 2 2.37|1.13|1.42|1.69 0.725| 4 .000
AR |285 |3.78 2 1.90|4.48| 3.35| 2.44 1.265( 3 .000
MR |2.85|2 2 1.67(1.09|1.30|1.41 0.647(5 .000
Notes: KWSL: KruskaHWallis significance level; Mean valuésscoi n g : 1 represq

at all o and 5 represent s-Cénrat Bapk of Libpacandt Camnierti
Banks (Loans department&RS= Annual Report Section$A = Tax Authority; AC= Academics|
EA = External Auditors; 5 = Both.

BS= Balancesheet Il S= I ncome statement; FS= Funds
MR= Management report.

Two possible explanations for differences may be advanced. The first is the
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difference in user groups. The studies which found that the chaigra

statement is most widely read are mostly based on the survey of what can be
called the Ounsophisticated6é investor wh
financial statements. This is in contrast to the current study that surveyed what

may be catlil ecat é&ds® plhsesr groups.

To find out the usefulness of the annual report in Libya, annual reports that
were Ol ated and-ttimede wth adadgmos eml & @n
auditors They were asked to rate the annual reports in terms of seven
qualitative cheacteristics of useful information. The theory behind was that
there should be a significant difference between the two types of annual
reports, with the 06l ated anTheMdnn reports |
Whitney tests raults are presented in Tlall.4

Table 1.4Mann-Whitney Tests of differences in perceptions of the

qualitative characteristics of useful information of ontime and late
annual reports

ON TIME LATE
Qualitative Mean No Mean M-W
Characteristics | NO rank Rank Z (sig)
Predictive 825 | 659.58 825 991.42 -16.285
Value (0.000)
Confirmatory | 825 674.60 825 976.40 -15.103
Value (0.000)
Faithful 825 | 604.20 825 1046.80 | -20.708
Representation (0.000)
Neutral 825 |814.13 825 836.87 -1.388
(0.165)
Free from 825 |819.84 825 831.16 -0.798
material error (0.425)
Completeness | 825 828.59 825 822.41 -0.403
(0.687)
Prudence 825 |823.21 825 827.79 -0.250
(0.853)
Consistency 825 |828.30 825 822.70 -0.473
(0.636)
Disclosure 825 |821.65 825 829.35 -0.382
(0.702)
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Theesults suggest that there are-signific:
timebéb and o6l ated annual reports in terms
and faithful representatiorNo significant differences, however, could be

found in terms of neutrdy, free from material error, completeness, prudence,

consistency and disclosuréhese results offer limited support to the theory

that o&éon timed and o6l ated annual reports
users. However, it is important to note thatrthare significant differences

regarding arguably the most important characteristic of useful information,

namely predictive value, confirmatory role and faithful representation.

1.4.3Impact of publishing delay on users of annual reports in Libya

The mpact of publishing delay was investigated with the banks, Tax

Authority and the Auditing Authority. One hypothesis was developed in

respect of each of these user grouplse hypothesiof the impact of

publishing delay on banks was that the average repatypercentage of

|l oans that were made (approved) on the
significantly different from the average repayment percentage of loans

made on theimadi anomfuadomeWhtneyand Bot h th
the Independent-tests were carried oufsee Chapter 9o test the

hypotheses. The results of the Independdasts are presented in Table

1.5 Thede<riptive statistics in Table 1 $how that the average repayment

percentage of loans based on annual reports that wedeiqed late is

24.18% compared to an average of 57.52% for the loans that were based

on annual reports that were produceetiare.
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Table 1.5 IndependentSamplet-tests

Annual N Std. Deviation | Std. Eror

Report Mean Mean
Repayment | Late 33 2418 .12895 .02245
Percentage | On Time 27 5752 .25863 04977

Leveneos 1 t-testsfor Equality of
Equality of Varianced Means

F Sig. t d.f Sig.
Repayment EVA | 14.383| .000 -6.492 58 .000
Percentage EVN/ -6.106| 36.428 .000

The independenttestresultsshow F value of 14.383 and significance of

0.000. The+value is-6.492 if equality of variances is assumed (EVA) and

-6.106 if equality of variances is not assumed (EVNA). These results are

consistent with the suggestion that loan decisions made of the basis of
annual reports t hatlikeyrnode rppaid cbmparedd 61 at e 6
to those | oans made the basi-tsi médannual
The findings, t her ef or kereisasignffiGgamtm t he hy
difference between repayment percentage of loans made on the basis of

anrual reportspublisred6 | at ed6 and t hosesthabaseed on anr
producedont i midéresults suggest that the Libyan government policy

of instucting the banks to advance loans to companies even if the financial

statements are not up to date tcites to the losses suffered by banks as

a result of loans that are not eventually repaid.

To test the impact of publishing delay on the Parhority the hypothesis
thatthere is a significant difference between the avefaggevalue of the

accrued ncome tax of companies that publ i sh
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and those that publied their annual repodntimed The results of the

MannWhitneytest are presented in Table 1.6

Table 1.6 Mann-Whitney Tests of Differences in thd=uture Valuesof

Accrued Corporation Tax basedon ontime and6 | at e 6repartsn u a |

ON-TIME LATE
No Mean No Mean M-W
rank Rank Z (sig)
Future 19 28.87 19 10.13 -5.202
Value (0.000)

They show that the mean rafde the accrued income tax for the-bme

annual report is 28.87 and that of the late is 10.13. This suggests that the

futurevalue ofc o mpani es with &6l ated annual repo

orttime annual reportsompanies The Mam-Whitney Z vale is-5.202

which is significant at all levels. The conclusion from this test is therefore

that companies whose annugboets are late palgss in tax irfuturevalue

terms This provides some evidence that the delay in publishing annual

reports in Libyahas a significant impact on tax authority in terms of the

revenue lost. The hypothesis tlddtere is a significant difference between

the averagduture value of the accred incometax of companiesthat
published their annua publishedptoer angual6 | at e 6
reportont i me 6 i s, t h drtieefcontex of Liloya, thé Tax me d .
Authority should think in terms of charging interest for any overduef tax

annual reports are late so that it doeslosgmoney

Finally, to test thampact of publishing delay on the Auditing Authority
the hypothesiswas that 6here is a significant relationship between

publishing delay and whether the auditing authority idsueualified or
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ungqual i fi ed Todaestdthethypathegisothehi-gquare test of

independencevas performedTheresults of the test arpresented in table

1.7. The table show that there are 16 annual reports that wemmemnd

i ssued with an oO6unqualifiedé audit repc

timeandwereissuasli t h a oO6qualifiedd audit report

The chisquare testesults showthat the Person clsiquare statistic is
10.450 which is significant at 0.001. The compu®l value is 0.524 and

is also significant at .001 whilst the Lambadaalue is 2.334 and is
significant at 0.020. This result suggests that there is a significant
association between the annual report being late and the incidence of being

qualified by theAuditing Authority.

Table 1.7 Chi-Square test of the association between publishing delay

and the issue of a qualified or unqualified audit report

Auditing Annual Report Type | Total
unqualified qualified
Annual Report | On time 16 5 21
Situation
Late 4 13 17
Total 20 18 38
Chi-Square Tests
Value df Asymp. Exact Exact
Sig. (2 Sig. (2 | Sig. (*
sided) sided) sided)
Pearson Chi 10.450 1 .001
Square
Continuity 8.445 1 .004
Correction
Likelihood Ratio | 10.971 1 .001
Fisher's Exact .003 .002
Test
Linearby-Linear | 10.175 1 .001
Association
N of Valid Cases 38
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On the other hand 13 annual reports that were late were issued with a
qualified audit report compared to 4 that were late but issued with an
unqualified audit report.lt may, therefore, be concluded that the
hypothesighat here is a significant relationshigtween publishing delay
and whether théuditing Authority issues a qualifiedr unqualifiedaudit
reportis confirmed. Specifically, the results confirm thiatthe context of
Libya annual reports that are late are likely to be issued with a qualified
audit report by theAuditing Authority. Thus it is important that annual
reports are prepared on tinte Libya so that incidences of qualified are

minimised..

1.5 Outline of the Research

Chapter 2is about the Libyan accounting environment. The purposd&ef t
chapter is to give as much information as possible regarding Libya as the
setting of the research. In particular the chapissusses the political system
and economic systems of Libya. The chapter al&russesaccounting
regulation and accountingrofession.The literature review is discussed in
Chapter 3The purpose of the literature review is to identify what has already
been investigated in the area of publishing delay and usefulness of the annual
report. The chapter in particular discusses [poeg research findingson
publishing delay and its possible determinants. The penultimate section
examines some of the limitations of the existing research and the possible

contribution of the current research.

Since the other objective of the studyadihd out the usefulness of the annual

report, Chapter4 examines the available empirical evidemekting to that
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issue. It begins witla discussion of the objective financial reporting. This is
followed by the discussion of the users of information &#melr needs. A
discussion of the qualitative characteristics of information follows. Then there is

a discussion of the usefulness of the annual report by examining previous
research on the qualitative characteristics of useful information and the bse of t
annual report as an information sour€hapter 5 develops sevéypotheses

linking company specific characteristics to publishing delay in Libya.
However, before the hypotheses are developed the chapter discusses some of
the theories which are used tevelop the hypotheses linking company
characteristics and publishing delay. The seven hypotheses developed relate to
company size, profitability, company age,

gualifications, accouing system and audit opinion.

The research methodology that was followed to achieve the objectives of the
research is discussed @hapter 61t starts by describing how the sample was
selected and then outlines htive company characteristics were measured. The
chapter also discusses thenparametric and parametric tests that were used to
test the hypotheses. This is followed by the discussion of how the sample for the
guestionnaire was selected. The chapter also disctissedevelopment and

administration of the survey questionnaire.

Chapter 7 presents and discusses the results of the first objective of the
research. It starts with the presentation of the results of the descriptive
statistics of the publishing delay. This is followed by the discussion of non
parametric tests results dfet association between publishing delay, company

si ze, profitability, company age, numb e
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gualifications, accounting system and audit opinion. Independestst results

of the difference between preparation and auditing gsriollow this. The

multiple regression results of the association between publisteray an

company size, profitability, company age,
gualifications, accounting system and audit opinion are presented in section

7.6.

Chapter resents and discusses the results of a questionnaire survey. The first
section discusses the background of the respondents namely btnks,
authority, auditing authority and the academics and auditors groups. This is
followed by the discussioof how the various sections of the Libyan annual
report are perceived to be useful by the surveyed groups (banks, tax and
academics and external auditor$his is followed by a discussion of the
extent to which the Libyan annual report is perceitede useful by the

academics and external auditors.

The impact of the publishing delay and usefulness of the ansp@itto users

is discussed i€hapter 9The chapter begins with a discussiothaf decisions

that commercial banks need to make basecheratnual report and how the

delay in publishing the annual reports affects their decisions. The section also

guantifies the losses that the banks are making as a result of the delay in the

publication of the annual report. The section alsst@strespet of banls, the

hypothesis thathere is a significant difference between repayment percentage

of loans made on the basis of anntegortspublisred6 | at edé and t hose b
on annual report that are producedtone. This is followed in sectio®.3 by

the discussion of the Tax Authority and the decision it needs to make
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regardingthe estimation and collection of taxes. It also shows how the Libyan
amual report publishing delay resulis the loss ofrevenueby the Tax
Authority. Specifically, the sectiortests the hypothesis thdhere is a
significant difference between the averdgtirevalue of the accrued income
tax of companies that published their al
published their annual report -time. Section 4 discusses the pact of the
Libyan annual report publishing delay on the Auditing Authority. It is
suggested that the publishing delay means that in most cases the Auditing
Authority ends up issuing qualified audit reports because it cannot verify the
inventory existingat a particular date especially if there has been a delay
running into a number of years. The hypothdbist Ghere is a significant
relationship between publishing delay and whether the auditing authority

issues a qualified auditreport i s t est ed.

Finally, Chapter 10 is the summaayd conclusion It begins by summarising

the objectives of the research and the findings. It then discusses the research
subject contribution followed by research policy implication. This is followed

by the reflection of thenethodology which outlines some of thmitations of
theresearch. Théastsection of the chapter discustherresearch that may

be undertake
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CHAPTER TWO

THE LIBYAN ACCOUNTING ENVIRONMENT

2.1Introduction

This chapter discussedhet accountingenvironment of Libya, an Arab
developing country. Knowledge of the accounting environment is important to
the understanding of the remaining parts of this thesis for two reasons: first,
literature suggests that there is a relationship between accountihgsan
environment and second, the need to put the research in the Libyan context.
For example, Radebaugh (1975) explained how the development of accounting
objectives, standards and practices are influenced by environmental factors
which include the naturef the enterprise, enterprise users, the government,
local environmental characteristics, international influences, academic
influence and the accounting profession. Further, Barrett (1976 and 1977)
suggestedhat the observed variance in the extent néficial disclosure and
comprehensiveness of the annual reports in seven countries can be attributed to

the relative degree of efficiency dfe respective national markets.

Frank (1979) empirically demonstrated that an association existed between
environnental variables and the groupings of countries on the basis of

accounting practices. Nair and Frank (1980) undertook a more detailed
examination of the relationship between accounting and its environment. Their
results indicated that accounting measureg beinfluenced by a separate set

of environmental factors than accounting disclosure practices. Moreover, Scott
and Troberg (1976) identified a number of factors that may differentiate

accounting systems and practices in developing countries such asfriaivya
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the developedountries. Thesenclude: a shortage of qualified accountants at

all levels; lack of timeliness of accounting information; lax accounting
regulation and auditing standards; inadequacy of locally authored accounting
textbooks and teachgnof accountancy at the college levaind lack of
qualified accounting instructors. Other surveys in developing countries have
confirmedthe shortages of qualified and experienced accountants and financial
management personn@Heffer, Derek. 1991) whiclmay affect accounting
practices. Because professional accounting bodies in developing countries tend
to be weak no recognition may exist of the need to set standards for
accounting and auditing standards and offer training. Of those developing
countries vinich have professional accounting bodies very few of them offer a
national qualifying examination such as in Libya, Egypt, Sudan and many
others. That constraint and those imposed by the scarcity of educational
resources cause gaps to remain between thentk for and the supply of
accounting technicians and qualified accountants and the development of the

accounting system.

Cooke and Wallace (1990) demonstrated that financial disclosure regulation in
developed countries is more likely to be associatgd internal factors (e.g.
stage of economic development, legal rules and cultural values) while external
factors (e.g. colonial history, international trade and international accounting
standards) are more likely to be prominent in determining finadsalosure
regulations in developing countries. To that extent one would expect the
Libyan accounting environment to be closely associated the former colonial
masters with include Italians (191-1942) and the French and British (1942

1951). For example,Buzied (1998) suggests that although the Libyan
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Commercial Coddnas been partially modified from time to time to meet the
changing needs of society, the accounting systems and reporting methods in
use in Libyan companies reflect those passed down by thetcouy 6 s f or mer

colonial masters

As demonstratk by the abovethere are a variety of environmental factors that
may influence an accounting system and these may differ from country to
country. For the purpose of this chapter, the discussion is limitedle¢ated
environmental factors that were deemed more relevant than others to the
understanding of the Libyan accounting environment. The rest of the chapter is
organised as follows. The next section discusses the political system. Then
there is a discussn of the economic system. This is followed by the
examination of the nature of the business enterprises. Then there is a
discussion of accounting regulation and the auditing profession. The
penultimate section examines the principal users of annual sepottibya.

Finally, there is a summary and conclusion.

2.2The political System

Libya is a developing Arab state located in the noghtral part of Africa. It
became independent from the British and French in 1@fter King Idris al
Sanusi. Libya haa population ob.8 million (UN, 2005) and the capital city is
Tripoli. The country covers an areal#7million square kilometreg85,524
square miles). The official language Asabic while English and Italian are
also used in business and tradbe $tate religion is Islam and about 97% of
Libyans are Sunni Muslim. The Libyan social environment is characterized by

the extended family, clan, tribe and villages. These play a major role in the
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communityos |ife and peoplfeeexpsctamcgis at i onshi

71 years for men and 76 years for women (2805). The main exports are
crude oil (which was discoved in 1959), petroleum products amatural gas.

The Gross national Income per capita is US $5,530 (World Bank, 2006). King
Idris openeda 104mile pipeline, which links important oil fields in the
interior to the Mediterranean Sea and makes it possible to export Libyan oil for
the first time in 1961.With it, the country was transformed into a wealthy

monarchy.

In 1969, however, the kingias overthrown in a coup led byluammarAl
Gaddafi, inspired by the Egyptian leader Gamal Abdul Nasser, who dominated
Arab politics in the 1950s and 1960s, in a bloodless coup. Libya embarked on
a radically new chapter in its historgeveral actions fadwing the seizure of
power in 1969 including, for example, the nationalizing foreign companies that
were operating in Libya. The private sector and foreign companies disappeared

and a wide range of publmwvned enterprises were formed (Kilani, 1988).

In the 1970s, Libya adopted a new approach to government which had a great
impact on its economic systenColonel Gaddafi's revolution set out to
distinguish Libya from the world around it. The Ideas put forward in his Green
Book aim at an alternative to botbmmunism and capitalism, while Islam is
adhered to but with a unigue slakbr example, Libya has its own calendar
based on Muhammad's dea@olonel Gaddafi called the new political system

Jamahiriya a system of governance based around "people's itteesi and
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free of partisan politicsThe concept is loosely translated as a "state of the

masses".
The | owest | evel is a Basic Peopleds Cong
Gener al Peopl eds -lBeanmual eonfesren¢eaomprsatil i a me n't

representatives and officials of Popular Committees (The Cabinet), appointed

by t he Basi c Peopl eds Congresses and
representatives of popular associations and trade unions). The Cabinet does not

enjoy the normal authorities a \g@nment would. It has the authority to
recommend to and i mpl ement the decisions
This conferences system is based on the theory that every person of age

regardless of gender should participate through direct consultation and

consensus building otherwise known in | sl

2.3The Libyan Econony

This section gives a brief historical account of thbyan economyfrom
independence to date. Accordidghmad and Gao(2004), on attaining
independence, thielbyan economywas basegbrimarily based oragriculture,
which was divided more or less evenly between field (including tree) crops
and livestock products. Agriculture provided raw materials for much of the
country's industrial sector, exports, and tragtfaployed more than 70 percent

of the labour force; and contributed about 30 percent of the GDP, dependent
on climatic conditiongAhmad and Gao2004) llliteracy was widespread, the
level of skills was low and technical and management expertise were at a
premium. The lack of sufficient numbers of skilled Libyans in the labour force

remained a problem in the 1980s; despite large sums of money having been
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spent on training Libyans, the government still relied on foreign workers
(Ahmad and Gao2004) The dizovery of petroleum,however, changed the
Libyan economy intadual economy, in which petroleum and non petroleum
sectorsoperated side by side. Tipetroleumfinancing and decisionall came

from outside the country.

After 1972 the governmenbegan an ambitious plan to modernise the
economy, modelled on Algeria's experienBemajor part of theplan wasto

build industrial capacitywith emphasis orpetroleumrelated industry.The
industrialisation program met with sorhmiited success, as several catege

of imports began to decline in the late 1970% decline in GDP placed great
strain on government spending, reduced the level of imported goods available
in Libyan markets, and increased Libya's debt repayment probl€hes
decline in oil revenuesiso caused the Libyan government to revise its
somewhat haphazard way of making economic policy decisions, because it no
longer possessed the financial resources to achieve its manyAjoalad and

Gao, 2004).

Oil export revenues, which account for o\M@% of Libya's hard currency
earnings (ad 75% of government receipts) declined as a result of the fall in oll
prices during 1998. However, it higher oil prices since 1999, however,
Libyan oil export revenues haugcreased to $13.4 billion in 2003 arad
forecast $12.9 billion in 2004, up from only $5.9 billion in 1998.
Libya'sfiscal situation is now significantly in surplus (around 16% of GDP in
2002)as a result otrong oilexport revenuedn part due to higher oil export

revenues, Libya experieed strong economic growth during 2003, with real
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gross domestic product (GpBstimated to have increased drpund2.7%

3.8%, up from (0.2%).5% growth in 2002Ahmad and Gao, 2004

Libya is now estimated to havproven oil reserves oaround 36 billion
barrels However, Libya remains "highly unexplored” according to Wood
Mackenzie Consultants, and has "excellent" potential for more oil discoveries.
Despite years of oil production, only around 25% of Libya's &reavered by
agreements with otompanies. The undexploration of Libya is due largely

to sanctions and also to stringent fiscal terms imposed by Libya on foreign oll
companiesHowever, this is set to change following the lifting of the sanctions

after Libya agreed to pay compensationthe Pan AM victimgBBC, 2008)

The Libyan economycurrentlydepends primarily upon revenues from the oil
sector, which contribute practically all export earnings and aboutjoaeer

of Gross Domestic Product (GDP). These oil revenues and a svpalagion

give Libya one of the highest GDPs in Africa. The non oil manufacturing and
construction sectors, which account for about 20% of GDP, have expanded
from processing mostly agricultural products to include the production of

petrochemicals, iron, e¢l, and aluminiunfWikipedia 2008)

Climatic conditions and poor soils severely limit agricultural output, and Libya
imports about 75% of its food. Higher oil prices in the last three years led to an
increase in export revenues, which has improved mesnoenic balances but
has done little to stimulate brodéesed economic growth. Libya is making

slow progress toward economic liberalization and the upgrading of economic
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infrastructure, but truly markdiased reforms will be slow in coming

(Wikipedia, 2009

The expansion in the hydrocarbon sector, basr the past 30 yeaidiven the
countryos economy, with the catheri buti on
1970s and early 1980dsvels The country has allocated a large amount of

money to establishing indtrial companies in neail sectors over the last two

decades, foll owing the governmentds devel
nonoil sectors increased significantlilevertheless, the country still faced

difficulty in being able to produce enough capigoods and consumer goods

to achieve O0sel f ed u @Amacade Gao,g@4).and O6sel f

2.4 Nature of Business Enterprises

The countryds socialist philosophy has af
of thebusines®wnership and controflg of business objectives. Libyan

industrial companies are predominantly owned by the state, and controlled and

supervised by government institutions. While those enterprises are financed in

different ways in relation to their actiigs nature and objewies, most of

them have received their funding (e.g., launching grant) from the government.

Currently, there are over 190 large public enterprises

The main objective of those enterprises is to offer services and goods to the

public rather than to make @ofit. Based on the state socialist philosophy,

employees were given the right to set up-sshagement in their enterprises.

Mo s t companies ar e currentl y Eashanaged by

committee has the responsibility of running the businessaehigving all the
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enterpriseods objectives. The peopl ebs C
implement all the financial regulations and control (including accounting

activities), to follow all the instructions and guidelines provided by their

relevant secretats (ministries), and provide these secretariats with all reports

(including annual reports) and information they demand. The government has

total authority over, for example, imports or exports of a company and even

the companyos | o pantmenssrio Libydracorgpansegara@iror a p

the hands of politicians and civil servants. As a result, Libyan companies, as

public enterprises, are very sensitive |

policies regarding economic, political and social issues (AghaRy).

The centr al aut hor i t vy -toaddytogeratiors iinrttect s ¢ o mp
areas of organizational structure, location responsibilities, authorized budgets,
employment conditions and management appointments. In 1992, Law No. 9 on
partnerships pnaded a new basis for individuals to engage in manufacturing,

agriculture, professional service and other ventures as sole owners or in
partnerships, leading to the emergence of private businesses. Moreover, in

1997, Law No. 5 relating to encouraging fgreicapital investment was

enacted by the General Peopl eds Congr es:
authority in Libya) for the purpose of attracting foreign investments and

accelerating social and economic development. In line with the

i mpl ement &t iDbenv ed fop e ht Pl ansd of 1980,
private sector, the growth of foreign investment and the effect of globalization,

there is a strong demand for change to accounting practices.
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2.5Accounting Regulation

Although the Libyan economy is nabnsidered a market economy [sar,

accounting has played an important role for over half century. Resource
allocation, monitoring social and economic development plans and the
establishment of the product pricing system all depend on accounting

information (rather than the mechanism of market forces).

There are many laws in Libya, which are concerned with accountingingud

profession and the preparation of financial statements. One of théme is

Libyan Commercial Law (LCL)which was publishecbn 28" of November

1953; and it is the first statute in Libya that considatedpractical view of

preparation and presentation of financial statemenke legal and regulatory

framework for financial reporting in Libya is very limited in scope and is

expresed in loose and general terms. The Commercal issued in 1953

requires that companies must prepare an annual report, including a profit and

loss account and balance sheet and explanatory notes within four nonths f

the end of fiscal year. Theaccommuu st gi ve an Ohonest and f:
auditedThi s perhaps reflects the 6True and F
by the British Companies Act 1948 here are no further requirements

concerning the form and content of the financial statements Hdewon

requirement that companies should maintain proper accounting records in

accordance with generally accepted accounting principles, which are not

themselves defined by law.

The accounting profession in Libyeasformally established in 1973 and has

yetto issue local statements of accounting practicéoveveryecommended
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adoption of International Accounting Standards. According to Libyan
Commercial Law (LCL) section\2 72 A al | compani es mu s t p
financial reports within 120 days after tgearend and the financial reports

must include; financi al position and prof

2.6 The Auditing Profession

Up to Libyads i Ip therep was che dornestic iaccourtirty 5
profession and most of the business firms depended fapeign accounting

firms from ltaly and the UK (BaiEl-Malet al., 1973). No formal accounting
education or training was available locally, and so, when independence came,
there was even a shortage of personnel to fill clerical and technical positions in
the administrative and public services. T
serious handicaps and meant that, throughout the 1950s, it relied greatly on
advisors from the UK, USA and UN to establish rudimentary accounting
systems. Indeed, at that time, mdoreign agencies from the UK and the USA
(e.g., the Libyan Public Development and Stabilisation Agency, the Libyan
American Reconstruction Commission, the Libyan and American Joint
Service) flooded into the countty carry out various projects. These atges

were all administrated by ndribyans and, through them, the British and
Americans implemented their own accounting models, significantly

influencing the accounting system (Buzied, 1998).

The discovery of oil inL959 provided the country with finaral resources to
develop business activities leading to a significant growth of the economy.
Accordingly, there were increasing needs from investors, creditors, business

managers and governmental agencies for financial information and resultant
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accounting srvices. Subsequently, many foreign accounting firms from Egypt,

the USA and the UK opened branches in Libya, predominantly providing audit
services. Foll owing the Peoplebds Revol uti
t he <count rsystem, Lipya meed awayafrom the UK and USA

colonial system of recognizing and producing professional accountants by

putting a strong emphasis on university education and qualifications. Similar

to other countries, such as Singapore (Tan et al., 1994; Wijewardena and Yap

1998), Libya accredited a university degree as an adequate qualification for
professional recognition without requiring further examinations, subject only

to acquiring practical experience.

In the1970s, with the increase of accounting graduates freriiiversity of

Libya and the return ahany Libyan graduates from abroad, many Libyam
accounting firms were established. As a result of the increase of accounting
firms in both number and size and the lack of regularity in accounting and
auditing stadards and practices, there was an urgent need to set up a
professional body, to take the responsibility for developing a general
framework of accountingo meet the demand.aw No. 116 was enacted in
1973. Thiswasthe first law to govern accountancy amthated areas. It covers:

(1) the establishment of the LAAALibyan Accounting and Auditing
Association) (2) registration of accountant§3) exercise of profession; (4)
fees; (5) pension and contribution fund; (6) obligations of accountants and
auditors;(7) penalties; and (8) general andrsitional provisions. The LAAA

was established in June 1975 with the following objectives:
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i to organize and improve the conditions of the accounting profession
and to raise the standards of accountants and auditoesgimfally,
academically, culturally and politically;

i to organize and participate in conferences and seminars related to
accounting internally and externally and to keep in touch with new
events, scientific periodicals, lectures and so on;

1 to establish aetirement pension fund for its members;

1 toincrease coperation between its members and to protect their
rights; and

i to take action against members who violate the traditions and ethics

of the profession.

In addition to the LAMA\, the State AccountinguBeau (SAB) has also played

a key role in the development of an accountancy profession. The SAB was
established by the Law No. 31 of 19%8der the responsibility of the Ministry

of Treasury. To guarantee its dependence, the SAB became responsible
directtyt o t he whol e Ministries6é Council of
of 1966. The Revolutionary Government of 1969 changed the government
structure to consist of an executive branch and a legislative branch represented

by the Revolutionary Command Coun@®CC). Accordingly, the SAB was

changed under Law No. 79 of 1975decome responsible directly to the RCC.

Article No. 1 of the SAB Law of 1973ays downthe independence and
objectives of the Bureau as follows: the SAB is an independent agency
affiliated to the RCC,; its purpose is to apply effective control over the public

funds. Since the RCC transferred its authority to the GPC in 1977, the SAB
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has become responsible directly to this new legislative body. Following the
Law No. 7 of 1988, the SAB wasombined with the Central Institute for
General Administration Control. The new body was initially called the
Institute for Public FollowUp but in 1996 was renamed as the Institute of
Public Control (IPC). Initially, it was responsible for auditing dlé tstate
agencies, departments, organizations aided by or in receipt of loans from the
government and any other corporations to which the state contributes more
than 25% of the capital. The purpose of the audits was to ensure that these
organizations wererunning according to the financial regulations and
guidelines set up by their relevant secretariats (ministries) and meeting the

social and economic objectives.

The |1 PCO0s responsibilities have been ext
foreign companies ahjoint ventures operating in Libya, with the purpose of
ensuring that these companies operate 1in
regulations. Although there are legal requirements for the auditing of these
enterprises, no specific guidelines for carryiug such audits are given by the

authorities. The audit process and administration are largely subject to the

rules set by the IPC in line with the existing economic policy, regulations and

Libyan laws. Dueo a dearth of staff, the IPC was not able tmptete its task

on time and the delay in the auditing of the accounts of the above
organizations has become a serious problem. Consequently, much auditing of

state enterprisesd6 reports has had to be

in turn increasethe demand for qualified public accountants.
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The primary professional qualification of accountancy in Lilsyenembership
of the LAAA. Accountants who want to qualify as members must meet the
following requirements:
1 Hold Libyan nationality.
1 Haveabach|l or 6s degree in accounting
1 Have five years experience of accountarggted jobs in an
accounting office afteo bt ai ni ng t he bachel ordés degr
1 Be active over political and civil rights
1 Be of good conduct, reputation and respectability, commensurdite wit

the profession.

An accountant who has a bachel ords degr ec
and intends to practise accountancy may be registered as an assistant
accountant in practice. During the first two years, an assistant accountant can

practise inthe profession by joining a firm of accountants.

After two years of experience, an assistant accountant has the right to practise
in the profession in his area with some limitations. He may only certify (a)
accounts and balance sheets of firms with naresd) (b) audit and certify
accounts of taxpayers who are subject to taxes on incomes from commerce,
industry and independent professions whose capital does not exceed 20 000
LD(US$32 800) or whose annual net income does not exceed 5000 LD
(US$8200); andd) audit and certify accounts of taxpayers who are subject to
general tax on income and whose revenue does not exceed 10 000 LD (US$16

400). Other registered accountants who ha
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with no practial experience and do not ertd to practise ithe profession are

listedon the register of assistant accountants not in practice.

Accountants who hold a degree higher thar
are exempt from the experience requirement if the higher degree requires fo
or more years of study and training. Accountants who are registered in the list
of accountants in practice have the right to certify accounts and balance sheets
of all types of firms and taxpayers. Accounting firms in Libya, which are
required to be liensed by the LAA, can offer services in such areas as
preparing financial reports, auditing, tax services, bankruptcy, management
consulting, system design and installation. Because of a shortage of expertise
and experience in many service areas, alonth iew demands from
companies and organizations for other services, most of the public accountants
are predominantly occupied in auditing and preparing financial reports. Other
services are seldom provided (Buzied, 1998).The secondary professional
accountng qualification available in Libya is membership of the IPC. An
accountant who wants to qualify as a member must meet the following
requirements:

1 Hold Libyan nationality

T Have a bachel orés degree in accountin

1 Have five years of accountancy experiencthalPC

1 Be active over political and civil rights

1 Be of good conduct, reputation and respectability, commensurate

with the profession; and swear to do work with complete honesty and

sincerity.
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Just as admittaecto full membership of the LAA and the PC does not

require any study bbatpdympdctial experieneee | or 6 s deg
continuing professional training is requirafter becoming a member of the

LAAA. For this reason, accounting firms normally do not conduct any training

programmes fo their accounting staff. These circumstances bring the

competence of Libyan professional accountants into question, on the basis of
Dewing and Russell s (1998) contention t
ultimately recognized not only by completingaped of o&éapprenti ceshi
also by passing the examinations of a professia@ountancy body;

possession of a university degree in accounting is insufficient. Similarly,

Anni sette (2000) argues t hat 6professio
certification play important roles in demarcating and defining the boundaries

of a profession both in terms of its membership and in terms of its knowledge

based (p.654).

Under the LCL. all companies are required to prepare an annual report,
including an income stateant and a balance sheet, but there is no formal set
of Libyan accounting standards about the form and content of the annual
reports, nor any requirements abauhat foreign accounting principles and
standards should be adopted (E&itMal et al., 1973 Kilani, 1988; Buzied,
1998). Thus, significant differences arise in the ways in which accounting
principles, rules, methods and procedures are applied within different

companies, even onestime same industry.
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2.7 Users of financial statements

Given theunique nature of the Libya accounting environment this section
discusses some of the users of the Libyan annual report. This is important
given that most of the enterprises in Libya are owned by the state. As such a

pertinent question is who the usersaahual reports are.

2.7.1 Tax Authority

Today taxes are a major tool by which the government directs and influences
the reall ocation of resources necessary
social objectives. Taxes in Libylike most of the taxationystems in the

world are classified into two broad categories, direct and indirect taxes. All
companies incorporated in Libya are assessed for tax at corporate rate of 30%.
However, the effective rate is likely to differ on account of allowances and
exemptons related to industry, location, exports, et all cases the tax
authority relies on the audited annual report to confirm the information that is
submitted by the companies on the income tax returns. The Tax Authority has,
however, powers to demandroguction of further information by the

company.

2.7.2Central Bank of Libya and Commercial Banks;

The Central Bank of Liby&CBL) is 100% state ownership and represents the
monetary authority in Libya and enjoys the status of autonomous corporate
body. The law establishing the CBL stipulates that the objectives of the

Central Bank shall be to maintain monetary stability in Libya, and to promote
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the sustained growth of the economy in accordance with the general economic

policy of the state.

Management othe general affairs of the Bank within the policies of the
country is entrusted to bhoard of directorsconsisting of thegovernor as
chairman,deputy governor asvice-chairman, andsix other members, who
usually represent other financial and economierggts. Thegovernor is the
chief executive officer responsible for the implementation of the policy of the
bank and the management of its affairs; he also representarkean all its
relations with other parties. The CBL started its operations on Apii®56 to
replace the Libyan Currency commitiebich was established in the year
1951 and whostinctions were confined to maintaining sterling assets against
the issue of local currency, thus having no role in controlling money supply or

credit or in sipervising banks.

To make the CBLOs services more accessib
and public departments | ocated far from
branches located in Benghazi, Sebha and Siftee main functions of the

CBL are as folbws: 1) Issuing and regulating the currency; 2) Management of

reserves andontrol offoreignexchange; 3) Acting aslaanker to the state; 4)

Acting as abanker tocommercialbanksand5) Supervision andegulation of

bankingactivities.

In addition to tke centralbank, the banking system is made up of six (6) State
deposit banks and of two specialized banks. Foreign banks are not allowed to
open branches in Libya and the other banking and financial systems are

controlled by thecentral bank.The maincommercial banks in Libya are as
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follows: Agricultural Bank, Jomhorya Bank, Libyan Arab Foreign Bank,
National Commercial Bank SAL, Sahara Bank, Savings and Real Estate

Investment Bank, Umma Bank SAL and Wahda Bank.

2.7 3 Auditing Authority

During the lastwo decades the country allocated a great amount of money in
order to establish many industrial complexes (companies). As a result, the
state has become aware of the need for auditing and monitoring these
companies and thisvas accomplished by establishingffective body to
perform the auditing and monitoring tasks of these companies. Therefore, the
Gener al Cdhgresp(GRCissued sanction numbeY1B88 to establish

a body call ed AAccounting Committeeo t o
assessments. Thecgéounting Committee was consisted by three departments,
Fiscal Control, Administration Control and Public Control. The most
important functions of this body were monitoring the states administrations
and their performance. Also they attempt to find out amakness in this
system and explore errors and frauds. In 1988 the GPC issued a resolution
number 7 to incorporate these three departments in one under a new name
whi ch i s A Au diAdcdrdingto gectionfaw numbgrdor®975,

the functions ofthe Auditing Authority have been changed since its

establishment, and nowclude the following tasks: audit all State Accounts

1 GPC ishoth an executive and legislative body that convenes several times annually,
primary formal instrument of government; membepsti more than 1,000 delegates
drawn from sub nationallevel people's committees, people's congresses, and
revolutionary committees. Leadership of GPC vested in General Secretariat headed
by secretary general, official chief of state. Cabinet function®eed by national

level General People's Committee. Sub national Governmental Divisions.
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and public enterprise; audit and monitoring companies in which the state owns
25% of the share capital and enterprises whichaiobtl any sort of

exemptions or received funféf®m the state

2.8 Summary and Conclusion

The chapter discussl selected environmental factdhsit were deemed more
relevant than to the understanding of the Libyan accounting environment.
These factors arethe political systemthe Libyan econony, nature of the
business enterpriseaccounting regulation, auditing profession and ukers

of annual reports in Libya’he main conclusion from the discussion is that the
accounting environment of Libya is oneachcterised by a peculiar accounting
environment due to the reforms that were introduced following the Libyan
revolution of 1969. The accounting environment is also characterised by an
economy which is mainly dependent on oil revenues. It was also diddhsse
until 2005 most of the companies were state owned with no profit objective.
The discussion also showed thatcounting regulation is not well developed
presumably because of the nature of the enterprise andbatsuse the
auditing professionis na well developedlIt was also argued that because of
the state ownership of companies, the users of the annual reports are limited to

thetax authority, the auditing authority and banksademics and auditors
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CHAPTER THREE

PUBLISHING DELAY : A LITER ATURE REVIEW

3.1Introduction.

The whole thesis is focused around two main themes. The first is publishing

delay and the second is the usefulness of the annual report to the users in

Libya. The objective of the current chapter is to review literatuneudstishing

delay so that the potential contribution of the research can be identdaaty.

Chapter four will then deal with the subject of the usefulness of the annual

report. The rest of the chapter is organised as follows: the next section
discussesvhy this thesis uses the term O6publi
del aydéd or oOtimelinessd which ihthene been u:
followed bya discussion of the publishing delay period based on the findings

of existing research. The chapthen examines the possible determinants of

audit delay. The penultimate section examines some of the limitations of the

existing research and the possible contribution of the current study. The final

section is the summary and conclusion.

3.2The Publishing Period

The publishing delay as used in this thesis is equivalent to what is popularly

known as o6audit delayd or O6timelinessd ir
mostcasea refers to the period between the financial yerad and the date on

the audi t @Mickaél etr&@QD2 Bahrar2002. However, defining

audit delay ashe time between the end of the financial year and the date of the
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audi tords repor-t may be probl emati c. Fir
financialyearto thetime & t he audi tor 6s rreppesentt may no-t
audit delay because o6audit delayd i mpli es
statements. Inevitably companies will require time to prepare financial

statements and then auditors will need time to ahditfinancial statements.

So strictly speaking, there are two distinct period between the financial year

end and t he auoathelypeepataton Eeiiod and auditmge period

((Michael et #2002, Bahrar002. Second,i e audi t odagmaysi gnat ur e
or may notbe the samasthe annual reportelease date becaute release

may be delayed until a copy of the annual report has been received by the

stock exchange. Despite the fact that there may be a further time lapse between

t he aud attredatesadd the iday f publicatigmost studies on audit

delay and timeliness have assunfedmetimes erroneouslyhat the date of

the auditorsd signature is the date of p
ascertaining the actual date of publicati®&mnett et al (1995) and Cullinan

(2003) recognized the distinction between the time required by the company to

prepare the annual report (financial statements) and the time required by the

auditor to audit these statements. Thaggested that companiegjuiredtime

to close their books and prepare their financial statememds called his

componentc | i ent preparation ti med.

The secondomponent opublishingperiodis the time required to conducteth

audi tds year ceand eidn weastdie ¢f oiMoEeriodne 6

includesthe time elapsed between the dates the financial statements are ready

59



and commencement of thgearendaudit-c al | ed t he

delayin some studies as a study conducte€blfinan (2003)

Opausebd port

A notabk exception is OwusAnsah (2000) who distinguishes the delay in

terms of the auditords reporting

word o6timeliness®d again may be

l ag and

probl emat

quickly the annual reports become ava#ahbfter the end of the financial year

and also implies that the time between the financial -gadr and the

publication is a single period. What is perhaps more helpful is to look at the

publishing delay which is subdivided into preparation anditadelay as

depicted in diagrar.1 below.

Diagram 3.1 Publishing Delay

year end

Financial Audit report

date

- AN

' hd

—

Preparation perio(P.P) Auditing period (A.P)

_

—~—

PublishinaDelayv (Audit Delav/Timeliness)

Knowledge of both the preparation period and audit delay is arguably more

helpful in any policy recommendation to reduce tublishing delay of the

financial statements
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3.2.1 Empirical results on publishing delay

The Commercial Law issued in 1954 requires that companies must prepare an
annual report, including a profit and loss account and balance sheet and
explanabry noteswithin four months 120 day$ from the end of fiscal year. In

the UKthe Companies Act 1985 requires that companies should détiibe
Registrar of Companies a@A, 1985[s244(1)]financial statements within six
months. In August 2002, the Securiteesd Exchange Commission passed new
disclosure rules making shorter the period by which public companies must
publish their financial statements. Among the rules are requirements to
accelerate the filing of 2Q quarterly financial statements from the 4yt

35 days from the end of the quarter anekl@nnual reports from the current

90 days to within 75 days of fiscal year end (John L, 200Zfrance there is

a legal requirement to publish financial statements willd daysand the
audited annualpeort t o be submitted no | ater thar
annual general meeting (AGMIn Australia, theAustralian Stock Exdmnge

(ASE) specifies a maximum periodthereby firms have to file their annual

reports within 120 days after the financiakyend.

In the context of the above requirements many researchers investigated the
publishing delay in many countries which include both the developed and
developing countries. Dyer and McHugh (1975), for example, investigated the
publishing delay froml965 to 1971 of Australian companies. Their findings
revealed that the average publishing delay period was between 82 to 92 days.
A year later, Courtis (1976) examined the publishing delay of annual reports of
204 New Zealand companies. He reported thataterage publishing delay

was 83 days. Also in New Zealand Gilling (1977) found the average the
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publishing delay to be between 53 and 70 days. Other studies based on the
Australian data also include Whittred (1980) and Whittred and Zimmer (1984)
who repoted publishing delays of 62 days and 82 to 86 days respectively.
Simnett et al (1995) also investigated the publishing delay in Australia
between 1982 and 1988Bheir findings revealed a publishing delay of between

79 and 94 days.

Publishing delay has asbeeninvestigatedextensively in US. FirstGivoly

and Palmon (1982)xamined the relationship between the information content
of the accounting report and its timeliness using a sample of 210 US firms
during the period 196@974. They observed an impement in timeliness of

the annual earnings announcement over the period, down to a median delay of
37 days inl974. Their study also indicatésat bad news tends to be deddy

In their concluding remarks, the authors also recommeedamiration ofthe
adequacy of the 98ay deadline with a view to shorteningSiecond,Bamber

et al., (1993)ound that the publishing delay on average was 40 aayise

US. Third, Kinney and McDaniel (1993) using a matched pair research design
reported a publishing defaf 50 to 68 dayd-ourth,Schwartz and Soo (1996)
reported a publishing delay of 62 days over a five year period from 1988 to
1993. Finally, in the last ten years Knechel and Payne (2001) and Cullinan

(2003) all concluded that the US publishing delay #&slays.

Apart from Australia and the UShere are also a number of studies on
publishing delay in Canada. For example, Ashton et al (1987) reported a
publishing period of 62.53 days based on

similar study Ashton etla1989) reported a publishing delay of 64 days.
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Further, Newton and Ashton (1989) found a publishing period of 51 to 53 days

on average.

ElsewhereGilling (1977) investigated the same issefeaudit delayin New
Zealand. He found that the average palbhg delay was 530 days. Carslaw
and Kaplan (1991) also in New &@end reported apublishingdelay which

rangedrom 87 to 95 days.

Not surprisingly the number of studies on publishing delay based on
developing countries is very few and started muderldahan those on
developed countries. Ng and Tai (1994), for example, investigated the issue of
publishing delay in Hong Kong. They found that the average publishing delay
was 109 dayslaggi and Tsui (19 also on Hong Kong reported a publishing
delay d 105 to 106 daysAbdulla (1996), on Bahraini found an average
publishing delay of 59 to 64 dayis 2000, OwustAnsah reported an average
publishing delay of 62 days in Zimbabwe. Finally, Imam et al (2001) found an

average publishing delay of nearly smonthsin Bangladesh

All the findings discussedave are presented in table 3Generally speaking

it is evident that the publishing delay has got shorter as time progressed.
Although it is not possible to say exactly why this is, it is probable tieat t
development of technology and capital markets has something to do with the
publishing delay becoming shorter. It also appears from the studies presented
in table 3.1 that publishing periods in developing countries are longer than

those in developing caotries. Again, it is possible that the developments in
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respective capital markets may explain these variations in publishing delays.

The next section discusses the studies on the determinants of publishing delay.

3.3 Empirical findings of the determinants of publishing delay

Apart from investigating the extent of publishing delay, the researchers have
also sought to investigate which company specific characteristics determine
the publishing delay. The purpose of this section is to discuss some of the
deteminants that have been investightend highlight the consistency or
otherwise of such studies. Due tbe number of factors that have been
investigated it is not possible to discuss all the factors. So the discussion below
is essentially selective. In Iseting the characteristics for discussion
preference has been given to those that have been investigated by most
researchersHowever, some characteristics are discussed even though they
have been investigated by few researchers because they are iteeédiigthe

current study.

3.3.1 Company Size

The association between corporate size pulolishingdelay is probably the
most widely investigatedyer IV and McHough (1975)ereamong the first

to investigate the company size as a possible determihanblbishing delay.

From several priopublishingdelay studies, some theories suggest that large
companis will have shorter publishing deldecause these companies have
better accounting and control systems which enable them to prepare their
financial satements more quickly, and also stronger internal control allows
auditors to place more reliancen interim compliance tests than on

substantive tests (Simentt, et al 1995).
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Alternative theores suggest that larger companies will have longer
publishing periocs because they have a greater number of transactions
which takea longer time to prepare and examine financial statements by
auditors. Alternatively, shorter delays may occur because of the greater
incentives for auditors to satisfy the demands ofda clients(Cullinan,
2003) Furthermoreit has also been suggested tlaager companies have
better internal controls, allowing faster preparation of their financial
statements (Ashton et al. 198%o0, he elationship between company
characteristicand publishing delay may be positive or negativger IV

and McHough (1975) in Australia found that company size measured by
total assets was a significant determinant of audit delay. Many other
researchers since, have come to a similar conclusi@sencludeDavies

and Whittred (1980Q)Ashton et al (1987)Culliniam (2003) and Owusu

Anshah (2006).

However, some researckehave reported that company size is not

associated with publishing delay. These studies incCmigrtis (1976)in

New Zealand, Gaomboke(1981)in the USand Aston et al(1987) in

Canada. The inconsistency in the association ofmpany size and

publishing dehy continued with later studies reporting contradictory

results. For example, Ng and Tai (1994) reported a significant agsaci

whil st Sminett et al 0 smpdngsw® B)not r esul t s
significantly associated with audit delaylso, Tauringana et al in

Zimbabwe 005 found that company size does not haveirapact on
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audit delay.The conclusion, therefore, has be that the relationship

between company size and publishing delay is not a settled issue.

3.3.2. Auditor type

The general argument for linking publishing delay and auditor type is that

the Oobig four auditor firmmdnorear e bette
resources into the audit. The end result should be that companies audited

by the O6big fourd audit firms should h
argument is not, however, supported by the available empirical evidence.

This is because thefluenae of auditor type on audit delay similarly varies

from one study to the other. For example, Gilling (1977) reported a

significant relationship whilst Davies and Whittred (1980) and

Garsomboke (1981) reported insignificant relationships. Ashton et al

(1987) also found that for some years auditor type was a significant

determinant of audit delay but was fat others.

3.3.3 Profitability

The arguments for associating profitability with a shorter publistigigy

are presumably based on the signalling ayehay theories. The signalling
theory suggest that those companies reporting good news are much keener
to publish their results much earlier and take credit for good performance.
However, if the company has not performed well, it is suggested that
managerdake time discussing how to present the bad results in a good
light Profi tabil it ypguslishagaay was investigated hyi t h

Courtis (1976) who reported significant associati@imilarly, Davies and
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Whittred (1980), Abudulla (1996), Jaggnd Tsui (1999) and Owusu
Ansah (2000) found that profitability is associatedh short publishig
delay. However, other studies, e.gshton et al (1987and Simnett et al

(1995)reported insignificanassociations

3.3.4Industry

Other researchers v® also examined whether publishing delay is
influencal by the type of industry. The reasoning is that more complex
industries take time to audit becauseegtuires mordime to verify the
evidence. However, theesults in respect of the industry varialdee
similarly conflicting. Courtis (1976), Newton and Ashton (1989) and
Carslaw and Kaplan (1991), for example, all reported significant
associations between industry and publishing dggayAshton et al (1987)
and Jaggi and Tsui (1999) cameditferent corclusiors. Further, Bamber

et al (1993) reported conflicting results for the industayiable over a

number of years.

3.3.5.Yearend

Research on the link between publishing delay and-gedris motivated
by the fact that in some countries, the ficah yearends of most

companies fall in one or a few months. In some cases this is nweant

coincide with the goAlsrnnsongerncoudtses f i scal

most companies adopt the calendar year as the financial year. This means
that the financiayeas endi n December . The effect

financial yearends in one or a few calendar months means that auditors
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cannot finalise the audits as quickly as other periods when they are less
Obusydé. The empirical reeh®welet, siixed.d dr es si n
Davies and Whittred (1980) and Knechel and Payne (2001) are among

those who found that the busy yeand increases audit delay whilst

Garsomboke (1981) and Ashton et al (1987) didfimat any significant

relationships. Ashton et al (188 Newton and Ashton (1989) and Ng and

Tai (1994) reported mixed results over a number of years

3.3.6 Extraordinaryltems

Researchers have suggested that companies reportingoeditrary items

or exceptional items may experience longer publishiatpyd because
such companies may get involved in lengthgcdssionswith auditors.

This is because auditors may need to be satisfied that such items are indeed
exceptional or extrardinary before signing off the financial statements.
The impact of extrardinary items on audit delay has also been subject of
enquiry by a number of previous studies. Ashton et al (1987), Newton and
Ashton (1989) and Bamber et al (1993) all found significant asso@ation
between audit delay and exwadinary items whilst Henders and
Kaplan (2000) did not findrey significant relationship and Carslaw and
Kaplan (1991) and Ng and Tai (1994) reported mixed results over a

number of years.

3.3.7 Ownership structure

Another variable whose influence on publishing delay has been

invedigated on numerous occasions is that of ownership structure (or
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managerial share ownershif)e results of the investigation into the
influence of ownership structure in previous studies have been similarly
mixed. For example, Carslaw and Kaplan (1991 New Zealand and
Bamber et al (1993) in the US concluded that ownership structure had a
significant impact on audit delay. However, Simnett et al (1995) in
Australia, Jaggi and Tsui (1999) in Hong Kong and Henderson and Kaplan
(2000) in the US found thawnership structure had no influence on audit

delay.

3.3.8 Audit technology

Audit technology has also been investigated as a possible influence on the
publishing delay. The reasoning behind is that audit firms with superior
audit technology can go throaghe task of verifying transactions much
more quickly. Newton and Ashton (1989), for example, regubmixed
results on the impact of audit technology on publishing delay. They found
audit technology as having a significant influence for the years 1989, 1

and 1982 but insignificant for 1978 and 1980. Bamber et al (1993) found
that audit technology has a significant influence on the length of the
publishing period. On the other hand, Simnett et al (1895)d that audit

technologyhas nasignificant infuence on audit delay.

69



Table 3.1: Summary of studies on the associations between company characteristics and publishing delay

RESEARCHER (S| COUNTRY AVERAGE VARIABLES CONFIRMED VARIABLES NOT CONFMNRED
AND YEAR AND PUBLISHING
SAMPLE SIZE DELAY*
Dyer V & Australia 82.51t091.8 | Company size Profitability and financial yeaend
McHugh (1975) N= 120 (1965 to days
1971)
Courtis (1976) New Zealand 83 days Industry, profitability Company size (sales, assets and numbe
N =204 employees), company age, noen of
shareholders, and number of pages of an
report.
Gilling (1977) New Zealand 5370 days | Auditor type
N =187
Davies & whittred| Australia  (for| 82.5t091.8 | Company size (assets), financ| Profitability for 1972,1973 and 1977.
(1980) 1972 to 1977) days year, profitabiliy for 197476 and
N =100 changes absolute  value
extraordinary items, aud
gualification.
Whittred (1980) Australia 86-157 days | Audit qualification
N= 245
Garsombke (1981) | US 62 days Listing Company size, alitor type, yeaend,
N =120 management attitude and favourablenes
reported earnings.
Givoly & Palmon| US N =210 41 to 63 days | Inventory ratio Company size (sales), sales growth
(1982) inventory ratio (1974), news (godhd).
Lawrence (1983) | N=110 3.9 nonths Failed firms
Whittred & | Australia 81.91 to 85.51 | Failed firms
Zimmer (1984) (37 matched (for nonfailed)
pairs) & 94 to 142
days (for failed).
Ashton et al. (1987) Canada 62.53 days | Company size (assets), industry | Company size (assets) for 1980, yead for
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RESEARCHER (S| COUNTRY AVERAGE VARIABLES CONFIRMED VARIABLES NOT CONFNRED
AND YEAR AND PUBLISHING
SAMPLE SIZE DELAY*
N = 465 (1977), extraordinaritem (1977), 1977 to 1980, auditor for 1977 to 1981, los
auditor opinion (1979) for 1987.
Ashton et al. (1989) Canada 64 days Company size (assets) for 1977 to| Company size (assets) for 1980 to 19
N = 465 1979, industry for 1977 to 1982, yearend for 1977 to 1980, auditor for 19
yearerd for 1981 and 1982, audito| to 1981, loss for 1978nd 1980, contingeng
for 1982, loss for 1977, 1979, 1981 items for 1978, 1980 to 1982 auditor opin
and 1982, extraordinary items for | for 1977, 1978 and 1982.
1977 and 1979, auditor opinion for
1979 to 1981.
Newton and Ashtor| Canada 51 to 53 days | Company size (assets) for (1978 tq Company size (assets) for 1982, yend for
(1989) N = 307 to 333 1981, industry for 1977 to 1982, 1978 and 1979, change in earning for 197
yearend for 1980 and 1982, chang 1980 and 1981, contingency items for 197
in earning for 1981, extraordinary | to 1982, auditor opinion fdt977 to 1982,
for 1978 to 1982, audit technology | audit technology for 1978 and 1980.
for 1979, 1981 and 1982.
Carslaw and Kaplal New Zealand 87 to 95 days | Company size (assets) for 1987 ar| Industry for 1987 , extraordinary items for
(1991) (n= 245 for 1987, 1988, industry for 1988, loss for 1988, auditor opinion for 1987 and 1988,
and 206 for 1987 and 1988, extraordinary item] auditor type for 1987 and 1989, yesard for
1988) for 1987 andwnership for 1987. | 1987 and 1988, ownership for 1988, debt
proportion for 1987.
Bamber et al (1993| US 40 days Ownership concentration, financial| Number of client of business, news, indust
N =972 condition, extraordinary items, losg (building or electrical, automotive or
auditor opinion, company size technical instrumentand utility).
(assets), audit technology, industry
(banks).
Kinney jr and| US 50 to 68 days | Interim earnings overstated earnin{ Interim earnings understated, interim
McDaniel (1993) N =285 down, correction of interim earning| earnings overstatecearnings upgorrection

matched pairs

overstated earnings down.

of interim earning understated, correction (¢
interim earning overstated earnings up,
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RESEARCHER (S| COUNTRY AVERAGE VARIABLES CONFIRMED VARIABLES NOT CONFNRED
AND YEAR AND PUBLISHING
SAMPLE SIZE DELAY*
extraordinary items, new uncertainty and
return.
Ng and Tai (1994) | Hong Kong 109 days Company size (turnover) for 1990 | Change in earnings per share for 1990 anc
(260 for 1990 and1991, yeaend for 1990, 1991, yeaend for 1991, industry for 1990
and 292 for extraordinary items for 1991 and | and 1991, extraordinary items for 1990,
1991. degree of diversification for 1990 | auditor type for 1991, audit change for

and 1991.

1990 and 1991, Chinese principal subsidia
for 1990and1991

Simnett et al (1995

Australia (156 tg
369 over the
period 1982 tg
1989)

79 to 94 days

Proportion of inventory to total
assets for 1986, auditor opinion for
1988 and 1989, profitality for

1982, 1987 to 1989, yeand for
1983, 1986, 1987 and 1989 and al
delay for the previous year for 198
to 1989.

Size (assets and revenue), proportion of
inventory (1982 to 1985, 1987 to 1989),
leverage, extraordinary items, audit opiniol
for 1982, to 1987, profitability for 1983 to
1986, yearend for 1981, 1984, 1985 and
1988, complexity, auditor, technology,
ownership structure, internal controls and
correction of earnings numbers.

Abdulla (1996)

Bahraini
N=26

59 to 64 days

Company se, return on assets,
gearing (1988 & 1989), dividends

Industry, gearing 1985,1986, 1987, 1990 &
1991)

Schwartz and So
(1996)

US 925 to 123
for years 1988 tq
1993)

62 days

Change of auditor, audit structure,
size (assets), extraordinary items,
loss, financial index, going concern
audit opinion and industry.

Late change of auditor, change of audit
structure, intermediate structure, yead
and auditor type.

and Tsu

Jaggi
(1999)

Hong Kong
(N =393)

105 to 106 days

Model 1-financial condition,
structurel audit, no. Of subsidiaries
auditor opinion and size (assets).
Model 2 structured audit, no. Of

subsidiaries, auditor opinion, size

Model 1- ownership, industry, extraordinary
items, loss and news. Model @vnership,
industry, extraordinary items, loss, news,
liquidity and financial leverage.
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RESEARCHER (S| COUNTRY AVERAGE VARIABLES CONFIRMED VARIABLES NOT CONFNRED
AND YEAR AND PUBLISHING
SAMPLE SIZE DELAY*
(assets) and profitability.
Henderson & US 10.5 to 50.83 | Probability of bankruptcy, regulatoy Ownership concentration, foreign activity,
Kaplan (2000) (N =558) (over a six year| statues, income diversity, annual | merger activity, extraordinary items,
period) loss, uncertainty, other auditor consistency exception, change of auditor,
(total assets) and change in earnings per
share.
OwusuAnsah a7 62 days Size, profitability, company age Gearing, yar-end, extraordinaritems,
(2000) operations
Imam et al. (2001) | Bangladesh 5.86 months Association with international firm.
(n=115)
Knechel and Payn| US 42 days Yearend, public, delay, interim Size of client, line of business, geographic
(2001) (n=226) work, extensive interim work, dispersion, timing of audit work,
engagement hos, percentage of | management advisory services, clients
total audit hours. provided with tax work.
Charles &. | US.A 42days Total assets (positive) Profit turnoveri number of securities held
Cullinan(2003) N =928
Leventis and Greece 106.95 Public issue, change in profitability| Trading volume, barriers to enttry
Weetman (2004) | N=227 Number of remarks, concentration
ratio
OwusuAnsah and Greece 113 days Large company, services compani| Construction  sector, auditor opinio
Leventis (2006) N=95 big-5 companies proportion of the equity shares.
*Defined as the interval i n days between the end of t
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3.4 Limitatio ns of the previous research

The preceding literature reav clearly demonstrates that publishing delay is
not a settled issue since there is contradictory evidence even with studies based
on the same countrizor example, the publishing delay in Austrasiaeported

as 82.5 days to 91.8 days by Dyer IV and McHugh (1975) arikbBalays by
Whittred (1980), whilst Simnett et al (1995) reports a period of 79 to 94 days.
Also in Greece two studies atmcted2 years apart also reported different
results. For xample, Leventis and Weetman (2004) reported a publishing
delay of 106.95 days yet Owugunsah (2006) reported an average publishing
delay of 113 days. It is also not clear whether publishing delay in developed
countries is shorter than that of developoogintries. For example Andrew and
Giroux (2000) reported a publishing delay of 61 days in the US whilst Gwusu
Ansah (2000) reported a publishing delay of 62 days in Zimbabwe (a

developing country).

It is also evident from a summary of the studies in @&l that out all the
studies listed, only Ng and Tai (1994hd Jaggi and Tsui (19990 Hong

Kong, Abdullah (1996) in Bahraini, Owus@insah (2000) in Zimbabwe,
Imam in Bangladesh and Leventis and Weetman (2004) and @wnssah
(2006) in Greeceare basd on data a developing country daldere is
therefore, need for more research so that the pattern of the extent of publishing

delay can begin to emerge especially in the developing countries.
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Furthermore, variables found to be associated with pubfjstelay in one
study during a particular period are found not to determine the extent of
publishing delay in other studies. For example, company size (ag&ts)
found to significantly determine the extent of publishing delay in Australia by
Davies & Whitred (1980)utnot confirmed by Ashton et al (1987) in Canada.
Also in trend analysis studies some variables are found to be significant
determinants of publishing delay in some years but not others. For example,
proportion of inventory to total assetsshiaeen confirmed by Simnett et al in
(1995) for the year 1986 in Australia, but not confirmed for years 1982 to

1985.

Finally, the studies identified, in most cases, obtained their data from publicly
available annual reports because of problemsoa@ated with accessing
companyinternal records such as the nature of accounting systems, accountant
gualification etc.This limits our understanding of publishing delay because
some of the factors that may influence publishing delay may be interna to th
company. A significant contribution of this study is therefore in the sense that
it surveys the relevant companies to obtain some internal variables that may

influence extent of publishing delay.

3.5Summary and Conclusion

The purpose of this chapteras to review existing research on publishing
delay. The chapter began by clarifying why the thesis uses the term
Opublishing delayé instead of Od6audit

research. It was argued that the distinction is necessaay$e in the case of

75

del



Libya the preparation period can clearly be distinguished from the audit
period The chapter then reviewed the studies of the timeliness or audit delay
of financial statements. It was found that the time taken to publish financial
staements differs anthere is no clearly established pattéFhe penultimate
section of the chapter examined the determinants of publishing delay. It was
found that theesults of all the variables are conflicting although company size
results appear to shosome consistencylhe chapter concluded that because
of difficulties in accessing company records few studies have sought to
investigate internal determinants of publishing delay. For this reason this
research will include some variables that were gathdry a questionnaire

survey as possible determinantpublishing delay
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CHAPTER FOUR

THE USEFULNESS OF THE ANNUAL REPORT

4 1 Introduction

The purpose of this chapter is to discuss the literature on the usefulness annual
repots. The literature review discussed relates mostly to developed countries and
then try to contextualise the review in the Libyan context in 2002 when the data
for the thesis was collected. The chapter is organised as follows: First, there is a
discussion bthe objective financial reporting. This is followed by the discussion

of the users of information and their needs. A discussion of the qualitative
characteristics of information follows. Then there is a discussion of the usefulness
of the annual report yb examining previous research on the qualitative
characteristics of useful information and the use of the annual report as an

information source.

4.2 Objectives of Financial Reporting

The annual report is the most important document through which caspani
communicate with the users. For a proper assessment of the usefulness of the
annual report it is therefore important to identify the objectives of financial
reporting. Most of the academic and professional efforts to define the objective of
financial reporting started in the US. The American Accounting Association
(AAA, 1936), for example, suggested that the primary objective of financial
statements is the expression, in financial terms, of the utilisation of economic

resources of the enterprise and lesu changes in the position of the interests of
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creditors and investors. Also in the US the Accounting Principles Board of the

American Institute of Certified Public Accountants (AICPA, 1970) referred to
financi al st at ement s wihbe uséfg inestimgngthen f or mat i
earnings potent i al, The fTrueldood cRepop & nlP7%s . Later
concluded that the basic objective of financial statements is to provide

information useful to investors and creditors for making economic decisiohs, tha

is, for predicting, comparing, and evaluating potential cash flows to them in terms

of amount, timing, and related uncertainty (AICPA, 1973).

In the UK, The Corporate Report (ASSC, 1975, p. 28) concluded that: "The
fundamental objective of corporateeports is to communicate economic
measurements of and information about the resources and performance of the

reporting entity useful to those having reasonable rights to such information”.
During the | ast decade the UKOGok ASB (19
concluded that "the objective of financial statements is to provide information

about the financial position, performance and financial adaptability of an

enterprise that is useful to a wide range of users in making economic decisions."

It is eviden from the above that the purpose of financial reporting is to provide
information to users for decision making. However, it is not universally agreed
who those users are. For example, the American Accounting Association (1936)
and AICPA (1973) identify editors and investors as the users whilst The
Corporate Report (1975) assumes that there are seven user groups and ASB
(1999) identifies seven user groups which are generally similar to those identified
by The Corporate Report (1975). The following sestitherefore, discuss the

available empirical evidence to find out who the users of the annual report are.
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4.3Users of Annual Reports

The purpose of this section is section is to discuss both normative and empirical
evidence identifying the users of amh reports. For simplicity purposes the
evidence will be discussed in chronological order. First, Stone (1967) argues that
several "interested" groups have been cited in the literature as users of financial
reports. These include management, employeestoroers, stockholders,
suppliers, and the general public. He suggests that all these groups have a
legitimate interest in the activities of a corporation, although clearly some groups
are more affected by these activities than others. Further, he arguesith the
corporation is not legally obligated to report directly to all these groups, it
certainly can be argued that a moral obligation does exist. Second, Buzby (1974)
argues that there are many potential user classes with direct or indirect interest
financial accounting information. Present and potential owners, creditors,
employees, financial analysts, government, labour unions and saciatyed

action groups are cited by Buzby (1974) as examples.

Third, The Corporate Report (ASSC, 1978jJides users of corporate reports as
those having reasonable right to information concerning the reporting entity. The
report considers such rights to arise from the public accountability of the entity
whether or not supported by legally enforceable poweeremand information.

A reasonable right to information is said to exist where the activities of an
organisation impinge or may impinge on the interest of the user group; and where
the provision of such information is not in conflict with practical cdesition of

cost and confidentiality. The Corporate Report (ASSC, 1975) goes on to suggest
seven groups having reasonable right to information and whose information needs

should be recognised by corporate reports. These user groups are the equity
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investor,the loan creditor, the employee, analgdviser, business contact, the
government and the publithese user groups have broadly been adopted by the
International Accounting Standards Committee (IASC, 1989) in their conceptual

framework and théccountirg Standards Board (1999).

Fourth, Gray et al. (1984) suggest that while accountability and information
disclosure by corporations has historically developed in response to those with a
direct financial investment, in recent years there has been imgeasi
acknowledgement that since finance providers, (i.e. shareholders, bankers,
lenders, creditors), are not the only group affected by the actions of a corporation,
there is an obligation to report to a wider audience which includes employees,

trade unionsgonsumers, government agencies and the general public

Making Corporate Reportsaiuable (ICAS, 1988)on the other hand, suggested
that corporate reporting should aim to communicate directly with four user
groups, namely the equity investor, the loaeditor, the employee and business
contact groupsThe ICAS Report, (1988) excluddse analystdviser group, the
government and the public suggested by @weporate Report (ASSC, 1975)
because these groups do not have a direct right to informatiortfeoraporting
entity. While the report admits that the anaBgviser group certainly use
external reports (along with other information) it suggests that they do so as
agents for other groups. As far as the other two groups are concern€tAshe
Report (1988;section 4.9) considers that "in corporate reporting we should not be
seeking specifically to meet the information needs of government or public (other

than in their capacities as investors, loan creditors and business contacts)".
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Table 4.1 Userof Annual Reports as Suggested by Three Reports

THE CORPORATE REPORT (1975)

MAKING CORPORATE
REPORT (1988)

The equity investor group
The loan creditor group
The employee group

The analystdviser group
The business contact group

The government

The equity investor group
The loan creditor group
The employee group

The business contact group

The pultic

Accounting Standards Board (1999) | Libyan Context (2002)
Present and potential investors Banks

Employees Auditing Authority
Lenders Tax Authority
Suppliers and other creditors Academics
Customers Auditors

Govanment and their agencies
Public

The reason stated is that the government as anakéng authority can readily
impose information requirements disclosure by demanding, for example, the
comgetion periodically, or on aad hocbasis, of statistical returns, such as those

of the Department for Employment. Regarding the public as a user group, the
report considers that this group's interest is covered by those of other groups. This
contention $ supported by the fact that the authors ofI@&S Report (1988)
reportedly could not identify any information need which could be attributed
solely to the general public. Furthermore, the report considers that the interest of
the public (as users) coulthd should be taken care of by the government as

representative of the public. Contrary to the view expressed HZ A& Report

81



(1988), Blake (1989) notes that anyone who has any form of interest in the
activities of an enterprise is a potential usepublished accounts. Blake (1989)

lists twelve users of annual reports. Seven of the users are the same as those
identifiedby The Corporate RepaASSC, 1976 The other five are competitors,

non-executive directors, regulatory bodies, researchers anthjats.

The user groups suggested by The Corporate report (1975), MCRV (1988) and
ASB (1999) are summarised in Table 4.1. As discussed in Chapter 2, in the
context of Libya, banks, the Auditing Authority, Tax Authority, academics and

auditors are seersdhe main users of the annual report. These are also stated in

table 4.1.

Gray and Roberts (1989) used a questionnaire to find the perception of UK
finance directors of the relative influence of 14 user groups on the degree of
voluntary disclosuré¢seeTable 4.2). They reported that responding UK finance

directors ranked, in descending order of importance, financial analysts,
institutional investors, potential investors, private investors and the financial press

as having above average degréafluenceon what is disclosed voluntarily.

According to Gray and Roberts (1989), employees, bankers, general public,
creditors, consumer groups, domestic government agencies, foreign government
agencies, domestic taxation authorities and foreign tax authdréiesthe least
influence (that is mean scores are below 3 inpmibt likert scale) on what is
voluntarily disclosed in the annual reports. Because all companies in the Gray and

Robert® £1989) sample were listed companies it is not surprising that they
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preferred to provide more voluntary reports to financial analysts and institutional

investors.

It may also be argued that private investors may have been ranked behind

financial analysts, institutional and patial investors by respondemtsthe Gray

and Robert8(1989) survey because private investors may be too diffuse to have

any influence (as a user group) on the information disclosed in annual reports.

Table 4.2. The Influences of User Groups on Voluntary Information

Disclosure
RANK MEAN COEFFICIENT | WILCOXON
(N = 116) OF TEST PROB.
VARIATION (%)
1 Financial Analysts 4.86 27 0.4662
2 Institutional Investors 4.78 27 0.0000
3 Potential Investors 4.24 35 0.2675
4 Private Investors 412 31 0.8697
5 The Financial Press 4.05 34 0.4378
6 Employees 2.93 35 0.1757
7 Bankers 2.71 43 0.0000
8 General Public 1.84 48 0.0429
9 Creditors 1.58 a7 0.8109
9 Consumer Groups 1.58 56 0.5521
11 Domestic Government Agenci 151 52 0.5014
12 Foreign Government 1.46 59 0.4342
Agencies
13 Domestic Taxation Authoriti€ 1.39 57 0.1614
14 Foreign Taxation 1.33 55
Authorities
Range = 15; 1=noinfluence 5= large influence = significant at 5% level

(Adapted from Gray and Roberts (1989, p. 123), Table 7.3)
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Overall, Table £ clearly indicates that there are many users of annual reports in
the UK. Having identified the users of annual reports, the next section will now

examine the information needs of the different users of annual reports.

4.41nformation Needs of Users

The information needs of the different usgggoups may differ because of their
differing relationships with the company. For example, the American Accounting
Association (AAA, 1966) argues that investors and prospective investors must
decide whether to buygh or retain their equity holding3he Corporate Report
(1975, p. 22), suggests that "equity investors will wish to make judgements
concerning the likely movements in share prices, future dividends and
management efficiency. In each case, financial imé&tion concerning the
reporting company present position, future prospects and management

performance will be relevant".

Suppliers must decide about lines of credit to be made available to the company.
Credit grantors, on the other hand, must decidetheineio make loans to a
company, what security or terms are required or, in the case of existing
commitment, whether to increase or decrease the loans or to require payment in
full at maturity American Accounting Associatio’hAA - 1966). Employees and
prospective creditors must decide whether the goals of the firm are compatible
with their own, whether the company has attractive stability or growth prospects
to them and whether, under existing agreements, they are entitled to bonuses or

other special compsation.
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Other external users have information needs that are not directly related to the
commitment of personal or financial resources. Government units, including
regulatory bodies, are interested in financial and statistical information to assist in
making policy decisions. Trade Unions need information for broad policy
decisions and for summarisation and transmittal to their members. Customers
may also be properly concerned with such matters as the ability of the company to
produce a product of an assd quality at an economic price. On the other hand
The Corporate Report (1975, p.-26) states that "members of the commynit
may wish to know about the role of economic entities as employers, contributions
to political organisations, pressure groups ahdrities...expenditure affecting

society and the environment”.

It appears from the preceding discussion that the information needs of different
users may be different depending on the relationship between a particular user
group and the company. Howeyavhatever those needs are, the ASB (1999)

suggests that in order for information to be useful it should possess certain
characteristics which make it useful. The next section examines these

characteristics upon which the usefulness of the annual refidrevexamined.

4.5 Qualitative characteristics of useful information:

The Accounting Standards Board published its Statement of Principles for
Financial Reportingin December 1999. The concept of usefulness was a
significant feature in this publicatiormhe Statement of Principles seeks to

identify what financial statements are and whether they are meeting their
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objective.The characteristics arglialities of information discussed in this study

are the ingredients that make information useful

In the US The FASB(1975)suggests thathe purpose of #statement is to
examine the characteristics that make accounting information useful.
According toFASB (1975)the usefulness of information must be evaluated in
relation to the purposes to be servéte @ntral role assigned to decision
making leads straight to the overriding criterion by which all accounting
choices must be judged. The better choice is the one that, subject to
considerations of cost, produces from among the available alternatives
informaton that is most useful for decision making. FARBI975) also
examines the characteristics that make accounting information useful to the

users.

Accordi ng t o Sta&snerd sf Prindide&&qunting information
needs to be relevant, reliable ngoarable and understandable. Materiality cuts
across these divisionMaterial information is information whose omission or
misstatement might reasonably be expected to influence the economic decisions
of users. If information is deemed to be immatewrgther due to its relatively
small size or actual nature, then it should be excluded from the acdérmts.

the hierarchy presemt in diagram 4.1 relevance and reliability are the two
primary qualities that make accounting information useful for detisiaking.
Subject to constraints imposed by cost and materiality, increased relevance and

increased reliability make information more desirable.
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Diagram 4.1

The qualitative characteristics of financial information
WHAT MAKS FINANCIAL INFORMATION USEFUL?

Threshold MATERIALITY
quality

RELEVANCE

Information that has the
ability to influence decisions

RELIABILITY

/TINON

Information that is a complete and faithft
representation

/ /
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Giving information that
is not material ray
impair the usefulness of
the other information

aiven

Y

UNDERSTANDABILIT

Similarities and diffeences can
be discerned and evaluated

The significance of the

information can be perceivec

Faithful

Predictive Confirmat Neutral Free from Complete Prudence Consis Disclosure User Aggregation &
value ory value representation material tency ability classification
error

WHAT LIMITS THE APPLICATION OF THE QUALITATIVE CHARACERISTICD

P
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v

TIMENESS
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The hierarchy separates uspecific qualities, for examplenderstandability

from qualities inherentni information. Information cannot be useful to
decision makers who cannot understand it, even thought it may otherwise be
relevant to a decision and be reliable. Howevenderstandability of
information is related to the characteristics of the decisiokemas will the
characteristics of the information itself and, therefarelerstandabilitgannot

be evaluated in overall terms but must be judged in relation to a specific class
of decision makersThe ASB (1999)Statement of Principledoes make the
point that the fact that information may be complicated isamexcuse for
excluding it from financial statements, if it is also relevant and

reliablgChopping and Stephens, 2002)

The secondary characteristic of comparability embraces notions of consiste
application of accounting methods throughout an enterprise and through time,
as well as the ability to compare one enterprise with another, which implies
adequate disclosure of accounting policies. In terms of the primary
characteristics of accountingformation, the ASB(1999) acknowledges that
efforts to provide accounting information that is both relevant and reliable is
almost impossible in certain situations, thus requiring a degree ofdffade

such situations of conflicASB (1999) suggesthat if a choice exists between
relevant and reliable approaches that are mutually exclusive, the approach
chosen needs to be the one that results in the relevance of the information
provided being maximizedTherefore, the ASE1999) takes the view that

relevance takes priority over reliability
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This assertion of relevance over reliability is a substantial departure from the
traditional emphasisowards prudence in accounting (Eccles & Holt, 2005).
As is shown in diagram 4.1the importance of prudence ttoe ASB is much
reduced, with it being relegated to just one of the five components comprising
reliability. Whilst this move away from prudence in UK accounting standard
setting has been criticised,réinforces theview that ASB is moving towards

Af aial ue 0 asinceahensateimorg relevant than cdsased values
even if they are somewhat unreliable. For example, the £1 million historical
purchase cost of a property bought i
value to include inthe fmn c i a l statement s, but it
measure for investors if the property has a current open market value of £42

million (Eccles & Holt, 2005).

Having discussed the qualitative characteristics ttaléenmformation useful as
defined byvarious accounting bodies, the following section dises previous
research that hasxamined how useful the annual report is given the qualitative

characteristics of useful information.

4.6 Previous researchon the usefulness of annual reports
4.6.1Introduction

A number of researchers have noted the importance of the annual report as a
vehicle for discharging accountability (Lucia & Kenneth, @98oyne and
Law, 1991).Trayer and Warren (2005) emphasised that the annual report is one

of the most complet sources of information available on every public
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company. AlsoMarston and Shrives (1991) concluded that the annual report is
the most comprehensive document available to the public and is therefore the
mai n di scl o saker ¢€1982) dnighligted ¢hé impoRance of the
annual report as a mass communication medium. Anderson & Epstein (1995)
confirmed that the corporate annual report could make a major contribution to
improved corporate communications, corporate accountability, and corporate
goverrance.However, there are some who have questioned the usefulness of
the annual report in terms of the qualitative characteristics of useful

information. Some of these studies are highlighted below.

4.6.2. Understandabilitypf annual reports

The problem ofthe differences in understanding particularly between private
shareholders and other sophisticated users of annual reports such as financial
analysts and institutional investors is recognised in the UK by The 1985
Companies Act (section 251) which stateat a listed company may send
summary financial statements (derived from annual accounts and directors'
report) to those members who do not wish to receive the full accounts and
reports. One reason for the introduction of summary financial statemehés is t
need to simplify corporate annual reports for the majority of shareholders
(especially private) who would, otherwise, not understand the detailed annual

reports. In a study of the level of understanding, by shareholders of the

accounting information canai ned i n a companyds annual

and Tweedie (1977) reported that whilst #thods of the respondents stated that
they understood accounting information, tests on various aspects of the reporting

process revealed that actual knowledges weell below the respondents’
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perception of their comprehension. Thus Lee and Tweedie (1977) could not reject
the hypotheses that private shareholders are ignorant of the nature, meaning and

implications of financial reporting practice.

Lee and Tweedie1lP81) also investigated the understanding of accounting
information by institutional investors. They reported that the responses to their
guestionnaire suggest that nearly all the institutional shareholders understood
accounting information, although theictual understanding was characterised by
imprecision and variability in many instances. The general conclusion that may
be derived from the discussion in this section is, therefore, that some private and
institutional shareholders do not understand auogl information provided in

the annual report. This conclusion tends to support the argument that the annual

report may not be useful because it is not well understood by the users.

4.6.3 Timeliness of theraual report

Accordingto the various concepdli frameworks discussed before, timeliness is
one of the qualitative characteristics of useful information. To be useful,
information must be provided to the users as soon as possible otherwise it loses
its value. According to the review of literature ctey3 it is evident that the
annual reports are published anything between 1 month and 3 months after the
end of the financial yeaend. In some cases the period is even longer. Although

in most cases the period is within that prescribed by law, the peesémore

timely information such as press releases may mean that by the time the annual

report is published the information is already useless.
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Naser & Nusebel{2003), in a similar environment to that of Libya, found

the timeliness of the source of ammation are perceived to be the most

important criteria for all user groups, except government officials who

ranked timeliness thitdAlso a study conducted by Abudssar &

Rutheford (1996) in J or dan found t he Oti meliness:

important qualitdve characteristic of financial information.

One way of directly finding out the usefulness of informationldessito test

the reaction of capital markets to the publication of the annual reports. Ball
and Brown (1968) investigated whether the inforamainitially announced in

the Wall Street Journal and subsequently published in annual reyasts
used by investors. Actual earnings were compared with these estimates and
two portfolios were formed. Firms whose actual earnings exceeded
"expected" earnigs (called a positive forecast error) were in one portfolio
and firms whose actual earnings were less than expected (a negative forecast
error) were in another portfolio. These portfolios were formed twelve months
prior to the actual release of the earsingumber to test whether the
foreknowledge of actual earnings would enable an investor to earn superior
returns. Their results indicated that stocks with positive forecast errors tended
to outperform the market and the stocks with negative forecast &nolex

to do worse than the market. Of even more interest, Ball and BARG3)

found that much of the movement in security prices occurred early in the
year, well in advance of the actual release of the year's income. In fact, Ball
and Brown (1968) couldind little price reaction by the time the actual

earnings were released, implying that delays in issuing these numbers caused
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them to be almost entirely discounted by the time they were issued. The
implication of this early study is that the annual réparre of little value if

they are not timely.

Another study, this time in the UK, on the implication of timeliness was
performed by Firth (1981) who examined the information content of annual
reports and accounts in the United Kingdom. In additionnhestigated the
information content of preliminary announcements, annual general meeting
and halfyearly reports. His results indicate that, on average, the week of
preliminary announcement gives the highest weekly level of information. He
argues that alttugh the earnings announcements are anticipated to a large
extent by the stock market, the actual release of the figures still results in
substantial additional information being given. He also found that the release
of annual reports and accounts andréllease of the interim results also has
higher levels of information content than that of the average week. He further
argues that although some items in the annual reports and accounts are known
in advance from the preliminary announcement, the additioiedhil
contained in annual reports and accounts clearly has substantial incremental

value.

Cready and Mynatt (1991), in the US, also examined and interpreted the
security marketds response around annua
indicate an inrease in the number of transactions, weaker evidence of an

increase in volume of shares traded, and the absence of any sizeable price

response at annual report dates. They interpret their results as evidence that

(1) at their release, annual reports ar®orimative to investors in making
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investment decisions; and (2) annual reports appear to provide a social benefit
to investors. Cready and Mynatt (1991), however, conclude, via simulation
that any price change accompanying the annual report is on avergge v
small in terms of an observable ed@y effect in the time period immediately
surrounding the annual report release date. Furthermore, they also concluded
that their failure to detect much of a volume response along with an estimated
increase in the maber of transactions of between four and five transactions
per report may suggest that only a very small number of investors find annual

reports informative.

Another UK-based study which tested the information content of financial
disclosure was undertak by Rippington and Taffler (1995). They examined
four major releases of information. These were the preliminary announcement
(PA), annual reports and accounts (ARA), annual general meeting (AGM)
and interim reports. Their results show that both the mnegdiry
announcement and interim statements convey substantial amounts of new
information whereas the AGM and ARA appear to convey relatively little
information. Rippington and Taffler (1995) argue that their results, on face
value basis, appear to confirthe lack of value of the annual report and

accounts to market participants as an information source in aggregate.

To explore the issue of the information content of annual reports further,
Rippington and Taffler (1995) matched 29 firms with large anreprt and
accounts outlier residuals with similar number of firms but low residuals. All
financial press comments relating to annual reports and accounts information

event was carefully reviewed for mention of potentially price sensitive items.
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An averageof 1.34 such items were identified per company, 60% relating to

the chairmands statement and bal ance she
for the control group. Rippington and Taffler (1995) concluded that despite

the problems associated with such bjsctive analysis, they appear to have

some evidence consistent with information of substance being provided in the

annual reports and accounts of at least some firms.

To summarise the discussion in this section, it may be argued that the issue of
whether information contained in annual reports is useful to market
participants is unresolved either in the UK or in the international context.
According to the evidence based on the UK data, Firth (1981) indicates that
annual reports have some incremental akthilst Rippington and Taffler
(1995) found that annual reports have very little information content. In the
US context, Ball and Brown (1968) indicated that annual reports have very
little information content whilst Beaver (1968) and Cready and Myn@&i(1

both indicate that annual reports have some incremental value for the market

participants.

4.6.4 Survey of users on readership and use of annual report

There are other studies that directly survegra to find out the readership
and information sawes used by investors to make investment decisions.
These studies includAnderson, 1981; Chang & Most, 1985; Epstein &
Pava,(1993); Anderson and Epstein. 199Bartlett and Chandler (1997),
Abu-Nassar & Rutherford, 1993Naser et al, 2003; Naser and Mieh,

2003;Al-Razeerand Karbhati2004 Mirshekary and Saudagaran 2005).
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Bartlett and Chandler (1997or example, concluded that annual reports are
still not widely read and suggested that little had changed since Lee and
Tweedie (1975)They also pinted out that readers appeared not to read the
newer sections of the annual report tthad been introduced since Lee and
Tweedie (1975). Further, ARazeen and Karbhari (2004) also found that in
comparison with previous research, the balance sheettt@ndncome
statement are the most important sections of the annual report to most of the

Saudi Arabia userso groups.

4.7 Summary and Conclusion

The purpose of this chapter was to discuss the usefulness of the annual report. The
chapter started with a stiussion of the objectives of financial reporting and
concluded that there was a general consensus that the objective of financial
reporting was to provide users with information useful for decision making. A
discussion of accounting literature on the ratof the users of annual reports
indicated that some studies suggest that annual reports are used by shareholders
and creditors only whilst others suggest that there are many users of annual
reports. However, most studies suggested that annual repogetsrizeny users.

This was found to be consistent with empirical UK evidence produced by Gray

and Roberts (1989) which suggests that there are many users of annual reports.

The chapter then went on to discuss whether the information needs of the users

are smilar or different. The evidence is conflicting. Some studies suggest that
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information needs are substantially similar whilst others suggest that information
needs are different. The studies arguing that information needs are similar were
criticised on thegrounds that they investigated a narrower range ofgrseps.

Those studies which argued that the information needs were different, suggest
that the differences in the levels of understanding among the users may contribute

to the differences in informiah needs.

It was argued that in the UK the lack of understanding of the full annual report by
most private shareholders had been recognised by the 1985 Companies Act which
gives an option to listed companies to send an abridged version of the annual
repat if the shareholder so wishes. The reason for the change in law was because
the privatisation policies adopted in the 1980's led to an increase in number of
private shareholders with little or no understanding of accounting information. It
was thereforethought that an abridged version would be less confusing and

therefore, better understood by the private shareholder.

The chapter then evaluated the usefulness of the annual report in terms of
understandability It was concluded that the annual reporaswiess well
understood by the privatevestors Timeliness of annual report was also
discussed as a way of assessing the usefulness of the annual report. It was
suggested that the lack of timeliness of the annual report makes it less useful.
Evidence wagprovided from the market reaction studies which supported the
notion that timeliness was an important attribute in the usefulness of the annual
report. The final section examined the studies that have been contacted

through the survey of users to findtovhether they use the annual report.
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CHAPTER FIVE

HYPOTHESES DEVELOPMENT

5.1Introduction.

Chapter 3 discussed the literature concerning the publishing delay of the

annual reports in both developing and developed countries. It concluded that
there appars to be no established pattern of publishing delay. The results of

the impact of company characteristics in both developed ad developing

countries were found to be mixed. Chapter 4 then examined the usefulness of
the annual report. It was concluded,ang others things that publishing delay

may limit the usefulness of the annual report.

The purpose of this chapter is to devekspen hypotheses linking company

specific characteristics to publishing delay in Libya. However, before the

hypotheses are deloped the chapter discusses some of the theories which are

used to develop the hypotheses linking company characteristics and publishing

delay. Theseven hypotheses developed relate to company pizditability,

company agenumber of accountants, accmt ant s & qagcaunting i cati ons
systemand auditopinion The final section of the chapter is the summary and

conclusion.

5.2 Theoretical Framework
Research on the association between company characteristics and publishing
delay (timeliness) has beeaunique in the sense that most research does not

make explicit reference to theory. This section, however, discusses some of the

98



theories that may be relevant in explaining the link between company
characteristics and publishing delay. The theories discliare agency theory,

theory of constraints and signalling theory.

5.2.1Agency Theory

Developed in the information economics literature (Jensen and Meckling,
1976, Fama and Jensen, 1983), agency theory is based on the relationship
between one party (tharincipal) who delegates work to another (the agent).

In this relationship, principals represent individuals, or group of individuals,
who are in control of economic functions or assets in some form of ownership
or property rights. Control of these furais or assets has been delegated, by
the principals, to agents, who operate them on their behalf (Jensen and
Meckling, 1976). In the context of principagent relationship, agency theory
highlights the importance of the information asymmetry problem and
associated monitoring costs. Under the agency theory arises the problem of
information asymmetry because agents have control and detailed knowledge
of the corporationds operations. The
many case the ability to integdr information. Information asymmetry
becomes a problem in the agency relationship when combined with moral

hazard.

Moral hazard is the potential for agents to operate in their ownnsetésts
against the objectives of the principals. As a resulticjpals demand an
effective mechanism to control agent behaviour before entering into a

principalagent relationship. One effective mechanism involves monitoring the
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agent behaviour. The audited financial reports serve as one way of monitoring

t he abghlaviourd s

There are a number of examples from previous studies on audit delay that
make reference to agendheory arguments fopredicting a relationship
between corporate attributes and audit delay. For example, one reason for
expecting an associatidretweengearingand audit delay is that when agency
costs are high (because of high financial leverage) management is likely to
desire a higher quality audit to the accounts as a means of reducing monitoring
costs. As a result management of high finaneia¢rage companies are likely

to employ reputable audit firms because accounts audited by large audit firms
are seen as more credible (Firth and Smith, 1992). Reputable audit firms are
known to allocate more resources and use high quality staff (Charilé83)

in their audit engagements that result in a shorter audit delay.

Similarly, the influence of profitability on audit delay is also partly based on
agency theory. The suggestion is that if a firm releases its earnings report
earlier than expectedts share price rises, on average, whilst if the report is
late its share price declines (Chambers and Penman, 1984). The rationale for
such market reactions is that management tends to delay the release of bad
news (Kross and Schroeder, 1984). A possiiglason for such a delay is to
give, management time to complete a planned sale of securities before the bad
news is announced (Trueman, 1990). This has led to the prediction of an
inverse relationship between profitability and audit delay since the ikater

highly correlated with timeliness of the release of earnings.
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5.2.2Theory of Constraints

Theory of Constrain(TOC), developed by Goldratt (1990) is an overall
management philosophy that recognises constraint on any system restricts the
maximum perfomance level that the system can obtain in relation to a goal.
Rahman (1998, p. 337) suggests that the concept of TOC can be summarised

as follows:

1 Every system must have at least one constrHiitwere not true, then

a real system such as profit madsiorganisation would make unlimited

profit. A constraint therefore, Ai s al
achieving higher performance versus it s
1 The existence of constraints represents opportunities for improvement

Contary to conventional thinking, TOC views constraints as positive,

not negative. Because constraints determine the performance of a
system, a gradual el evation of a sSyste

performance.

As a system the goal of auditing processo finalise the audit as quickly as
possible so that the financial statements can be released. However, as the TOC
suggests, every system has at least one constraint. There are many constraints
that may prevent the audit being finalised as soon am#magement would

like. The constraints may be internal or external to the company. Internal
constraints relate to the lack of physical resources by the company such as

funds to engage O6bigd audit firms that wi

101



auditfirms. Internal audit constraints may also relate to unavailability of funds

to purchaseechnology to improve internal control systems.

On the other hand the external constraints have to do with time required by
auditors to audit the companies. For epémlarge companies with complex
transactions may require more time than smaller companies by virtueirof th
size. Auditing of extraordinary items, for example may also require extended
negotiations. Further, auditing of inventory, which requires physicunting,

is also a time constraint on the part of auditors. Finally, the need to have
confirmation of the existence of receivables before finalising the audit is also a

time constraint on the auditors.

A review of previous research on audit delay vebhothat a number of
arguments for predicting a relationship between corporate attributes and audit
delay are based on TOC as discussed below. For example, one reason for
expecting conpanysize to influence audit delay is that more time is required

to auditlarger companies because they are more complex in structure and
simply take more time to audit (Courtis, 1976). The other reason is that larger
companies may have stronger internal controls that allow auditors to place
more reliance on interim compliantests than on substantive tests of year
end balances (Simnett et al., 1995). Finally, Davies and Whittred (1980)
suggest that company size may be inversely related to audit delay because
their greater resources enable them to purchase less delay. Alttlmigh
researchers do not refer to TOC it is not difficult to see that auditing large

companies is constrained by the volume of the work to be done. Further, small
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companies are constrained by the lack of resources (i.e. availability of funds)
to purchase gab internal control systems that might speed up the auditing

process.

The influence of financial leverage on audit delay may also be explained in
terms of TOC in the sense that high financial leverage increases the
probability of company failure that irutn increases the probability of the
auditor being sued (Carslaw and Kaplan, 1991). This gives the auditor
incentive to perform more work to minimise the possibility of a successful
lawsuit. Clearly in this case the constraint is the fear of being sutte gart

of auditors that will lead them to be more careful and hence delay the
completion of the auditing process. Finally, the argument for expecting a
relationship between audit delay and yead is the time constraint on the part

of auditors. This idecause during the busy period they simply have more
companies whose accounts need to be audited and they cannot finalise them

all at the same time.

5.2.3Signalling Theory

Signalling theory addresses problems of information asymmetry in the
markets. Theheory shows how information asymmetry can be reduced by the
party with more information releasing it to others. Although the theory was
developed in the labour market, signalling is a general phenomenon applicable
in any market with information asymmeti§orris, 1987). In the capital
market, signalling theory operates through the timing of release of information.

Initially, managers of listed companies are assumed to possess more
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information about the prospects of the company than the market. Based on the
information available, the market will reach a consensus about the market

value of each companyds shares. Some co
undervalued and others overvalued. Companies whose shares are undervalued

will incur an opportunity loss becauseeir shares could sell at a higher price if

the market knew more about the companyods

shares are overvalued will make an opportunity gain.

Companies whose shares are undervalued will have an incentive to speed up

the audit process to signal their superior performance. The signalling is
accomplished by more timely release of the audited financial statements. As

those companies signal that they have better future prospects than their
competitors by releasing their audited fic&l statements, the market wilkre

assess the market values of the compani e
previously overvalued will be rassessed downwards accordingly and those

previously undervalued will be adjusted upwards to take into accaitar b

prospects previously unknown. It is, therefore, in the interest of managers to

speed up the audit process so that i f t

undervalued the market can adjust them upwards.

5.3 Hypotheses development

5.3.1 Company se

The relationship between company size and audit delay may be positive or

negative. According to theory of constraints (TOC) a positive association
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might be expected if it is assumed that more time would be required to audit
larger companies. This argunters consistent with Courtis (1976) who
suggested that large public corporations are more complex in structure and
simply take more time to audit. However, the relationship between company
size and audit delay may be a negative if it is assumed that rsutage
flexibility in timing their work. More work could be performed before the
financial yearend and by assigning more staff after the ygrat (Ashton et al,

1987).

Large companiesnormally produce annual reports more timely reports for
several reams. They have more resources, more accounting staff and
sophisticated accounting information system that result in more timely annual
reports. Second, large companies tend to have strong internal control system
with the consequence that auditors spend tese in conducting compliance

and substantive tests (Owu8nsah, 2000).Previous research findings on the
relationship between company size and audit delay have been Meds

and Whittred (1980), Ashton et al (1987) and Ng and Tai (1994) found tha
company size is significantly associated
(1976), Garsomboke (1981), Givoly and Palmon (1982), Sminett et al (1995)
and Henderson and Kaplan (2000) found no significant relationship between
company size and audit deldican, therefore be hypothesized that:

H1l, Company sizecgpital employep is not a determinant ofpublishing

delay.

10t



5.3.2. Profitability.

Research by Chambers and Penman (1984) and Kross and Schroeder (1984)
among others, found that if a firm redes its earnings report earlier than
expected, its share price rises, on averageswhilst if the report is late its

share price declines. The rationale for such market reactions is that

management tends to delay the release of bad news.

Trueman (190) suggests that the possible reason for such a delay is to give
management time to complete a planned sale of securities before the bad news
iIs announced. This has led to the prediction of an inverse relationship between
profitability and audit delay simcthe latter is highly correlated with timeliness

of the release of earnings. It has also been suggested that a longer period of
time is required to audit earnings reports reflecting bad news, delaying their
disclosure relative to those containing good si€®ivoly and Palmon, 1982).

The presence of such a delay implies that good news is on average, released
before bad, and so is consistent with empirical findings that on average market

response to an early (late) earnings announcement is positive (nggative

Courtis (1976) also reports that where losses (or inferior results) have
occurred, certain delays must be expect ec
their results. Moreover, companies with poor results often hold back from
releasing their auditeddures as long as possible so that they can continue any
local or overseas (finance or trade) negotiations in the best possible light. A
significant inverse relationship was reported by Courtis (1976) and Henderson

and Kaplan (2000). However, Davies and Whkd (1980) and Ashton et al
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(1987) found that profitability was not significantly associated with audit
delay. Based on the preceding arguments it can be hypothesized that:

H2,.  Profitability is nota significant determinant gfublishing delay

5.3.3.Companyage.

Some previous studies (OwsAgasah, 2000) adopts the learning curve theory

which suggest that a reduction in reporting time would occur as the number of

annual repod produced increase He proposed that promptness in financial

reporting bya company is influenced by its development and growth. He

suggested that as the company continues and its accountants learn more, the
Oteething problemsd which would cause wun
result, an older, well established company klif to be more proficient in

gathering, processing and releasing information when needed because of the

learning experience. It, can, therefore, be hypothesised that:

H3,. Company age isota significant determinant of publishing delay.

5.3.4.Number ofaccountants

As explained inChapter 2, Libya has a shortage of qualified accountants.
Since publishingdelay is defined as the sum of preparation period and
auditing period, delay in preparation period is expected when a company
employs a limited numbesf accountants. If the preparation period is longer
the publishing period will be longer as well since auditors cannot start their
auditing until the accountants have finished preparing the accounts and handed

over the financial statements to the auditors.



Another reason why the number of accountants would impact the publishing
delayis thatthe more people are involved, the less time it takes to accomplish
the task.This is consistent with the Theory ofd@straints which recognised
that there is at leastne constraint to every syster. can, therefore, be
hypothesised that:

H4,: Number of accountants isot a significant determinant of publishing

delay.

5.3.5. Account.antdés qualification
There is ample evidence that suggests that the skills and catdifi of
employees has an impact on the productivity. For example, researchess at
National Institute of Economic and Social Research took a number of UK
manufacturing firms and matched them with continental Europe producing
similar products to allowhem to carry out direct productivity comparisons.
They found out that, in all the examined sectors, the higher average levels of
labour productivity in continental Europe were closely related to greater skills
and knowledge (Dally et al, 1985, Mason and vk, 1994 and Steedman
and Wagner, 1987). By contrast, in the UK, the lower level of manpower
skills was found to affect negatively labour productivity. Other studies have
also shown that skills or qualification has a large effect on productivity e.g.

Bartel (1991 and 1995).

Other studies have, however, shown that qualifications and skills have little or
no effect on productivity (e.g. de Koning, 1994 and Black and Lynch, 1996
and 1997). In the same vain if qualification impropesductivity; it can be

argued that qualified accountants will be better at performing tasks than
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unqualified accountants. Qualified accountants could be expected to prepare
accounts much more quickly than unqualified accountants. It can, therefore,
be hypothesised that:

H5: Account ant 0 s nogasignifidarit deraninantoohpuhlisking

delay.

5.3.6.Acoounting system

An accounting system can either be manual or computeriseldbya the
traditional system (manual system) is most common, aré e two maa
reasons for this. Firstnformation technologyin generalis still rarely used
by Libyan companiesThe second reason is the unavailabilityspécial skills

needed to operate these accounting packages (Mustafa, 2004)

There are many reasons for egfigg an accounting system to be associated
with publishing delay. A computeris@tcounting systerperformsthe task of
financial preparation faster than doing the task manu@ligrk and Cooper,
1985). The use ohutomated amunting packagesuch asspreadsheets,
financial modelling, database, decisisapport and expert system software
have offered support to accountantstheir analytical and decisieoriented
tasks and allowed them to move from thecumulation, analysis and
preparation of financiadhformation towardsnterpretation, evaluation, control
and involvement in decision makinguch faster(Carr, 1987 and Collier,
1984). As a result, information quality hdmeen improved in terms of
comprehensiveness, accuracy, timeliness, feeguiency (Cark and Cooper,
1985; Kinget al.,1991; Mantle, 1983)it can, therefore, be hypothesized that:

H6o: Accounting systems nota significant determinant of publishing delay
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5.3.7. Audit opinion

There are two main reasons why qualified auditoresp may delay the
publication of the annual report. One reason is that the company would seek to
avoid the report being qualified by engaging in lengthy talks with auditors to
try and persuade them not to qualify the report. The other reason is that if th
management cannot persuade managers to qualify the audit report they will
delay the publication of annual report whilst they seek an explanation why

then audit report was qualified.

Whittred (1980) comparé the reporting behavis of companies which
receive audit qualifications, with a random sample of companies which
receive no suclgualification and with the reporting behawvioof the same
companies in the years preceding thalification The results indicate that
the more serious thgualification the greater is the delay of the preliminary
profit reportandthe final annualaccountsOver the test period, 196874,
companies which received cleandit reports took,on average, 107 days to
forward theirannual reporto the Stock Exchange. Compasiwhich received
"subject to'gualificationtook, on average, an additional 17 days to make their

annualreports public.

Keller (1986) also focusedn the issue of the timing ainnualand earnings
reportreleases. He hypothesized that companies dtaive subjeeto-audit
gualifications will take longer toeportthan those that do not. The analysis
employs the sample database of Keller and Davidson (1983), who studied the

relative behaviour of trading volume in company shares of matched pairs of

11C



US firms over the period 197B8977. The results of the analysis provide
evidence that earnings releases are delayed when a company is about to
receive a subjedb-audit qualificationIt can, therefore, be hypothesised that:

H7, Audit qualification isnot asignificant determinant gdublishingdelay.

5.4 Summary and Conclusion

The purpose of this chapter wasdevelop seven hypotheses which are to be
tested in chapter seven. The chapter began withdikeusgon of the
theoretical framework which can besad as a basis for linking company
characteristics and publishing delay. The theories discussed are agency theory,
theory of constraints and signalling theory. Te®en hypotheses developed
relate to company sizgrofitability, company agenumber of acocuntants,
accountant s 0 acapunéng isystepsamd audinopinion The

following chapter discusses the research method used.

111



CHAPTER SIX

RESEARCH METHODOLOGY

6.1 Introduction

The purpose of the current chapter is to describe tigugasteps taken from data
gathering through to the testing of the hypotheses. As indicated in chapter one, the
thesis hashreemain objectives, namely to determine whetbevencompany
specific characteristics determine the publishing detafind ou the usefulness

of the annual report in Libyand determine the impact of publishing delay on
banks, Tax and Auditing AuthoritieS hese hree objectives require different
methodologies. As a result the sample selection and statistics used to address each
objective are discussed below. The rest of the chapter is organised as follows: The
next section discusses the samples selection. This is followed by the definition of
how the company characteristics were measured. The hypotheses testing and
statistical ésts are discussed in 6.4. This is followed by the discussion of the
development and administration of the survey questionnaire. The final section is a

summary and conclusion.

6.2 Selection of Companies

6.2.1 Determinants of publishing delay

The conpanies used to determine the impact of company characteristics o
publishing delay consists oB®ut of 43Libyan industrial companies which is
77% of the population of Libyan industrial companies ovewva year period
from 2000to 2001. The details atia Table 6.1. The annual reports of these

companies were collected by means of a letter written to al3fmpanies

112



requesting their annual repoFRorty companies responded by sending in their

annual reports and three were obtained from the Auditundpakity which is

responsible for auditing all the companies in Libyaking a total of 43

annual reports available for the studgecause some of the variables

investigated as possible determinants of audit delay can only be obtained

internally it was als necessary to send a questionnaire to all 43 companies to

obtain information on these variables. The variablesamngany age, number

of accountants,

accountantso qualificatic

after several reminders 33 of the 43 comg@smesponderit a response rate of

77%. As a result the research on publishing delay is based on 33 companies

over a tweyear period.

6.2.2 Usefulness of the annual report

The following five user groups were surveyed by a questionnaire. The first

user groups the bankswvhich consist of 9 commercial banks and the Central

Bank of Libya (see table 6.1).

Table 6.1 Sample used for publishing delay and usefulness of annual

reports
PARTICIPANTS SAMPLE SIZE PERCENTAGE TO THE
POPULATION
Banks (including 10 100%
Centralbank of
Libya)
Academics & Academics250 15%
External Auditors Auditors 400 42%
Tax authority 1 100%
Auditing authority 1 100%
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The seconduser group is the academics ahe third is the externauditor

group. The accountg academics sample size is 250 drawn from 3 main
Libyan Universities which is 15% of the population. Since there was no
publicly available list of faculty members, the researcher contacted the
universitiesto obtain theaccounting lectursr namesThe exernal auditors

surveyed consist of 400 external auditors which is 42% percent of the
population of Libyan external auditors. The fourth group surveyed is the Tax

Authority and the final group is the Auditing Authority.

6.3 Publishing Delay Independent Vaiables
To investigate the association between publishing delay and the company
characteristics the following dependent and independent variables are used
based on the literature review in Chapter 3 and availability of data.
1. Size of the company is meaed by capital employed. Capital employed is
expressed in millions (Libyan Dinars).
2. Profitability is profit before interest and tax divided by capital employed.
3. Company Agei measured by years elapsed since the formation of the
company(obtained hrough a questionnaire)
4. Number of accountanisnumber of qualified accountants employed by the
company
5. Account ant 0-swhether#eé chiefiaccauntantaesmualified or not
(obtained through a questionnaire)
6. Accounting system whether cquoiterised or manual (obtained through a
guestionnaire
7. Audit report qualification(coded 1 if the audit report is qualified; 0

otherwise).
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6.4 Hypotheses testing andtatistical tests

6.4.1. Hypotheses Testing Approach

The choice of the approach to ttebe hypotheses is determined by the
purpose of the research. In this study, one of the objectives is to investigate
the relationships between publishing delay and company characteristics and
to determine the incremental explanatory power of the company
characteristicsn explaining publishing delay. As such, both univariate and
multivariate analyses are undertaken. This approach has been adopted
because on the one hand, univariate analysis indicates only the relationship
between the dependent variable @ath of the independent variables. On
the other hand, multivariate analysis indicates the collective and separate
contributions of two or more independent variables to the dependent
variable. Thus not only is attention paid to the univariate relationships
between the independent variables and dependent variable, but also to the
potential incremental power an independent variable could contribute to

explaining the variations in publishing delay.

6.4.2. Statistical tests and conditions

The tests commonlypplied are divided into two major groups: parametric
tests and noparametric tests (Nachmias and Nachmias, 1976). The
application of each type of statistical procedure depends on the data meeting
certain conditionsThe application of noparametric testss based on a
model that only requires very general conditions with no specific form of
distribution from which the sample was drawn; the observations are

independent and that the variables under study have underlying continuity.
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These assumptions are, wever, weaker than those associated with
parametric tests (e.g., Siegel and Castellan, 1988). Howevepanametric
statistical methods are generally considered to be less powerful than
parametric statistical methods (e.g., Noether, 1991, Field, 200t
applications of parametric tests require a number of more stringent conditions
to be met. For example, the employment of parametric tests is based on four
major assumptions (Siegel, 1956):
(i) The observations must be independent, i.es#bection ofany one
case fronthe population for inclusion in the sample must not bias the
chances of any other case for inclusion, and the score which is
assigned to any case must not bias the score which is assigned to any
other case.
(i) The observations must berawn from normally distributed
populations.
(i) In the case of analyses concerning two groups, the population must
have the same variance.
(iv) The variables must have been measured on at leastearal scale,

so that it is possibl® interpret he results.

However, Gaito (1980) considers that some of the preconditions specified by
Siegel (1956) are a misconception. Gaito (1980) asserts that statistical
procedures do not require specific scale propertidgee numbers do not know
where they comdérom”. In support of this assertion Gaito (1980) refers to a
number of statisticians and concludes that confusion between measurement

theory and statistical theory has led to the persistence of this misconception. In
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connection with this area of controsgiand debate, Gregoire and Driver (1987)
have shown empirically that using parametric tests on ordinal data does not lead
to great problems. Further, Davidson and Sharma (1988) provide theoretical
proof that there is no need for the measurement to ba oresval scale if the

assumptions of parametric tests (normality and homogeneity) are met.

6.4.3 UnivariateTests

Univariate statistical tests are tests of association between the dependent and
one independent variable. These tests may bepammetc (e.g. Mann
Whitney U test, Kruskal Whs and Chisquare) or parametric (e.g. Pearson

correlation and thetests. These are now discussed briefly below.

6.4.3.1 ManAVhittney

The MannWhitney U test is used to test for differences between means when
there are two conditions and different subjects have been used in each
condition (e.g., Field, 2000). In other words, it tests the hypothesis that two
independent samples come from populations having the same distribution (e.g.,
Field, 2000, Coakes and Ste001) As a result this test issed to examine

the association between the publishing delay and the categorical variables. The
MannWhitney U test provides the average rank for each group of data and a
rank of one is assigned to the smallest value. Ztaled pvalue indicates
whether the smaller value is significant or not (e.g., Norusis, 1995, Coakes and

Steed, 2001).



6.4.3.2 Wilcoxon Signeldank Test

The WiIcoxon signed ranks test is the nonparametric version of the paired
sampled test. This ést isused in situations in which there are two sets of
scores to compare, but these scores come from the same subjects. For
example, in order to determine whether publishing delay is mostly caused by
the preparation period or audit period the research occanpare whether
there are significant differences in these two periidse results show, for
example, that the preparation period is significantly longer than the auditing

period, efforts could then be made to reduce the preparation period.

6.4.33 KruskatWallis

This testis based on ranked data and could be used for examining any
differences between independent groupg.(external user groups in this
study). The value of the coefficient varies from zero, where no agreement
among the respondex) to one where there is total consensus among the
respondents. This tess used by this studyo analyse if there is any
agreement among external users in Libya about the degaewdl report
usefulness and the quality (objectives of annual repbdir tqualitative

characteristic and timeliness) afnual report published in Libya.

6.4.3.4 ChiSquare Tests;

These tests fall into three categoriest of independence, homogeneity test
and goodnesef-fit test. These tests are suited for analysqlitative
(nominal variables) or discrete quantitative variables, and the relationship
between two such variables’he chisquare goodness-fit test uses

frequency data from a sample to test hypotheses about populEt®riest
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are assess how welldlsample data fits the population proportion specified
by the null hypothesis. For example in this resedhehchisquare test can
be applied to test the relationship betweehlishing period and each factor

influencing delay period (accounting systermc@untant qualifications).

6.4.4 Multivariate tests

To examine the incremental explanatory power of the independent variables
on publishing delay, multivariate regression techniques were used in the
form Ordinary least Squar@OLS) nethod As discussed lere, certain
assumptions have to be met before these statistics can be applied. These
assumptions are briefly discussed beloWwhese assumptions include

multicollinearity, normality, linearity, and homoscedasticity.

6.4.4.1Multicollinearity

Multicollinearity exists when there is a strong correlation between two or
more predictors in a regression model (e.g., Koutsoyiannis, 1972, Moore and
Buzby, 1972). High levels of collinearity increase the probability that a good
predictor of the outcome will be founbn-significant and rejected from the
model (e.g., Wright, 1997, Field, 2000). In order to identify the problem of
multicollinearity, three tests were conducted. The first involved an
examination of the correlation matrix to determine whether the independ
variables were significantly correlated. It is suggested (e.g., Judge et al.,
1985, Kennedy, 1985, Myers, 1990, Gujarati, 1995, Field, 2000, Pallant,
2001) that multicollinearity problems are considered harmful only when they

exceed 0.8 or 0.9.



According to Myers (1990), a certain degree of multicollinearity can still
exist even when none of the bivariate correlation coefficients is very large.
This is because one independent variable may be an approximate linear
function of a set of several indepentlevariables (e.g., Field, 2000).
Therefore other diagnostics involving an examination of the Variance
Inflation Factor (VIF) and Tolerance values were also conducted. The VIF
indicates whether a predictor has a strong linear relationship with other
predidors (e.g., Field, 2000). Neter et al. (1983) and Myers (1990) suggest
that VIF values should create a problem only when they reach values of 10.
Another statistic examined is the tolerance statistic which is the reciprocal of
the VIF. Values below 0.1 imchte serious problems (e.g., Norusis, 1995,
Field, 2000), although Menard (1995) suggests that values below 0.2 are

worthy of concern.

6.4.4.2Normality

To assess the magnitude of the problems associated with normality of the data
in this study, histogms, sterandleaf plots, and normality probability plots
were constructed for each continuous dependent and independent variable.
Standard tests on skewness and kurtosis, and Kolm&yniwov tests of
normality were also used to determine whether theokaoame from a normal
population. Where the assumptions of normality were not met, data was

transformed into natural logarithms (e.g., Cooke, 1998).
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6.4.4.3Linearity

To check the assumption of linearity, the scatter plots of the residuals produced
by SPSS are examined. It is assumed that the residuals have a linear
relationship with the predicted dependent variable scores, and that the variance
of the residuals is the same for all predicted scores (e.g., Field, 2000, Coakes
and Steed, 2001, Pallant, 2Q0If funnel pattern is observed, then the linearity
assumption is violated and where there are extreme deviations, the problem is
overcome by transforming that data (e.g., Norusis, 1995). Mild deviations from
linearity are not considered serious (e.@bhdchnick and Fidell, 1996, Coakes

and Steed, 2001, de Vaus, 2002).

6.4.4.4 Homoscedasticity

Homoscedasticity refers to a situation where the variability in the scores for one
variable is roughly the same at all values of the other variable (Coakes and
Steed, 2001). It is concerned with how the scores cluster uniformly about the
regression line. The assumption of homoscedasticity is checked by a visual
examination of the standardised residual scatterplots produced by the SPSS. If
the residuals appear t@ lbandomly scattered around the regression line, then
the equal variance assumption is satisfied (e.g., Norusis, 1995, Field, 2000,
Coakes and Steed, 2001). If this assumption is violated, data may be

transformed (e.g., Norusis, 1995).
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6.4.4.5Selection bthe method ofagression

There are a number of model selection criteria and procedures that can be used
in multiple regression analysis to select independent variables to include in the
model. The main three types are: standard or forced method, thevisiec

entry method, and the stepwise method (Field, 2000, Pallant, 2001). In the
forced entry method, all the independent variables are forced into the
regression model simultaneously. Each independent variable is evaluated in
terms of its predictive powgover and above that offered by all the other
independent variables. This approach also reveals how much unigue variance
in the dependent variable is explained by each of the independent variables

(Pallant, 2001, p.135).

In the block wiseentry methodijndependent variables are entered in order of
their importance based on prior research (e.g., Field, 2000, Pallant, 2001). Any
new variables can either be entered on a forced entry basis or using the
stepwise method on entry. In the stepwise method, ttepéndent variable

that is most correlated with the dependent variable is introduced in the model
first. Subsequently the other exogenous variables are included one by one, on
the basis of the patrtial correlation coefficients. The value ofdtaisticgives

the decision rule about including or not a new variable in the model. A new
variable is included in the model only if itsstiatistic is not smaller than a
critical value, and the-gtatistics of the other variables that are already in the

model donot diminish below that value after the inclusion of the new variable.
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It was decided to use the standard multiple regression method in order to
determine how much of the variance in the dependent variable (publishing
delay is explained by each indepesrd variable. In addition, this method
enables one to determine the explanatory power of the selected independent
variables as a group (Pallant, 2001). Such an approach is consistent with
studies such as Wallace et al.(1994), Wallace and Naser (1995)erBepo

(2000) and Ho and Wong (2001).

6.4.5. Choice oftatistical tests

The above discussion indicates that the options available were either to apply
univariate or multivariate or both. The problem with using univariate tests on
their own is that, for exaple, if one company characteristic is found to be
significantly associated with publishing delay, it may be difficult to conclude
that the variable causes the company to delay the publication of its annual
report. This is because there may be many othetorfs that may cause a
company to delay the publication of its report. What is required to be able to
conclude that the variable cadspublishing delayis to include many other
plausible explanatory variables at the same time and isolate the effettierof o
factors. The problem with using the multivariate tests alone is that, as has been
seen in the above discussion, the conditions to be met are often controversial

and it may be impossible to have data which is strictly normally distributed.

It, therefae, appeared that a reasonable way to proceed was to adopt both

methods. The rationale for this is that the two statistical methods possess
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different strengths (e.g., Field, 2000). This strategy of using multiple methods

of data analysis is known as triamgtion, and was recommended by Denzin

(1970, p. 26) because fiéno meCGobked i s ever
(1989) also argues that employing both tests allows triangulation of the

results and thus reduces the probability of incorrectly rejedtieg null

hypothesis.

6.4.6 The nodels

PreD = bp + by Size + b, Profit + b Coage + bsNoacc +
bsAccqu + bg Accsys + by Audqu + €

AudD =bg + b; Size + b, Profit + bz Coage + bsNoacc +
bsAccqu + bg Accsys +b; Audqu + g

PubD =bg + b; Size +b, Profit + b3 Coage + bsNoacc +
bsAccqu + bg Accsys +b; Audqu + g

Where:
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Table 6.2: Description of Variables

Symbol

Variable description

Acronym/sign

PreD

Number of days between enaf
financial year end receipt of accountg
auditing authority

N/A

AudD

Number of days between receipt
annual accounts by the audit authg
and the date on the audit report

N/A

PubD

The number of days between the en
the financial year and thdate on th
audit report

N/A

by

Size of a company is measured
capital employed

Size {/+)

b2

Profit T measured by profit befo
interest and tax divided by capi
employed.

Profit (-/+)

b3

Company Agei Measured by yea
elapsed since the foation of the
company.

Coage( -/+)

ba

Number of accountant¥ number o
qualified accountants employed by
company.

Noacc )

bs

Account ant 6si 1qgfutle
chief accountant is qualified,
Otherwise.

Accqu (+)

bs

Accounting Systern 1 if the accountin
system is computerised; 0 Otherwise

Accsy (- /+)

b7

Audit qualification. 1 if the audit repd
is qualified; O otherwise.

Audqu (+)

6.5 The questionnaire sirvey

In attitudinal research, three main different research metbgesl are

available to study the phenomena under investigation. These include telephone

interviews, personal interviews and questionnaire methods. In the current

study, the questionnaire method was considered to be the most appropriate

methodology for a nmber of reasons. Firstly, questionnaires are the most

widely used data collection technique in attitudinal research. Secondly, the

objective of the survey was to obtain an overall picture otitee® per cei ved
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importance of thevarious sections of the awnal reportand therefore the
guestionnaire method provides an efficient way of creating the data (mean
rating) required foranalysing the importance of the various sectiohshe
annual reportFurthermore, through a questionnaire survey, a large nuofiber
the population can be surveyed easily. Finally, the questions are exactly
identical to all participants and therefore the findings are to a large extent

generalisable.

Questionnaires can be administered in three different ways, namehtpface
face, bytelephone or by mail. Each of these techniques has advantages and
disadvantages and these can be compared in terms of the response rate, ability
to produce a representative sample, limitations on questionnaire design, quality
of responses and implementati problems (e.g., Sekaran, 2000). Mail
guestionnaires are patrticularly criticised on poor response rates and the quality
of responses (e.g., Kerlinger, 1986). However, all these limitations can be
mitigated by good techniques in questionnaire design amadingn out

procedures.

While it is accepted that there are disadvantages associated with the mail
guestionnaire, there are a number of advantages for using this method. Firstly,
by using the mail questionnaire, it is possible to obtain a large enougltesamp

to reduce sampling error to acceptable levels (e.g., Roberts, 1999). Secondly,
the costs are normally considerably less for a mail questionnaire than the face
to-face interview (e.g., Sekaran, 2000), and finally, the mail questionnaire does

not introdue interviewer bias that is a potential problem for both-tadace
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and telephone interviews. Accordingly, the mail based questionnaire approach

was selected as the means to collect data.

6.5.1 Development and pilot testing questionnaire

Since the ssond objective was to determine the usefulness of the annual
report to five user groups, five different questionnaires were developed, pilot
tested and administered to each of the five target user group. In developing
the questionnaires it was importaotdimultaneously consider the recording

of the response (e.g., Oppenhiem, 1966, Sudman and Bradburn, 1982,
Neuman, 1992, Ryan, 1995, Sekaran, 2000). There are two ways in which
this can be done. One approach is to use an-apgner format. Sudman

and Bradurn (1982, p. 150) point out that the open format allows and
encourages respondents to give their opinion fully and with as much nuance
as they are capable. The alternative approach is to use a-aluseer
format. Sudman and Bradburn (1982) point owt twhilst closed answer
guestions are more difficult to construct, they are easier to analyse,
particularly in the statistical sense. There is also less likelihood of researcher
bias in summarising the responses.

It was also considered important to estblnot only the direction of the
responses, but also the degree of intensity with which the views on the
various statementsere held. Therefore, an intensity scale was built into the
response categories. This took the form of a-figet Likert Scale, Wich
allowed the user groups to register the degree of agreement with the various
statements. In other questionnaire surveys (e.g., Atrill, 1986), the middle
point represented an indifferent point. The degree of intensity ranged from 1

(not at all usefuljo 5 (extremely useful).



Once developed, the questionnaire was put through two tests for
comprehensiveness and understandability. First, initial reviews were made
by the two supervisors. Secondly, the questionnaire was pilot tested using a
small sample brespondents. The respondents were asked to fill in the

guestionnaire, making note of any ambiguous or confusing questions or
instructions. These were then corrected. A brief description of the contents of

each of the five questionnaires is below.

Questonnaire one (see appendix 1) was developed for the 43 industrial
companies. The purpose of the questionnaire was to gather some background
information about the respondent (questiong) Jand about the company
(questions 811). The last two questions camoed the perceived usefulness

of the annual report to the industrial companies.

Questionnaire two (see appendix 2) was developed and administered to the
banks including the Central Bank. Section A is about the respondent details.
Section B is concernewith the decision making process using annual
reports (especially questions1?). Question 13 is about the qualitative
characteristics of the annual report as perceived by the banks. Questions 14
to 18 sought to find out whether the banks had incurrexthial losses due

to their lending decisions based on the annual report.

Questionnaire 3 (see appendix 3) was developed and administered to the
academics and external auditors. The first four questions are to do with the

characteristics of the responde8ection B was contains various questions
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which were aimed at finding the views of the external auditors and
academics concerning the usefulness of the annual report. Section C required
the academics and external auditors to rate the extent to whichdheyeb
Libyan annual reports meet the qualitative characteristics of useful

information.

Questionnaire 4 (see appendix 4) was developed for the Tax Authority. The
first four questions are aimed at gating the details regarding the
respondent. Section Buestions sought to find out the decision making
process regarding the use of the annual report in estimating the tax due from
the companies. The same section also sought to find out if the Tax Authority
perceives the annual report as having the quakgatinaracteristics of useful
information. Section C required the Tax Authority to disclose the total

amount of tax accrued from the companies for the five years ending 2001.

Finally, questionnaire 5 (see appendix 5) was administered to the Auditing
Authority which is responsible for auditing all companies. Section A requires
the background information of the respondent and section B is to do with the
decision making process. Section B also sought to find out if the Auditing

Authority finds the annual repouseful.

6.5.2 mail questionnaire and the responsate

As discussed above, the questionnaire was distributed to all respondents. An
important issue associated with mail questionnaires relates to the response
rate. A low proportion of returns can resul the twin problem of non

response bias and relatively high survey costs. Both problems, however, can
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be reduced if concerted efforts are made to improve the response rate beyond
the levels often associated with this form of research. The literatlades
with suggestions concerning ways by which response rates to malil

guestionnaires can be increased.

Dillman (1978) sets out a number of points that the letter accompanying the
guestionnaire should cover in order to improve the response rate. Such

factors and pointsnclude; what the study is about and its usefulness, why

the respondent is important, a promise of confidentiality and explanation of

identification number, what to do if questions arise, promising to send a

summary of results to responderitshey wanted them, and thanking the

respondents for their help. These points were addressed in the covering letter

sent to respondents with the questionnaire and based on Sudman and
Bradburnds (1982) suggestion,pagghe cover.

format.

It has been suggested that -pagifying the respondents befehand may
increase the response rate in a mail questionnaire survey (e.g., Fox et al.,
1988). Murphy et al. (1991) report that in two cases, the use of a postcard
pre-notifying potential respondents of the survey increased response rates
from 10.67 per cent to 16.51 per cent, and from 19.54 per cent to 27.60 per
cent. Several other studies (e.g., Kanuk and Berenson, 1975, Taylor and
Lynn, 1998) found response speed was faster fongtiéed respondents

than for those who were not pnetified. In addition, Dillman (1978, 1991)
suggested that personalising cover letters could also increase response rates

in mail questionnaire surveys. A personalised letter addressed to a specific
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individual shows the respondent that he or she is important (e.g., Schaefer

and Dillman, 1998).

Furthermore, a prepaid envelope was also included with the questionnaire in
order to further improve the response rate (e.g., Moser and Kalton, 1971,
Dillman, 1978, Fox et al., 1988, Armstrong and Lusk, 1987, Yammarino et
al., 1991). In addition, a followp letter and duplicate questionnaire were
sent out to nomespondents two weeks after the original questionnaire was
sent out in order to maximise responsegage further followup was made
through the telephone after another two weeks following the falipuetter.
Yammarino et al. (1991) suggested that foHog mailings and repeated

contacts seemed to have greater effect on response rates.

Other design sues such as the length of the questionnaire can also influence
response rate. For example, the longer the questionnaire, the less likely
respondents are to respond (e.g., Heberlein and Baumgartner, 1978, Steele et
al., 1992, Yammarino et al., 1991). Tlispect of questionnaire design was
extremely important for this research where the respondents are more likely
to have a very busy schedule (e.g., Ho and Hong, 2001). A concerted effort
was made to make the questionnaire short without omitting any importan

guestions. Copies of the questionnaire are contained in the Appendices.
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6.5.3 Analysis of questionnairessponses
The analysis of the questionnaire responses was performed in the following

sequential manner using SPSS for windows and the resulgesented in

Chapter 8:

(1) Analysis based on first part of the questionntorgive a clear

(i) experiencepicture of thenature of the respondents (i.e.,
education,

(i) Analysis of those questions measured on a likert scale.

In analysing the questionnaire responses, descriptive statistics were
employed to compute overall mean rating of each question. In testing for the
variability in the perceptions of the users both-panametric and parametric
tests were employed. Since the perceptionsefsi using thékert scale fall

into ordinal data category, ngrarametric tests such as the Maihitney U

Test, Wilcoxon ttests and Kruskalvallis test are considered the most
appropriate to test the differences in mean ratings. However, Siegel (1956)
suggested that parametric tests (e.g., independent sarAglsts, tpaired
samples-tests) could also be used with ordinal variables because tests apply
to numbers and not to what those numbers signify. Furthermore, Bryman and
Cramer (1996) also suggebat when the size of the sample is quite large, a
departure from noparametric tests is allowable. The sample in this study
was considered relatively large and hence both-pavametric and

parametric tests were used to allow for triangulation of thdtsesu
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6.6 Summary and @nclusion

The purpose of the current chapter was to describe the various steps taken from
data gathering through to the testing of the hypotheses. The chapter started by
describing the sample used to answerhiheebbjectives seih the first chapter of

the thesis. This was followed by describing the nature and measurement of the
independent characteristics investigated. The chapter then described the
hypotheses testing and statistical tests used. The aspects discussed include the
hypotheses testing approach, statistical tests and conditions, the univariate and
multivariate tests. The regression models used were then presented. The second
part of the chapter described the questionnaire. The following aspects of the
guestionnaire wer described: development and pilot testing; the malil
guestionnaire and response rate and analysis of the questionnaire. The next
chapter presents and discussed the results of the association between company

characteristics and audit delay.
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CHAPTER SEVEN

PUBLISHING DELAY RESULTS AND DISCUSSION

7.1Introduction:

Chapter 3 focussed on the literature review of previous work done on audit
delay or timeliness of annual reports. It was suggested that the unique nature of
the Libyan financial reportingnvironment makes it possible to separate the
time required to prepare financial statements after the annual report (hereafter,
the preparation period) from the time required to audit the financial statements
(hereafter, the auditing period). Hencett,e¢i f r om t he end of
financial year to the time when the annual report is published is for the purpose

of this thesis referred to as the publishing delay.

The overall purpose of this chapter is to present the results of the extent of
publishing delay in Libya and investigate whether the delay is associated with
seven compangpecific characteristics (size, profitability, age, number of
accountants, accounting system, accountant qualification and audit opinion).
The rest of the chapter is orgsed as follows: section 7.2 presents the results
of the descriptive statistics of the dependent and independent variables. This is
followed in section 7.3 by the discussion of fgarametric tests results of the
association between preparation period,ittngl period, publishing delay and

the compamspecific characteristics. This is followed section 7.4 by the
correlation analysis between the dependent and each of the independent
variables. Independent samplegests of the difference between the
preparation and auditing periods follow this. Section 7.5 discusses the multiple

regression results of the association between preparation period, auditing
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period, publishing delay and the compapecific characteristics. The final

section of the chapter issammary and conclusion.

7.2 Descriptive gatistics

The descriptive statistics of the preparation, audit period, publishing period
and compamgpecific characteristics are presented in Table 7.1. The table
shows that the mean preparation period is 89&3 whilst the mean audit
period is 65.33 days. This makes an average publishing delay of 154.86 days.
The minimum publishing period is 78 days and the maximum is 384 days. The
mean publishing delay period in Libya is much longer than comparable audit
dday periods reported in both developed and developing countries. For
example, Soltani (2006) reported a mean audit delay of 114.7 days in 1986 and

101.1 days in 1995 using French companies.

Table 7.1 Descriptive Statistics for dependent and independentariables

(N=66)
Minimum Maximum Mean Std. Deviation
PrepP 22 248 89.53 49.303
AudP 25 312 65.33 52.890
PubD 78 384 154.86 69.708
Size 43075.000 5003634.0 522059.50 645995.8854
Profit -61.23 73.35 4.1914 17.32270
Coage 2.00 28.00 11.9394 7.79325
Noacc 0 1 .59 495
Accqu 0 1 .33 A75
Accsys 0 1 12 .329
Audop 0 1 .80 401

OwusuAnsah (2000) reported a mean audit delay period of 61.70 days using

Zimbabwean companies. Further, Ng and Tai (1994), reported a mean audit

delay of 105 days in respeat Hong Kong. Even taking into account studies
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dating back over twenty to thirty years ago, the publishing period in Libya
does not compare favourably. For example, Gilling (1977) reported an audit
delay of 5370 days in New Zealand whilst Aston et al 8I9 reported an
average of 62.53 days for Canada. It is not clear why the publishing delay in
Libya is much longer than other countries. However, it may be suggested that
one reason may be the separation of the preparation period and the auditing
period. h most countries it is normal practice for auditors to come in and do
some preliminary work before the financial year end with the result that the
auditing period is shorter. It may also be suggested that because all the
companies are owned by the statesré is less pressure for them to prepare

and publish their annual reports on time.

7.3 Non-parametric testsresults

Although the ultimate goal is to determine which compspgcific
characteristics are associated with publishing delay through paratestsat

is important to use neparametric tests as well for triangulation purposes. In
this section, the MankVhitney tests results are discussed. These relate to the
association between preparation period, auditing period, publishing period and
the conpanyspecific characteristics. Table 7.2 presents the Mahiiney
results of the association between preparation period, size, profit, company
age, number of accountants, accountant qualification, accounting system and
audit opinion. The results show thaize, company age, accountant
qualification and audit opinion are all significantly associated with preparation
period at the 5% level of significaa In all cases, the-value is negative. This

suggests that big companies, older companies, and compéthiegualified
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accountants and annual reports that are unqualified took less time to prepare.
However, the nature of the accounting system (whether computerised or
manual), profitability and number of accountants are not significantly
associated with prepation period (thought the number of accountants is
significant at the 10% level). The significant results obtained for size, age,
accountant qualification and audit opinion ameans that the null hypotheses

of no association in chapter 6 are rejected.

Table 7.2 Preparation Period ManrWhitney Results

Big Small \
No. Mean No Mean M-W
Size 33 Rank 33 Rank Z (sig)
23.47 43.53 -4.26(0.000)
High Low \
No. Mean No Mean M-W
Profit 33 Rank 33 Rank Z (sig)
34.56 32.44 -0.449(0.653)
Old Young |
No. Mean No Mean M-W
Age 35 Rank 31 Rank Z (sig)
28.33 39.44 -2.326(0.020)
High Low |
No. No. Mean No Mean M-W
Accountants| 39 Rank 27 Rank Z (sig)
29.88 38.72 -1.839(0.066)
Qualified
Unqualified
Acc No. Mean No Mean M-W
Quialification | 22 Rank 44 Rank Z (sig)
25.66 37.42 -2.347(0.019)
Computerised Manual |
Acc No. Mean No Mean M-W
System 8 Rank 58 Rank Z (sig)
24.63 34.72 -1.395(0.163)
Unqualified Qualified |
Auditor's No. Mean No Mean M-W
Opinion 53 Rank 13 Rank Z (sig)
37.75 16.15 -3.637(0.000)

The results in Table 7.3 show the Mawhitney results of the association

between audit period, size, profit, company age, and number of accountants,
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accountant qudication, accounting system and audit opinion. It is clear that
only company size, age, accounting system and audit opinion are significantly
associated with the audit period at the 5% level of significance (though, again,

the number of accountants is gigrant at the 10% level). As suggested in

chapter

because they have better accounting systems that can be verified easily. This is

also confirmed by the results of the accounting systetmch show that those

6,

6bi go

companies

may

companies with computerised accounting system took less time to audit.

Table 7.3 Auditing Period MannWhitney Results

t ake

Big Small \
No. Mean No Mean Rank | M-W
Size 33 Rank 33 40.38 Z (sig)
26.62 -2.913(0.004)
High Low \
No. Mean No Mean Rank | M-W
Profit 33 Rank 33 30.80 Z (sig)
36.20 -1.142(0.253)
Old Young |
No. Mean No Mean Rank | M-W
Age 35 Rank 31 41.66 Z (sig)
26.27 -3.252(0.001)
High Low |
No. No. Mean No Mean Rank | M-W
Accountants| 39 Rank 27 38.72 Z (sig)
29.88 -1.840(0.066)
Qualified Unqualified |
Acc No. Mean No Mean Rank | M-W
Qualification| 22 Rank 44 35.36 Z (sig)
29.77 -1.116(0.264)
Computerised Manual |
Acc No. Mean No Mean Rank | M-W
System 8 Rank 58 36.07 Z (sig)
14.88 -2.929(0.003)
Unqualified Qualified |
Auditor's No. Mean No Mean Rank | M-W
Opinion 53 Rank 13 23.58 Z (sig)
35.93 -2.081(0.037)

The results which also show that those companies which were eventually

issued with an unqualified audit report are also consistent with the hypotheses
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developed which suggested that companies try by all means to avoid a
qualified audit report by negotiating with the auditors over a long time. This
procedure is likely to resuibh a long auditing periodl'he results in Table 7.3

thus suggest that the null hypotheses in respect of company size, company age,
accounting system and audit opinion can be rejected in favour of alternative
hypotheses. However, the null hypotheses reaprofitability, number of

accountants, accountant qualification cannot be rejected.

The results of the association between publishing delay, size, profit, company
age, and number of accountants, accountant qualification, accounting system
and audit opiion are shown in Table 7.4. The results show that there is a
significant association between publishing period and size, company age, and
number of accountants, accountant qualification, accounting system and audit
opinion. The only insignificant relatiohgp is that between publishing period

and profitability. The results of company size are consistent with Dyer IV and
McHugh (1975) in Australia, Aston et al (1987) in Canada, OvArssah

(2000 in Zimbabwe and OwusAnsah and Leventis (2006) in Greece.

The company age significant results are consistent with those reported by
OwusuAnsah (2000) in Zimbabwe. The audit opinion results are consistent
with the results reported by Davies and Whitred (1980). The results relating to
number of accountants, accoant qualification and accounting system cannot

be compared to any of the previous research findings since no such previous

research could be located.



Table 7.4 Publishing Period MannWhitney Results

Big Small \
No. Mean No Mean M-W
Size 33 Rank 33 Rank Z (sig)
1944 47.56 -5.951(0.000)
High Low \
No. Mean No Mean M-W
Profit 33 Rank 33 Rank Z (sig)
35.56 31.44 -0.872(0.383)
Old Young |
No. Mean No Mean M-W
Age 35 Rank 31 Rank Z (sig)
25.14 42.94 -3.759(0.000)
High Low |
No. No. Mean No Mean M-W
Accountants| 39 Rank 27 Rank Z (sig)
28.33 40.96 -2.628(0.009)
Qualified
Unqualified
Acc No. Mean No Mean M-W
Quialification| 22 Rank 44 Rank Z (sig)
25.98 37.26 -2.251(0.024)
Computerised Manual |
Acc No. Mean No Mean M-W
System 8 Rank 58 Rank Z (sig)
15.00 36.05 -2.908(0.004)
Unqualified Qualified |
Auditor's No. Mean No Mean M-W
Opinion 53 Rank 13 Rank Z (sig)
39.13 10.54 -4.813(0.000)

The implicaton of the results in Table 7.4 is that all the null hypotheses are

rejected except that relating to profitability.

7.4 Correlation analysis

Before undertaking tests and regression analysis to ascertain the relationship

between preparation period,

characteristics (company sizgrofitability, age, and number of accountants,

accountant qualification, accounting system and audit opinion) it is important

audit ripd and

the compangpecific

14C




to find out if any of the independent variables are highly correkgtat they

may be entered into the multiple regression model one at a time to avoid the
problem ofmulticolinearity The results of the correlation analysis are set out

in Table 7.5. The results show that the highest correlation is between company
age ad number of accountants at .742. However, many previous authors have
suggested that correlation needs to be .80 or above to cause collinearity
problems (e.g. (Field, 2000). Thexeealso a number of independent variables
that are significantly associakevith the preparation period, audit period and
publishing delay. These are size, company age, number of accountants and

audit opinion.
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Table 7.5 Correlation Analyses(N=66)

Prep AudP | PubD Size Profit | Coage | Noacc |Accqu |Accsy | Audop
PrepP 1
AudP -.129 1
PubD 652*%* | .625* |1
Size -.341** | -.368** | -563** |1
Profit 155 .268* | .369** |-.133 1
Coage |-.346** |-348* |-530** | .255* | .007 |1
Noacc -.353* | -.338* | -.526** | .214 |-.050 |.742** |1
Accqu -.286* | -.043 -.211 .067 -.049 | .675** 593 |1
Accsys -177 -.304* | -.342** | .060 -.146 | .543** ALT7** | 525 1
Audop A19* | 257** | 539** | -.252* | .189 |-.418** |-.342* |-3771*|-400** |1

** Correlation is significant at the 0.01 leveH@&iled).
* Corrdation is significant at the 0.05 level-{@iled).
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7.5IndependentSamplesT -tests

Since the overall objective is to investigate the extent of publishing delay and

its causes it is important to examine where improvements may need to be

made in order tamprove the publishing period. As already seen from the

descriptive statistics, the publishing delay in Libya is one of the longest.

Because the period can be split into preparation and audit period it is important

to examine where the problems lies.

Table 7.6T-tests Comparison between preparation and auditing periods

cat N Mean Std. Deviation | Std. Error Mean
PrepP& .00 66 89.53 49.303 6.069
AudpP 1.00 66 | 65.33 52.890 6.510
Levene's
Test for
Equality of
Variances t-test for Equality of Mans
Mean E 95%
F Sig. t df Sig. (2tailed) Difference | D | CID
Lower | Upper | Lower | Upper | Lower | Upper | Lower | Upper Lower
ZrepP EVA'l 643 24| 2719 130 007 24197 8900 6589 41.805
AudP iVN 2719 129.4) .007| 24.197, 8.900| 6.588 41.806

The results of the independentdsts are presented in Table 7.6. The results

show that the mean number of days taken to prepare financial statements is

89.53 days compared with 65.33days auditing period. Thttistic of 2.719

suggests that there is amigcant difference between the time taken to prepare

financial statements and that taken to audit them. Specifically the results

suggest that the auditing process is much faster than the preparation period.
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The results are important since they inform labyauthorities how long it
currently takes the industrial companies to prepare and auditors to audit the
financial statements. This should enable the authorities to take relevant actions

as they see fit to reduce the publishing delay.

7.6 Multiple regression analyses esults

The following multiple regression models were used to examine the association
between compangpecific characteristicegmpanysize, profitability, company

age, and number of accountants, accountant qualification, accounting system
and audit opinion) and preparation period, auditing period and publishing

delay:

PreP =hy+ b;Size +b, Profit, + b; Coage+ bsNoacc+ bs Accqu+

bs Accsys; + b; Audop + g

AudP =by+ b; Size +b, Profit, + b3 Coage+ bsNoacc+ bs Accqu+

bs Accsys; + b; Audop + g

PubD =by+ b; Size +b, Profit, + b3 Coage+ b4 Noacc+ bs Accqu+

bs Accsys; + b; Audop + g

Whereas

PrepP= Preparatiomeriodin days.
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AudP = Auditing periodin days.

PubD= Publishing delay in days

Size =Company size measured by capital employed

Profit = Profit before interest and tax divided by capital employed

Coage =Company ageneasured in years since incorporation

Noacc =Number of accountastemployed by the company

Accqu = Accountant qualificaons (@ if the chief accountant igjualified
accountantf) Otherwisg.

Accsys = Accounting system typd. (f computerizedf Otherwisg.

Audop = Audit opinion (1if unqualified; 0 Otherwise).

The multiple regression results of the association betywesparation period,
company size, company age, and number of accountants, accountant
gualification, accounting system and audit opingma presented in Table7.

The results suggest thaverall the model can only explain just 19.7% of the
variation in he publishing period. From the table it is evident that the only

significant explanatory variable is the audit opinion.

The positive relationship suggssiat those companies that were issued with a
gualified audit report take longer than thdbat were not to prepare their
financial statements. Thmay be due to the fact that the longer the company
takes to prepare itgnancial statements the more difficultokcomesto verify

the existence of some of the assets such as debtors and invesittvdasce

sheetdate.
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Table 7.7 PreparationPeriod Results

Adjusted R Std. Error of the
R R Square Square Estimate
532 .283 197 47614
Sum of Squares df Mean Square F Sig.
Regression 5.202 7 743 3.278| .005
Residual 13.149| 58 227
Total 18.350 65
Un-standardized | Standardize
Coefficients Coefficients
B Std. Error Beta T Sig
(Constant) 6.282 1.174 5.353 .000
Size -.159 .090 -212| -1.766 .083
Profit .002 .004 077 .661 511
Coage -.004 .014 -.054 -.270 .788
Noacc -.011 0n -.159 -.935 354
Accqu -.093 .180 -.083 -.518 .607
Accsys .159 .230 .099 .693 491
Audop 374 173 .282 2.164 .035

Company size although negatively associated with preparation period is only
significant at 10% level. The negative association suges big companies

take less time to prepare their financial statements. This is in accordance with
the hypothesised relation although in this case it is not significant at the
conventional 5% levelOf the remaining variables, the results show that
compmny age, number of accountants and accountant qualification are all
negatively associated with preparation period but the relationship is
insignificant. The profitability and accounting systems variables are positively
associated with preparation periogt lagain the relationship is not statistically

significant

The multiple regression results of the relationship between company size

profitability, company age, and number of accountants, accountant
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gualification, accounting systeraudit opinionand audi period are presented

in Table 7.8.
Table 7.8 Auditing Period Results
Std. Error of the
R R Square Adjusted R Square Estimate
.612 .375 .299 45149
Sum of
Square Mean
S Df Square F Sig.
Regression 7.080 7 1.011 4.962 .000
Residual 11.823 58 204
Total 18.903 65
Un-standardized | Standardizec
Coefficients Coefficients
Std.
B Error Beta t. Sig.

(Constant) 6.438 1.113 5.786 .000
Size -171 .085 -.226, -2.008 .049
Profit .007 .003 210 1.936 .058
Coage -.020 .013 -285 -1.534 130
Noacc -.015 .011 -221  -1.393 .169
Accqu .501 A71 441 2.930 .005
Accsys -.375 .218 -228  -1.721 .091
Audop .055 .164 .041 .339 .736

The results show that the model explains 29.9% of the variation in time taken
to audit financiaktatements. However, there are only two significant variables
at the conventional level of 5%, namely company size and accountant
gualification. Company size is negatively associated with the auditing period
whilst accountant qualification is positivelelated to auditing period.The
positive association between auditing period and accountant qualification
suggest that auditors took longer to audit companies whose chief accountant
was qualified. It is difficult to say why this may be the case. Howevaray

be suggested that if the accountant is qualified it is possible that there may be

some disagreement which may take time to resolve as opposed to unqualified



accountant who may accept the auditorsbo

from the two variablesprofitability and accounting system are also significant
at the 10% level. Profitability is positively associated whilst accounting system
is negatively related to auditing period. Of the remaining three variables
company age and number of accountants al negatively associated with
auditing period and audit opinion positively associated with auditing period

but the relationships are not significant.

Finally, the results of the relationship between publishing delay and company
size profitability, conpany age, and number of accountants, accountant
gualification, accounting systeraudit opinionare presented in Table 7.9. The
results show that 66.9% of the variation in publishing delay in Libya can be
explained by six of the seven variables. Theseabées are company size
profitability, company age, and number of accountants, accountant
gualification,andaudit opinion The results show that company size, company
age and number of accountants are all negatively associated with publishing
delay. Of tle three variables company size is the most important variable as
indicated by the t statistic e#.320 and significance at all levelhe negative

sign suggests thaig companies experienced shonppeiblishingdelays. This is
consistent with the agentlgeory suggestion that when agency costs are high
management are likely to employ reputable audit firms that will allocate more
resources to the auditing process resulting in a shorter audit delay. The result is
consistent with those reported by Schwartel Soo (1996) and Henderson and

Kaplan (2000) in the US and Jaggi and Tsui (1999) in Hong Kong. However,
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the result contradicts that reported by Simnett et al. (1995) using Australian

data.
Table 7.9 Publishing Delay Results
R
R Square Adjusted R Square Std. Error of the Estimate
.840 .705 .669 .22601
Sum of Mean
Squares Df Square F Sig.
Regressl | 7.083 7 1012 19.809 000
Residual 2.963 58 .051
Total 10.045 65
Unstandardized Standardized
Coefficients Coefficients

PubD B Std. Error Beta T Sig.
(Constant) 7.377 557 13.243 .000
Size -.184 .043 -.333 | -4.320 .000
Profit .006 .002 .267 3.588 .001
Coage -.016 .006 -313 | -2.451 .017
Noacc -.015 .005 -295| -2.708 .009
Accqu .288 .086 347 3.360 .001
Accsys -.073 .109 -.061 -.673 .503
Audop 274 .082 279 3.342 .001

The results of company age are consistent with previous studies on audit delay
which have also found a significant association. The results of company age
are also consistent with previous findingsisitas OwustAnsah (2000) on
Zimbabwe. No study, however, could be found which has examined the effect
of the number of accountants on audit delay and as a result, the result could not
be compared to previous research. Table 7.9 results also show that
profitability, accountant qualification, and audit opinion are also significantly
associated with audit delay but the relationship is positive. The profitability

results are inconsistent with some of the previous results which found a



positive significant assaation. The audit opinion result is surprising in the
sense that one expected a negative relationship between an unqualified audit
report and audit delay as reported by some of the extant studies. However, it
may be suggested that in the Libyan contexelaydmay occur if there is an
effort made to avoid auditors issuing a qualified audit report. As suggested
earlier, the one variable that is not significantly associated with dal#y is

the accounting systenAlthough the negative relationship is imetdirection

predicted the relationship is not statistically significant.

7.7 Overall discussion and aalysis

This chapter has appligtireedifferent methods to determine the association
between preparation period, audit delay, publishing detampay size
profitability, company age, number of accountants, accountant qualification,
accounting systeymaudit opinion The methods applied are: Malvihittney

tests, correlation analysiandordinary least square regression. The purpose of
this section igo discuss and analyse the results obtained from these methods
in an attempt to make sense of the results. Since the purpose of the research is
to find which variables influence preparation period, audit period and
publishingdelaythe analysis is basedh ¢he seven variables nametgmpany

size profitability, company age, and number of accountants, accountant

gualification, accounting systeraudit opinion

Table 7.10 show the significance of the variables according to publishing

period, audit opiniorand publishing delay. Unfortunately not much can be
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said regarding the preparation period and audit period since no previous study
has tried to separate the preparation period or the auditing period from the

audit delay due to data problems.

Table 7.10 Significance of Variables across three methods

VAR PreP AudP PubD

MW | OLS | MW OLS | MW | OLS
Size Yes No* Yes Yes | Yes | Yes
Profit No No No No* | No | Yes
Coage Yes No Yes No |Yes | Yes
Noacc No* No No* No |Yes | Yes
Accqu Yes No No Yes | Yes | Yes
Accsys No No Yes No* | Yes | No
Audop Yes Yes Yes No |Yes | Yes

* Significant at 10% level.
PrepP = Preparation periofudP = Auditing periodPubD =
Publishing delay

However, the results should be indicative of whether the variables that
influence the publishing delay are alsssaciated with either preparation or
auditing period. The results of the company size variables clearly indicate
some consistency. As can be seen from Tabl@ thd company size variable

is significantly associated with preparation period, audit periodpablishing

delay using ManaVNhitney test (MW).It is also associated with audit period
and publishing delay using the ordinary least squares method (OLS). It is also
significantly associated with preparation period at the 10% level. The profit
variableis, however, only significantly associated with publishing delay using
the OLS. Company age, on the other hand, shows a number of significant
associations with the preparation period, audit period and publishing delay.
The number of accountants is only refgcantly associated with publishing

delay using the MW and the OLS. The accountant qualification is significantly
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associated with preparation period using MW, and with audit period using

OLS and with publishing delay using MW and OLS.

The accounting stem variable is largely insignificant apart from the MW
under the auditing period and publishing delay. The audit opinion is also
significant in a number of cases. In fact it is not only significant under audit
period using the OLS method. Thus overalleshas been found to be the most
significant factor affecting preparation, audit period and publishing delay.
However, since previous studies have not examined preparation period and
audit period the conclusion of this section has to be based on thts refsul
publishing period. Since most of the studies have used the OLS method, the
overall conclusion of the research is that company size, profitability, company
age, number of accountants, accountant qualification and audit opinion are

significantly assoeited with publishing delay.

7.8 Diagnostics procedures

A number of diagnostics procedures were undertaken to determine whether
there were any problems with the model. The first one was the examination of
standardized residuals produced by the SPSS pacgtgedardized residuals
have characteristics of a normal distribution. The general rule is that not more
than 1% of the sample should have standardized residual with an absolute
value greater than 2.5 and if more than 5% of the cases have standardized
resduals with absolute values greater than 2 then there is evidence that the
model is poor representation of the actual data (Field, 2000). The examination

of the standardized residuals indicated ttte¢ preparation period model



(Table 7.7) had two casesth a residual greater than 2a&nd four cases with
values of greater than 2 out of tl& cases. No cases with standardized
residuals of greater than 2.5 ahdeecases had values greater than 2 with the
auditing periodmodel (AudP, Table 7.8) In the pblishing delaymodel
(PubD, table 7.9), no cases with standardized residuals of greater than 2.5 and
two cases had values greater thamAll.these statistics are below the 1% and

5% guidelines discussed above suggesting that the guidelines were not

violated.

Another diagnostic statistic examined was tl®ok's distancewhich
measures the overall influence of a case on the model. Cook and Weisberg
(1982) have suggested that values greater than 1 may be cause for concern. An
examinati on aance showed tGah wokcése had & \slue greater
than 1 in thehree models (preparation period, auditing period and publishing
period). The DurbirWatson values were also examined to determine whether
the assumption of independent errors was tenable. Asyawaservative rule

of thumb, values less than 1 or greater than 3 are definitely cause for concern.
The results showed that the DurdWatson values for the preparation period,
auditing period and publishing delaypodels were 1.93, 86 and 170

respectvely. This suggests th#te assumption of independent errors was met.

The VIF indicates whether a predictor has a strong liner relationship with
other predictor(s). Although there are no hard and fast rules about what value

of the VIF should be causerfooncern a value of 10 is a good value at which
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to worry (Myers, 1990 and Bowerman and O'Connell, 1990). If the average
VIF is substantially greater than 1 then the regression may be biased
(Bowerman and O'Connel, 1990). The average VIF reported in Tahlg.8

and 7.9for the preparation period, auditing period and publishing period of
1.78, 1.84 and 184 respectively are not substantially greater than 1 suggesting

no strong linear relationship among the predictors.

Further,standardized DFBesaverealso analysed anevealed that no single

case significantly influenced thtereemodels(Table 7.7, 7.8 and 7.%ince

none had a standardized DFBeta value greater thdié difference between

a parameter estimated using all cases and estimated wheasmis excluded

is known as the BBetain SPSS. By looking aDFBetas it is possible to
identify cases that have large influence on the parameters of the regression
model. Again, units of measurement will affect these values and so SPSS
produces astardardized DFBeta Cases above 1 indicate cases that
substantially influence the model parameters (although Stevens 1992, suggests

looking at cases with absolute values greater than 2).

To test for normality of the data histograms and normal probability
plots (RP) were produced for the three models (preparation period, auditing
period and publishing delay). The histograms for each model are in appendix
6. As can be seen from appendix the histograms of the three models look like
a normal distribution (bekhaped curve). The normptobability plots are in
appendix 7. Overall, the plots appear to be on a straight line which suggests
that the data is normally distributed although there is variation among the

three probability plots. Of the three plots in apigr/, the publishing delay
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(PubD) probability plot appears most normal than the other two Blivizlly,

to check the assumptions of linearity and homoscedasticity have been met the
standardised residuals were plotted against standardised predictes] Valeie
results of the plots of the three models are presented in appendix 8. The graphs
show that the points are randomly and evenly dispersed throughout the plot.
This pattern is indicative of a situation in which assumptions of linearity and

homoscedastity have been met.

7.9 Summary and Conclusion

The main objective of this chapter was to present the results of the extent of
publishing delay in Libya and investigate whether the delay is associated with

seven company specific characteristicanipanysize, profitability,company

age, number of accountants, accounting system, accountant qualification and
audit opinion). The results of the descriptive statistics showed that the mean
publishing delay is 154.86 days. It was suggested that the publishiygigeda

far too long compared to the audit delay reported in other countries. The

chapter suggested that the delay is still too long even if one takes into account
the audit delay that was reported by studies carried out within the past twenty

to thirty yeas ago.

The ManAaWhitney (MW) nonparametric test results show that the
preparation period is significantly associated with company size, company age,
accountant qualification and audit opinion. The results also showdhgiany

size, company age, accding system and audit opinion are significantly

associated with auditing period. Finally, the results also show that there is a
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significant association between publishing delay and company size, company
age, number of accountants, accounting system, atsdugualification and

audit opinion.

In an effort to ascertain what was mainly responsible for the publishing delay
between preparation period and audit period the research perforredta t
The results indicated that the preparation period was caoabigidonger than

the auditing period. This difference in the preparation and auditing time was
found to be significant at the 5% level. The OLS regression results suggest that
only audit opinion was significantly associated with preparation period. The
audit period results, however, showed that company size and aaobunt

qualification were significant explanatory variables of the auditing period.

Finally, the OLS regression results also showed that company size,
profitability, company age, number of acmtants, accountant qualification
and audit opinion are significant variables in explaining variation in the
publishing delay.The overall discussion of the resulias followed by the
diagnostics to see if the data met the conditions for the applicafion
parametric tests. Various diagnostics tests were applied and overall the

evidence suggesthat the conditions have been met.
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CHAPTER EIGHT

USEFULNESS OFTHE LIBYAN ANNUAL REPORT

8.1 Introduction:

The usefulness of annual reports has beentigeted in a number of studies

(e.g. Lee and Tweedie, 1975; Arnold and Moizer, 1984; Epstein and Pava,

1993; Bartlett and Chandler, 1997 and Naser et al., 2003). There are many
benchmarks that can be used to assess whether the annual report information

is useful. These include whether the information meets the qualitative
characteristics of useful information (e.g. timeliness, understandability,
completeness, reliability, relevance etc). It is also possible to examine the
usefulness of the annual report dmhation depending on whether the
various sections of the annual reports
publication of the annual reports and the extent to which the annual reports

meet the objectives of financial reporting.

The purpose of this chaptes to discuss the results of the investigation of
usefulness of the annual report. For the purpose of this research, the
usefulness of the annual report is determined by: (1) the extent to which five
user groups (banks, tax authority, auditing authoaitgdemics and external
auditors) perceive the various sections of the Libyan annual report to be
useful, (2) the extent to which the Libyan annual report is perceived as
possessing the qualitative characteristics of useful information by academics

and audors, and (3) the extent to which the Libyan annual report is



perceived as meeting the objectives of financial reporting as specified by the

ASB and the FASB by academics and auditors.

The rest of the chapter is organised as follows: The next secticussiées

the background of the respondents, namely banks, tax authority, auditing
authority and the academics and auditors groups. This is followed by a
discussion in section 3 of how the various sections of the Libyan annual
report are perceived to be udefoy the surveyed groups (banks, tax
authority, and academics and external auditors). In section 4, the extent to
which the Libyan annual report is perceived by the academics and external
auditors is discussed. The extent to which the Libyan annual report
perceived by academics and auditors as meeting the objectives of financial
statements as specified by the ASB and the FASB is discussed in section 5.

Finally, there is a summary and conclusion.

8.2 Characteristics of the respondents

A total of five Libyan user groups were surveyed to get their opinions
regarding the three issues identified above in respect of the usefulness of the
annual report. These are the banks (commercial banks and the central bank),
the Tax Authority, the Auditing Authority anithe Academics and Auditors
groups. The characteristics of the respondents are presented in Table 8.1.
The table shows that most respondé@itbanks, Tax Authority and Auditing
Authority and 275 academics and auditors) completed the questionnaire.
This represented an overall response rate of aboutoflitie bank sector,

100% of the state agencies and 76% of academics and auditws.
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qualification profile of the respondents indicates that more than a half of the

sample (58 per cent) were postgradsat had a higher education

qualification 26 per cent were s graduates. Moreover, 16 pent of the

respondent were holders of a PhD.

character

Table 8.1 Respondentséb
Description Bank Tax Auditing | Academics and %
sector | Authority | Authority Auditors
n=9 n=1 n=1 N =275 n=286

Participants
Qualifications
BA 55% 68 25% 26
MSc 11%| 1 100% | 1 100% 162 59% 58
PhD 0 0% 45 16% 16
Others 3 0* 0%
* Place of study
Africa 2 22% 44 160 16
Australia 5 2% 0.01
Asia 25 9% 0.08
UK 1 11% 36 13% 13
USA 21 8% 0.07
Libya 6 67% | 1 100% | 1 100% 144  52% 53
*Work Experience
Junior (<6 years) 33% 65 24% 24
Middle (6-15) 55% 1 100% 188 68% 68
Senior (>15 years) 12% | 1 100% 22 8% 8
Participant Position
Director of Loans 6 67% 2
department
Accountant 1 12%| 1 100% | 1 100% 179 65% 64
Financial Director 21% 0.07
Head Office 20 7.% 7
Lecturer 75 27% 26
Dean of faculty 1 1% 0.03

2 A minimum qualification is the first degree (BA in accounting or equivalent) to
become an auditor in Libya and the minimum qualification to be a lecturer isrmast

degree (MA or Ms).




Table 8.1 also shows that more than 50 per cent of the respondents graduated
in Libya and most of them (64 per cent) hold a position of accountant. The
table also shows that 76% of thespendents have work experience spanning

SiX years or more.

8.3 Perception of the usefulness of sections of the annual report

The introduction to this chapter suggested that one way of determining the

usefulness of the annual report is by examitiag the various sections of the

annual report are perceived by the users of annual reports. For the purpose of
determining whether the Libyan annual report is useful, sections of the
guestionnaire survey of banks (9), Tax Authority (1), external audi@drg (

academics (22), external auditors and academics (172) asked them to indicate

to what extent they perceive the balance sheet, income statement, statement of
sources and application of funds, externa

as useful.

Specifically, banks (see appendix 2, question 12) were asked to indicate on a

scale of 1 to 5 (1=mot useful; 5=very useful) how useful the sections of the

annual report are in their lending decisiohBe results of the responses of the

bank officers areqgsented in Table 8.2. They indicate that the most important

section of the annual report is the income statement with a mean rating of 4.22.

This is followed in second place by the
sheet was ranked third with a meating of 3.33. The results that the profit

and loss account is more important than the balance sheet to bankers in Libya

suggests that banks are mostly concerned with the income stream rather than
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the security of their money. This is mostly so given Haaiks are often forced

to lend to companies.

The average rating of the other two sections of the annual report, namely
statement of sources and application of funds and management report are 2.22
and 2 respectively. Since these two ratings are beloaviiage rating of 3 on

a five-point scale it can be concluded that the bank officers do not regard these
two sections as very useful. One possible explanation for the low rating of the
management report may be the difficulty of verifying narrative infolonat

and the fact that it is not audited.

The Tax Authority was also asked (see appendix 4, question 8) to rate the

importance of the five sections of the annual report depending on how useful

they are in estimating tax, using the same a scale of 1 te Botluseful; 5=

very useful). The results in Table28reveal that the two most important

sections of the annual report are the income statement and the balance sheet

both with a rating of 4. The other three sections, namely the statement of

sources andpmp | i cati on of funds, external audi t
report were all rated below the average, all were rated 2 out 5. This again

suggests that the tax authority finds this information less uddiake results

are consistent with the notion thdte Tax Authority in Libyais mostly

concerned with how much tax is due from each company.

The third column of Table 8.2 shows the results of how important the

academics perceive the various sections of the annual report. Surprisingly the
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results showhat this group perceive the balance sheet as the most important
section of the five sections of the annual report with a mean rating of 3.65.
This is closelyfollowed by the income statement with an average rating of
3.48 among the eighgne academicsn Libya. The resultis surprising
becausenost available studies indicate that the profit and loss account is more
important than the balance sheet. For examplei-Nassar and Rutherford
(1996) in Jordanyeported thatcademics rated thegdit and lossaccount to

be more useful than the balance sheet with a mean rating of 4.17 and 4.09
respectively. The results which show that the statement of sources and
application of funds was on average
the management repofit67 suggest that these three statements are again

regarded as less important by acadenmdsbya.

The results of the responses of the twenty two external auditors are also
presented in Table 8.2. They indicate that, according to the auditors, the mos
important section of the annual report is the balance sheet with a mean rating
of 4.17. This is followed in second
the income statement was ranked third with a mean rating of 4.04. The average
rating of the dter two sections of the annual report, namely the statement of
sources and application of funds and management report, are 1.13 and 1.09
respectively. These results suggest that the external auditors do not regard
these two sections as very useful. As ssggd earlier, one possible
explanation for the low rating of the management repgrtibyan auditors

may be the difficulty of verifying narrative iofmation because narrative

information is not audited.
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Apart from the eightyone academics and twertiyo external auditors, one
hundred and seventyo respondents worked both as academics and external
auditors. Although the questionnaire sent to them was the same as that sent to
academic and external auditors, it was felt that it was important to identify
these separately so that any difference in perception could be identified. The
results of their responses are also presented in Table 8.2. They indicate that the
most important section of the annual report is the balance sheet with a mean
rating of 4.48. Tis is followed in second place by the income statement with a
mean rating of 4.01, whilst the external auditors report was ranked third with a
mean rating of 2.35. The average rating of the other two sections of the annual
report, namely the funds flow dnmanagement repois 1.42 and 1.30
respectively. Consistent with the other findings these results show that the
statement of sources and application of funds and management report are not
perceived as important by those who work both as academics asrthadxt

auditors.

Table 8.2 also shows the results of the overall mean rating of the five sections

of the annual report by all five user groups surveyed. The results show that the
balance sheet is perceived as the most important section of the annuial repor

with a mean rating of 4.18. This is followed by the income statement with an
averageratingof4.0i n third place iIis the external
rated 2.44. The least useful sections of the annual report according to the five

user groupsare the statement of sources and applications of funds and the

management report with mean ratings of 1.42 and 1.30 respeciiNedge
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results contradict the results reported by Atassar and Rutherford (1996) in
another Arab country, Jordaand also thse by AlRazeen and Karbhari

(2004) in Saudi Arabia

Table 8.2 also shows the results of the Kruskal Wallis test to determine if there

are significant differences in the perception of the different sectbrihe

annual reporamong the surveyed grou@ss can be seen from the results, it is

apparent that there are significant differences as indicated by Kruskal Wallis
significance values of 0.000 in all cases. This suggests that there are
statistically significant ceptionSoétheences i n
usefulness of the balance sheet, income statement, statement of sources and
application of funds, externalTheaudi t or so
differences can be expected in the context of Libya since the user groups use

the annualreport for different purposes. For example, the Tax Authority is

mostly concerned with the income statement to determine how much tax is due

whil st the auditing authority is mostly ¢

The results reported in this sectiare in contrast to a number of studies which

found that the chairman statement (equivalent of the management report in

Libya) is the most read compared to the financial statements (e.g. Lee and

Tweedie, 1975 and Bartlett and Chandler, 1997). Two posskpi&nations

for differences may be advanced. The first is the difference in user groups. The
studies which found that the chairmanoés
mostly based on surveys of t hose who may

investors who pesumably do not understand the issues very well. This is in
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contrast to the current studp Libya that surveyed what may be called
knowl edgeabl e or 0 s o (rihei se¢ondc redsendfér us er
differences in results may be due to the fact thabther studies (e.g. Lee and

Tweedie, 1975) asked the respondents to what extent they read the various
sections.This is in contrast to the current study which asked the respondents

how useful they find the various sections.
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Table 8.2 Users' ratings ofthe importance of different sections of annual reports

FINANCIAL STATEMENTS FREQUEN | B&CB TA AC EA | AC&E | MEAN SD | RANK | KWSL
SECTIONS CY N=9 N= | N=81| N=22 A
1 N =172

Balance sheet 285 3.33 4 3.65 4.17 |4.48 4.18 | 0.728 1 0.000

Income statement 285 4.22 4 | 3.48 | 4.04 |4.25 4.01 | 0.728| 2 |0.000

Funds statement 285 2.22 2 | 237 | 113 [142 | 169 | 0.725| 4 |0.000

External atudi 285 3.78 2 1.90 448 | 2.35 244 | 1.265 3 0.000

Management report 285 2 2 1.67 1.09 |1.30 1.41 | 0.647 5 0.0
Notes: KWSL: KruskaHWallis significance level; Mean valugss c or i n g : 1 represents fAnot i mportant

Banks Central Bank of Libya and Commercial Banks (Loans departments); TA = Tax Authority; AC= AcapEm = External Auditors; 5 = BotAC

and EA
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8.4 Qualitative characteristics of useful information and the annual report

For the purpose of determining to what extent the Libyan annual report is seen
as possessing the qualitative characteristics uséful information, the
individuals who described themselves as both academics and external auditors
were asked to describe whether most of their working hours are spent as
academics or external auditors so that they could be classified as academics or
external auditors. If their main occupation was teaching at university but
occasionally acting as external auditors there were classified as academics. On
the other hand, if someone was an external auditor but occasionally taught at a
university he was clagged as an external auditor for the purpose of this

survey.

This resulted in a grouping of 89 academics and 186 external auditors. Six
latest annual reports (three which were published after the 120 days required
by Libyan law and three which were pudlied within the 120 days) were sent

to each of the 89 academics and 186 external auditors. The respondents were
required to indicate on a scale of 1 to 3 (1= completely agree, 2 = neutral and
3= completely disagree) the extent of their agreement or desagre with the
statements that each of the six annual reports were: predictive; confirmatory;
faithfully representative; neutral; free from error; complete; prepared

prudently, produced on a consistent basisd hacadequate disclosure.



Table 8.3 presdgs the descriptive statistics of the perception of the 89
academics and 186 auditors of the extent to which the perceive the six annual
reports (making 534 observations for the 89 academics and 1116 for the 186
auditors) possessed the nine qualitativerattaristics of useful information
namely predictive value, confirmatory value, faithful representation, neutrality,
free from material error, completeness, prudence, consistency and disclosure.
The results show that academics perceive the Libyan six lamaparts
supplied to them as mostly free from material error, neutral and had predictive
value as suggested by the positive agreement ranking of these three

characteristics.

Table 8.3 Descriptive Statisticodf Perception of Qualitative
Characteristics d Useful information by Academics and Auditors

ACADEMICS (N=534) AUDITORS(N=1116)
Qualitative
Characteristics | Mean | Std Dev | Rank | Mean Std Dev | Rank
Predictive 1.20 518 =2 1.70 .780 5
Value
Confirmatory | 2.04 .823 5 1.25 .528 2
Value
Faithful 2.14 .807 6 2.29 .876 6
Representation
Neutral 1.20 529 = 1.30 .599 3
Free from 1.08 .306 1 1.21 470 1
material error
Completeness | 2.77 .563 9 2.74 .613 8
Prudence 2.55 .631 7 2.73 534 7
Consisteng 2.76 .606 8 2.93 .292 9
Disclosure 1.34 529 4 1.52 .656 4

On the other hand, the auditors perceive the six annual reports given to them as
mostly free from material error, with confirmatory value and neutralibe
perception by both academiasd auditors that the annual reports are free from

error in Libya tends to confirm the fact that both academics and auditors are
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aware that auditing involves sampling to determine if figures reported are free
from substantial errors. The results also shioat the academics have negative
views regarding completeness, consistency and prudence of the annual reports
they examined as suggested by the less favourable ranking of these qualitative
characteristicsThe auditors also perceive the annual regessfavourablyas

far as consistency, completeness and prudence are concerned. Whilst there are
some cases were the qualitative characteristics are ranked similarly between
academics and auditors (e.g. free from material error, disclosure, faithful
represerdtion and prudence), there are some qualitative characteristics that are
not (e.g. confirmatory value, neutrality, completeness and consistémdaiie

Libyan context the differences in perceptions may be due to the fact that
auditors are more closely assated with the auditing process than the

academics.

Table 8.4 also presents the descriptive statistics of the perceptions of the
qualitative characteristics of useful information according to whether the
annual reports were eime (i.e. published witin the 120 days legal
requirement period) or were late (i.e. published after the 120 days Libyan legal
requirement period). The results show that thetime annual reports are
positivdy perceived in terms of being free from material error, neutral,
predctive and their confirmatory role. This is indicated by rankings close to 1,
which suggest positive agreement by the respondeEeisever, these annual
reports are not viewed so favourably in terms of consistency, completeness and
prudence. Tah reports lara peecéiveda positively in terms of free

from materi al error, neutr al and di scl oc



however, perceived negatively in terms of consistency, completeness and

faithful representation.

The findingsimeat aomluwl omports are posi
terms of predictive and confirmatory role is important in the context of Libya
where audit delay is particularly long. The results are consistent with the
notion thamedhanodoal reefpwlr t tsh aarr e d Ineotreed uas

reports.

Table 84 Descriptive Statisticsof Perceptions of Qualitative
Characteristics of Useful information of On-time and Late Annual

reports

ON TIME (N=825) LATE (N=825)
Qualitative
Characteristics | Mean | Std Dev | Rank | Mean Std Dev | Rank
Predictive 1.26 570 =3 1.82 787 5
Value
Confirmatory | 1.26 .612 =3 1.75 .768 4
Value
Faithful 1.80 877 6 2.69 .548 7
Representation
Neutral 1.25 571 2 1.29 .588 2
Free from 1.16 415 1 1.17 441 1
material error
Completeness | 2.75 591 8 2.74 .604 8
Prudence 2.67 .569 7 2.67 577 6
Consistency 2.87 428 9 2.87 426 9
Disclosure 1.45 .631 5 1.47 .657 3

To find out if there are significant differences in thay the six annual reports
were perceived to possess the nine qualitative characteristics of useful
information by academics and auditors, MaNhitney tests were performed
for each of the qualitative characteristics. The results are presented in Table

8.5. The results show significant differences in the mean rankings of predictive
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value, confirmatory valueand faithful representation, neutrality, free from
material error, prudence, consistency and disclosure. This suggests that
auditors and academics awdifferent opinions as to whether the Libyan

annual reports possess the qualitative characteristics of useful information.

Table 8.5Mann-Whitney Tests of Differences in perceptions of the
qualitative Characteristics of useful information by academics an

auditors
AUDITORS
ACADEMICS

Qualitative No Mean No Mean M-W
Characteristics rank Rank Z (sig)
PredictiveValue 534 |627.99 | 1116 |920.01 |-13.410(0.000)
ConfirmatoryValue |534 |1113.31|1116 |687.78 |-19.926(0.000)
Faithful 534 |761.65 | 1116 |856.05 |-4.133(0.000)
Representation
Neutral 534 | 775.87 | 1116 |849.25 |-4.191(0.000)
Free from 534 |763.14 | 1116 |855.34 |-6.088(0.000)
material error
Completeness 534 [834.05 | 1116 |821.41 |-.772(0.440)
Prudence 534 | 746.84 | 1116 |863.14 |-5.941(0.000)
Consistency 534 |776.18 | 1116 |849.10 |-5.766(0.000)
Disclosure 534 | 735.72 | 1116 |868.46 |-6.176(0.000)

The only qualitative characteristic where there is no significant difference in
the ranking is completeness. The significant diffaces in the perception of
whether the Libyan annual reports have predictive value can be explained in
terms of Table 8.3. According to this table academics ranked predictive value
as equal second whilst auditors ranked this characteristic a lowly Hixsh.

also evident in Table 8.3 that whilst academics ranked confirmatory role as

fifth, the auditors ranked this characteristic second.
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MannWhitney tests were also carried out to find out if there was a significant

difference in the rankings of annuaports that were published -time and

those published late. The results are presented in Table 8.6.

Table 8.6Mann-Whitney Tests of differences irperceptions of the
qualitative characteristics of useful information of ontime and late

annual reports

ON TIME LATE

Qualitative Characteristics No | Mean | No Mean M-W
rank Rank Z (sig)
PredictiveValue 825 659.58 | 825 991.42 -16.285
(0.000)
ConfirmatoryValue 825 674.60 | 825 976.40 -15.103
(0.000)
Faithful Representation | 825 604.20 | 825 1046.80 |-20.708
(0.000)

Neutral 825 814.13| 825 836.87 -1.388
(0.165)

Free frommaterial error | 825 819.84 | 825 831.16 -0.798
(0.425)

Completeness 825 828.59 | 825 822.41 -0.403
(0.687)

Prudence 825 823.21| 825 827.79 -0.250
(0.853)

Consistency 825 828.30 | 825 822.70 -0.473
(0.636)

Disclosure 825 821.65| 825 829.35 -0.382
(0.702)

The results suggest that there are significant differences in the ranking of on

ti me and Ol ated annual r epomatory role n t er ms

and faithful representation. The significant differences in the perceptions of

onrt i me and o6l ated annual reports regardin

in terms of Table 8. 4. According to the

fifth compared to joint third ranking of the -tme annual reports. It is also

evident in Table 8.4 that whilst confirmatory role was ranked joint third with
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the ontime annual reports, the same characteristic was ranked fourth with the

6l ated annual reports.

8.5 0ODbjectives of financial statements

The academics and auditors were also asked to indicate the extent of their
agreement with seven statements regarding the objectives of financial
statements. Table 8.7 presents the descriptive statistics regardiadirigeof

the statements on a scalelofo 3 (1= completely agree, 2 = neutral and 3=
completely disagree) the extent of their agreement or disagreement with the

statements.

Table 8.7 Descriptive Statisticsof Perception of objectives of financial
statements by academics and auditors

ACADEMICS (N=534) AUDITORS(N=1116)
Characteristics | Mean | Std Dev | Rank | Mean Std Dev | Rank
User abilities | 2.24 913 =5 1.68 .896 5
Help investors | 1.25 483 3 1.3 .562 3
& creditors
Identifies entity | 2.24 776 =5 2.31 .788 6
resources
Enterprise 2.79 .539 7 2.64 .708 7
performance
Enterprise 1.43 514 4 1.42 524 4
liquidity
Decisions in thg 1.00 .043 1 1.01 .084 1
best interest of
owners
How managers| 1.22 524 2 1.26 576 2
have dischrged
responsibilities

The results in Table 8.7 suggest that academics mostly see the objectives of
financial reporting as providing managers and directors with information to

take decisions that are in the best interest obtheers. The other statements
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that were also rated positivelgompletely agree)nclude the provision of
information on how managers have discharged their responsibilities and
providing information to investors and creditors to make investment decisions.
The auditors also rated decision in the interest of the owners, information on
how managers and directors discharged their responsibility and provision of
information to help investors and creditors take investment decision and
positively. Surprising, bdt academics and auditors perceived the provision of
information regarding the performance of the company negatjgelypletely

disagreeps suggested by the ranking of this objective last by both groups.

The research also wanted to find out if the gaphthe statements differed due
to the fact that some of the annual reports were 6nme and some were 6
The descriptive statistics of the results are in Table 8.8.

Table 88 Descriptive Statisticsof Perception of objecives of financial
statemens of on-time and late annual reports

ON TIME (N=825) LATE (N=825)
Characteristics | Mean | Std Dev | Rank | Mean Std Dev | Rank
User abilities | 1.86 .947 5 1.86 .930 5
Help investors | 1.28 551 3 1.28 .526 3
& creditors
Identifies entity | 2.28 787 6 2.29 .783 6
resources
Enterprise 2.69 .659 7 2.68 .664 7
performance
Enterprise 1.45 527 4 1.40 514 4
liquidity
Decisions in thg 1.01 .078 1 1.00 .070 1
best interest of
owners
How managers| 1.25 557 2 1.25 .563 2
have discharge
responsibilities
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The results suggest that the way the auditors and academics rated the annual
report does not differ because some reports are produeade®and some are
6l at eb. As can b mnkisgeotthe séven objextlvds és thg8 . 8

same although there are differences in terms of the average ratings.

To find out whether there are significant differences in the perceptions of
academics and auditors on the objectives of financial stateniae-
Whitney tests were also conducted. The results are presented in Table 8.9. The
results suggest that there are significant differences in the ranking with respect

to user abilities and enterprise performance.

Table 8.9Mann-Whitney Tests of Difference in perceptions of the
objectives offinancial statements by academics and auditors

ACADEMICS AUDITORS

No | Mean No Mean M-W
Characteristics rank Rank Z (sig)
User abilities | 534 997.70 1116 |743.10 |-11.319

(0.000)

Help investors | 534 811.34 1116 |832.27 |-1.120
& creditors (0.263)
Identifies entity | 534 793.87 1116 |840.63 |-2.031
resources (0.042)
Enterprise 534 873.23 1116 |802.66 |-4.010
performance (0.000)
Enterprise 534 830.51 1116 |823.10 |-0.345
liquidity (0.730)
Decisions in thg 534 822.54 1116 |826.91 |-1.366
best interest of (0.172)
owners
How managers| 534 806.76 1116 |834.47 |-1.628
have discharge (0.103)
responsibilities

However, no significant differences were found regarding objectives relating

to helping investors and creditors, enterprise liquidity, decisions in the best
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interest of owners and helping managers and directors to discharge their

responsibilities.

The results reported under this section are broadly contrary to those reported
by Naseret al (2003) who asked the respondents to rate similar objectives. For
example, the objective of evaluating company performance was ranked second
out of 7 in the study by Naser et al (2003) whilst the results of the current
study suggest that assessingnpany performance is ranked 7 out 7. Further,
the objective of helping investors assess liquidity was ranked fourth by the
respondents of this study but was ranked 67omt the study by (Nasest al.,

2003).

The ManaWhitney tests were also carried dotdetermine whether academics
and auditors rated the objectives of the annual reports that wenmeand
those that were o6l ated differently.
results suggest that there is a significant difference in tleziblg of assessing
enterprise liquidity. However, there are no significant differences as far as all
user abilities, help investors and creditors, idgimg entity resources,
enterprise performance, decisions in the best interest of owners and how

manaers have discharged responsibilities.
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Table 8.10Mann-Whitney Tests of Differences in perceptions of the
objectives of financial statements of oiime and late annual reports

ON TIME LATE

Characteristics NO Mean No Mean M-W

rank Rank Z (sig)
User abilities 825 824.30 825 826.70 -0.114

(0.910)

Help investors & | 825 822.04 825 828.96 -0.396
creditors (0.692)
Identifies entity | 825 822.90 825 828.10 -0.241
resources (0.809)
Enterprise 825 829.16 825 821.84 -0.444
performance (0.957)
Enterprise 825 847.85 825 803.15 -2.224
liquidity (0.026)
Decisions in the | 825 826.00 825 825.00 -0.334
best interest of (0.738)
owners
How managers 825 827.58 825 823.42 -0.262
have discharged (0.794)
responsibilities

8.6 Summary and Conclusion

The purpose of this chapter was to discuss the results of the investigation of
usefulness of the annual report. For the purpose of this research, the usefulness
of the annual report is determined by textent to which the surveyed user
groups (banks, tax authority, auditing authority, academics and external
auditors) perceive various sections of the Libyan annual report to be useful, (2)
the extent to which the Libyan annual report is perceived asgsing the
gualitative characteristics of useful information by academics and auditors, and
(3) the extent to which the Libyan annual report is perceived as meeting the
objectives of financial reporting as specified by the ASB and the FASB by

academics anduditors.



The results of the importance of the various sections of the Libyan annual
report suggest that the balance sheet is perceived as the most important section
in the annual report. This is foll owed
report, statemnt of sources and application of funds and finally the
management report. The results of the perceptions of qualitative characteristics
suggest that the academics and auditors perceived the annual report as being
free from material error most positiveljhe academics and auditors, however,
perceive the Libyan annual report negatively (i.e. completely disagree with the
statement put to them) in terms of consistency and completeness. The results
of the ManAWhitney test ¢ find out if there are significamtifferences in the

way the Libyan annual report is perceived to possess the nine qualitative
characteristics of useful information show significant differences in the mean
ranking of predictive value, confirmatory value, faithful representation,

neutrality free from material error, prudence, consistency and disclosure.

The resultsof the perception of the objectives of financial statementgesig

that academics mostly see the objectives of financial reporting as providing
managers and directors with animation to take decisions that are in the best
interest of the owners. The other statements that were also rated positively
include the provision of information on how managers have discharged their
responsibilities and providing information to investarsd creditors to make
investment decision3.he results of the ManWhitney test to find out whether
there are significant differences in the perception of academics and auditors on
the objectives of financial statements suggest that there are significant

differences in the rankings of user abilities and enterprise performance.
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Overall the results in this chapter show some similarities and also some

differences between the perceptions of thalitors andacademics. In the

context of Libya this is to be egpted given that the only difference between

those individuals classified as O6auditors
in the proport iaadiingo f@trteiammér i APédntr ecped@t i vel
the similarity in their background$eir percepion are likely to be the same.

However, perceptions may also diffas auditors spent most of their time

auditing and academics most of their time on teaching.



CHAPTER NINE

THE IMPACT OF PUBLISHING DELAY ON USE RS OF ANNUAL

REPORTS IN LIBYA

9.1 Introduction

The main aim of this chapter is to investigate the impact of the annual report
publishing delay on external users in Libya (banks, tax authority and auditing

authority). Chapter 7 has already found evidence that there is a lomghpuipl

delay in Libya whilst Chapter 8 examined the usefulness of the annual report
to five user groups namely banks, tax authority, auditing authority, academics
and auditors. In one respect this chapter is an extension of Chapter 7 in the

sense that ibemines what impact the long publishing delay has on the users.

Existing research suggests that delay in the publication of annual reports has
an impact on company share prices (Bamber and Stratton, 1997; Cloyed et al.,
1998; Lennox, 1999; Robertson, B98eoh, 1992)However, in the case of
Libya, there is n@apital market anthvestorsas such, since the shares in the
companies are owned by the stalbe most important users of the annual
reports are, therefore, the banks (who have to lend monéne tcompanies),

the tax authority (which needs to collect taxes due from the companies) and
the auditing authority (which is charged with the responsibility of auditing the

annual reports of the companies).

Therest of the chapter is organised as follolWse next section discusses the

decisions the commercial banks need to make based on the annual report and
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how the delay in publishing the annual reports affects their decisions. The
section also quantifies the losses that the banks are making as afrélselt o
delay in the publication of the annual report. The section also tests, in respect
of banks, the hypothesis th#tere is a significant difference betwedre
repayment percentage of loans made on the basis of ampoaispublished

0l at e 6 Iaased ontahnoat eeport that are producediroa. This is
followed in section 3 by a discussion of the Tax Authority and the decision it
needs to make relating to the estimation and collection of taxes. It also shows
how the Libyan annual report publisgirdelay is leading to lost revenue.
Specifically, the section tests the hypothesis ttiare is a significant
difference between the averafgure value of the accrued income tax of
companies that published theilshednnual re|

their annual report etime.

Section 4 discusses the impact of the Libyan annual report publishing delay on
the Auditing Authority. It is suggested that the publishing delay means that in
most cases the Auditing Authority ends up issuing qualifiedit reports
because it cannot verify the inventory existing at a particular date especially if
there has been a delay running into a number of years. The hypdtiasis
@here is a significant relationship between publishing delay and whether the
auditing authority issues a qualified audit refort i s Theefisat seatian is

a summary and conclusion.

9.2Commercial Banks
The industrial sector is believed to be of major importance to the banking

institutions, in terms of the number and value of ant®and it is thought that
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the companies are major contributors to the amount of a retail bank's profit
(Carroll, 1999. Industrial companies in Libya (petroleum, food processing,
textiles, handicrafts, cement) play an increasingly important role in the
country's economy Libya has around 265 companiéshich include all
sectors andome smaller companies not investigated)ich employ over a
guarter of the workforce and provide a contribution of over 45 per cent to the

country's GDP.

From the questioraire survey administered to banks, the most frequent

decisions taken by banks in relation to industrial companies aretdamg

loans, overdraft and credit facilities. The survey also revealed that the bank

officers mostly look for five aspects of a compamhen assessing an

application for a loan. Thesaspects are: management expectatitingncial

progress and positiprmanagement expertise, firm environment amddit

history. The financial progress and position of the fianeevaluated primarily

fromr ecent year s o bal ance sheets and i ncec
environment is evaluated by the use of statistical data compiled by lending

institutions androm press cuttings.

All bank officers mterviewed as part of the studgidthat financial staments
(annual repod) are the most important source of information in order to
evaluate theompanis financial positionespecially the balance sheet and the
income statementThe audib r @eport andmanagement reportdifector®
repor) are less impdant, while information supplied by external sousoceas

of even less importanc&lo wonder 85 per cent of the interviegscited the
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lack of timely annual reports as having the most significant impact on their

loan decisiommaking process.

As in many otler countries, in addition to assessing the ability of the company
to repay the loan the banks require collateral security in case the company
defaulted on the payment. The rationale for collateral (on the bank's part) is
derived from the information asymimg between the firm and the bank
(Cowling & Westhead. 1996)n the case of Libya, banks officers and loan
managers rely on the market value of the assets (collateral) as stated in the
financial statements. However, as seen in Chapter 7, some latedtrapouis

are often more than two years old. In such cases it is not possible for the banks
to refuse a company a loan since they will simply be instructed by state

officials to approve the loans.

In such circumstances it is difficult to avoid the risEEven without being
forced to approve the loan by the state officials, the delay in publishing annual
reports by Libyan companies means that most bank officers are unable to
evaluate the ability of their clients to-pay their loans (long term and

overdrdt facilities).

Table 9.1below shows the total amounts of loans advanced to industrial
companies by the commercial banks, housing loans, the GlaatMade

River Project (GNMRP) and the social loans.
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Table 9.1 Commercial Banks Credit to Various Seairs (Million L.D).

End Loans to % of Housing | GMMRP Social Total
of industrial | industrial Loans Loans* Loans
activities loans to
total credit

1997 2072.0 50 1326.0 373.0 394.9 4165.9
1998 2 290.8 51 1360.4 373.0 506.0 4 530.2
1999 2647.9 51 1459.7 373.0 723.0 5203.6
2000 2 802.9 50 1468.9 373.0 939.2 5584.0
2001 3 156.0 52 1436.9 373.0 1091.7 | 6 057.6
2002 3183.2 50 1484.7 373.0 13169 | 6357.8

(*) GMMRP: Means the Great MalWlade River Project.
Sourcé\ Research and Statistical Depaenti Central Bank of Libya Vol. No 42.

The table shows that 50% or more of the total value of loans advanced by the
commercial banks during the six year period from 1997 to 2002 were made to
the industrial companies. This means that the sector iseat gnportance to

the country and with that comes the political attention from the state.
Inevitably thesdoans were advanced on the basis of outdated annual reports
and in some cases under a directive from the state regardless of the worthiness

of the @mpanies concerned.

Chart 9.1 shows the amount of loans outstanding at the end of each year from
1997 to 2002 and how much was repaid over the same p&wcadrding to

the repayment data of these loans, 70 perakoans are unpaidisked for a
reasorwhy so much is unpaid in a personal interview, most bank officials said
that the major reasons for thean defalt were the lack of information to
uate the

eval c | i and dlsd the fact thabsoroel lcarhs wgreo s i t i on
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advanced not on the strehgof the company but because of a mandatory

instruction from the state.

Chart 9.1 : Loans by Commercial Bank to Industrial Sector
and RepaymentLoans
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Source: Central Bank of LibyiaEconomic Buktin, vol. 42, 2002

To provide empirical evidence on the impact of publishing delay on

commercial banks60 loan decisions were randomly selected from the 10

commercial banks in LibyBor investigation. Thirty three cases related to loans

made on the basis of annual reports that
days within which companies must pigbl their annual report). The remaining

t wenty seven cases related to-tlmadad deci s

annual reports (i.e. published within the 120 days within which companies
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must publish their annual report). The loan decision cases hadathe
repayment period but the amounts involved differed. To investigate whether
the annual report publishing delay had an impact on the percentage of the

loans that were repaid, the following hypothesis was formulated:

H; dThere is a significant differee betweerthe repayment percentage of
loans maden the basi®f annual reports publishedl | a hdethibse dased on

annual reportthat are produced ctimed .

To test this hypothesis the average repayment percentage of loans that were

made (approved) on he Dbasi s of 60l ated annual repo
average repayment ©percent aagtei noef6 |aonannusa |l ma ©
reports to determine if there was a significant difference. Both the Mann

Whitney and #ests were carried out to test thgpbtheses.

The results of the MamWhitney tests are presented in Table 9.2. They
indicate that the mean rank for the late annual reports is 21.23 and that for the
orttime is 41.83 which suggest that a higher percentage of loans made on the
basis of anndareports which were otime were repaid compared to that of

the | oans that were made on the basis of

Table 9.2Mann-Whitney Tests of Differences in repayment percentages

of loansbasedon ot i me and 61l at e annual reports

ON-TIME LATE

No Mean No Mean M-W
rank Rank Z (sig)
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Repayment | 27 41.83 33 21.23 -4.573
Percentage (0.000)

The ManaWhitney test Zvalue of-4.573 is significant at all levels suggast
a significant difference in the repayment percentages of loans made on the
basis of annual reports that are 61 atebd

annual repotritmedhat are dbon

In addition to the ManWhitney test, an Independesamples-tests was also
performed to test the same hypothesis on the difference between average

repayment percentage of loans made on the basis of late @mdeoannual

reports.
Table 93 Independent Sample {test
Annual Std. Error
Report N Mean  Std. Deviation Mean
Repayment Late 33 2418 12895 .02245
Percentage On Time 27 5752 .25863 04977
Leveneds |t-testsfor Equality of Means
Equality of
Variances
F Sig. t d.f Sig.
Repayment .000 - 58 .000
EVA 14.383 6.492 | 36.428| .000
Percentage -
EVNA 6.106

The descriptive statistics in Table 9.3 showat the average repayment
percentage of loans based on annual reports that were produced late is 24.18%
compared to an average of 57.52% for the loans that were based on annual

reports that were produced-tme.



The Levene F statistiof 14.383means thiathe hypothesis of equal variances
can berejected.The tvalue is-6.492 when equality of variances is assumed
(EVA) and-6.106 if equality of variances is not assumed (EVNA). This result

is consistent with the suggestion that loan decisions made obhasig of

annual reports that are produced Ol ated &
those | oans made on the basi stiohed.nnual
The findings, t heref or ehere s@rsipnificam t he hyp

difference letween repayment percentage of loans made on the basis of annual
reportspublisred6 | at ed6 and those based oRrR annual r

ti mebo.

9.3 Tax Authority

The Tax Authority in Libya formally imposes and collects taxation. The
authority adnmisters income tax, stamp duty and other taxes such as
inheritance tax. Taxpayer service offices are being set up to do routine
checking, computation and collection work, while taxpayer district offices
investigate selected accounts, deal with corporaten and enforce the
payment of tax when it is not paid willingly. Companies are responsible for
submitting their annual income tax return to the Tax Authority within 60 days
after the fiscal year end and the company must pay corporation tax on their
profit chargeable to corporate tax for each accounting period. Therefore, the
most frequent decisions taken by Tax Authority relating to the industrial

companies in Libya are: routine checking, computation and collection of taxes
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due; investigating selected acmts and estimating accrued income tax in the

case of annual reports published late.

In the case of overdue annual reports, companies must submit an estimated
income for tax return within 60 days. In most cases the companies
underestimate the taxes dwhich results in underpayment of the taxes until
the annual report is published. During the face to-fadace interviews, the

tax officers in Libya told the researcher that urelrmation of taxes due to

late publication of annual reports was a hugegbfem for the tax authority. As

a result of the delay in the publication of annual reports, the tax authority loses
a huge amount of money in the form of interest they could have received on
amountsundepaid This is because when the annual report isntaly
published the companies will simply pay the difference between the estimated

amount and the actual amount without any interest.

Table 9.4 gives an indication of the impact of the delay in publishing the
annual reports in Libya. The table preseigares ofonecompany over a 10
year period. The table show the actual amount of tax (column 2), the
estimated tax that was originally paid (column 3) the difference (column 4),
and the month in which the annual report was published (column 5).The delay
in publishing (DP) the annual report is in column 6, whilst column 7 shows the
interest rates and the final column showsftitarevalue. In terns of the time

value of money, an enormous amoahimoneywas lostdue to lost interest on

accrwed income taxwhich came about as a result of undstimation of tax



payablei around LD2 866 495 (i.e. about£1,405145) in the study sample

(one companyduring the study period

Table 9.4
Future Value of income tax accrued forone company

1 2 3 4 5 6 7 8

F- Actual Estimated AlT (2) Annual Delay | R** Future
Year | income tax | Income Tax T Report - Period (%) Value

AIT EIT EIT (3) Submission in
Date months
(mmlyy)

1991 256 230 112,000 | 144230 6\1996 49 9 205 001
1992 314 400 112,000 | 202400 811996 39 8 259 919
1993 322 000 112,000 | 210000 1\1997 32 7 251578
1994 316 510 112,000 | 204510 51997 24 7 234 143
1995 328 130 112,000 | 216130 1001997 17 55 233 203
1996 411 800 112,000 | 299800 1\1999 20 5.5 327 841
1997 410 120 112,000 | 275120 6\1999 13 5.5 291497
1998 463 200 112,000 | 328200 3\2001 22 55 361985
1999 469 600 112,000 | 334600 2M\2001 11 55 351306
2000 482 300 112,000 | 347300 6\2001 2 5.0 350022
Total | 3774290 | 1120000 | 2654290 2 866 495

** |R = Interest rate as presented by Central Bank of Libyaconomic Bulletin-
vol-no42, 2002.
For example, in the financial year 1991, the difference between actual income
tax and estimated income tax wh44,230 LD and the delay period was 49
months (4.08 years). Using tlieture value tablesof 1 LD received in year
4.08 at 9% theuturevalue amountvas calculated as follows:

The FutureValue of Ordinary Annuity of 1LD: FV = P (1+4)"
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Where:FV is futurevalue
P is the principal amount
I IS the interest rate.
tisthe time in years

Thus the future value of the amount ofV + P (144,230 T (1+.09f-° =
205,001 ID. Although the Libyan Tax authority estimates a figufean
income tax for companies that publish annual reports late and the
reconciliation of the actual and estimate is only possible when the annual
report is published which in some cases takes years. There are many cases in
which the amount of the actualcome tax is greater than the estimated
amount. There is no law or sanctions or rules to deal with these differences
between these two figures, especially if the actual income tax turns out to be
greater than the estimated one. The tax authority acceptmyneent of the
difference between the original estimate and the actual without charging
interest. However, if théime value of money concepis taken in account,
these companies should pay the original amauittit interest accruedlo find

out the impatof the delay in publishing annual reports the research tested the

following hypotheses:

H> 060There is a significanfuturevallebfer ence bet
theaccrued income tax of companies that published their annual

r e por tasdthiosedhtt@ublished their annual reporttom me . 6

To test this hypothesis the difference betweereiienated and actual income
tax (the underpayment amount) was used to compare the impact of annual

reports being published d@ime and being late. The amount used for testing
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the hypothesis is the difference between the average estimated income tax for
year 2000 and the average actual amount for the same year, which is LD
112,000. Due to the small sample size, only thepaanetric tests in form

of MannWhitney tests could be used to test the hypothesis. The results of the

MannWhitney tests are presented in Table 9.5.

Table 9.5
Mann-Whitney Tests of Differences in the NeFuture Value s of Accrued
Corporation Taxbasedon m-t i me and Ol at ebd annual r
ON-TIME LATE

No Mean No Mean M-W

rank Rank Z (sig)
Net Future |19 28.87 19 10.13 -5.202
Value (0.000)

They show that the mean rank for the accruednmedax for the oitime

annual report is 28.87 and that of the late is 10.13. This suggests thattke
valueofcompani es with o6l ated annu-time reports
annual reports. The Mawhitney Z value is5.202 which is significanat all

levels. The conclusion from this test is therefore that companies whose annual

reports are late pay significantly less in taxuturevalue termsThis provides

some evidence that the delay in publishing annual reports in Libya has a
significant impact on the tax authority in terms of the revenue lost. The

hypothesis thabhtere is a significant difference between the averBggire

Value of the accred incometax of companiesthat published their annual
reports Ol at ed aheidanrudl @i oenti hmeetdé @ wh | it shhea ke ftc

confirmed.

% The researcher selected the 2000 fiscal year as the basic year to calculate Future Value
because in this year all industrial companies have prepared and audited their annual report
according to the survey results and informatiollected from the Auditing Authority.
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9.4 Auditing Authority

The Auditing Authority is responsible for the audit of the industrial companies
in Libya, which are all wholly owned by the state. The audit consists of
applying the audit mcedures as outlined in the audit program. The audit
procedures must be performed by the auditor before an opinion may be
expressed on the annual reports. Unlike other countries where the audit
procedures may be performed some time prior to the compaegtend
(referred to as "preliminary,” “interim,"” or "bring up" work) or on a
continuous basis throughout the year, in Libya most auditing procedures are
performed by the auditing authority when the company presents their financial

statements for auditing

Publishing delay has an impact on tAaditing Authority for a number of

reasons. First, the auditing authority netmls st udy and review the
internal control system tdetermire the nature of those systems, i.e., their

reliability in avoidng material errors and irregularities, and their state of

maintenance and operational effectiveneBscause in most cases annual

reports are presented to the auditing authority for auditing months or even

years after the end of the financial year to whiody relate the auditos find

this procedurenot useful, because sotibees the current internal control

systems may not reflect the previous system and any review findings would

not be able to reflect the actual internal confrobcedures relating to ¢h
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previousperiod.In turn, this omission might lead to an underestimation of the
extent of testing required as this depen

effectiveness of the clientds internal co

Second, the auditing authority ismableto perform sme auditing procedures

in the case of annual reports presented for auditing long after the financial year

to which they relate, such astemdanceat stocktaking at the end of each

financial year Ideally, aiditors should attend thigvent to evaluate the

existence, amount and condition of matenmadentoryand not rely solely on

the evidence provi de-@kinf rBecausenathealgfag me nt 6 s s
in financial statements, the Auditing Authority failed to perform an inventory

observatn in more than 87% of compani€Bhe longer the time between

stocktaking and thannual reporperiod endthe greater the difficulty auditors

have in substantiating the amount at the period end

Third, because othe delay, some documents and records more likely to
become lost, so rendering them unavailable for audit inspedtmunth, the
publishing delay also causes problems for the auditing authority because
analytical procedures(consisting of the analysis of relationships between
items of firancial data, or between comparable financial information deriving
from different periods) are difficult to carry out whéhe annual reporhas

been delayedFifth, if an annual reporis presented for auditing afténree

years, then auditors cannot takey responsibility for subsequent events.

“SAS 400.1 6Auditors should obtain sufficient appr
reasonable conclusion on which to base the audit

®°SAS 410.1 AAuditors shoul dlamipgahdypovesatraviewt i c a | pr oce
stage of the auditdb.
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Finally, the auditing authority also faces some difficulties in auditing financial
statements that are long overdue becaosmany casesnanagementvho

were in post at the end of the financial year would havaHefcompany and
auditors often cannot determine the responsibility for any fraud or errors
discovered during the auditing procesBue to the difficulties that face the
auditing authority in auditing long overdue financial statements it was
hypothesisedhat publishing delay would be related to whether the auditing
authority issues a qualified or unqualified audit report. The hypothesis to be

tested was, therefore:

Hs dThere is a significantelationship between publishing delay ambether

the auditngpaut hor ity i ssues a qualified or wun

To test the hypothesis, tlahi-squard test of independenceas performed.

Theresults of the test are presented in table 9.6. The table show that there are

16 annual reports that were-tme ad i ssued with an o6unqgual
report compared to five that were on tim
audit report.

Table 9.6Chi-Square test of the association between publishing delay and
the issue of a qualified or unqualified audit report

Auditing Annual Report Type Total
unqualified qualified
Annual On 16 5 21
Report time
Situation
Late 4 13 17
Total 20 18 38

Chi-Square Tests
Value | df | Asymp. Sig.| Exact Sig.| Exact Sig.
(2-sided) | (2-sided) | (1-sided)
Pearson Chbquare| 10.450| 1 .001
Continuity 8.445| 1 .004
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Correction

Likelihood Ratio 10.971| 1 .001

Fisher's Exact Test .003 .002
Linearby-Linear 10.175| 1 .001

Association

N of Valid Cases 38

On the other hand 13 annual reports that were late iwsued with a qualified
audit report compared to 4 that were late but issued with an unqualified audit

report.

The chisquared test shows that the Pearsonsgbared statistic is 10.450
which is significant at the 0.001 level. The compu®dd valueis 0.524 and is

also significant at .001 whilst the Lambaelaatue is 2.334 and is significant at
0.020. This result suggests that there is a significant association between the
annual report being late and the incidence of being qualified by the auditing
authority. It may, therefore, be concluded that the hypothtss tere is a
significant relationship between publishing delay and whether the auditing
authority issues a qualifiecbr unqualified audit report is confirmed.
Specifically, the results cdirm that annual reports that are late are likely to be

issued with a qualified audit report by the auditing authority.

9.5 Summary and Conclusion.

The main aim of this chapter was to investigate the impact of the annual report
publishing delay onxernal users in Libya (banks, tax authority and auditing
authority). Specifically it formulated and tested three hypotheses relating to the

impact of auditing delay on the banks, tax authority and auditing authority.
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First, it was hypothesised thdiereis a significant difference betwedhe

repayment percentage of loans made on the basis of amapeats that are
publisred6 | at ed6 and those based on-timennual rep
The reported findings are consistent with the suggestion that decisions

made on the basis of annual reports that
repaid compared to those loans made on the basis of annual reports that are

pr odu cteidmed®.n

Second, in respect of the tax authority it was hypothesizedtlibee is a

significant difference between the averdgtirevalueof the accrued income

tax ofcompani es t hat published their annual
publisted their annual report etime. The conclusion was that companies

whose annual repts are late pay significantly less in taxfuturevalue terms

This provides some evidence that the delay in publishing annual reports in

Libya has a significant impact on the tax authority in terms of the revenue lost.

Finally, in respect of the impaof publishing delay on the auditing authority,

it was hy poherhie a sigsifecant relatianghip Between publishing
delay and whether the auditing authority issues a quabfiechqualifiedaudit
report. The chisquared test results suggtst annual reports that are late are
likely to be issued with a qualified audit report by the auditing authority. Thus,
overall, the results reported in this chapter show that publishing delay has an

impact on banks, the tax authority and the auditingatty in Libya.



CHAPTER TEN
SUMMARY AND CONCLUSION AND FURTHER

RESEARCH

10.1 Introduction

This chapter summarises and explainsdbetribution andpolicy implications,
conclusions and limitations of the research. The chapter also suggests some
possible areas of future research. The rest of the chapter is organised as follows.
Section 2 is a research summary, conclusion and a comparison of the results from
this research with those from previous researSkction 3 explains the
contribution made bthis research. This is followed iedion 4by thediscusgn

of the implications of the results of research for policy makers and other
researchers. Sectionréflects on the methodology adopted by the research and

suggests$urther research.

10.2Resarch Summary Results and Conclusion

The research had three objectives as follows. The first was to inveshgate
extent of publishing delay in Libya and its determinants. Publishing delay was
defined as the time bet we eliyeatahdetheend of t

date when the annual report iI's published
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report. This period is comprised of the preparation period (defined as the time
from the end of the companyodés financi al
statemerd are handed over for auditing to the auditing authority). The second
constituent of the publishing period is the auditing period which is the period
between the Auditing Authority receiving the financial statements and the date
they sign the financial siements. The second objective was to find out how
useful the Libyan annual report is to five user groups in Libya namely the Tax
Authority, Academics and Auditors, Banks and the Auditing Authority in the
light of the results of the publishing delay. Theali objective was to
determine in the light of publishing delay and survey results, the impact
publishing delay has on the users namely the banks and the Tax Authority. The

findings were as follows.

10.21 Publishing Delay

The mean average publishing del@as found to be 154.86 dayshis

publishing delay is far too long compared to the only other study of an Arab
country. Abdulla (1996), in Bahrain, for example, found that the audit delay
ranged from 85.26 to 96 days between 1985 and 1991 with a miniinian

days and maximum of 204 dayhe results of theonparametric (Mann

Whitney) results in respect of the association between publishing delay, size,
profit, company age, and number of accountants, accountant qualification, and
accounting system araudit opinion show that there is a significant

association between publishing period and size, company age, and number of
accountants, accountant qualification, accounting system and audit opinion.

The only insignificant relationship is that between putiatig period and



profitability. The ordinary least square (OLS) multiple regression results of
the relationship between publishing delay and companymiagtability,

company age, and number of accountants, accountant qualification,
accounting systerand audit opinionshowed that 66.9% of the variation in
publishing delay in Libya can be explained by six of the seven variables.
These variables are company sizefitability, company age, and number of
accountants, accountant qualificatiandaudit opnion. The results show that
company size, company age and number of accountants are all negatively
associated with publishing delaihe result is consistent with those reported

by Schwartz and Soo (1996) and Henderson and Kaplan (2000) in the US and
Jagi and Tsui (1999) in Hong Kong. However, the result contradicts that
reported by Simnett et al. (1995) using Australian ddthe result in respect

of company size and profitability are also consistent with those reported in
Bahrain by Abdulla (1996). élvever, there is no study that has investigated
the association between publishing delay and company age, number of
accountants, accountant qualification, accounting system and audit opinion in
the Arab world. As a result the results relating to thesabkas cannot be

compared.

10.22 Usefulness of the annual report

The results of the usefulness of the annual reports showed the balance sheet is
perceived as the most important section of the annual répbotved by the
income statemerdnd inthirdd ace i s t he e xtTheleaatl audi tor

useful sections of the annual report according to the five user groups are the
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statement of sources and applications of funds and the management report

The Kruskal Wallis test carried out to determine iérth are significant

differences in the perception of the different section of the annual report

among thesurveyed groups suggested thia¢re are significant differences

This suggested that the wuser groupso6 pe
balance shet, income statement, statement of sources and application of

funds, external auditorsodo report and mana

The results contradict similar studies in other Arab countries. For example,

Abu-Nassar and Rutherford (1996), in Jamgdfound that the income statement

was perceived as the most important, followed by the balance sheet. The notes

to the accounts were third most i mportant
report and then the cash dahelast. st at ement .
Further, AtRazeen and Karbhari (2004), in Saudi Arabia, also found that the

income statement was perceived as the most important, followed by the

bal ance sheet. The auditorsd report was t
followed by the noteto the accounts, and then the cash flow statement. The
directorsd report was f ouA-Amit2009db e t he | e a
in Bahraini,alsofound that the income statement was perceived as the most

important, followed by the balance sheet. Theh flow statement came third

with a mean rating of 4.30, followed by t
account s. Th ewadlalso rattthe teassirdportamipeo r t

differences in results can be attributed to the absence of a stock exathang

Libya compared to the other three countAeab countriesvhich have a stock

exchange.
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The results reported amdso in contrast to a number of studietsewhere

which found that the chairman statement (equivalent of the management

report in Libya)is the most read compared to the financial statements (e.g.

Lee and Tweedie, 1975 and Bartlett and Chandler, 1997). Two possible
explanations for differences may be advanced. The first is the difference in

user groups. The studies which found that thercinme n 6 s st at ement IS
widely read are mostly based on the surveyed of what can be called the
unsophisticatedd investor who presumabl
contrast to the current study that surveyed what may be called knowledgeable

or Osstoipchat edd user groups.

To find out the usefulness of the annual report in Libya, annual reports that

were Ol ated andtitnheods ewetrheatgiweerne téoont he us
asked to rate the annual reports in terms of seven qualitative charastefistic

useful information. The Manwhitney tests results suggested that there are

significant differences in the ranking of-oni me and o6l ated annual
terms of predictive value, confirmatory role and faithful representation. The
resultsalsoindicate that there are significant differences in ranking in terms of

predictive value, confirmatory value and faithful representation. No significant

differences, however, could be found in terms of neutrality, free from material

error, completeness, prudencensistency and disclosure. These results offer

l i mited support to the theory that o6on ti
viewed differently by the users. However, it is important to note that there are

significant differences regarding arguably titmost important characteristic of

useful information, namely predictive value, confirmatory role and faithful
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representationSince no other study has investigated these aspects it is not

possible to compare the results.

10.23 Impact of publishing delayn users of annual reports in Libya

The impact of publishing delay was investigated with the banks, Tax

Authority and the Auditing Authority. One hypothesis was developed in

respect of each of these user groups. The hypothesis of the impact of
publishingdelay on banks was that the average repayment percentage of loans

t hat wer e mad e (approved) on t he basi s
significantly different from the average repayment percentage of loans made

on the bfisined o& n rwahdependgntetasts \sere carrtec

out to test the hypotheses. The results showed that there was a significant

difference. These results are consistent with the suggestion that loan decisions

made of the basis of annuadsslkegmmbea t s t hat
repaid compared to those loans madethe basis of annual reports that are

pr oducteidmedoo.n The findings, thehead ore, con
is a significant difference between repayment percentage of loans made on the

basisof annualreportspublisredé | at ed6 and t hose based on &
are produced ch i mEhB .suggest that the Libyan government policy of

instructing banks to advance loans to companies even if the financial

statements are late has an adversedffe of t he banksd perfor mal

loan repayment.

To test the impact of publishing delay on the Tax Authority the hypothesis

thatdthere is a significant difference between the avefaggeevalue of the
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accrued income tax of companies thatlpubs hed t hei r annual repao
those that published their annual reportton mEhe @esults of theMann

Whitney tests results suggest that théure value o f companies with 0
annual reports is less than that of thetiome annual reports.hie conclusion

from this test is therefore that companies whose annual reports are late pay
significantly less in tax infuture value terms. Perhaps the Libyan Tax

Authority should consider charging interest of late payment of tax as a result

of financial satements that are latBinally, to test the impact of publishing

delay on the Auditing Authority the hypothesis thtdtere is a significant

relationship between publishing delay and whether the auditing authority

issues a qualified or unqualified audite p d'lnetesult suggest that there is a

significant association between the annual report being late and the incidence

of being qualified by the auditing authority.

10.3Research Contribution

This research makes a number of contributions to audayd&lsearch in
accounting. First, the research found that the average publishing delay is
154.86 days which is far higher than comparable audit delays reported by
previous findings. The unusually long audit delay may be explained by the
fact that at the the of the research there was no stock market and the directors
were no under pressure to release their annual reports early. The other reason
which may explain the publishing delay is tladit the companies were state
owned which means that there is lessegsure to release annual reports
especially when the government can force banks to advance loans to certain

companies even if the company has not produced annual reports.
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Second, the research also make a contribution to the research on audit delay in
the sense that it has investigated for the first time, the relationship between
number of accountants, accountant qualification poblishing delay. As
reported before, the findings suggest thare is a negative relationship
between number of accountamisd publishing delay. This is consistent with

the argument advanced in the hypotheses development chépteresearch

also contribute to publishing delay literature by finding that accountant
qualification is positively associated with publishing deldpwever, this is
inconsistent with the arguments advanced in the hypotheses development
chapter which suggested that there should be a negative relationship. The
finding is, however, consistent with other studies that have suggested that
qualifications ad skills have little or no effect on productivity (e.g. de

Koning, 1994 and Black and Lynch, 1996 and 1997).

Third, the current research also makes a contribution in that it is among the
first to subdivide the publishing delay into preparation period amtiting
period. Because of the lack of data, most existing studies do not distinguish
between preparation period and auditing period. Dividing publishing delay
into preparation and auditing period is important for policy making because
the reasons for usually long publishing delay can be identified as having
been caused by either the delay in the preparation of the financial statements
or by the time taken in auditing. Once identified, managers may take steps to

shorten either the preparation period wdiging period.
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Fourth, the study also makes a contributionptablishingdelay research and
usefulness of annual reports as it is only the second to investigate audit delay
in a Moslem country after Abudulla (1996) in Bahrain. It is also only the
fourth that has investigated the usefulness of the annual report in a Moslem
country after AbeNaser and Rutherford (1996) in Jordan aneRakeen and

Karbhari (2004) in Saudi Arabia and-Ajmi (2009) in Bahrain

Finally, the study also makes an important cbotion to literature since it is the

first to quantify the impact of publishing delay on the three user groups.

Specifich | y, the study showed that -tlionaenbs made
annual reports are likely to be repaid compared to thosarthatade on the basis

on o6l ated annual reports. Thlesenmonheydy furth
because of t he 0 these audtorsrennmore dikely to qugifg r t s and

annual reports ttmedt are not prepared 6o0on

10.4 Research policymplications

There are a number of policy implications emanating from the results of this
research and these are as follows. First, the research found that the average
publishing delay is 14&86days which equates to over 5 months. Clearly this is
too long especially compared to other countries were average period for
publishing annual reports is beld® days. The Libyan company law requires

the annual report to be published within 120 days. So clearly most companies
are breaking the law and the authostshould enforce the 120 day period by

imposing penalties on those companies who do not meet the deadline.
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Second, the results also indicate that larger companies tend to report earlier
than small companies which suggest that smaller companies areikebyré¢d

report late compared to large companies. This may suggest that the
requirement to publish the annual report in 120 days may be too onerous for
small companies. The authorities may want to consider three courses of
actions. The first is to have sapte requirements for smaller companies as in
other countries. The second course of actido ncentrate the enforcement

of the 120 days deadline more on the small companies compared to large
companies. The authorities may also want to consider gmorg resources to
smaller companies to enable them to meet the deadline. This should not be

much of a problem since all companies are owned by the state.

Third, the findings also revealed that number of accountants and accountant
gualification is an imprtant factor in reducing the publishing deldyhe
problem for most companies is recruiting a qualified accountant since there are
not enough qualified accountants in Libya. As this problem may not be limited
to the industrial companies investigated, stete may wish to commit a large
amount of money to train enough accountants. This should enable enough
accountants to be recruited not just by the surveyed companies, but country

wide.

Fourth, he results of the usefulness of the annual report suggasthé
management report is not regarded as useful. This is surprising because in the

research done in developed and some developing countries, the management

report (equivalent to the chairmanos

to be useful. If iis found not to be useful, the accounting profession in Libya
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may want to consider what steps to take to improve its usefulness. This may be
along the lines suggested by the International Accounting StandardsiBoard
its Management Commentary project.\wver, as suggested in Chapter 8, the

lack of usefulness may be due to the fact that the respondents of the

guestionnaire in this study were Oprofes

investors surveyed by researchers in developed and other developitriesoun

Fifth, the research also found that the Tax authdose a lot of money
because of the publishirdglays Ideally, the Tax Authority should be able to
charge interest on any late payment. However, for two reasons, this is not
feasible in the ase of Libya. First, because of the law of usury, charging of
interest is not allowed in Libya. Second, because the companies are all state
owned, charging interest would simply amount to taking with one hand and
giving with the other. The only feasiblewrse of action is perhaps to increase
the payment on account those companies make. This will minimise any losses

that the Tax Authority is currently incurring as a result of publishing delay.

Sixth, the results also revealed that the baog&sa lot of money because they
make | ending decisions on the bigasis
time that banks insist that any company that wants to borrow money produce
an up to date annual report before any money can be advanced. This should
give inentives to those companies that regularly borrow money to keep their
financial affairs up to date and in particular, produce their annual report on

time. However, since in some cases the government can force the banks to
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advance money, banks may be powsslén some instances to insist on the

production of an up to date annual report before any loan advance is made.

Seventh, the research has also documented the impact the publishing delay has
on the Auditing Authority. In particular it was documented tihat Auditing
Authority in most cases are forced to issue a qualified audit report because
they cannot verify whether the items included in the financial statements
existed at the financial yeand to which they relate. The Auditing Authority

need to makeure that for all the companies that they audit, they agree at the
end of each financial year the assets and liabilities. This will minimise the

number of qualified audit reports that it has to issue.

Finally, because of the audit delay, it often hapgeat Auditing Authority

find something missing when they eventually audit the financial statements.
However, by that time, the managers would have left the company. This means
that some new managers cannot be held accountable for the actions of the
predecssors. In some cases this may also encourage some individuals to
commit fraud knowing that they will not be held to account. Perhaps the
authorities may want to consider making sure that before the managers leave
they sign a contract that they will be hétdaccount wherever they may be.
Alternatively, the authorities may want to consider making it a requirement
that any finance manager leaving the company should make sure that all audits
relating to his period of tenure are completed. This move shoalolieage

most managers to publish their annual reports on time.



10.5Reflection on Methodology

The findings and conclusions to be drawn from this research must be interpreted
in the light of the limitations of the researchethodology adopted by the
resarch First, the research is based on annual reports which are only a part of the
information set available to users. There are sources of information internal to the
companies that are not published but shared with interested parties. The results,
therefae, only relates to annual reports and should not be taken as applying to
reports available internally. The study could have looked at how timely the
management reports are. Second, the data used in respect of the annual report was
limited to 2 years and7P6 of the population because some companies did not
respond to the questionnaire regarding their internal variables. Moreover, the
guestionnaire was administered once only rather than over the years. It is possible
that opinions and perception may changerahe period. However, given the

time it was not possible to follow the respondents over a longer period since some
people move and some people may simply get tired of answering the same
guestions every yearhird, the research used MaWvhitney and Orohary Least
Square (OLS) regression to identify the relationship between publishing delay and
the company variables. Because of the sample size (33), the data of some of that

variables may have violated some of the conditions for the application of OLS.

Finally, the research used a questionnaire as the research instroiineestigate

the usefulness of the annual report to annual report users in. Lbgyay
textbooks discuss the limitations of the questionnaire such as the risk of
misinterpretation, théact that you can only get the information from those that

agree to answer the questions. As such the results reported in this research are

21C



only valid as far as those who respondent are concerned. It may be that those that
refused to take part have sigcéintly different views. However, given that it is
not possible to force individuals to answer the questions, nothing more could be

done to alleviate this problem.

Despite these limitations | believe that this research has made some important
contribution towards the understanding of the problem of publishing delay in
Libya. Should the authorities act on some of the recommendations suggested

above, the problem of publishing delay may be alleviated.

10.6Further Research

This research investigated an imjpot area of and there is more that can be done
in terms of further research tckeathis work forward. Firshecause the problem

of publishing delay is very bad it may be important for other research to examine
the problem over a period longer than the years investigated by this research.
This should give an indication of whether the problem is getting better or it is still

as bad.

Second, as suggested before, very few studies have investigated the impact of
publishing delay beyond the investorsi& this study reports that the publishing
delay is having a significant impact on the Tax Authority, Auditing Authority and
banks it may be interesting to investigate this area in other countries so that a

comparison can be made.

Third, because of therall population, the number of variables that could be

investigated had to be limited. For example, it may be interesting in future to
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investigate whether the publishing delay is influenced by some corporate
governance characteristics. Fourth, this retedmas used publicly available
company characteristic to model the determinants of publishing delay. Future
researchers may want to ask the company managers what influence publishing

delay.

Further, the question of the usefulness of the annual repoesaddr by this

research may also be subject of further research. For example, the findings
suggest that the management report is not very useful. It may be important for
research in future to investigate why the management report is not useful in the

contex of Libya.

Finally, now that there is a stock market was introduced from 2006, it may also be
interesting to investigate whether the publishing delay of the companies change

significantly when they get listed on the stock market.
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APPENDIXES

Appendix 1

Publishing Usefulness and Publishing Delay of Annual Reports in Libya
Industrial Companies

Section A: General information
Section1.01
1.  Which of the following qualifications do you hold? (Please tick)

Bachelor in accounting MSc in accounting
PhD in accounting 5 Others (please
stateb

2. Which country did you obtain your qualification(s) from?-------------------
3. How many years accountingvork experience do you have?

More than 15 years 5 10015 years 5
By earye@rs 5 lessthan 5years 5

4. Employment Position;
Head of accounting departmeri Accountant Financial Directos

Other (please indicate)---------

5. Which industry does your company belong
to?

6. For how long has your company been in existence?
From O to 10/ears 5 10 0 gedrs 5
200 @ge@rs 5 More than 3Q/ears 5

7.  Which financial statements do you include within your annual report?
Balance sheet 5 income statement 5
Cash flow statement 5
Others (pleasspecify)---------

8. How many of your accounting staff hold the following qualifications?

High school B.A MSc PhD Others

1997

1998
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1999

2000

2001

What type of accounting system where you using in each of thears

below (Please tick)

Year

1997

1998

1999

2000

2001

Manual

Computerized
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Section B: Historical data during the study period from1997 to 2001

10. Historical data

Company nama&number: Establishment Date:
Current situation: activeb ; closed\ bankruptcy 5 indicate the date

(:')ther (please staté)-

Please fill in the required information in each of the cells below

Year Total Total Net Income Sales Accounting

Quialification
Capital Assets System

Accountant
Number

Branch
Number

Manual COMP Juni| Midd | Seni

1997

1998

1999

2000
2001

COMP\ Computerised.
Juni \ juineor-level; Midd\ Middle -level; Senk Senior-level.




11. Financial Statements Preparation Data

Financial FSs FSs AGM Auditing

Year-end | Preparation | Approval date opinion

Date Date -Q -UQ

From AA -D -A
1997
1998
1999
2000
2001

Q \ Qualified opinion -UQ\ Unqualified opinion - D\ disclaimer opinion -A\ Adverse opinion
FS3 Financial statements (financial position & income statemenitprofit & loss account-).

AA \ Auditing Authority 7 AGM \ Annual General Meeting
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Section C:

12.

13.

Do you think that your annual report is useful to its users in Libya?

Yes A No A

I f the answer i s ANoo, what do you

Thank you very much for your help. We would also be grateful if you could take
part in a short follow-up interview. If you agree to do so, please give your contact
email, address and telephone numbers below.

Name:

Email:

Telephone number:

Address

Please return the completed questionnaire using the enclosed envelope(no stamp
required) to: Mr Zuhir Omar Dardor 1 Sirt University \ Libya

t
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Appendix 2
Usefulness of AnnuaReports in Libya to Banks
Sedion A: General information :

Section1.02
10. Which of the following qualifications do you hold? (Please tick)

Bachelor in accounting MSc in accounting
PhD in accounting 5 Others (please state)

11 Which country did you obtain your qualification(s) from?
12.  How many years accounting work experience do you have?

More than 15 year$ 10015 years 5
By e ar 1Dye@rs 5 lessthan 5years 5

13.  Which department in your bank do you work in?
Loansdepa t ment 6 s Adi r e ct Accountant A

Financial Director A Other

14.  For how long has your bank in existence?
From O to 3 years 5 3 O6years 5
6 O9 years 5 More than 9 year®

Sedion B: Decision Making Process

6. Please tick the most common decision that you make in relation to in
industrial companies:

Overdraft 5 short term loan 5
Long term loans 5 investment decision 5
7. If you have ticked shorterm or long term loans decision above what

documentation does your bank require in order to make such decisions?

1- —— —— -
2- — — -
3 — — -
4- —— —— -
5- e e
6- —— —— —— -
7- —— —— — -

8. If financial statements are one of the dmmentsrequired, how up to date
shouldthey be?

Should be within one year of the latest financial year end"i‘
Should be within two years of the latest financial year A
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Other (please indicate) e
No limit A

9.  Towhat extant you rely on the financial statements in order to make loan
decisions? (where 1 is very much and 5 venytle)

171 2 ] 3 1 4 1 5

10.  Please list the major procedures during the loan decision making process?

11. If evaluation of financial position is one of these procedures please describe
how
you assess the financial strength of the company?

12. In your lending decisions, how useful do you find the following financial
statements? (1 very useful and 5 not useful)

Balance sheet 11 2 1 3 1
Income statements 11 2 | 3 |
Cash position statement 11 2 1 3 1
Statement of sources and application fundsfL 2 1 3
5 |

External auditoliso62rieport 3 T
Management report 11T 2 |1 4 |3
5 |

Information from the company i 2 1 3
5 |

Expenditure commitments to future budgets statements | 2 1
3 | 4 | 5 1

13. In your experience, to what extent do you think the annual repog produced
by industrial companies posses the following attributes? (1 = very and 5 not
at all)

Timely 1 172 1 3 1
§ Understandable 1 12 1 3 1
I
Complete 1 2 1 4 13 1
Reliable 11 I 3 1 4
Relevantl1 1 2 1 3 1 4
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14. How many loans requested from industrial companies during the last 3
years?

31/12/1999:-------
31/12/2000:----=======m=mmmmmememmmmememeean
31/12/2001:-------

15. How many loans did you approve? --—---

16. Please tick the most important reasons why the loans were approved?

Their financial statements were approval byAuditing Authority. A
Their financial statements were up to date. A B
Strong financial positions A

Unqualified auditing opinion on financial statements

Other (please specify)------

17. Please fill in the value of short term, long termother loans and bad debts
for each
of the five years listed below?

Short term loans | Long term loans | Other loans Bad debts

1997

1998

1999

2000

2001

18. Please indicate the repayment in respect of short term, Igrierm and other

loans
for each of the five years listed below.

Repayments of Short| Repayments of| Repayments of Other
term loans Long term loans loans

1997

1998

1999

2000

2001

Thank you very much for your help. We would al® be grateful if you could take
part in a short follow-up interview. If you agree to do so, please give your contact
email, address and telephone numbers below.

Name:

Email:

Telephone number:
Address

Please return the completed questionnaire using thenclosed envelope(no stamp
required) to: Mr Zuhir Omar Dardor 1 Sirt University \ Libya
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Appendix 3

Usefulness of Annual Reports in Libya to Academics and External
Auditors

Section A: General information:
Section1.03

1. What is your occupaion?

University member 5 External Auditor5
Both 5
Section1.04
2. Qualification of participant:
Bachelor in accounting MSc in accountind
PhD in accountings others(pleasendicatg 5 --------------

3. Which country did you obtain your qualification(s) from?

4.  How many years accounting work experience do you have?

More than 15 years 5 10015 years 5
By e a r Wye@rs 5 lessthan 5years 5

Section B: Objectives of financial statement

Instructions

Please find attachefihancial statements belonging to a sample dfil/an
industrialcompanies for financial years ending betw&667 and 20Q@marked

by serial number from 1 t6. Please use these financial statements to answer
thequestiondelow.

To what extent do you believe the financial statements meet the objectives of
financial reporting as specified Igpecified by AcountingStandards Board
(UK) or the Financial Accounting Standard BoafdSA)?(1 very muchto 5

A not pdPlease feel free to add any comments you may have in the spaces
provided.

5. Financial statements provide information to help investors; creditors and
others assess the amount, timing and uncertainty of prospective net cash
inflows to the relged enterprise

15 25 35 45 55
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6 Financial statements provide information that identifies entity resources and
thecredito 6 s and owner 6s c¢cl aims against resour
events, and circumstances

15 25 35 45 55
7Financial statements provide information
15 25 35 45 55

8. Financial statements provide information about how an enterprise obtains
and spends cash and about otherofacts t hat may affect an
liquidity or solvency

15 25 35 45 55

9. Financial statements provide infortoa that allows managers and directors
to make decisions that are in the best interest of the owners

15 25 35 45 55
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10. Financial statements provide information that allows the owners to assess
how managemerhas discharged its stewardship responsibility

15 25 35 45 55

Section C- Qualitative Characteristics of Financial Information.

In your opinion, to what extent do you believe Libyan annual reports timeet
gualitative characteristics listed below as stipulated in the Accounting
Standards Board (UK) and Financial Accounting Standards Board (USA)
conceptual frameworks? (I = completely agree; 5 completely disagree).

11 In your experience, to what extent gou thinkthe annual reports produced by
industrial companies posses the following attributes? (1 = very and 5 not at all)

Timely 1 172 1 3 1
Understandable 1 172 1 3 1
Complete 1 12 1 3 1
Reliable 1 172 1 3 1
Relevant 1 172 1 3 1

Thank you very much for your help. We would also be grateful if you could take
part in a short follow-up interview. If you agree to do so, please give your contact
email, address and telephone numbers below.

Name:

Email:

Telephone number:

Address

Please return the completed questionnaire using the enclosed envelope(no stamp
required) to:

Mr Zuhir Omar Dardor T Sirt University \ Libya
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Appendix 4
Usefulness of AnnuaReports in Libya to the Tax Authority
Section A: General information:

Section1.05
15. Which of the following qualifications do you hold? (Please tick)

Bachelor in accounting MSc in accounting
PhD in accounting 5 Others (please
stateb

16. Which country did you obtain your qualification(s) from?

17. How many years accounting work experience do you have?

More than 15years 5 10015 years 5
By e a r Dyel@rs 5 lessthan 5years 5

18. What is your position within the Tax Authority?
Head of accounting department A Accountant A

Head of companies department A Other----------mmmu-

Section B:Decision Making Process

5. Please list the most common decision that you make in relation to in
industrial companies:

1- - - - -

2- - - -
3- — — —

4- - — - -
5- S -

5- — — —

6- — — —

7- _— e

6. Please state the documents you require to estimate taxes due from industrial
companies.
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7. Towhat extant you rely on the firancial statements in order to estimate taxes
due from industrial companies? (where 1 is very much and 5 very little)

11 2 1T 3 1 4 1 5 |

8. In your tax estimation decisions, how useful do you find the following
financial statements? (1 very useful and 5 not useful)

Balance sheet 11 2 3
::)ncorine statements 11 2 1 3
?:asri position statement 11 2 1 3
gtatément of sources and application funds 11 2 1 3
Exiernal auditorsod ridpo2tl 3
EI;)/Iané\gementreport 11 2 1 3
I5nfor;nation from the company 11 2 1 3
%xpe;nditure corr51mitrTnents to future budgets statementd] 2 T

9. In your experience, to what extent do you think the annual reports produced
by industrial companies posses the following attributes? (1 = very and 5 not
at all)

Timely 1
Understandable 1
Complete 1
1
1

— —(

Reliable
Relevant

—
NMNNDNDN
—C (o —( —(
W ww 8.] w
—C— == —¢

— —(

Section C Historical Data

10. What is the total accrual income tax for the indusial companies during the
period from 1991 to 2003 (for each company);

R
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Company namanumber

F.Year Estimated Actual income Payment details
income tax tax
Date Value Date Value | Amount | date

1997

1998

1999

2000

2001

Thank you very much for your help. We would also be grateful if you could take
part in a short follow-up interview. If you agree to do so, please give your contact
email, address and telephone numbers below.

Name:

Email:

Telephone number:

Address

Please return the completed questionnaire using the enclosed envelope(no stamp
required) to:

Mr Zuhir Omar Dardor i Sirt University \ Libya
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Appendix 5
Usefulness of AnnuaReports in Libya to the Auditing Authority
Section A: Ceneral information:

Section1.06
19. Which of the following qualifications do you hold? (Please tick)

Bachelor in accounting MSc in accounting
PhD in accounting 5 Others (please
statep

20. Which country did you obtain your qualification(s) from?

21. How many years accounting work experience do you have?

More than 15 years 5 10015 years 5
By e a r Dye@rs 5 lessthan 5years 5

22. What is your position within the Auditing Authority?
Head of accounting department A Accountant A

Head of companies department A Other-------m-mmm-me

Section B:Decision Making Process

5. Please list the most common decision that you make in relation to in
industrial companies:

1- - - - -

2- S — -
3- — — —

4- — — — -
5- - - -

5- _— —— —

6- — — -

7- _— e

6. What is the current position of financial statements preparation of industrial
companies in Libya?

Less than one year late 5 One year to 2 years late More than 2
years laté



7. Please complete this table for each company

Company nameanumber\

FSs Transfer | AGM | Approval Auditing
Preparation | date to Date Date opinion
date AA QO,UQO,AO
or DO
1997
1998
1999
2000
2001

QO\ Qualified opinion, UQ\ Unqualified opinion, AO\ Adverse opinion or DO\

Disclaimer opinion.

8. Please list the mosinportant reasons for financial statements

preparation delay

pPwbdE
1

9. In your lending decisions, how useful

do you find the following financial

statements? (1 very useful and 5 not useful)

Balance sheet 1l 2 1 3 1
Income statements 11 2 3
Cash position statement 11 2 1 3 1
Statement of sources and application fundsfL. 2 1|

5 1

External auditors6 r epor tli 2 | 3 1
Management report o2 1 3 1
Information from the company  1I 2 | 3 |
Expenditure commitments to future budgets statementg T 2

I 4 1 5 |

10. In your experience, to what extent do you think the annual reports produced

by industrial companyposses the following attributes? (1 = very and 5 not at

all)

Timely
Understandable
Complete
Reliable
Relevant

PR R RER
— — — — —(

NDNNNDDN
— —( —( —( —(
WWwWwww
—( o —( —( —(
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11. When financial statements preparation is delayedare you able to
perform  one or more of the following auditing procedures? If not
please give a reason why you are not able to perform such procedure (s)?

Evaluate the internal control system

5

Attend physical inventories

5

Sending vendoro6s statements

5 Analyse some relationship

between items of financial Datab

12. To what extent you think these pocedures are usable in case of
financial statements delay? (1 very usable to 5 not usable).

Evaluate the internal control system15 25 35 4
5 55

Attend physical inventories 15 25 35 4
5 55

Sending vendor 6s15t2&8t eB® nds
5 55

Analyse some relationship between

items of financial Data 15 25 35 4
5 55

13. Do you obtain a management acknowledgment for each engagement?

Yes 5 No 5
14.In the event that financial statemers are delayed and previous managers
have left the company, who is responsible for the auditing results?

The current administration 5 the previous administration 5
The Ministry of Industry 5 other indicate 5

Thank you very much for your hdp. We would also be grateful if you could take
part in a short follow-up interview. If you agree to do so, please give your contact
email, address and telephone numbers below.

Name:

Email:

Telephone number:

Address

Please return the completed questioraire using the enclosed envelope(no stamp
required) to:

Mr Zuhir Omar Dardor i Sirt University \ Libya .
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Appendix 6 - Histograms

Histogram of the preparation period model
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Histogram

Dependent Variable: PubD
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Appendix 7 Normal P-P plots

Normal P-P Plot of Regression Standardized Residual
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Normal P-P Plot of Regression Standardized Residual

Dependent Variable: PubD
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Appendix 81 Plots of Standard residuals against Standard predicted values

Regression Standardized Residual
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Regression Standardized Residual

Scatterplot

Dependent Variable: PubD
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