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Introduction

ince the 1940s, audit committees

have played a crucial role in

overseeing financial processes, and
their role has grown after corporate
scandals. By selecting professional auditors
and having efficient monitoring, audit
committees can enhance audit quality,
which in turn can influence audit fees.
Empirical research shows that audit
committee  attributes —  namely,
independence and financial expertise
have a significant impact on audit pricing.
In addition, agency costs, through the
conflict of management and shareholder
interests, determine the connection of
abnormal audit fees with audit committee
characteristics. This study examines the
interaction between audit committee
characteristics, agency costs, and abnormal
audit fees. The main hypotheses are (1)
There are an inverse relationship between
audit committee characteristics and
abnormal audit fees, (2) There are positive
relationships between agency costs and
abnormal audit fees, and (3) Agency costs
moderate the relationship between audit
committee characteristics and abnormal
audit fees. By examining these dynamics,
this research improves audit quality and
agency cost reduction.

Methodology

This study examines the influence of audit
committee characteristics on abnormal
audit fees, with emphasis on agency costs.
The research is descriptive-correlational in
nature, and the statistical population was
companies listed on the Tehran Stock
Exchange between 2013 and 2022. A
screening method was utilized to choose
128 companies as the sample, and data was
gathered and processed from their financial
reports. Audit committee characteristics,
including size, independence, and financial
expertise of its members, are considered
independent variables, while agency costs
are a moderating variable, measured in
terms of the ratio of general, administrative,

and selling expenses to net sales. Abnormal
audit fees, derived from the residuals of the
regression model, are considered the
dependent variable. Regression models and
correlation techniques were employed in
analyzing the data. Moreover, some control
variables, such as audit report lag, firm age,
cash flow, institutional investors, and
market-to-book value ratio, were included
to control for other variables that might play
a role. Descriptive statistics indicate that
abnormal audit fees have a mean of 0.411
and a standard deviation of 0.276. Further,
skewness and kurtosis analysis indicate that
some variables have leftward or rightward
deviation. The Jarque-Bera test also
indicates the normality of the dependent
variable. Findings of this study can be
utilized by managers and investors in
making financial and investment decisions
and assist in the financial and auditing
policies of institutions and regulatory
authorities.

Results

The research reveals that there are strong,
negative correlations between some of the
audit committee dimensions and abnormal
audit fees. There is negative relationship
between audit committee size and abnormal
audit fees, implying that the larger an audit
committee, the lower the abnormal audit
fees will be. The inference is that larger
audit committees can better manage audit
costs. An R-squared of 20% signifies that
the model explains 20% of the variance of
abnormal audit fees, and therefore, some
variance is explained by audit committee
size and other unexplained variables will
account for the rest. The Variance Inflation
Factor (VIF) is also below 10, which
supports that there is no multicollinearity in
the model. Independent variables in the
model are not highly correlated with each
other, and hence the results are valid. With
respect to members of the audit committee's
independence and abnormal audit fees, the
research documents a negative correlation.
With an increase in the independence of the



Journal of Accounting & Financial Transparency 2025: 2(4) 1-34

members of the audit committee, the
abnormal audit fees decrease. This may be
because independent members increase
control, leading to efficient auditing
procedures, which can decrease abnormal
costs. The R-squared of the model is 21%
and signifies that it explains 21% of
abnormal audit fee wvariation. The
correlation is greater than that of the
previous model, and the VIF is below 10,
which guarantees the non-existence of
multicollinearity. For the financial literacy
of audit committee members and abnormal
audit fees, findings also show a negative
correlation, i.e., higher financial knowledge
in the audit committee reduces abnormal
audit fees. This is because the more
financially knowledgeable members will
conduct a better audit process, which causes
into normal fees for audits. The model
explains 20% of the difference in abnormal
audit fees, as reflected in the R-squared
value, and VIF is below 10, and there is no
multicollinearity. For agency costs and
abnormal audit fees, the findings reveal a
positive correlation. As agency costs rise,
so do abnormal audit fees. This could be
due to the fact that higher agency costs
require more complicated audits or more
risk, thus increasing the abnormal audit
fees. The R-squared of 20% shows that this
model accounts for 20% of the variation in
abnormal audit fees, and the VIF is again
below 10 with no multicollinearity. In
analyzing the role of agency costs in the
interaction between audit committee
characteristics and abnormal audit fees,
results show that agency costs have a
considerable effect on these interactions.
Specifically, agency costs make the
negative  associations between audit
committee size and abnormal audit fees,
audit committee member independence and
abnormal audit fees, and audit committee
member financial knowledge and abnormal
audit fees more pronounced. This shows
that the greater the agency costs, the better
audit committees are at controlling
abnormal audit fees. The R-squared for the

models is 21%, which indicates that the
models account for 21% of the variance in
the abnormal audit fees. The VIF is always
below 10, which confirms that no
multicollinearity exists. The models used in
the study are generally valid and effectively
establish the interrelationships between
variables. The R-squared values ranging
from around 20% to 21% indicate that the
models are capturing a very huge
percentage of abnormal audit fee variance
but with some possibility of including more
variables in contributing to the variability of
the abnormal audit fees. The VIF values
below 10 establish that there is no
multicollinearity within each model, which
supports making the results more reliable.

Conclusions

The general conclusion of this study is
based on its fundamental objective, which
is to examine the relationship between audit
committee characteristics and abnormal
audit fees with an emphasis on agency costs
in companies listed on the Tehran Stock
Exchange.  Specifically, the  study
investigates the role of the size,
independence, and financial expertise of the
audit committee in monitoring the
governance of audit contracts and audit
fees.

The findings of this study are in line with
the literature. The evidence indicates that
the size of the audit committee, its
members' independence, and their financial
expertise all have a negative impact on
abnormal audit fees. That is, an increase in
these characteristics leads to a reduction in
abnormal audit fees and enhances the
effectiveness of the audit committee's
monitoring of audit contracts. These
findings are consistent with studies by
Abbott et al. (2003), Chohen et al. (2007),
Ferguson et al. (2004), and other
researchers, highlighting the significant role
audit committee characteristics play in
preventing  unnecessary  costs  and
improving the quality of monitoring.
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Additionally, the results show that agency
costs have a direct relationship with
abnormal audit fees, leading to the setting
of unjustified audit fees. The results are
consistent with previous literature, such as
Corbella et al. (2015) and Choi et al.
(2010), which demonstrated that agency
costs can affect audit contract regulation
and the extent of audit fees.

Briefly, this study, by concentrating on
audit committee characteristics and agency
costs, provides further insight into the way
the audit committee manages audit
contracts and audit fees in corporations. The
study also calls for the consideration of
audit committee  characteristics in
determining audit fees and recommends
that regulatory bodies and accountants
place specific emphasis on these
characteristics to prevent abnormal
payments and guarantee quality services.
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