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The Relationship between Internal Audit Characteristics and Agency
Costs: Evidence from Saudi Listed Firms

Abstract: This study aims to explore the relationship between internal audit
characteristics and agency costs in Saudi Arabia. Statical tests are
performed between internal audit characteristics variables and agency cost
using two models. These models are tested by a logistic regression through
employing a sample consisting of all firms listed on the Saudi Stock
Exchange with the exception of financial and insurance firms. The result of
analysis shows a negative relationship between the experience of the
internal audit team and agency costs; further, there is a negative relationship
between the size of the internal audit team and agency costs. Unexpectedly,
other characteristics of internal audit have no impact on agency costs. This
study is expected to enrich internal audit literature by presenting new
empirical evidence from Saudi Arabia. In addition, the findings provided in
this study could be useful to internal auditors, regulators, and legislators in
their attempts to reinforce the quality of internal audit and monitoring

agency costs.
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