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ABSTRACT

Recent years have shown an increase in the attention that researchers into accounting

have paid to Corporate Social Responsibility (CSR). However, it is apparent that
studies have not explored HR disclosure in annual reports from both the users’
perspective and those who prepare the reports. Secondly, whilst annual reports have
shown HR to be the most frequently disclosed category in organisation, a study of
stakeholder views of HR disclosure had not been previously undertaken. Thus, this
research explores the perceptions of three key stakeholders associated with HR
disclosure and examines the current HR disclosure within the Libya oil industry. In
this way the research makes a unique contribution to the knowledge of CSR practices

1n a developing economy.

To achieve the aims, two key approaches were used. Firstly, a questionnaire survey
was undertaken with Executive Managers (who prepare the annual reports),
employees unions and directors of general administration in the National Oil
Corporation. Secondly, a longitudinal study, using content analysis from 197 annual

reports, was made of the HR disclosure practices adopted by oil companies operating

in Libya between 1996 and 2005,

The findings from questionnaire indicate that participants preferred HR information to
be disclosed in the annual report, ideally placed in a separate section. Reports placed a
strong emphasis on disclosing information on training programs. With regards the
reasons for nondisclosure, respondents believed that the o1l companies failed to report
HR information because they believed that the public had insufficient understanding
of the importance of this sort of information, although they added that different

parties within society have a right to such information.

Content analysis showed that Libyan oil companies generally disclose a large amount

of HR related information. However, there is little evidence of disclosure relating to
“Consultation with employees” and “Employment of disabled people”. Conversely,
the greatest information disclosed related to training programmes. Most of the

information was disclosed in quantitative form.

Results indicated that company age; ownership, activity and the location of activity,

positively influenced the extent of HR disclosure. Conversely, the size of Libyan

organisation did not significantly influence HR disclosure.
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CHAPTER ONE
INTRODUCTION TO THE RESEARCH

1.1 Introduction

[ssues of corporate social responsibility (CSR) that relate to accounting and reporting
have been the concern of academics for more than two decades (Zeghal & Ahmed.
1990; Hackston & Milne, 1996; Adams, Hill, & Roberts, 1998; Adams & Kuasirikun,
2000; Gray, 2001; Day & Woodward, 2004; Freedman & Patten, 2004: Smith,
Adhikari, & Tondkar, 2005). The growing awareness of CSR, which has impacted on
organisations and society at large, appears to have influenced businesses to be more
concerned about their CSR activities, with information users equally requesting more
information on the issue (Gray, Owen, & Maunders, 1987). Various approaches have
been used to classity CSR disclosure, although five groupings commonly emerge:
human resource, products, environment, energy and community involvement, (Gray et
al., 1987; Mathews, 1993; Perks, 1993). Human resource (HR) disclosure has become
an influential part of CSR, with the greater disclosure being reported in annual reports

(Andrew, Gul, Guthrie, & Teoh, 1989; Abu-Baker & Naser, 2000).

This chapter is organised into six sections. The second section provides an overview of
the background to the research, the relevant studies and justification for the research.

The research objective and questions are explained in the third section. The fourth and



the fifth sections state the research methodology and contributions respectively. The

final section contains organisation of the thesis.

1.2 Background, Literature and Justification for the Research

CSR disclosure has emerged as one way for organisations to communicate

information and to satisfy stakeholders seeking such disclosure.

CSR disclosure has been defined as the providing of financial and non-financial
information, in corporate annual or separate social reports, that relates to an
organization’s interaction with its physical and social environment, (Guthrie &
Mathews., 1985). Subsequently, (Gray, Owen, & Maunders, 1987) claimed that CSR
was: “the process of communicating the social and environmental eftects of
organisations’ economic actions to particular interest groups within society and to
society at large”. A different perception was taken by Perks (1993:79) who viewed
CSR disclosure as: “disclosure of those costs and benefits that may or may not be

quantifiable in money terms arising from economic activities and substantially borne

by the community at large or other stakeholders".

Moreover, Gray et al., (1987) classified CSR disclosure into five categories that
commonly emerge: human resource, products, environment, energy and community
involvement (Gray et al., 1987; Mathews, 1993; Perks, 1993). Human resource (HR)
disclosure, however, has become an influential part of CSR, as the greatest amount of

disclosure being reported in annual reports related to HR (Abu-Baker & Naser. 2000;

Andrew. Gul, Guthrie, & Teoh. 1989). (Kisenyi & Gray, 1993) addressed the



importance of conducting research in the context of the developing world countries

when they state that:

“Whilst we are steadily learning more about social and environmental
accounting and disclosure practices in the English-speaking and European
countries, we still know too little about practices in ex-colonial, smaller
and/or emerging countries. Learning about these countries is not only
valuable for stimulation it offers to the jaded palettes of Western scholars
but also, more importantly, it can provide vivid challenges to the

presupposition baggage with which Western researchers typically approach
ISsues’.

Consequently, this research 1s motivated by this lack of previous research. It considers
HR disclosure practice in the Libya oil industry, which has not previously been
studied. The conditions and problems of disclosure of HR information in Libya ol
industry are difficult to appreciate without a full understanding of general HR and the
different kinds of factors which influence HR disclosure. Libya 1s a developing
country with a unique political system based on the "Third Universal Theory” of the

Green Book1 which was produced by Muammar Qathafi in the 1970s.

This current research focuses exclusively on the disclosure practices in the Libyan oil
industry. In respect of filling the CSR literature gap and to complete the picture of HR
disclosure practice in Libya covered initially by Mashat’s (2005) study (which
excluded Libyan oil companies), this research is conducted in the Libyan oil industry.
The oil industry in Libya is important to the economy, as it represents a significant
revenue base for the country ( Otman & Karlberg, 2005). A particular interest of the

investigation will be the aspect of HR disclosure. The approach provides a significant

' For more detail see Chapter Two.



opportunity to conduct a unique analysis of fundamental HR disclosure practices in

Libyan o1l companies.

1.3 Research Objectives and Questions

This research aims to examine the various aspects of HR disclosure in the Libyan oil
industry. It does this initially by providing the first detailed and longitudinal
investigation of the extent of practices of HR disclosure in the country. It then analyses
evidence of HR disclosure practice (or non-practice) by utilising (1) the perspectives of
a sample of corporate stakeholders regarding the nature of CSR in general and HR in
particular; and (2) to evaluate the current practices relating to HR disclosure practices.

Theretfore, two primary research questions are explored:

1) To what extent do key stakeholders (executive managers of oil companies,
general management in the NOC and the employees union in the Libyan oil
industry) have an adequate understanding of social responsibility including
HR discourse?

To answer this question the following sub-questions were asked:

» What perceptions are held about the intended purpose(s) of CSR information?

» How does the perception of disclosure in the Libyan oil industry of HR items
vary?

» With regards the company’s HR disclosure, what motivations help explain the

reasons for action?



» To what extent does an organisation’s location within the Libyan oil industry

impact on HR disclosure?

» What factors help explain the different methods used in HR disclosure in the
Libyan oil industry?

» With regard non-disclosure amongst the oil companies, what are the primary

reasons for reasons for withholding HR information?

2) To what extent do oil companies in Libya disclose the interaction between

their activities and their HR related information?
In terms of answering this question the following propositions were asked:

» What type of HR information is disclosed in the annual reports of the Libyan
o1l companies?
» In what ways 1s HR disclosure presented in annual reports?

» To what extent does the amount of HR disclosure vary in the Libyan oil

companies across time?

» What differences exist in the disclosure practices of Libyan o1l companies with

regard to company activity, size, ownership structure and location (onshore or

oftshore)?

1.4 Research Methodology

This section provides a summary of the research methodology used to research aims
and objectives. A detailed specification of the methodology including the rationale for
the selection of the research methodology is provided in Chapter Four. In order to

develop a fuller and richer picture of these companies’ HR disclosure. two methods



were utilised in this research to gather the data, namely a questionnaire and content

analysis.

The questionnaire aimed to determine how the key stakeholders perceived corporate
reporting in general and HR disclosure in particular, with the data being used to
answer research question one. The questionnaire has been considered an effective

method 1n CSR studies in terms of investigating individuals’ views (Al-Khater &

Naser, 2003; Deegan & Rankin, 1997; Teoh & Thong, 1984).

Information providers were chosen because they influenced the kind of information

disclosed. Mashat (2005) has suggested that an examination of decision maker’s views
1s likely to make strong contributions to the literature. In addition, as in previous

studies (Ahmad & Sulaiman, 2004), similar executive groups were targeted.

The questionnaire was separated into three parts and based on the areas identified in
the literature. The first part related to the respondents’ perception about corporate
reporting in general.

The second part sought the respondents’ opinion about the HR disclosure and the
reasons and motivation behind disclosure or not for CSR information. Respondents
were invited to give their opinion on a seven-point Likert scale; one of the more
frequently used questionnaire types (Hussey & Hussey, 1997). This easy completion

format can increase returns, although the issue of surrounding the length of scales 1s

controversial. Elmore & Beggs (1975) argued that a five-point scale is just as good as



any, and that an increase from five to seven or nine points on a rating scale does not
improve the reliability of the ratings (Sekaran, 2003).

On the other hand Oppenheim (1992) indicated that several researchers have used a
seven-point scale rather than the usual five points, suggesting that reliability tends to
be improved by longer scales. In addition, more points provide greater precision for
the extent of the agreement, or disagreement, with a statement (Hair, Money. &
Samouel, 2003). Therefore, seven-point Likert scales were used throughout the
questionnaire to provide a greater opportunity for respondents to answer the
questionnaire in terms of Strongly disagree, Disagree, Slightly disagree, Neutral,

Slightly agree, Agree, Strongly agree.

The third part of the questionnaire requested general information on the respondents’
background and the company they worked for. Copies from the questionnaire were
piloted amongst local specialists and the supervision team. Comments and suggestions
were incorporated in the second version of the questionnaire. Finally, the questionnaire

was translated into Arabic and, along with an English version, was given to a

translation expert for comments.

Content analysis was used to provide a preliminary analysis of the quantity and nature
of HR disclosure practices in the Libyan oil industry, thus, exploring the context of
this kind of disclosure in a developing economy. The data was used to answer research
question two. According to Neuendorf (2002) the content analysis technique is

considered the fastest growing technique in quantitative research. This has led to a



number of definitions of content analysis being introduced in the literature particularly

In the area of quantitative message analysis. One of the earliest definitions of content
analysis viewed it as “a research technique for the objective, systematic, and
quantitative description of the manifest content of communication™ (Berelson,
1952:179 cited in Milne & Adler, 1999). It has also been seen as a technique for
gathering data that consists of codifying qualitative information in anecdotal and
literary form into categories in order to derive quantitative scales of varying levels of

complexity (Abbott & Monsen, 1979), or a process “for making replicable and valid
inferences from data according to their context” (Krippendorff, 1980:21). Numerous

studies have used the content analysis technique as a data gathering tool (see Chapter

Four).

The exploratory stage of the data collection process employed a form of content
analysis which aimed to extract data on HR from annual reports of oil companies
operating in Libya. The company’s annual reports are seen as an important channel for
the company to communicate its information to users through an independent system
(Belkaour & Karpik 1989; Gray, Kouhy, & Lavers, 1995a). Furthermore, Gray,
Kouhy, & Lavers, (1995 b) argued that annual reports are widely viewed as a major
official and legal document, thereby giving them some weight. According to Abu-
Baker & Naser (2000), who undertook work in a developing economy, general
corporate reporting is little used, so it 1s likely that most of the information provided 1s
through the annual report. This makes company reports in developing economies, such

as Libya, a valuable source of information.



The specific measurement instrument used in this study was derived from the work of
Gray et al. (1995b), which is based on the earlier work of Ernst & Ernst (1978) and
Guthrie & Mathews (1985) and in recent research within the Libyan context Mashat
(2005). The approach investigated 10 categories within three testable measurements:
(1) Theme: Employees data; Pension data; Consultation with employees;
Employment of disabled people; Value added; Health and safety; Shares for
employees; Equal opportunities; Training and Other.

(2)Evidence: monetary, quantitative but not monetary and descriptive.

(3)Amount: proportion of the page.

1.5 Research Original and Contribution

On the basis of the review of the relevant literature and in the light of the research’s
observations, the following are the study’s main contributions:

1) The results and observation of this research complemented previous studies,
which have been mainly developed in liberal market contexts in their attempt to
theorise CSR disclosure practices.

2) This research contributed to the limited studies on CSR conducted in developing
economies in general and within the Arabic countries in particular. It is the first
research which addresses HR disclosure in Libya which has been previously
neglected in the CSR literature. It provides the first detailed longitudinal
assessment of HR disclosure practice among Libyan industrial companies. This
analysis provides the basis for a comparison with other Arabic and developing

economies, as well with as developed economies.



3) The importance of this research was supported by its findings as its results have
indicated that the lack of academic research in the HR disclosure field in Libya
was regarded by the respondents as being of some importance in preventing the

Libyan companies from making HR disclosure.

4) Empirically, this research has made some contribution to research by
completing the fuller picture on HR disclosure practices in Libya by conducting

this research into the Libyan o1l industry (which was excluded from Mashat’s

(2005) study).

1.6 Organization of the Research structure

The research is structured into six chapters:

Chapter One introduces the research problems and purpose of the research, explains
the objectives and questions of the research and provides a summary of the research

methodology. It also stresses the significance of the study in terms of the contribution

to knowledge. Finally, the general organisation of the study is laid down.

Chapter Two covers the background of Libyan oil industry in order to build up a

sound basis for the later discussion in Chapter Six which deals with the influences of
such environmental characteristics on the HR practices in Libya. It highlights the

Libyan social, political. economic and legal systems. and the state of accounting

education.
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Chapter Three introduces the topic of CSR in general and HR disclosure in
particular, which i1s drawn from literature. It discusses the meanings of HR as well as
its importance and the motivation to disclose this kind of information. This Chapter
also reviews different theories which have been proposed as appropriate for explaining
CSR, including the HR reporting phenomenon. The determinants of HR disclosure

practices are highlighted. Finally, a summary of the nature and content of CSR studies

undertaken 1n both developed and developing countries is provided.

Chapter Four develops the research methodology and methods underpinning the
study. The differences between positivism and phenomenology and qualitative and
quantitative approaches are discussed. The criteria for the research methods selected

are presented, including design, data gathering and analysis techniques employed.

Chapter Five reports the findings of the data gathered from the two main methods

used.

Chapter Six discusses the findings, and provides conclusions. Limitations of this
research are also provided in this Chapter. Based on the research conclusions,
recommendations are provided along with suggestion for future research in relation to

HR disclosure and accountability practices within the Libyan context.

11



CHAPTER TWO
THE LIBYAN BACKGROUND

2.1 Introduction

This chapter outlines the economic, political and social systems in Libya. A brief
historical background of the country is followed by an exploration of the environment
and 1ts accounting practices which can assist in explaining disclosure practices and
accountability relationships. An account of Libyan accounting education is also

provided. Finally, the Libyan oil industry is reviewed.

2.2 Historical Background

Libya i1s an Arab state which has a strategic geopolitical location in North Africa, as it
links Eastern with Western Africa and Southern Europe with the rest of Africa. The
total area of Libya is nearly 680,000 square kilometres, although more than 90 per cent
of the land i1s desert. Libya has a population of almost five and a three quarters
million, with about 51 per cent males and 49 per cent females (UN, 1991: 34 and
Central Bank of Libya report 2005). The Islamic religion and Arabic language are two
elements that characterise Libyan culture. The country has been subjected to many
foreign occupations, the last of which was the Ottoman Empire's long occupation
(1551-1911) and European tutelage (1911-1951). Early Libyan history was influenced
by foreign conquerors, including the Phoenicians, Greeks and Italians. However when
Libya became an independent state in 1951 the UN agreed to sponsor a technical aid

programme that emphasised the development of the country's agriculture and

12



education systems. Foreign powers, notably Britain and the United States. provided
development aid. The aid programmes were a result of allowing the UK and the US to
maintain and use military bases in Libya over a period of 20 years starting in 1953
(Wright, 1981; Otman & Karlberg 2007). Steady economic improvement occurred. but
the pace of this development was slow, and Libya remained an underdeveloped
country which was heavily dependent on foreign aid. This situation changed after 1959
when research prospectors from Esso (later renamed Exxon) confirmed the location of
major petroleum deposits in Libya (Wright, 1981; Vandewalle, 1998). Further
discoveries followed and commercial development was quickly initiated by concession

holders. The discovery and exploitation of oil turned the country into a wealthy nation

with the potential for extensive development.

On September 1, 1969, the political system of the country changed as military and
civilian officers seized power. The initial proclamation of the Revolutionary Command
Council (RCC), declared the country to be a free and sovereign State, called the

Libyan Arab Republic. Among the RCC members was Muammar Qathati, who served

both as Prime Minister and Defence Minister.

Qathafi, who is referred to as "the leader," produced in the 1970s a book in three parts

known as The Green Book, which utilised the Third Universal Theory to set forth his

political, economic and social programmes. Moreover, from this date a new system

was introduced to Libyan policies.

13



In line with its intended populist and socialist character, in 1977 the official name of
the country was changed to "The Socialist People's Libyan Arab Jamahiriya (Wright,
1981: 191), although throughout this research, the country is referred to as “Libya".

Since Libya became a socialist state, to be governed by the people, authority has been

transterred to the General People’s Congress (GPC).

In 1993 the UN 1mposed sanctions on Libya to encourage the Libya government to
hand over two suspects of the Lockerbie airline bombings in 1980 in Scotland. During
1999 the UN sanctions which included a ban on military sales air communications and
certain o1l equipment were suspended. The bans, which had severely impacted on the
Libyan people, became the main driving force for Libya's modernisation of the oil and
gas industry. As a result of bans the government (GPC) introduced a series of
liberalisation measures. The general purpose of these measures was to cut back on
public expenditure and to gradually bring to an end the funding that contributed to
such expenditure. The Government also promoted private investor initiatives in
different sectors (Vandewalle, 1998). The first set of reform measures, approved In
1987 and 1988, allowed the construction of self-management or collective ownership

businesses. Other developments included the issue of regulations governing the

privatisation of selected public enterprises and the lifting of restrictions on private

wholesale trade.

In September 1992, a privatization law was passed to regulate the private sector

businesses in the national economy and to open up a number of public-sector
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enterprises for privatisation. The law's key goal was to regulate and improve private
sector Iinvestments. The law 1dentified the economic sectors in which the private sector
and 1ndividuals could invest. These sectors included production, distribution and
service activities in industry, agriculture, transport, commerce, finance, tourism and
the private practice of professionals. The law authorized the establishment of privately
funded businesses, along with and family and individual activities. On the basis of a
proposal presented to the General People's Committee, the law permitted the sale of
publicly held enterprises to private ownership. In 1997, the State i1ssued Act Number 3,
which concerned Foreign Capital Investment Encouragement. The Act encouraged
foreign investments in areas that would result in a transfer of modern technology, a
multiplicity of income resources, and which would contribute to the development of
the national products, so as to help Libya enter into the international markets. Little

progress, however, has been made in this issue.

The sanctions were lifted after the Libyan Government reached a settlement with the
families of the Lockerbie victims in 2003. On the 19th December 2003 Libya, Britain
and the United States announced a deal whereby Libya would abandon its weapons of
mass destruction (WMD) in return for improved relations. Thereafter. the United
States also rescinded its ban on travel to Libya and authorized U.S. oil companies, with

pre-sanction holdings in Libya, to negotiate for their return to the country once

economic sanctions were lifted fully (Otman 2005).
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Libya’s cooperation led to relations warming with the US and in April 2004, when the
US economic sanctions against Libya were ended, a written statement from the White
House Press Secretary stated, "U.S. companies will be able to buy or invest in Libyan
oil and products. U.S. commercial banks and other financial service providers will be
able to participate in and support these transactions (Otman 2005).

Since then, the Libyan government, with its new relationship with European countries
and USA, has attempted to play a more high profile role on the world and a number of
international companies have invested in Libya. In an attempt to give a greater role to

the private sector in economic activity, the past four years have witnessed a

continuation of the privatisation policy of some manufacturing and service companies

(Central Bank of Libya, 2007)

2.3 Libya’s Environment and Its Accounting Practices

Hagigi & Williams (1993) pointed out that each country has unique financial reporting
practices, which are determined by factors such as its accounting principles, tax
regulations, economic conditions, legal setting, sociological considerations and
environmental characteristics. Therefore, numerous environmental factors can
influence the development of accounting practice presented in the international
accounting literature. It has been argued that there are different patterns of accounting
application and practice in different parts of the world. Moreover, Briston (1990: 215)
argued that “each country is different and has different needs. The purpose of
accounting is to serve society. As a consequence, accounting is likely to be intluenced
by the different political, economic, social and religious environments in which it

operates”. Also, Hofstede (1993) stated that there are numerous theories that only
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partly apply outside the borders of their countries of origin. In this respect, Mueller

(1968) offered four elements of differentiation:

1. State of economic development: national economies often vary in terms of the
extent of their development and nature, ranging from the developed to the
developing economics.

1. State of business complexity: national economies can vary in terms of their
technological and industrial know-how, which can create differences in both
business needs and business output.

1. Shade of political persuasion: national economies can vary in terms of their
political systems, ranging from the centrally-controlled economy to the market-
oriented economy.

Iv. Reliance on some particular system of law: national economies often vary in
terms of their legal systems. They may rely on either a common-law or code-law

system; or they may have protective legislation, such as unfair trade and antitrust

laws.

2.3.1 The Influence of Culture

The different national cultures have different ways of structuring the organisations and
motivating employees, which can impact on individual elements of the organisation’s
performance. (Hamid, Craig, & Clarke, 1993:132) stated that culture “may be taken to

refer to all those social, political and other factors which influence individuals

behaviour...as such, religion is admissible as a cultural factor”. In respect of Libya,
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Aghila (2000) points out that family, religion and language have a significant effect on

the attitudes and behaviour of people both in Libya and in Arabic society in general.

In Libya, the family operates as a small society, with its members being assigned to a
hierarchical order, according to age and generation. Authority and leadership are the
preserve of the father, grandfather, or eldest son (El Fathaly, 1977, cited in Ahmad,
2004). The approach is supported by the Islamic faith and Arab custom, which
acknowledge a status hierarchy (Bjerke & Al-Meer, 1993), in which authority is
practised frequently by leaders at the community level and at the family level by the

father.

Furthermore, as in other Arab countries Libya is characterised by the extended family,
clan, tribe and village, which play an important role in the community’s life and in
people’s relationships with one each other (Agnaia,1997). In addition, personal
relations and family contacts can play a greater part in gaining business and career
promotion than practical experience or academic qualifications. Loyalty to the family,
clan, and tribe along with the emphasis placed on regionalism and sectarianism,

occasionally outweigh loyalty to a profession and sometimes the law (Agnaia, 1997).

Lewis (2001) argues that if culture influences accounting practices, then so does
religion, if only because religion influences cultural values. The Islamic tradition
places ethical/social activity ahead of individual profit maximization. Speculative

investments, such as margin trading, are not allowed because Islam bans transactions
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that involve uncertainties. Partnerships are a common form of business organization.
That 1s, Islam recognizes and encourages commerce. Although it requires business
activities to be conducted in compliance with principles enshrined in the Sharia-. What
Is lawful (Halal) and unlawful (Haram) for various aspects of business activity is
prescribed. The Sharia’s prescriptions include all areas of trading activity. It advises
the nature of allowable traded goods and services, as well as the mores of business
conduct (Hamid ef al. 1993). Archambault & Archambault (2003) maintain that these
factors limit stock market development. Trust underlies relationships, thereby reducing
the need for accounting as a means of financial reporting and disclosure. Therefore,
businesses in Islamic nations may disclose less information. However, Goodrich
(1986) found no association between accounting principles and socioeconomic factors.

One of these socioeconomic factors investigated was the Catholic culture.

As most of the Libyan population are Muslim, Islam plays a very important role in the
community’s life and in people’s relationships with each other. Furthermore the
revolutionary system is committed to Islam and has on a number of occasions clearly
reaffirmed Islamic values. For example, in November 1973, the new code of law

appeared which emphasised the Islamic Sharia in all facets of the Libyan legal system.

Following the revolution in September 1969 and consistent with the Muslim faith, all

alcoholic beverages were forbidden. Bars and nightclubs were closed. and provocative

* According to Hamid et al. (1993) the Quran (the revealed words of God) and Sunnah ((;ontains
God's inspired acts; sayings of the Prophet Mohamed) are the material sources of Islamic Law.

Together. they are referred to as the Sharia.
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entertainment was banned. The use of the Muslim calendar was made mandatory. This

was compulsory and comprehensive, even through legislation such as the Libyan Tax
Laws encouraged companies operating in Libya to be involved in some charitable
donation. For instance, the companies are granted a tax privilege for making donations
to an officially recognized charity and for contributing to their employees’ pensions.
According to the relationship between labour and their agency in Islam, Allah's

Messenger (peace be upon Him) said that “give the hireling his wages before his sweat

dries’

Furthermore, Islamic societies may exert pressure on organizations to be involved in
charitable activities. In this context Al-khater & Naser (2003) suggest that religious
groups might be seen as an active pressure group in the Islamic world. These groups
may have a predisposition to invest in businesses that pay Zakat® and other charitable

donations.

Therefore, it is important for institutions to demonstrate to the public that they
contribute to the well-being of society, just as other business enterprises do. Thus, this
might support the argument that in a society concerned with social issues, user groups
(1.e. stakeholders) may exert more power, possess greater legitimacy, and have their
claims viewed with greater urgency. As societal values can influence managerial

values, decision makers (1.e. managers) in societies that are characterised as having a

* Al-Tirmidhi Hadith, Hadith 888, Narrated by Abdullah Ibn Umar.
* Zakat, meaning donations, is one of the five pillars of Islam



strong interest, or concern with social issues, may be more cognizant of stakeholder

claims and consequently attach greater importance to them.

2.3.2 The Influence of Political and Economical Environment System

Political and economic systems can influence organisations and people’s behaviour in
numerous ways. It has been argued that political or governmental stability affects
accounting 1n a number of ways. In societies where accounting rules are set by the
government and where major changes in the people governing the country are
frequent, accounting procedures may undergo similar changes (Alhashim & Arpan.
1992, cited 1n Saleh, 2001). They also assert that it is natural to see that governmental
Instability tends to result in economic instability. Economic instability. such as
inflation and changes 1n exchange rates, places certain demands on accounting. Under
such circumstances, accounting conservatism increases as a result of the general
uncertainty about future economic and political trends. Belkaoui (1985) hypothesized
that as political and civil violations and repression increase, the extent of disclosure
and reporting by businesses diminishes. The degree of political and civil freedom in a
country is generally assumed to depend on the degree of political rights and civil
liberties evident in the political and civil structure (Gastil, 1990). According to Lin
(1993 cited in Mashat, 2005) violations of political rights and civil liberties associated

with various forms of political structure, tend to restrict political and civil freedom and

may then act as an obstacle to full and fair disclosure.
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Goodrich (1986) found a significant correlation between political systems and

accounting practices. “Political factors, like political system types and international
organizational membership, are significantly linked to the accounting groups.”
Goodrich (1986: 23). Deese (1998) argue that economic freedom may be related to
economic development and, therefore, corporate disclosure (Salter, 1998). Williams
(1999) also found a positive association between the level of political and civil

repression and the extent of social and environmental information disseminated in the

annual reports of Asia-Pacific companies.

The Libyan economic and political system is based on what is termed ‘“the Third
Universal Theory”, which i1s based on the ‘Green Book’ authored by Muammar
Qathafi. He argued that all previous theories undertake the economic problem from
cither the perspective of ownership of any of the elements of production, or from that
of the wages for production. Their attempts to resolve the problem of production failed
due it being based on ‘a wage system’. This system divests workers of any right to the
products being produced. whether a society or a private establishment. In his Green
Book, Qathafi also emphasized that the freedom of an individual could be
marginalised or even result in potential slavery and exploitation where their needs are
totally controlled by others, which could create conflict. According to the Third
Universal Theory the objectives of the new socialist society are to create a happy
society through freedom. This can only become reality after satisfying man’'s material

and spiritual needs. and that. in turn, happens through the liberation from the control of
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others. Satisfaction of these needs has to be achieved without exploiting or enslaving

others as this contradicts the aspirations of the new socialist society.

Thus, a citizen in the new socialist society can secure their material needs through
being self-employed, or by being a partner in a collectively-owned establishment.
Alternatively they can render a public service to society which repays the service by
providing for their material needs. Therefore, it is proved, economic activity is driven
by the satistaction of material needs. Once these needs have been met then the activity
should cease, as the wealth of the world is considered limited. Any excess gained by
one person will be to the detriment of another person’s share; further the concept of
amassing a surplus for the sole purpose of creating profit is contrary to the new
socialist 1deals. Allowing private economic activity to amass wealth beyond an
individual’s needs and employing others to secure savings is considered the very
essence of exploitation. Additionally, the new system emphasises the importance ot

workers’ full rights by promoting the concept “Partners not Wage-earners™.

However, in Qathafi’ Green Book, he also emphasized that wage-earners who
improved their wages may still be a type of slave, adding that the natural order 1s
“those who produce, consume” (p.58). An explanation was also given that from
ancient times until now the economic factors of production are composed of raw
materials, which are the instrument of production and employees. He further argued
that the natural rule of equality is that each of the factors has a share in the production

process and should any of them be withdrawn. there production will cease. He further



claimed that as each factor is fundamental, they are all equal within the production

process. For this reason they all should have equal rights to what is produced.

Within Libyan organisations, the structure is managed by what is termed ‘the People’s
Committee’. Members of this committee, including the head of the company. are
chosen from within the company, with each individual employee having the right to be
a member. Thus, employees have the opportunity to contribute at the top of the
hierarchical structure. Social relationships amongst colleagues can be a strong factor in
this process, rather than educational qualifications or period of experience. Thus, all
Libyan organisations should address issues that are related to employee rights and their
protection. In particular, economic activities have to be decided upon within the
boundaries of society’s values. That is, the employees must be dealt with as partners,
rather than as wage-earners. On the other hand, public organisations, which are

considered to be owned by society, seek to provide the basic services and goods to the

citizen, rather then focusing on the maximizing of profit.

2.4 Libyan Accounting Education

Education has been recognised as a key element in political and socioeconomic
development. Many African nations have, since independence, based their education
systems on their colonial background and the wider political, economic, social and
cultural setting (Ghartey, 1993). Accounting education is a part of the wider education
system of the country it serves. Libya’s education has two periods of development.
The first period is before independence. when no formal accounting education or

training existed for the local population (Kilani, 1988; Buzied, 1998). For example.
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Stanford Research Institute (1969, cited in Ahmed, 2004) concluded that during the
period of colonisation, more than 90 per cent of the Libyan population were illiterate.

Very few Libyans had been given the opportunity to study at university or to qualify

for a recognised profession at the time of independence.

In the second, post independence period, the accounting system was divided into two
levels: pre-university and university levels. It 1s of note that accounting education was
first offered at university level in 1957, by the Accounting Department in the Faculty
of Economics and Commerce at the University of Libya (now called Garyounis
University)5. The accounting department has been an influential force in accounting
education in Libya since its foundation. In the period 1957-1981 it was the only faculty
to offer accounting education at university level. The growing demand for accountants
and accounting services in the early 1980s increased the need for accounting education
at the higher education level. As a result, other universities also began to ofter

accounting programmes between the 1980s and early 1990s.

The accounting education curriculum from 1957 to 1976 was strongly influenced by
the British education system, as Libya was administered by Britain from 1943 to 1952.
Indeed, many accounting faculty members were educated in the UK before they came
to Libya to teach. The academic year was a nine-month year, with a bachelor degree

being offered over a four year period (Garyounis University, 1972). Since 1976. the

-

5 The University of Libya was founded in Benghazi in 1957, with a branch in Tripoli. In 1973 the two
campuses became the Universities of Benghazi and Tripoli, and in 1976 they were renamed as

Garyounis University and El —Fatah University.
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accounting programme offered by the Faculty of Economics and Commerce at
Garyounis University has moved to the American model. The new system is based on

two sixteen-week semesters instead of a full nine months academic year (Garyounis

University, 1976).

[n both systems, the programme focuses heavily on financial accounting topics, in
particular on the technical or mechanical aspects of accounting, dealing with external
reporting, taxation and external auditing. The only difference between them is that the

old system was British orientated, while the new one 1s orientated towards America.

Little attempt has been made to put together an accounting education system that

addresses Libya’s environmental needs (Buzied, 1998).

Regarding postgraduate level study, a Masters programme was offered by the
Department of Accounting at Garyounis University in 19886. The programme is
organised into three components: core subjects, electives and a dissertation. The
majority of the faculty members are Libyans graduates from the US or the UK. Hence,
most of textbooks are either American or British (e.g., Drury, 1983), or Arabic books
translated from American and British books (e.g., Hajaj & Saeud, 1989). Some are

written by Arabic authors (e.g., Al-Nage, 1992, cited in Saleh. 2001) who have

eraduated from the US, the UK or Egyptian universities.

S The programme has also offered by Postgraduate Studies Academy in Tripoli and the Faculty of
Accounting at al-Jabal al —Gharbi University in Gahrian since the 1990s with almost the same textbooks

and a similar curriculum of those of Garyounis University.
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No university in Libya offers a PhD programme in accounting. Staff members with a
PhD are all from abroad (mostly the UK and US); and are either foreigners or Libyans
who have been educated in these countries. The lack of a PhD programme is one of the

main factors that has contributed to the slow development of accounting education and

research in Libya (Ahmad & Gao, 2004).

Furthermore, according to CSR, it can be argued that the accounting education system
in Libya has not offered any courses related to social responsibility and accounting,
except possibly one option on Masters Programme. This means that there 1s a high
probability that an accounting student will graduate with little experience ot social and
environmental accounting and disclosure. In this context, Haniffa & Cooke (2002)
stated that a well-educated society will demand their right for companies to fulfil their

social obligations and be accountable for their actions.

2.5 Libyan Ol sector

The Libyan oil history started in 1955 when the first oilfields were being discovered
by the Esso oil company, which is now the Sirte oil company and the first o1l exports
in 1961, in the Sirte Basin (Othman, 2005). From this time until the present, the
Libyan oil industry had been important area for foreign investors. Currently, Libya 1s
the second largest oil producer in Africa and one of the biggest North African oil

suppliers to Europe. The oil and gas exploitation contributes between 75% and 90% of

Libyan revenues (The General Secretariat of Planning, 2006).
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During the period between 1992 and 1999, foreign involvement in the Libyan oil
industry was severely reduced as a result of the sanctions and embargoes imposed.
although after sanctions were removed Libyan oil returned to the international oil
market. Currently, the Libyan oil sector plans to increase its production to three
million barrels per day by 2010. Since mid-2004 foreign investment has been
forthcoming and the entire sector seems poised for new development (Otman, 2005).
The majority of companies are involved in exploration activities. For example in 2004,
the NOC announced its acceptance of bids under the framework of Exploration and

Production Sharing Agreements (EPSA), and in January 2005 it officiated a bid-

opening session at which 11 blocs went to US companies, whist others went to
companies from India, Canada and Australia (NOC, 2006).

In respect of employment, overseas companies need large numbers of employees, but
their contracts require that “they must employ Libyan nationals and accept

responsibility for training 20% of these nationals annually, either locally or overseas”

(NOC 2006).

2.5.1 The Libyan Oil Economy

Income from Libyan oil plays an important role in the country’s economic
development, through being a key producer of high quality and low sulphur o1l and
gas, and it is strategically placed to take advantage of the Mediterranean and European
markets. It is a member of the Organization for Petroleum Exporting Countries
(OPEC) and the world's eleventh largest oil producer (World Markets Research
Centre, 2002), with proven oil reserves of some 30bn barrels. This figure could well

reach as high as 50bn, given the potential for future exploration and discovery. A key
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reason for the low cost of oil production in Libya is that the reserves lie close to the

surface.

Libya 1s basically a single resource economy, depending almost solely on oil exports
(Table 2.1). The dominance of the industry is shown in the period 2000-2005, when
the percentage of oil exports to total exports reached above 97 per cent.

According to the World Markets Research Centre (2002), Liquefied Natural Gas will
Increasingly become a key source of foreign exchange revenue. and the country 1s
eager to exploit its potential. Exports to Italy and other central European markets

started in 2003, which also started a joint Libyan/Italian venture to develop both

onshore and offshore reserves.

Table 2.1 Libyan Exports in the Period 1996-2005

l‘year | Oil exports % | Non-Oil exports %
N B ]
1996 | 81.3 18.7
| 1997 | 92.1 7.9
1998 l 92.9 7.1
l. 1999 ’ 03.5 6.5
' 2000 | 96.3 | 3.7
' 2001 ! 95.3 a7
\l 2002 | 97.8 1‘72
[ 2003 | 97.2 | 2.8
2004 | 963 3.7
2005 | 98.2 138

Source: Central Bank of Libya (2-0'0_6—) |



The agreement will include the construction of a gas processing site, and the proposed
construction of 1,200km in pipeline from the north of Libya (the Libyan coast) to Italy.
Ahead of this lies the finalization of the Western Libya Gas project. To enhance
production, the government is also looking to upgrade its main plant, in the hopes of

raising production capability to one billion cubic metres a year, from the present 4.5m.

2.5.2 Petroleum Law

- The Libyan Petroleum Law was issued in 1955. According to Eversheds, Kelbash, &
Elgharabli, (2002) the Petroleum Law (Law no0.25 of 1955, amended up to 1983)
remains the most inclusive piece of legislation regulating Libya's oil sector. The

Decree No.10 of 1979 reorganized the National Oil Corporation of Libya (NOC) and

empowered 1t to enter into all types of petroleum exploitation agreements.

A number of regulations have been issued under the Petroleum Law. The only
regulations still in force are No.l, dividing the territory of Libya into four zones; No.8.
regarding the standard practices to be followed in oilfield operations; and No.9, for

financial, administrative and technical control over the preservation of o1l wealth.

Article 1 of the Libyan Petroleum Law stipulates that all petroleum in Libya in its
natural state is the property of the Libyan State. Accounting procedures and
requirements for the oil industry are prescribed generally under this law. Article 14 of
the Libyan Petroleum Law defines the profit made by oil companies as being income

resulting from a company's operations in Libya after taking into account (i.e.

deducting) the following items:



»  Operating expenses and overheads, the details of which are defined in the

regulations. Fees, rents, royalties, and income tax, and other direct taxes may be

deducted.

\f

Depreciation of all physical assets in Libya is at the rate of 10 per cent per

annum and amortisation of all other capital expenditures in Libya at the rate of
five per cent per annum. The balance of physical assets scrapped or sold is to

be deducted in the year when such assets are scrapped or sold.

» Twelve and one-half per cent of the value of crude oil exported 1s the royalty
and 1s calculated on the basis of the applicable posted prices (arbitrarily set by

the government) of crude oil exported by the concession holder in any such
complete year and on which royalties are payable by the concession holder in

that year.

Item (8) of the same article stipulates that oil companies are required to apply
accounting methods usually used in the petroleum industry to compute their profits
(EI-Mal, Smith, & Taylor, 1973). According to Ernst & Young (2002) oil corporations
are subject to the accounting requirements of Petroleum Law No.25, of 1955, as
amended, and the terms of their exploration and production sharing agreements. The
law and agreements require the application of ‘sound and consistent accounting
practices usual in the (modern) petroleum industry’. Other bodies usually prepare their
financial statements on the accruals basis of accounting, but the cash basis can also be
accepted. There are no Libyan standards as such and there i1s no standard-setting

authority. In respect of accounting practice in Libyan o1l industry Saleh (2001) stated



that British and American accounting practices, transferred to the country through oil
companies, have influenced Libyan accounting practice in oil compantes. This

Influence has also affected non-oil companies as employees move in and out of the oil

sector.

2.5.3 Training and HR Development in the Libyan Oil Industry

In general, the Libyan government began to appreciate the technological demands
placed on the Libyan population because of the petroleum industry and planned

diversification, so that the 1973 Order on Accelerated Vocational Training was issued.
This provided tfor accelerated training programmes to be implemented in the following
areas: the construction industry, agriculture, fisheries industry, oil sector, metal and
mechanical trades, and the electrical trades, setting forth criteria for participation by
Libyan youths in such programmes (Othman, 2007).

The Libyan government has recognised the importance of training, when the Libyan
Labour Law Number 57, Act 21 stated that all Libyan organisations “national and
International” must train at least 20% of the total manpower annually. Later, in 1990
the General Committee of the Training and Vocational Education modified this Law
by adding Act No 128, which stated that training in Libyan organisations had to be
100% instead of 20 % (Otman & Karlberg, 2007). In this respect, the Foreign
Investment Law of 1997, the investor is entitled to employ and import foreign staft and
technical expertise necessary for the establishment and operation of the project
although "the import of normal labour 1s to be avoided as much as possible”. In a very

recent piece of legislation, an amendment to the Foreign Investment Law of 2003,

Article 14(d) states the following:



(The investor has the right to employ foreigners whenever the national substitute

is not available... ... ... ...)

Moreover, the human resource is considered by the Libyan oil industry as the most
important element in the production process. A total of approximately 43,000
employees are employed in the oil sector, and considerable attention is paid to their
varied educational and training needs. In line with improving living and working
conditions, the educational programmes aim to increase employee efficiency and
productivity. The approach helps ensure that the work systems that are applied in the
Libyan oil industry are at an international level (NOC, 2007). Moreover. the training
programmes concentrate on technical aspects such as maintenance, production,
reservolr engineering etc (Training Plan, NOC, 2005), with the aim being to train 20%

of the oil sector manpower annually either locally or abroad.

Local training uses “on the job” training as the principal method for developing and
training national oil sector employees. To achieve the NOC’s training goals all the
expertise of the oil sector resources are available, as well as those of the universities
and institutions. These training programmes are carried out for new staft entering the
oil industry. According to the NOC Training policy 20% from the entire o1l sector
workforce must undertake training abroad. The Oil Institute for Rehabilitation and
Training (OIRT) was established by NOC in 1970, and created a national technical
personnel development programme to assist production; this replaced the expatriates

that were dominant in this industry at this time. Therefore, a policy of training and
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rehabilitation is followed for all areas of the petroleum industry: exploration;
production and industrialized. The OIRT programmes have so far produced 7000
qualified professionals in difference areas. In addition, many courses have been run to

meet employees demands and to provide opportunities for everyone. in order to raise

the productive capacity of workers.

Most of the overseas training is run through Umm Al-Jawaby Oil Service Company
Limited. In 1983 the NOC established a Jawaby office in London to take over certain

functions that had previously been performed by the home based offices of the original

foreign-owned o1l companies and consortia (NOC, 2005).

The training department in this office aims to source and administer training courses
and conferences for the Libyan Oil Sector in the UK, Europe, Middle East, and North
America. It provides training, management and organizes courses for its clients. It also
organizes conferences and technical skill courses through to University courses at
post-graduate level (NOC, 2008). The office arranges in excess of 400 training courses
annually, catering for the needs of over 1000 trainees per month. For example, in 2002

nearly 2500 staff attended training courses in the UK and throughout the world.

2.5.4 The Libyan Oil Structure
The Libyan oil industry is run by the state-owned National Oil Corporation (NOC),

which was established on November 1970, under the Law No: 24/1970, to assume
responsibility for the oil sector operations. In 1979 the NOC was reorganised by the

General Secretariat of the General People’s Congress. to achieve the objectives of the
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petroleum development plan. Therefore, the NOC became responsible for all oil and
gas marketing, both locally and abroad. The oil and gas activities are managed through
their own affiliated companies or in collaboration with other international companies,
using contracts and investment agreements (see the Figure 2.1) NOC aims to realize
the petroleum related development plans supervise the operation and investment

activities of the projects, though its affiliation or in association with other

organisations.

This 1s 1n addition to the marketing operations of oil and gas, for which NOC has its
own fully owned companies. Regarding local and international marketing
organisations these companies carry out exploration, development and production
operations. NOC also has participation agreements with specialized international
companies. In accordance with the development of the international o1l and gas
industry and international petroleum marketing such, agreements have developed into

exploration and production sharing agreements.

NOC also owns national service companies which carry out oil well drilling and
provide the drilling material and equipment to lay and maintain oil and gas pipelines.
They also build and maintain oil and gas storage tanks and carry out related technical
and economic studies. Finally, they provide the sector with services, such as catering,

procurement of materials and equipment, training and the employment of foreign

employees.
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According to Saleh (2001) fully or partially state owned Libyan companies, including
oil companies, are required to have three statutory bodies: an Administration Board, a
General Assembly and a Watchdog Committee. The Administration Board, or the
Board of Directors, manages the business entity and shapes its general policy, which
needs to be approved by the General Assembly. The company's manager applies these
policies and uses them as a guide in decision making processes. The Libyan
Commercial Code does not state the number of the Board members, with it being left

to the company's General Assembly to specify the exact number. The Board members

are required to meet within the company and after the working hours at least once

every two months.

The General Assembly select and appoint the Administration Board members for three
renewable years and has the authority to authorise one of its own members to manage
the company. The Head of the Administration Board i1s required to send the company's
financial statements to the Watchdog Committee at least thirty days before the General
Assembly meet (Article 580 of the Libyan Commercial Code).

The General Assembly comprises the corporation’s shareholders and is usually chaired
by the Head of the Administration Board. The Assembly reviews the company's
production activity, approves the budget and annual reports, and decides on
depreciation policies and how provisions should be dealt with. It also makes decisions
on the corporation’s expansion, the increases in capital investment, and undertakes a
review of the business institution's debt position and finance reports. The General
Assembly studies the company's responses to the Public Control Office (the equivalent

of the UK's Audit Office) and comments on the corporation’s annual reports. It also

36



discusses the budget and the company's finance position (Article 516 of the Libyan

Commercial Code).

__Figure 2.1 Libyan Qil Sector
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The General Assembly holds two types of meetings: ordinary and extraordinary
meetings (Article 515 of the Libyan Commercial Code). Ordinary meetings usually
take place at least once a year and within the first four months of the business
organisation's fiscal year, to discuss the Administration Board annual report and the
Watchdog Committee's report. They also approve the company's annual reports and
decide upon dividends (Article 516 of the Libyan Commercial Code). However
occasionally, issues have to be addressed in an extraordinary meeting of the General
Assembly. These can include an increase in the company's capital, the adjustment in
the article of association (the establishment contract) of the company and the
appointment of the liquidation committee members (Article 517 of the Libyan
Commercial Code). In addition, the Assembly may appoint a new head or new

members to the Administration Board and the Watchdog Committee and decide their

remuneration.

The Watchdog Committees are responsible for assuring a company's compliance with
the law. Its duties include observing the company's management to ensure that they are
undertaking their activities and responsibilities within the law. Another task of this
committee is to ensure that the organisation's accounting system is operating in
accordance within legal procedures and that its balance sheet and profit and loss
account figures, agree with corporation’s records. The Committee comprise three or
five working members and two non-working members (Article 547 of the Libyan

Commercial Code). At least one of the Watchdog Committee members has to have an

accounting background. The Committee is required to meet at least once every three
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months to ensure that the company’s assets and money are kept in good order. To
achieve this, either all or one of its members makes expected and/or unexpected visits

to the company to carryout checks, and to investigate and audit the records.

2.6 Summary

The above sections provide a framework within which the research takes place and
provides the context for interpreting and understanding HR disclosure practices. In
addition, an overview of Libyan historical, political, cultural and economic
backgrounds 1s provided, including the influence of early colonisation on the
development of economic and social aspects. The chapter also highlights the role of
the accounting education system in Libya. Specific reference i1s made to the Libyan o1l
sector and its importance within the Libyan economy. The Libyan petroleum law and
its influence on accounting practices in oil industry are included, along with the
training and HR development in this context. The next chapter will review the CSR

literature in general and specifically HR disclosure.
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CHAPTER THREE
THE LITERATURE REVIEW

3.1 Introduction

Corporate Social Responsibility (CSR) disclosure, including Human Resources (HR)
(Employee-related) disclosure, has been the concern of a large number of academic
studies for more than three decades (e.g. Mathews, 1997; Tsang, 1998 and Gray.
Javad, Power, & Sinclair, 2001). Many definitions have been presented 1n the
accounting literature regarding CSR disclosure. Gray et al., (1987:3) defined it as “The
process of communicating the social and environmental effects of organizations’
economic actions to particular interest groups within society and to society at large”.
Similarly, Perks, (1993) claims that social responsibility reporting is reporting not only
to interest groups such as shareholders, investors and creditors, but also reports to a
broader range of groups such as employees and society at large. As such, it extends the
accountability of organizations beyond the traditional role of providing financial
information to the owners of capital, in particular, shareholders. Such an extension is

emphasised upon assumption that companies do have wider responsibilities rather than

simply to make money for their shareholders.

That is to say, society’s view of business organizations responsibilities has changed
over the years. In the past, a business organization achieved 1ts responsibilities 1f 1t

acquired profit, offered jobs for members of society. while operating within the
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confines of requirements of the law. Recently, organizations operating in the
developed countries adjusted their annual reports to embrace sections on social issues:
organizations need these sections to highlight their achievement in reducing pollution.
protecting the environment and addressing employees’ welfare. These organizations’
annual reports also addressed various other social welfare issues that would be of

interest to the society at large. The reports are now projecting ethical and social

concerns and becoming more relevant to the users (see Gray. Owen, & Adams, 1996).

Various themes have been used in the related literature to classify CSR disclosure.
These include five main issues: namely, Human Resources (HR); Products:
Environment; Energy; and Community Involvement. (e.g. Gray ef al., 1987and 1995b;
Perks, 1993; and Mathews, 1993). Some prior research found that HR disclosure had a
higher level of disclosure than other categories of CSR disclosure (e.g. environment,
products, energy, and community involvemeﬁt) (Teoh & Thong, 1984, Andrew et al.,
1989; Hackston & Milne, 1996; Tsang, 1998. Abu-Baker & Naser, 2000; Newson &
Deegan, 2002; Kuasirikun & Sherer, 2004). To better understand CSR disclosure,
some of these studies were focusing on one category of CSR disclosure. For example,
the environmental issue has been investigated by many recent studies in both
developed and developing countries (e.g Trotman and Bradley 1981; Cowen, Ferreri.
& Parker, 1987; Deegan & Gordon, 1996; Gray et al., 1995a; Hackston & Milne,
1996:Ahmad, 2004 and Mashat, 2005). Therefore this chapter aims to review the

literature regarding CSR disclosure in general and HR disclosure in particular.
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3.2 Human Resources (HR) Definition

HR has been described in the literature by different names, such as human assets
cultural capital, worth of employees, human capital and HR (Abeysekera & Guthrie.
2004 and Brown, Tower, & Taplin, 2005). In Edvinsson & Malone’s (1997) study.
they divided intangible assets into three categorises: one of them is HR including the
knowledge, skills and competencies of employees and managers, attempting to explain
the differences between a company’s book value and current value. Similarly
Fredriksen & Westphalen (1998:10 cited in Rimmel, (2003)) defined HR as  “the
knowledge, skills and competencies and other attributes embodied in individuals or
groups of individuals acquired during their life and used to produce goods, services or

ideas 1n market circumstances”’.

In addition, Fitz-enz (2000) indicated that HR refers to a grouping of factors possessed
by individuals and the collective employees of a company. It can include knowledge,
skills and technical ability; personal traits such as intelligence, energy, attitude,
reliability, commitment; ability to learn, including aptitude, imagination and creativity;
desire to share information, participate in a team and focus on the goals of the
organisation. Furthermore, some academic researchers claim that HR 1s the most
important asset, as a company cannot exist without this asset (Stewart 1997). So the

organisation should maintain their HR by providing good training programs, healthy

and safe workplace. and giving their employees equal opportunities etc.
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3.3 HR Disclosure

The HR disclosure is not a new element. In 1975 the UK Accounting Standards
Steering Committee (ASSC) suggested that both governments and industries should
stress that there 1s a need for the users of corporate annual reports to be supplied with
more details about the workforce and the company’s employment policies. That is,
organizations should disclose information with regard to many factors which affect

employment and the employee (Accounting Standards Steering Committee, 1975).

There has been much debate in the literature whether human resource accounting
(HRA) belongs to social accounting (Gray et al.1987, 1996) in the organisation report
about 1ts employees. It does provide information to users about intangible assets that
might affect the organisation’s value or to satisfy shareholders that it plays its caring

role with i1ts employees.

In the HRA concept, the value of employees is very important to the organisation

because:

» From the respect that employees may be the most important asset in an
organisation and so should appear on the balance sheet;

» Accounting-driven arguments that expenditure on employees may often be
in the nature of an investment and therefore, following the matching
principle, should not all be shown as a cost of the period,;

» To attempt to assess the investment in employees and whether or not the

investment is gaining or losing financial value to the organisation:
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» As an element in the assessment of management performance in that a
good manager will manage HR as well and carefully as other resources and

not, for example, exploit them for short-term gains (Gray et al., 1996).
However, social reporting can be defined as the process of communicating the
social and environmental effects of organisations economic actions to particular

interest groups within society at large (Gray et al., 1987).

Mathews (1993:59) argued that Social Responsibility Accounting refers to
disclosures of financial and non-financial, quantitative and qualitative information
about the activities of an organisation. The area of social responsibility
encompasses all employee reports, human resource accounting, and accounting
and industrial democracy issues. This research focuses on HR disclosure as part of
CSR disclosure CSR therefore the following sections explain the importance of

motivation for and contents of HR disclosure.

3.4 The Importance of HR Disclosure

Marques (1976) argued that HR disclosure 1s important because it offers management
information to assess the competence and effectiveness of HR deployment, and allows
society at large to evaluate the organisation’s treatment of its employees. The
significance of such disclosure 1s compounded by that it might assist several diverse
yet interdependent objectives or discharging the accountability of the organisation
towards society. Disclosure may also provide a device for monitoring corporate action
from a regulatory perspective where law so requires this. Such disclosure is a legal

requirement in European countries. Actions taken by the organisation may also be
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legitimised through the means of disclosure. Craig & Hussey (1981) found in a
western context, that reporting more HR information provided significant benefits to
organisations:

» This information allowed companies to improve their communication channels,

» It allowed them to reach employees directly on issues of crucial importance,

» It allowed them to correct rumours and inaccuracies,

» It stimulated discussion between employees and employers.
And 1n recent studies in both the United States and Australia there have been
suggestions of a need for changes in legal regulations as a direct result of corporate
collapses 1n both countries. For example, Shields, O’Donnell & O’Brien (2002)
suggest that Australian listed companies should be required to supply more
information about HR and their treatment in i1ssues regarding executive remuneration

(cited 1n Brown et al., 200)5).

Some researchers found that disclosing this kind of information will meet some
information users needs, for example, where employees as information users are
seeking to receive information to cover five main areas: (1) to know company
performance, (2) to assess future prospects of the company and job security, (3) to
assess the equality of wages, (4) to increase involvement and (5) because they felt it

was a fundamental right (Mitchell, Agle, & Wood, 1997)

Robert (1991) claims that no company can be succeed, in the long term, without good

relations with its employees and having an efficient workforce. Hence, information on
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employees’ issues is of sufficient importance to anybody interested in the long term

prospects of the company for employee related information to be disclosed.

Day & Woodward (2004) argued that there are three possible reasons for the

disclosure of HR information:

I. For the benefit of employees in accordance with their user status described in

conceptual framework projects.

2. For the benefit of other stakeholders who may be interested in the relationship
between employees and the reporting company.

3. For the benefit of government in order to promote one aspect of public policy and

observe 1ts compliance.

There 1s a growing recognition within the business community of the significance to
key stakeholders of socially, environmentally and ethically responsible behaviour by
business enterprises (Zadek, Pruzanand, & Evans, 1997). As business organizations
increasingly recognise the broad duties of accountability implied by their stakeholders’
non-financial expectations, the role of CSR takes on increasing importance as a means

through which such duties of accountability may be discharged (Gray et al., 1996).

In addition to the discharge of accountability to investors, CSR also plays a significant

role in other different aspects. It has been asserted (e.g. Gray ef al., 1987; Gray et al,,

1995a; Patten, 1990; Owen, Swift, & Hunt, 2001; O’Dwer & Gray, 1993; Gray &

Bebbington, 2001; Friedman & Miles. 2001: O’Dwyer, 2005) that formal CSR
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processes should enhance corporate transparency, develop corporate image and
provide useful information for investment decision making. CSR can also be seen as a
key player in providing an impetus for internal development, building a positive
impact on share prices and assisting in staving off potential regulatory pressure to be
more socially responsible. In addition, it has also been seen as a means by which
business enterprises may attempt to manage their stakeholders in order to gain their
support and approval. Moreover, evidence has been provided (see Toms, 2002) that
disseminating information related to environmental issues in the companies’ annual

reports contributes significantly to the creation of environmental reputation. It has also

been maintained (see Idowu & Towler, 2004) that there are a number of perceived
benefits which an organisation may derive from the provision of CSR information.
These might include increased customer loyalty, more supportive communities, the
recruitment and retention of more talented employees, improved quality and
productivity and the avoidance of potential risks to their reputation which may arise

from environmental incidents.

Failure to manage social and environmental impacts raises many serious risks. Some
of these risks might include the threat of increased regulatory control by national
governments and international organisations, financial risks, and damage to the
corporate image (Rondinelli & Berry, 2000; Gerbens-Leenes, Moll, & Uiterkamp,
2003). However, the appropriate point here concerns the validity and relevance of this
reporting (i.e. CSR) in the context of the third world countries. This kind of disclosure

(i.e. social responsibility disclosures) can be perceived as an important and relevant
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information source for various elements such as employment; safety at the workplace

and the level of employee training.

Hidden i1ssues are also included, such as: regional imbalances; income/wealth
distribution; environmental pollution; problems of the neglect of the environment:
energy shortage and natural resource consumption; consumers/product related
problems. Thus it provides the basic input for many factors to facilitate the

understanding, debate and, hence, solutions of social and economic development (see

Deegan, 2002; Hackston & Milne, 1996; Wallace, 1993:; Samuels, 1990; Hove, 1986:

Ernst & Ernst, 1978).

This informational input 1s suggested here as of overriding importance not only for the
firms owners and creditors. It 1s also of paramount importance for different
stakeholders in Libya, including employees, local communities, government
departments and agencies, consumers and also society at large. Such information
would naturally support more knowledgeable decisions and judgements regarding the
corporation’s social performance. This might aid the understanding and debate of these
problems and this in turn, would assist in bringing about useful changes by proposing
resolutions to such problems. In addition, the information provided will portray the

image of the firm, its reputation, social responsibility, and ethical considerations.

Samuels (1990) stresses the significance and relevance of CSR in the provision of

significant and highly relevant information pertinent to the understanding, debate and
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solutions of social and economic development problems in developing countries. He
argues that although this social responsibility information is already available within a
business enterprise, it is not being disclosed and therefore the opportunity to identify
the development problems of the country in which the business operates is being
missed. “It 1s only through knowledge of the true position that a constructive debate
can take place” Samuels (1990:79). Ite (2004) also asserted that CSR has powerful

potential to make positive contributions to addressing the needs of disadvantaged

communities in developing countries.

The statements, reports and other social information mentioned and discussed earlier
in this chapter might be considered more relevant to the Libyan environment than
adopting and following indistinct standards or guidance such as those presented by the
International Accounting Standards Board (IASB), based on conventional accounting.
According to Samuels (1990), the central objective of conventional accounting is to
measure and disclose the level of income which i1s an index of wealth. Classical
economics view income maximization by individual units, “as being the best way of
achieving economic growth, of increasing the size of the cake. Conventional
accounting is not too interested in how the cake is distributed, although 1t does show

the way in which income is divided between the providers of the different forms of

capital” (Samuels, 1990: 738).

In this context, Wallace (1993) maintains that the standards presented by 1ASB are

concerned with accounting for transactions which imply a flow of resources and a
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reverse flow of money (or money’s worth in settlement) between a company and the
other parties. He argues that these standards fail to account for events which do not
require an exchange of goods and services between a company and other parties. He
adds that companies operating in a certain country are expected to be socially
responsible in that country. With regard to a developing country, this responsibility
requires a contribution to the society’s objectives and desires. Thus, financial
statements which are predicated on the standards of the IASB can be viewed as
deficient for determining the extent of the contribution made by a reporting company
to the social and economic development process in the country. Consequently, Wallace
(1993) emphasizes that the interests of government and society in developing countries

should be given greater attention than at present, in international standards on

corporate reporting.

CSR disclosure would provide flows of information to a more extensive set of
stakeholders in Libyan society and would comprise more than purely economic
activities of the business enterprises. It has the potential of providing new forms of
accounting disclosure in Libya that might reflect external principles (democracy, right
to information, equality and social justice, citizens’ liberty and rights and moral and
ethical values). In this context Ghartey, (1987) asserted that the purpose ot CSR
disclosure is to satisfy the public with the provision of information to ensure that their

rights, as individuals or groups, are reasonably protected and to allow them to file a

complaint if they feel that they are not satisfied.
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The need for CSR in less developed countries and newly industrialized countries is
particularly acute, given the presence of large numbers of developed country
multinationals operating in these countries (Gray et al., 1996). In Libya, foreign
companies increasingly open offices in the Libyan capital (Tripoli) (Knipe & Venditti.
2005). “The city 1s coming in from the cold and Libya, a country endowed with
Africa's largest reserves of oil, is about to make its mark on the regional and global
economy”’ (Knipe & Venditti, 2005:2). The emergence of translational corporations’

investments in Libya will, without doubt, entail both advantages and disadvantages.

The rising standards of living, the medical breakthroughs, the level ot healthcare,
rising gross national product and profit levels, technological advances are all key
positive images representing the advantages. On the other hand there are negative
images which represent the increasingly high price that has to be paid for those
advantages. These might include: catastrophic oil spills, destruction of the
environment, industrial conflict, major fraud and insider trading, stress-related 1llness
and exploitation (Gray ef al., 1996). CSR is a means of ensuring that these
multinationals are made responsible for their social and environmental impacts (Gray
et al., 1996).

They also emphasized the role that CSR reporting can play in reinforcing the
democratic structure and emphasizing the social, ethical and environmental aspects.
According to them:

» CSR can highlight distortion in the power distribution within society and the

way traditional financial accounting promulgates an undemocratic structure
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thereby dismissing social, ethical and environmental issues from

consideration.

»~ CSR presents new ways of accounting to improve the transparency of the

organization to overcome these limitations.

» (SR should use the development and discharge of accountability to enhance

a society’s democracy.

3.5 The Motivation to Disclose HR Information

The purpose of disclosing information about HR is to provide information concerning
the workforce and regarding the way in which employment resources are managed to
give an indication of effectiveness of management in this area of the companies’
activities. In 2001 Glautier & Underdown claimed that the aim of the employment

report 1s to give employees some information about the corporate environment in

which they are involved in.

The reporting about employees in general it can also be used by the management to
support goal equivalence by clarifying how the interests and efforts of employees
relate to their organizations, and to improve the communications and the employees’
understanding of the way in which the company is being managed in the interests of all
participants (Glautier & Underdown, 2001).

In some cases the discourse of this kind of information is requested by the law, for
example, the UK Companies Act 1985 requires, in Part 5 Employee Involvement

paragraph 11 (3), that where the average number employed over the financial year
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exceeds 250 ‘a statement describing the action that has been taken during the financial

year to introduce, maintain or develop arrangements aimed at:

(a) Providing employees with information on matters of concern to them as
employees,

(b) Consulting employees or their representatives on a regular basis so that the
views of employees can be taken into account in making decisions which are
likely to affect their interests,

(c) Encouraging the involvement of employees in the company’s performance
through an employee’s share scheme or by some other means,

(d) Achieving a common awareness on the part of all employees of the financial

and economic factors affecting the performance of the company.

In this context, Deegan, Rankin, & Tobin (2002) argue that a company would
disclose CSR information to comply with legal requirements, with community
expectation or with industry requirements. In addition, a conviction in accountability
or responsibility to report could be one motivation to disclose CSR information, for
example when the managers held the view that people have an absolute right to
information then that should be satisfied. The management might also voluntary
disclose this information to manage particular stakeholder groups or to win

particular reporting awards (Neu, Warsame, & Pedwell, 1998).
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3.6 The HR Disclosure Categories

By reviewing the accounting literature on HR discourse, it can be seen that the prior
studies breakdown HR related information into different categories. The tollowing

section will cover how prior researchers categorized HR information.

Many international trade union groups such as the International Confederation of Free
Irade Unions (ICFTU), World Confederation of Labour (WCL), European Trade
Union Confederation (ETUC), International Labour Organisation (ILO) and United
Nations (UN) have called for companies to disclose more detail about their employees.
The UN 1n 1979 document called for companies to report the following information
:Trade Union relations ; the number of employees , the average number of employees
at the end of the year ; the number of employees disaggregated ; hours worked; labour
turnover; absenteeism; accident rate; health and safety standards and training

programmes plus costs (Robetrts, 1991).

According to Gray ef al., (1995b) the impact of organizational activities on those who
compose the human resources of the organization 1s the primary focus of this area.
This can include matters such as employee numbers and remuneration, equal
opportunities, employee share ownership and employment of the disabled. It can also

cover disclosures on health and safety, employee consultation, training and trade union

information that might help the organisation to satisty existing requirements.
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As a result of the above taken from different statutes, organisations started to take
serious steps toward achieving mandatory disclosure with some giving further
information (voluntary disclosure) to emphasise some issues or to remove ambiguities
or to reflect management perceptions toward these issues. In this context. Subbarao &
Zeghal (1997) categorized HR information into five broad themes (information on
training; information related to the contribution of human resources to Increasing the
value of the company; diversity of the workforce as a responsible company:

information about relations with employees; compensation of executives and

employees).

Brown et al., (2005) used a HR disclosure index to observe the disclosure/non-
disclosure of HR information by analysing eight information categories based on
Williams® (1999) categories and adds some more themes on Subbarao & Zeghal
(1997) categories. These categories include health and safety; employment of
minorities or women; employee assistance/benefits; employee profiles; employee
morale and relations; Industrial relations and training initiatives. Vuontisja rvi, (2006)
used nearly the same categories with some amendment as follows (training and staft
development; pay and benefits; participation and staff involvement; values and
principles; employee’s health and well-being; measurement of policies; employment

policy; security in employment; equal opportunities and work-lite balance).

In the Libyan context, Mashat (2005) investigated CSR disclosure practices included

HR. His investigation, based on Gray’s categories, (employee data; pension
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commitment; consultation with employees: trade with South Africa; employment of
disabled people; value added statement: health and safety; shares employees and equal
opportunities) made some amendments to be suitable for the Libyan environment. He
argues that Gray’s study reference was made to a particular scheme relevant only to
the UK (e.g South Africa trade case). So he left out the categories for his study not
applicable or pertinent to the Libyan context. The categories he used were employee
data; pension data; consultation with employees; employment of disabled: value added

statement; health and safety; equal opportunities “racial and sexual equality™:

employees’ share ownership; employee other.

To allow fair comparison for the same environment, this research uses the same
categories to investigate HR disclosure practices in the Libyan oil sector, which

was excluded from Mashat’s (2005) study.

3.7 The Corporate Social Disclosure (Including HR) Theories

The main purpose of this theoretical framework 1s to explain CSR disclosure practices
and the reasons behind non-disclosure. In this context, Ullmann (1985) stated that the
absence of systematic theorizing of CSR disclosure was one of the principal reasons
for the lack of substantive, systematic conclusions about CSR and the diversity of
results in the previous literature. These theories seem “fuzzy™ in the sense that all of
them are logical and acceptable but none could be voted as the best theory to explain
CSR disclosure practice (Haniffa, 1998). This is due to the overlapping of these

theories, and the different emphasis of each study (Gray er al.. 1996; Hanitta, 1998

Milne & Chan. 1999).
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Gray et al., (1995b) attempted to summarise and group the theories into three broad
groups concerning organization-society information as follows:

» Decision-usefulness studies, (which then overlap with);

» Economic theory studies;

» Social and political theory studies.

However, Gray ef al., (1995b p6) concluded that «...... the more interesting and
insightful theoretical perspectives are those drawn from social and political theory
studies — most particularly: stakeholder theory; the legitimacy theory perspectives:;
and the perspectives that emerge from political economy”. They stated that the
literature has always used the distinction between these theoretical positions, but it
might attempt to clarify what is meant by “stakeholder”, “legitimacy” and
“political economy” theories when applied to social disclosure. Adler & Milne
(1997) agree, they state that CSR disclosure does not need to be driven solely by
the pursuit of economic self-interest; it can be due to pressure from different
stakeholders to undertake some form of CSR disclosure. These can include
employees, customers, suppliers, the local community or other pressure groups.
These studies can be further divided into either “middle of the road™ or *“radical™
studies (see Gray et al., 1987; and Tinker, Lehman, & Neimark, 1991). “Middle

of the road™ takes no particular political or philosophical view but is where “the

status quo is accepted (although variously interpreted) and explicit, and overt

ambition is to destroy capitalism nor refine, deregulate and/or liberate 1t" (Gray.
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Owen, & Maunders 1988:8). On the other hand radical studies suggest that society
reflects the basic organising principles and institutional structures within it. They
tend to view CSR disclosure as “a misleading irrelevance which is more likely to

strengthen the present power distribution than achieve any other aim™ (Gray et al.,

1988:8).

Gray et al., (1988; and 1996) stated that the vast majority of CSR disclosure

studies fall into the “middle of the road" perspective, where three key themes

appear:
) The purpose of CSR disclosure is to improve the organisation image and
reputation and hold the assumption that organisation behaviour is benign.
2) The purpose of CSR disclosure 1s to discharge an organisation’s
accountability under the assumption that a social contract exists between

the organisation and society, which demands the discharge of social

accountability.

3) CSR disclosure is an extension of traditional financial reporting and its aim

is to inform 1nvestors.

Therefore, Legitimacy Theory, Stakeholder Theory and Accountabillity Theory

have all been classified as “middle of the road”.

Notably. Gray et al., (1995a) argue that the social and political theory perspectives

are not in competition with each other. Furthermore, they state that these theories
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often overlap and merely provide different interpretations of CSR disclosure
practice. This would be in agreement with Deegan (1997: 71) who concludes all
theories are simplifications of reality”. Whatever differences may exist between
these theories, much of the research using these perspectives has concentrated

attention on the influence of “public pressure” on CSR disclosure practice (Neu ef

al., 1998).

Theretore, the following sections review the approaches which have been

postulated as most appropriate for social and environmental reporting including
HR reporting. The three theories (stakeholder theory, legitimacy theory, and

accountability theory) will be outlined and discussed.

3.7.1 Stakeholder Theory

Gray (1997) argued that a stakeholder 1s someone with rights to the accounts that the
organisation has in order to consider in his interests. In this context Freeman (1983:
38) defines stakeholders as “groups or individuals who can aftect and are affected by
the achievement of an organization’s mission.” Stakeholders can then include
shareholders, employees, customers, creditors, suppliers, public interest groups and
government bodies (Roberts, 1992). Furthermore, Gray et al.. (1996) argued that

stakeholders may even become more comprehensive as they may also cover future

generations and non-human life (Gray ef al., 1996).
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Swift, Owen, & Humphrey (2001) Investigated the perceptions of stakeholders in 39
UK-based CSR aware organisations. They found a great variety of perceptions of
stakeholders. The largest group (47 per cent) saw them as ‘those who influence or are
influenced by the organisation’. For example, children who had no direct link with the
business forced the US food manufacturer ‘Sunkist’ to change the way it caught tuna,
after a film showed how many dolphins were killed by traditional methods. To others
(29 per cent), stakeholders are seen as the people who affect or are affected by the
achievements of the organisations — for example, customers of supermarkets. who
influenced many shops’ policies on genetically modified foods. The remainder (24 per
cent) saw stakeholders as people, for whom the organisation exists, suggesting

relationships characterised by partnerships and alliances.

Freeman (1983) addressed the important question of why those groups who can
influence the organization should be stakeholders. Strategic management literature
suggests a direction for the organisation. Effective stakeholders who can influence that
direction are to be considered in the strategic management process. However, it 1s not
easy to answer the question of why those groups who are influenced by the business
organisation are stakeholders too. This is becomes previously non-eftective groups or
individuals are able to influence the actions of the organisation today. Hence,
organisations have become more sensitive to these newcomers who can make a change

to the organisational direction, and they are also able to turn new “external changes”

into internal changes. Effective strategic managers must deal with those groups that
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can influence them; at the same time, to be effective in the long run, managers must

deal with those groups and individuals which they can influence.

Gray et al., (1995a) noticed that stakeholder theory was typically involving a view of
the world from the perspective of the management of an organisation who are
primarily concerned with “developing and evaluating the approval of corporate
strategic decisions by groups whose support is required for the corporation to continue
to exist” (Roberts, 1992: 597). Stakeholder theory, thus, “is concerned typically with
how the organisation manages its stakeholders” (Gray, Dey, Owen, Evans, & Zadek,

1997: 333).

Based on this perspective, CSR disclosure can be seen as part of the dialogue between
a business organization and its stakeholders (Gray ef al., 1995a) with management

using CSR as a medium for engaging in this management of stakeholders in order to
gain their support and approval (Adler & Milne, 1997). In this context, Swift ef al..

(2001: 17) also state that “the issue comes down to how the organisation views and
treats its stakeholders - as the need to keep employees, customers and investors on

board increases, corporate social reporting is one way of engaging with them.”

According to Ullmann (1985) CSR models developed in previous research are not

clearly specified because the relationship of the company’s strategy to the social

responsibility decision has not been included in the empirical tests. Ullmann (1985)

uses stakeholder theory as the basis for a framework developed from the strategic
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management view presented by Freeman (1984). The framework suggests a way to
explain why corporations engage in social performance and social disclosure. Ullmann
(1985) suggests three models; stakeholder power, the company’s strategic posture and
the company’s past and current economic performance. The stakeholder power 1s
presented as the first dimension of the model, describing how a company will be
responsive to the power of stakeholder requests. According to Ullmann (1985) the
power of a stakeholder to affect corporate management is seen as a function of the
stakeholder’s degree of control over resources required by the company. In other
words, stakeholders get their power from being able to control the resources required
by the company with the aim of operating from the resource dependence perspective.
The more critical stakeholder resources are for the continued viability and success of
the company, the greater the expectation that stakeholder needs will be addressed.
Theretfore, if social responsibility actions are perceived as an effective management
strategy for dealing with stakeholders, a positive relationship between stakeholder

power and social performance and social disclosure 1s expected (Roberts, 1992).

The second dimension of the model 1s the company’s strategic posture toward
corporate social responsibility actions. This dimension describes the mode of response
of a company’s key decision makers (i.e. management) regarding social requests. This
strategic attitude as showed by Ullmann (1985), might be active or passive. A
company whose key decision makers (executive managers) challenge to atfect their
organization’s relationship with key stakeholders through social responsibility

activities possess an active attitude. Whereas, a passive attitude suggests that
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businesses are neither involved in continuous monitoring activities nor deliberately
search for an optimal stakeholder strategy; that is, a company whose key decision
makers (executive managers) are not continuously monitoring its position with
stakeholders and not developing specific programs to address stakeholder effects is
perceived as possessing a passive strategic attitude. Therefore, the more active the
strategic attitude the greater the expected social responsibility actions and disclosures.

This strategic attitude dimension is also portrayed by Bowman & Haire (1976) as short

or long term strategic planning.

The third dimension of Ullmann’s model is concerned with the company’s past and
current economic performance. This dimension is important in two respects. Firstly
economic performance 1s supposed to take priority over social demands; secondly it is
emphasized that good economic performance i1s necessary to finance costly social
responsibility programs. Thus, given certain levels of stakeholder power and strategic
posture, the better the economic performance of a company, the greater its social

responsibility activity and disclosures (Roberts, 1992).

Donaldson & Preston (1995) differentiate between three different directions of using
the stakeholder approach. Firstly, they argue that this approach is descriptive when it is
employed simply to portray and to explain specific corporate characteristics and
behaviours. Therefore, “it describes the corporation as a constellation of cooperative
and competitive interests possessing intrinsic value”, (p. 66). This model may be tested

for its descriptive accuracy, and compared and contrasted with other descriptive
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models. Second, stakeholder theory is also instrumental in that it makes a connection
between stakeholder approaches and commonly desired objectives such as profitability
or stability or growth. This use of stakeholder theory implies that “adherence to
stakeholder principles and practices achieves conventional corporate performance
objectives as well or better than rival approaches” (p. 71). This is not to say that the
stakeholder firm necessarily has such traditional objectives, but that a stakeholder firm
would achieve, almost as a by-product, what a profit-maximising firm would set out to
achieve as an objective. Third, Donaldson and Preston (1995) maintain that the
stakeholder theory of the firm can be employed not merely descriptively and
instrumentally but also normatively. This involves accepting that “the interests of all
stakeholders are of intrinsic value. That is, each group of stakeholders merits
consideration for its own sake and not merely because of its ability to further the

Interests of some other group, such as shareowners” (p. 67).

Roberts (1992) has employed stakeholder theory in his study to empirically test a
stakeholder analysis of the determinants of corporate social responsibility disclosure.
He found some evidence to support the stakeholder approach to analyzing corporate
social decisions. The findings were in agreement with the framework presented by
Ullmann (1985). It also supported Smith et al., (2005) findings which found that
companies from countries with stronger emphasis on social issues had a stakeholder
orientation which provided more information and higher levels of quality of CSR 1n

their annual reports than companies from countries with weaker emphasis on social

ISsues.
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However, according to Gray et al., (1997), information disclosed to the stakeholders
might be presumed more properly by the company to be an element of a legitimacy
and /or social construction process. They also argue that stakeholder theory is fairly
silent on how the business does — if at all — monitor and react to the needs of the
stakeholders. It will do that, broadly speaking, when it is in the company's
conventional interests (e.g. profit-maximizing) to do so. Thus “a social account based
on the stakeholder perspective has social value if we assume the beneficence of the
organization and further assume that the stakeholders’ needs can be subsumed morally
with those of the organization...if we assume this, then “market forces™ will generally
produce the sort of voluntary social and environmental disclosure we currently see”
(Gray et al., 1997: 333). Key (1999) argues that while stakeholder theory has received
significant attention, no specific theory logic has been identified which explains the

relationships between stakeholders and the organization.

The above discussion therefore leads to the conclusion that the stakeholder theory 1s
based on the relative power of the stakeholders involved and the existing economic
condition. This therefore might dismiss the rights of the other stakeholders, who may
be perceived as less important and the organization’s responsibility to present this kind
of reporting. It is the key decision makers’ choice to choose and /or decide what kind
of information is to be disclosed and when. Though, in spite of these serious
limitations Gray e al., (1997:333) conceded that stakeholder theory 1s useful in that “1t
defines the influencing/influenced groups for us and explicitly defines what

accountability the organization itself is willing to recognize and discharge .
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However, Hofstede, (1983) and Ali, (1996) state that using these theories which
originated in a political, economic and cultural setting to explain disclosure practices
In a different political and economic setting is questionable. For example, Libya has
political and economic systems which are not found in other countries even in other
Arab or developing countries. They are based on the "Third Universal Theory™ of the
Green Book. The Libyan economy is neither a bourgeois political economy nor a
classical political economy. In such a system, the private sector is quite small and has

little power when compared with the large publicly owned sector on which Libyan

companies depend.

The society (via central authorities) often guarantees loans and support for publicly
owned companies (Lind, 1990). Thus, central authorities such as the Secretariat of

Economy (SE), the Planning Board (PB), the Institute of Public Control (IPC), General
Environmental Authority (GEA), and Industrial Production Administration (IPA) are
the main users of accounting reports in Libya (Bakar, 1997). There are no other

Interest groups with a conflict in objectives as in the liberal market.

In Libya, the central authorities share one objective, namely the welfare of society
(GPC, Law no 1 of 2000). Thus, management of companies in Libya seem not to be
using CSR disclosure to manage or to improve the relationship with them, rather than
achieving the interests of society. In Libya, the central authorities and companies are

joined with a reciprocal and complementary relationship to achieve society's welfare.
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This supports Gray et al., (1997) who argued that stakeholder theory is flawed because
stakeholder theory focuses on the way the corporation manages its stakeholders.

Theretore, this brings the discussion to another theory which may be used to explain

CSR disclosure, which is legitimacy theory.

3.7.2 Legitimacy Theory

Tilt (1994) states that the legitimacy theory has come to stress how corporate
management will respond to community expectation. Legitimacy theory is based on
the 1dea of a social contract that every organisation operates in a society through an
expressed or implied social contract. Therefore, the organisation will only survive if it
meets society’s expectations and dispenses political, social and economic benefits
(Shocker & Sethi 1974, cited in Mashat, 2005). Friedman & Miles (2001:533) claim
that legitimacy theory assumes that an organisation has a contract with society to be
socially responsible and to care about the welfare of society. Similarly , Guthrie &
Parker (1989), argued that legitimacy theory is based on the conception that an
organisation operates in society via a social contract where it agrees to achieve
different socially desired actions in return for approval of its objectives. However, if
the organisation does not seemingly work within society’s bounds of behaviour, then
society may put an end to the organisation’s rights to operate (Deegan & Rankin
1996). When an organisation faces a risk to its legitimacy, it should use one of four
legitimating schemes (Lindblom, 1994): firstly. reporting to stakeholders about the

intentions: secondly, changing stakeholders’ views of an issue; thirdly, distracting
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attention away from a bad event; finally, changing external expectations about an

organisation’s performance.

Staden (2003) asserts that because CSR information is reported for strategic purposes,
rather than to reveal accountability, this view of stakeholder perspective could be
considered as overlapping legitimacy theory, which is drawn from the concept of
organizational legitimacy (O’Donovan, 2002). In this context Dowling & Pfeffer,
(1975:122) defined 1t as: ... a condition or status which exists when an entity’s value
system 1s congruent with the value system of the larger social system ot which the
entity is a part. When a disparity, actual or potential, exists between the two value

systems, there is a threat to the entity’s legitimacy”.

According to Patten (1992; 1991) legitimacy theory is founded on the notion of a
“social contract”. This idea is well explained by Shocker & Sethi (1974: 67) who state
that: “Any social institution — and business is no exception — operates in society via a
social contract, expressed, whereby its survival and growth are based on the delivery
of some socially desirable ends to society in general, and the distribution of economic,
social, or political benefits to groups from which it derives its power. In a dynamic
society, neither the sources of institutional power nor the needs for its services are
permanent. Therefore, an institution must constantly meet the twin test of legitimacy
and relevance by demonstrating that society requires its services and that the groups
benefiting from its rewards have society’s approval.” A company’s survival therefore

is dependent on the extent that the company operates “within the bounds and norms of
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the society” (Brown & Deegan, 1998: 22). However, as the societal bounds and norms
may change over time, the organisation continuously has to demonstrate that its

actions are legitimate and that it behaved as a good corporate citizen, usually by

engaging in CSR.

Gray et al., (1995a) (see also Guthrie & Parker, 1989; Lehman, 1992) maintain that
how a firm operates and reports will be affected by the social values of the community
in which 1t exists. In the last few years, economic performance was considered by
many authors to be the best measure of a business’s legitimacy (Abbott & Monsen,
1979; Patten, 1992 & 1991). Nevertheless, society no longer confines its expectations
of business to profit making (i.e. profit maximization) and providing goods and
services (Heard & Bolce, 1981). It also waits for companies to “make outlays to repair
or prevent damage to the physical environment, to ensure health and safety of
consumers, employees, and those who reside 1in the communities where products are

manufactured and wastes are dumped” (Tinker & Niemark,1987: 84).

Legitimacy theory assumes that the organisation must appear to consider the rights of
the public at large, not only those of its investors. If the organisation does not appear to
run within the bounds of that behaviour which is regarded as appropriate by society.

then society may act to remove the organisation’s rights to continue operations.

Accordingly, companies with a poor social and environmental performance record

may find it difficult to obtain the necessary resources and support to continue
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operations within a community which values a clean environment. That 1S, society may
cancel their “social contract” unless the organization undertakes particular strategies,

such as presenting information to counter or offset the negative news which may be

publicly available (Deegan & Rankin, 1997).

According to Waddok & Boyle (1995, cited in Jenkins, 2004) legitimacy theory is
based on the perception that the business organisation will use strategies, including
disclosure, that prove to the community in which it operates, that it is attempting to

fultil their expectations. Hence, within legitimacy theory, the organization needs to
report enough CSR information for society to weigh if it is a good citizen, so a and to
defend its continued existence (Guthrie & Parker, 1989). Also Kokubu, Tomimasu, &
Yamagami (1994), state that legitimacy theory explains why the organisation should
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