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Abstract

The audit profession is a social function, which provides services to associated parties
based on confidence between auditors and users of financial reports. Despite the
importance of the audit profession, currently it faces litigational problems with
increased criticism of the performance of its role and function, and its inability to meet
the expectations of society. This has resulted in auditors being subjected to excessive
liabilities (Zhang 2007). One of the main reasons for this criticism and this critical
problem is what is termed the “Audit Expectation Gap” (AEG). This refers to the
difference between levels of expected performance as understood by the auditor, and as
perceived by users of the financial statements (Sidani and Olayan 2007). This problem
has decreased the reputation of and the public’s trust in the auditing profession, and
affects the profitability and the ability of the auditing profession to provide the best
possible service. As a result of this “expectation gap”, various studies have been
conducted, to examine the occurrence of the expectation gap in several countries;
however the extent of such a gap has not been investigated in many developing Arab
Muslim countries, including Libya. Therefore, this study attempts to expand on the
existing literature, by assessing the attitudes and perceptions of auditors and users of
financial reports in the Libyan context, thereby uncovering the possible existence and

the nature of such a gap in the Libyan environment.

Most of the previous studies of the audit expectation gap (AEG) were conducted in

developed countries using a quantitative approach; there are however numerous such

studies using the quantitative methodology. This study, conversely, employs qualitative
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data collected through fieldwork based on interviews with the appropriate groups. The
study also involves analysing samples of Libyan audit reports and other relevant official
documents (regulations and laws related to the accounting profession). In order to
understand the relationship between the different factors of this research problem, this
study adopted the interpretative ethnographic methodology within the accountability
framework. Libya has a unique culture which includes many different regulations in
religious, legal, and economic situations. Libya, as Arab Muslim developing country was
chosen as an environment for the study, in order to examine the viability of the
framework. The aim of this study is to investigate the existence, nature and range of the
AEG in Libya and attempt to provide conclusive suggestions that are able to conform

and effectively work within the Libyan environment.

By examining the perception of the relevant professionals (Libyan auditors,
shareholders, academics, internal auditors, private investors, bankers, tax officers,
managers and other interested groups), an AEG can be found. By inspecting and
checking Libyan audit reports, it can be noted that there are various audit report forms,
however most of these forms are dissimilar to the actual forms recommended by

professional standards.

Although the Libyan profession body had been established in 1973 (Alhsadi 2007), there
is a deficiency in Libyan legislation that relates to the organisation of the accounting
profession. The audit firms in Libya are currently not in full accordance with the
professional standards and regulation present in Libya, due in large to weaknesses, and

lack of enforcement of existing regulations and laws.
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The state of professional ethics of auditors and the auditors’ religious values affect an
auditor’s performance. Religion plays an important role in shaping interests, attitudes,
values, goals, behaviour and relationships (Baydoun et al. 1999 and Gaffikin 2007). This
study introduces a number of recommendations of procedures and methods, useful in
the elimination or minimisation of the AEG in Libya. As in any study, limitations are

acknowledged and suggestions for future research have been proposed.

viii



Table of Contents

CITITICAIION ..ttt e bbb b b i
ACKNOWIEAGMENTS. ...ttt sra e anes iv
AADSTIACT ...ttt ettt et et nre e b e nes Vi
LI L0 (o) O] 41 (=] ] USRS IX
Chapter One: Introduction to the StUdY ...........cocviiiiiiiii 1
00O 11 (oo (1o £ o o USSP 1
1.2. Background of the STUAY .........cccoriiiiiiiiie e 2
1.3. Objective O the STUAY ......covviieeeece e 7
1.4. Importance and Contribution of the Study............ccccooviiiiici i 8
1.5. Research Methodology .........oceiiiiiiieiiiie e e 10
1.6. Theoretical FrameWOIK..........ccoiiieiiiiecie et 12
1.7. Structure Of the TRESIS ....c..viiiieiece e e 12
Chapter TWO: LIterature REVIEW ........cccviieiieiieie e se e sae e e saeaneens 14
P20 I 1 0o L1 o4 £ o o PSSR 14
2.2. Definitions of the Audit Expectation Gap (AEG)......ccccovevviieiiinvece e 14
2.3. Components and Structure of the Audit Expectation Gap..........ccccceevvevvereivesnennn. 17
2.4. History of the Audit EXPECtation Gap .........cccerereriierieniesiesie e 21
2.5. Evidence and Dimensions of the Expectation Gap.........cccocevvreiiniinienencncnenen 36
2.5.1. The Nature and Meaning of Audit Report Messages..........cccocvvvrreerieereeseenens 37
2.5.1.1. Report on the Going Concern DIMENSION.........cccccveiveiieiieieeiesee e eee e 41
2.5.1.2. Report on the Responsibility of Management .............ccooevveiiiiniinnennne 44
2.5.1.3. Report on the Internal Control SYStem ..o 46
2.5.2. Detecting Fraud and [llegal ACtS.........cccviveieiieieee e 50
2.5.3. AUdItor INAEPENTENCE .......ocvieeeeie et 56
2.6. SUIMIMIATY ...ttt ettt ettt e e b e e e b e e st e e e ae e e st e e sae e e mbeeabeeanbeesrneenbeearneas 60
Chapter Three: The Theoretical Framework ..........c.ccccoovviieiiieie e 62
3L INEFOTUCTION. ...ttt bbbttt e bbb 62
3.2. The Meaning of Accountability ...........cccooiiiiiiiciic e 64



3.3. Theoretical Model of the Accountability Relationship...........cccccovvviiinicnnnnene. 68

3.4. The Codes of ACCOUNTADIIITY .......ooeiiiieeii e 70
3.5. Accountability OF AUAITOTS .......ccviieiieiiee e 73
3.6. Accountability Environment of Libyan Auditors ..........cccceceiieiieic i 77
3.7. Social Culture and ACCOUNTADTIILY .......cveiieeiiiie e 79
3.8 SUMMEAIY ...t b bbb nne s 83
Chapter Four: Methodology and Method of the Study...........cccoooviiiiiiiiiiciicins 85
I 1 (oo [0 ot T PRSPPSO 85
4.2. The Choice Of Paradigm ......c.cocvoiiiiiiieiiie e 85
4.3. The Nature of SOCIal SCIEBNCE........cccveiiiii e 87
4.4. Qualitative and Quantitative Methodologies ..........ccceveveereeie i 93
4.5. The Framework of SOCIal SCIBNCE ........ccccviiiiiieiiie e 98
4.6. The Nature of the Current Research and the Choice of Methodology .................. 102
4.7. RESEArCh METNOM ..ot 104
4.8. The Definition of Ethnography ..o 108
4.9. Appropriateness of Ethnography .........cccccov i 111
4.10. Data Collection and ANAIYSIS........cooiiiriiaiiiie e 113
4.10.1. Data COHBCHION .....eeiieieceie sttt sre e 117
412, SUMIMATY ..ottt ettt ettt e e st e e sa e e sab e e e sbb e e e bt e e e bb e e e bneeansneeanes 124
Chapter Five: Libyan Social, Political and Economic Environment.................... 126
T8 I 1 0T L1 o4 A o o SRR 126
5.2. Libyan Location and POPUIALION...........cecieieiieiieie e 127
5.3. Libyan Historical Background.............cccooiueiieiiiiieiie e 129
5.4. Libyan Government and POITICS .........cccooiriiiiiiieiiee e 138
5.5. The Libyan ECONOMIC SYSTEIM ........cciiiiiiieieieie e 145
5.6. The US and UN Sanctions on Libya.........ccccceviiiiiieie i 148
T ST 1 1011 0 LY O PR PR 151
Chapter Six: The Accounting Profession in Libya .........ccccccovviieiiivicie e 152
6.1, INEFOTUCTION. ... .iviitiitiitieiieiee bbbt bbb ere s 152

6.2. Brief History of the Libyan Accounting Profession ...........ccccccoevveveiiieiecicseennnn, 152



6.3. Libyan Private SECtOr AUIL..........ccoiiiiiiiiiiei e 156

6.3.1. Membership and Qualification Requirements ............ccooceveneieniniiniinieiennn, 158
6.3.2. AUItOr’s INAEPENUENCE ......eeveeeiecieeie et ens 161
6.3.3 Professional Code Of EthiCS .......ccoeveiiiiiiiiisceee e 161
6.3.4. The AUAIT REPOIT.......oiiiiiiie et 163
6.3.5. Responsibility to Clients and to Third Parties...........c.ccoocvvierivniviienneie s 164
6.4. The Libyan Public SECtOr AUt ..........cooviiiiiiiieeec e 166
6.5. Accounting EAucation in LiDYa .........ccccoveieiieiieiiie e 171
6.5.1. The Influence of UK Accounting Education ..............ccccceveiveieiieirciie e, 173
6.5.2. The Influence of US Accounting EAUCAtION ...........ccovveveiiniinieiieiccie 175
6.6, SUMMEIY ...ttt ettt b bbb e nne e 178
Chapter Seven: Discussion and ReSUITS ...........ccoiiiiiiiiieicec e, 180
% R (o [¥ o4 A o o PSSR 180
7.2. The State of the Audit Profession in Libya...........ccccoeiiiiiiiiiiiie 181
7.3. The Function of the Audit Profession in Libya .........ccccocevveveiiievneic e 185
A 0 To 1L (=T oo PSPPI 186
7.4.1. Analysis of the General Format of the Report ... 188
7.4.1.1. Title of the AUdit REPOIT........coveiiiiiiiiireciee e 188
7.4.1.2. Who the Audit Report was DireCted TO ......cccccvvevverviienieeie e 189
7.4.1.3. Identification Of AdAreSS .......coveieieieieicceee e 189
7.4.1.4. Date Of the REPOIS .....c.eeiieiiiiiesiie e 189
7.4.1.5. AUCITOrS” SIGNATUIE......oouiiiiiieierie st 190
7.4.2. Analysis of the Content of Libyan Audit RepOrts..........ccccccvvvevviviciiecieennnn 190
7.5. Protecting Societal Interest and Reporting Fraud...........cccccooveiieveciecieceece s 197
7.6. Provide Early Warnings and Reporting Going CONCEINS........ccccoovvevveriereeseenenn. 201
7.7, AUAITOT PrOTICIENCY ......iitiiiiiiieieei ettt 203
7.8. Providing Ancillary (Non-Audit) SErVICES .........cccevveieiiiesiere e 207
7.9. The Influence of Auditor’s Client’s Relationship...........cccccevviieiieniiveiecce e, 210
7.10. The Professional Code Of EtNICS........cccoiiiiiieiiiie e 212
7.11. The Influence of Auditors' Religious Values............c.ccooviiiieiiniiinceee, 217
702, SUMIMAIY L.ttt ettt ettt e e st e e en b e e sab e e e bt e e s bb e e ebeeennbes 220

Xi



Chapter Eight: Summary and ConcluSION ...........cceveiieiieie e 223

ST I 1 0T L1 o4 A o o SRR 223
8.2. Summary of the ReSearch ProOjJeCt..........ccooviieiieiice e 223
8.3. SUMMArY Of FINAINGS......cociiiieiice e 224
8.4. Limitations Of the StUAY........cccooiiiiiiiee e 228
8.5. Contribution Of the STUY........cooiiiiii e 229
8.6. RECOMMENUALIONS......cuveiieiiisiieite ettt ettt esreesaeeneesreese e 230
8.7. Suggestions for FUtUre RESEAICH .........cceiveiieiieii e 232
RETEIEINCES ... bbbttt bbb bbb 234
Appendix A Membership 0f LAAA. ... 255
Appendix B The Proposed Libyan Auditing LaW.........ccccocceiieieneinenieneenesee e 256
Appendix C Samples of Libyan Audit REpOrt ... 282
Appendix D LiDYan TaX LAW ......ccccoiiiiiiieiiee e 294

xii



	University of Wollongong - Research Online
	An investigation into the audit expectation gap in Libya
	Recommended Citation

	Copyright warning
	Title page
	Certification
	Dedication
	Acknowledgments
	Abstract
	Table of contents

