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Abstract: Aim — The consideration of Corporate Environmental Responsibil-
ity (CER) has been in existence for more than a decade now, rising to promi-
nence as a result of the upsurge in Environmental Auditing (EA). Despite the
many international claims that auditors are positioned to play a pivotal role
in the design and conduct of EA, no previous study has been undertaken in
the Libyan context.

Purpose — This study thus seeks to gain insights into the preparedness of Libyan
financial auditors to handle EA within the conventional auditing framework.
Design/methodology/approach — This study comprises an exploration of the
views and experience of 93 practitioners in the 27 largest auditing offices
in Tripoli. The questionnaire chosen for this study was pre-tested by nine
members of staff in accounting departments at Libyan universities, and eleven
practitioners. The final Arabic copies of the questionnaire were distributed
in the final survey. The number of questionnaires distributed was 93. The
response rate was 87.1 per cent (usable questionnaires: 81).

Findings — The results of this study are reflective of contemporary internation-
al studies, suggesting that although the Libyan financial auditors recognised
the influence of environmental issues on the different stages of auditing, they

are conspicuously absent from EA. This can be attributed to (1) their lack of
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competence in such areas; (2) a lack of professional standards and guidance;
(3) a lack of research in this area; (4) EA not being required by law; (5)
limited public demand for environmental reports; and (6) the low level of
environmental disclosure by Libyan companies.

Originality/value — It is envisaged that this initial study will add to the limited
literature on EA in developing countries and provide a useful framework for

further studies, especially those in the Arabic region.

Keywords: Corporate environmental responsibility, Environmental audit-

ing, Libyan financial auditors, Environmental disclosure.
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INTRODUCTION

To reduce the confusion surrounding the terminology used in the
literature, the term Environmental Auditing (EA) as applied by the
[SO 14010 Guidelines for Environmental Auditing: General Principles
(ISO 14010, Para. 3.9) is chosen for the purpose of this paper. [t refers
to EA as a “systematic, documented verification process of objectively
obtaining and evaluating audit evidence to determine whether specified
environmental activities, events, conditions, management systems
or information about these matters conform with audit criteria, and
communicating the results of this process to the client”. The auditing
profession has argued that financial auditors are qualified to play a
significant role in the provision of environmental audit services. Such
relevance is based on auditors’ expertise in audit procedures, processes
and techniques that can be applied to many types of assessment,
including EA (Lightbody, 2000). Thus, the central theme of this paper
is the potential role of Libyan financial auditors in handling EA within
the conventional auditing framework. On the basis of this discussion,
this paper proceeds as follows. The next section identifies and reviews
the literature review and develops hypotheses; the third section deals
with the research method and sample: the fourth section discusses
the findings. The conclusions of this research are summarised in the
final section.

LITERATURE REVIEW AND DEVELOPMENT OF HYPOTHESES

In recent years the environment crisis has become a global issue. Nowadays,
there is a growing pressure for businesses to consider the environmental
effects of their operations. As a result, environmental accounting and then
environmental auditing have been emerging as an important dimension
of corporate accountability. The Institute of Chartered Accountants
in England and Wales (ICAEW, 1992, p. 3) pointed out that “where
environmental factors will impact on a company’s policy and activities
and will impose costs on the company, or affect its asset values or liabilities,
actual or contingent, the financial consequences need to be accounted
for or reported in accordance with existing accounting requirements”.
Later on, ICAEW (2000, p. 1) indicated that “the importance of the
environmental is increasingly recognised. Environmental issues often
have implications for business and cannot be ignored by auditors. Auditors
need a general awareness of the risk that environmental issues may have
an impact on financial statements”.



Attempts to establish the relevance of accountants’ knowledge and
skills to the practice of EA are widespread in the accounting literature
(Akers and Klos, 1995; Bebbington et al., 1994; Deegan et al., 1996;
CICA, 1992; Collison, 1996; Collison et al., 1996; Collison and Gray,
1997; Wang et al., 1997; Wycherley, 1997; Dixon et al., 2004; FEE, 1995;
ICAEW, 1992, 2000; Lightbody, 2000; Lodhia, 2003; Moor and Beelde,
2005; Wilmshurst and Forst, 1998). For example, Wilmshurst and Forst
(1998, p. 22) stated that: “while accountants may not have the range
of skills necessary to conduct an environmental audit, they are well
positioned to play a pivotal role as part of the audit team. The accountant
is able to provide input with regard to verification of financial data, cost-
benefit analysis, compliance status and the design and implementation
of EMS to capture and utilise the required environmental information”.
However, the evidence from the literature indicates that financial
auditors’ participation in the area of EA is limited by some obstacles.
Dixon et al. (2004) suggested that these obstacles have two aspects.
The first is related to auditors and the auditing profession including: (1)
accounting education, (2) the ethical and social aspects in accounting
education, (3) research in the accounting and auditing profession, (4)
the experience, skills and training of financial auditors, (5) professional
guidance for environmental matters and (6) auditors’ attitudes towards
performing environmental audits. The second factor is related to lack of
demand for environmental reporting from companies.

However, most of these prior studies focused on the developed and
newly industrial countries. There is a considerable lack of literature on
EA in Arabic countries, especially those that seek the views of statutory
financial auditors on this phenomenon. The researchers have, therefore,
taken the initiative to examine the extent to which statutory financial
auditors are involved in encouraging environmental responsibility
and the auditing of their clients in Libya as an Arabic and developing
country, and to bridge this gap in the EA literature. Libya, a country of
5.7 million people (2006 census), bounded by the Mediterranean Sea to
the north, Egypt and the Sudan to the east, Chad and Niger to the south
and Algeria and Tunisia to the west and covering an area of 1.8 million
square kilometers, including a large portion of the northern Sahara
desert, became an independent state in 1951, after successive periods of
Ottoman and Italian imperial rule and seven years of government under
a UN mandate, becoming a Republic in 1969. Libya witnessed a new
revolution on the 17™ of February 2011, which ended the Qaddafi regime,
and started a new free country. In addition to being a major oil exporter,
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(for more details, see Ahmad and Handley-Schachler, 2008).

Corporate environmental disclosure and auditing in Libya have
been given, as mentioned earlier, little attention in the literature. For
example, Ahmad (2004), by studying the period of 1998-2001, found
that there is no evidence of corporate environmental disclosure in terms
of either its quantity or its quality in Libya, especially if the health and
safety category is excluded. Later, Ahmad and Mousa (2010) found
that corporate environmental disclosure in Libya, in terms of both its
quantity and its quality has been developed over the period from 2001 to
2007. As such, the following main hypothesis was suggested:

H1. Statutory financial auditors in Libya are familiar with the requirements
of environmental auditing.

However, to be tested this main hypothesis was divided into three sub-
hypotheses, namely:

H1.1. Statutory financial auditors in Libya are familiar with the requirements
of the planning of environmental auditing.

H1.2. Statutory financial auditors in Libya are familiar with the requirements
of the implementation of the environmental auditing of economic unit activities.

H1.3. Statutory financial auditors in Libya are familiar with the requirements
of reporting the results of environmental auditing.

RESEARCH METHOD AND SAMPLE

In general, case studies are the preferred strategy when the researcher
has little control over events, and when the focus is on a contemporary
phenomenon within some real-life context (Yin, 2003). This study
comprises an exploration of the views and experience of 93 practitioners
in the 27 largest auditing offices in Tripoli regarding their reorganizational
response to the requirements of EA. A questionnaire was chosen for
this study. In order to test the previously mentioned hypotheses the
questionnaire comprised four sections which sought information and
views on: (1) the background of the respondent; (2) the requirements
of the planning of environmental auditing; (3) the requirements of the
implementation of environmental auditing; and (4) the requirements
of reporting the results of environmental auditing. The questionnaire
was pre-tested by nine members of staff in accounting departments at



Libyan universities and eleven practitioners. The final Arabic copies of
the questionnaire were distributed in the final survey. The number of
questionnaires distributed was 93. The response rate was 87.1 per cent
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RESEARCH FINDINGS
Background information of respondents 38
Table 1 indicates that 49 (60.5 per cent) of respondents had professional
experience exceeding five years. Furthermore, the non-preparedness
of auditors in handling environmental issues was noted by this survey,
since Table 2 indicates that the majority of the participants (66.7 per
cent) were not subjected to any training courses or programmes to
improve their knowledge of environmental auditing. Based on these
results and in accordance with the literature (Bebbington et al, 1994;
Derwent, 1989; Dixon et al., 2004; Haniffa and Cooke, 2002; Hambrick
Years of Experience Number of Participants %
Less than 5 years 32 39.51
5-10 years 12 14.81
11-15 years 8 9.88
Table I.
More than 15 years 29 35.8 Professional
Total 31 100 experience of
participants
Number of training Number of Participants %
programmes in EA
None 54 66.67
One programme 16 19.75
Ti .1 .
WO programmes > 6.7 Table 2. Training
Three programmes 6 7.41 programmes in
Total 81 100 environmental

auditing
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auditors in Libya are ill-equipped in handling environmental auditing.
This is not to say that they are incapable of change, but that they are
ill-prepared through their training and education to reflect upon and
respond to challenges that lie outside their existing knowledge. This was
supported by this survey itself, in which the majority of them recognise
the requirements of EA.

HYPOTHESIS TESTING

This part of the study is concerned with analyzing the data collected from
subjects as to statutory financial auditors’ awareness of the requirements
to audit activities of economic units using statistical methods to test
hypotheses.

REQUIREMENTS OF ENVIRONMENTAL AUDIT PROCESS PLANNING

Respondents’ answers to the questions relating to the hypothesis
“Statutory financial auditors in Libya are familiar with the requirements
of the planning of environmental auditing” were analyzed using the
following statistical methods:

- Frequency distribution and mean
- Single Sample Wilcoxon Signed Rank Test

First: frequency distribution and mean. Table 3 shows frequency
distribution, percentages and mean of respondents on “How familiar
are statutory financial auditors with the requirements for planning
an environmental audit process”. The mean was used to arrange
requirements based on their familiarity for subjects of study. They were
as follows:

Requirements 1, 7, 2, 6, 8 and 4 were ranked in that order from first

to sixth with averages 4.35, 4.25, 4.20, 4.12, 4.04 and 4.00 respectively.
Requirements 3 and 5 were ranked equal seventh with the mean 3.91.

As all of the above-mentioned means are above the minimum degree
of agreement (3.5), it can be concluded that the subjects of the study
generally agree that such requirements should be met in planning an
environmental audit operation.
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Second: single sample Wilcoxon Signed Rank test. In addition to
the use of frequency distribution and means to identify how aware the
subjects of the study are of the requirements of environmental audit
planning, a Wilcoxon test was also used for the same purpose of testing
the hypothesis: “The median of respondents’ degree of agreement is
>3.5 for the requirements of environmental audit planning”; against the
alternative hypothesis: “The median of respondents’ degree of agreement
is <3.5 for the requirements of environmental audit planning”.

Results shown in Table 4 indicate that the calculated P-value
opposite phrases related to “how aware the subjects of the study are of
the requirements of environmental audit planning” is greater than the
alpha P-value. This means that the hypothesis is accepted and that the
median degree of agreement is >3.5 for all phrases. This also confirms
the results reached by using frequency distribution and likely mean
indicating respondents’ awareness of all requirements of environmental
audit operation planning.

From the analysis of the first hypothesis, the researchers conclude that
statutory financial auditors in Libya are familiar with the requirements
of planning environmental audit processes, with a general agreement
among the subjects of the study in the audit offices surveyed on the
necessity of meeting all the above-mentioned requirements for better
environmental audit performance, particularly scientific efficiencies and
practical experiences in the fields of accountancy and audit. Accordingly,
the first hypothesis of the study stating that “statutory financial auditors
in Libya are familiar with the requirements of planning of environmental
auditing” is accepted.

REQUIREMENTS OF IMPLEMENTATION OF
ENVIRONMENTAL AUDIT PROCESS

Respondents’ answers to the questions relating to the hypothesis stating
that “statutory financial auditors in Libya are familiar with the requirements
for the implementation of environmental auditing of economic unit
activities” were analyzed using the same statistical methods used with the
first hypothesis of the study. The test results are as follows:

First: frequency distribution and likely mean. Table 5 shows
frequency distribution, percentages and likely mean of responses to
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questions on “how familiar external auditors are with the requirements
for the implementation of environmental auditing of economic unit
activities”. Likely mean was used to arrange requirements based on their
familiarity for the subjects of the study. Requirement 7 comes first, with
a mean of 4.23; Requirements 4 and 6 come equal second with the same

mean (4.09); Requirements 2, 1, 3 and 5 take the fourth, fifth, sixth and issues
seventh places, with averages of 4.00, 3.99, 3.83 and 3.70 respectively. 44
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As all of the above-mentioned means are above the minimum degree
of agreement (3.5), it can be concluded that the subjects of the study
generally agree that such requirements should be met to implement the
environmental audit operation.

Second: single sample Wilcoxon Signed Rank test. In addition to
the use of frequency distribution and likely mean to identify how aware
the subjects of the study are of the requirements of environmental
audit planning, a Wilcoxon test was also used for the same purpose to
test the hypothesis: “The median of respondents’ degree of agreement
is >3.5 for the requirements of environmental audit implementation”
against the alternative hypothesis: “The median of respondents’ degree
of agreement is <3.5 for the requirements of environmental audit
implementation”.

Results shown in Table 6 indicate that the calculated P-value
for phrases related to “how aware the subjects of the study are of the
requirements of environmental audit implementation” is greater than
the alpha P-value. This leads to the acceptance of the hypothesis that the
median of the degree of agreement is >3.5 for all phrases. This confirms
the result reached by using frequency distribution and likely mean,
indicating respondents’ awareness of all requirements of environmental
audit operation implementation.

From the analysis of the second hypothesis, the researchers conclude
that “statutory financial auditors in Libya are familiar with the requirements
of the implementation of environmental auditing of economic unit
activities”, a general agreement among the subjects of the study on the
necessity of meeting all of the above-mentioned requirements to implement
environmental audit operations. Accordingly, the second hypothesis of
study stating that “statutory financial auditors in Libya are familiar with
the requirements of the implementation of the environmental auditing of
economic unit activities” is accepted.
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REQUIREMENTS FOR DISCLOSURE IN
ENVIRONMENTAL AUDIT REPORTS

Respondents’ answers to the questions relating to the hypothesis
stating that “statutory financial auditors in Libya are familiar with the
requirements of reporting the results of environmental auditing” were
analyzed with the same statistical methods used with the first and second
hypotheses of the study. The test results are as follows:

First: frequency distribution and likely mean. Table 7 shows
frequency distribution, percentages and likely mean of responses on “how
familiar external auditors are with the requirements for disclosure in the
environmental audit report”. Likely mean was used to arrange requirements
based on their familiarity for the subjects of the study. Requirements 2
and 10 come first and second with means of 4.84 and 4.19 respectively,
Requirements 1 and 7 are ranked equal third with the same mean (4.12),
while Requirements 4, 8,9, 11, 5, 3 and 6 come fourth, fifth, sixth, seventh,
eighth, ninth and tenth respectively, with means of 4.04, 4.01, 4.00, 3.99,
3.91, 3.80 and 3.77 respectively. As all of the above-mentioned means
are above the minimum degree of agreement (3.5), it can be concluded
that the subjects of the study are generally aware of these requirements for
disclosure in the environmental audit report.

Second: single sample Wilcoxon Signed Rank test. In addition to
the use of frequency distribution and likely mean to identify how aware
subjects of study are of the requirements to be disclosed in environmental
audit report, a Wilcoxon test was also used for the same purpose to test the
hypothesis that “the median of respondents’ degree of agreement is >3.5 for
the requirements of environmental audit disclosure” against the alternative
hypothesis that “the median of respondents’ degree of agreement is <3.5
for the requirements of environmental audit disclosure”. The results shown
in Table 8 indicate that the calculated P-value for phrases related to “how
aware the subjects of the study are of the requirements for disclosure in
the environmental audit report” is greater than the alpha P-value. This
leads to the acceptance of the hypothesis that the median of the degree of
agreement is >3.5 for all phrases. This confirms the result reached by using
frequency distribution and likely mean, indicating respondents’ awareness
of all requirements for disclosure in the EA report.

From the analysis of the third hypothesis, the researchers conclude that
statutory financial auditors in Libya are familiar with the requirements for

The response of
statutory financial
auditors in Libya
to environmental
issues

46




01

66'¢

61y

16'¢

Yo't

08¢

sty
ay

et

Y6y

9¥¢

0

Get

oy

¥'8C

€8¢

LT

or

(44

87

143

61

13

143

4

8t
Ie

Lov

¥'87

09°0$

Loy

0o'Le

Go¢

¥'87

6°0¢

Go¢

33

€T

33

0¢

[49

€T

9t

67

Y4
[43

€Ll

9¢l

LI

€Ll

¢l

¥'8T

(4

SYI

L'y

98

¢8Il

¥1

11

4!

¥1

01

x4

81

4!

0t

S1

98

98

(%4

9

¥l

¥l

98

66

66

1

Gt

1

1

[

N4

[

1l

[

h@—uho

UeBI]N

%

ON

%

ON

%

ON

%

ON

%

ON

SITUN DIWOU0D9 JO SINTANIR
03 PRI SANSSI [BIUSWUOIIAUD 9JBN[BAD 03 MOF] '] ]
U01399301d [RIUSWUOIIAUD UT FUN[NSII
sowwe1go1d pue SOLIATIOR [BIUSWUOIIAUD
INO A1IBD 01 ITUN DTWOUOII ST IV MO 0]
souewioyad 119y 10§ Aypiqisuodsar
JO sywI] SIY pue 1031pNe [BIUSWUOIAUD Aq
pawiojiad $991419s Jo sanzadoid pue ainjeN ‘6
$90UIPIAD Jooid d]qelns Suipiaoid 10§ uo puadap 03
WDISAS UOLIBWLIOJUT [EIUSWUOIIAUD SI 9[(R[IBAR MOF] 'Q

JIPNE [BIUSWUOIIAUS JO S9AIDS((O UIeIIe 03 SUnSIsse
W9ISAS FUNUNODDE [EIUSWUOIIAUS ST J[(B[IBAB MOL] */
$s9001d uonEN[EAS puE UOKdAdsUI 03 PaTR[ns
swergoid pue SONIATIOR ‘SP[AY [EIUSWUOIAUS g
J1UN DTWOU093 JO 110da1 puE s1usweIs
[EIUSWUOIIAUS UL 3INSO[ISIP JO ADUIDYNG *C
SUOLBSI[QO [BIUWUONAUD Suruiojdd
01 SB 91NI1ON1IS [01IUOD [BUIAUL JO ADUSYY “§

JUSWUOIAUD
33 01 paje[a1 SANIANOE pue sowwrersord
[euone1ado 9A1199]J9 puR TUSIDYJD MO “¢

wﬁo_um—mﬂMUﬁ pue sme| [ejuamruoliAue
Ut sjiun dS1uouod9 Jo OUCNJQEOU T

J1UN DTWOU093 Jo Ad1]0d [RIUSWIUOIIAUY ]

310d01 JIpNE [EIUIWUOIIAUD
Ul paso[asIp 3q 03 syuswambax pasodoiy

World Sustainable
Development

Outlook 2012

47

Frequency
distribution and
likely mean of
agreement degree
of study subjects
on Libyan Statutory
financial auditors’
awareness of the
requirements

to disclosed
environmental audi

Table 7.
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among the subjects of the study on the necessity of disclosing all the above-
mentioned matters in the environmental audit report. Accordingly, the
third hypothesis of study, stating that “statutory financial auditors in Libya
are familiar with the requirements of reporting the results of environmental
auditing” is accepted. Finally, in view of the findings that statutory financial
auditors in Libya recognize the most important requirements for planning,
implementing and reporting an environmental audit, the main hypothesis
stating that “statutory financial auditors in Libya are familiar with the
requirements of environmental auditing” is accepted.

CONCLUSION

This paper aims to examine the extent to which statutory financial
auditors are involved in encouraging the environmental responsibility and
auditing of their clients in Libya as an Arabic and developing country,
and to bridge this gap in the EA literature. The results indicate that the
most important requirements for planning, implementation and reporting
of environmental audit operations have been understood by the statutory
financial auditors in Libya. However, these results reflect contemporary
international studies, suggesting that although the Libyan financial
auditors recognised the influence of environmental issues on the different
stages of auditing, they are conspicuously absent from EA as (Al-Mabrook,
2007; Dra, 2010) found in their studies. This can be attributed to (1) their
lack of competence in such areas; (2) lack of professional standards and
guidance; (3) lack of research in this area; (4) EA not being required by
law; (5) limited public demand for environmental reports; and (6) the low
level of environmental disclosure by Libyan companies.
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