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ABSTRACT 

 

The study aims to test the variation effect of agency costs on going concern of the 

establishment due to the different levels of the auditor industry specialization. The private banking 

sector in Iraq was treated as a field for conducting the pilot study by adopting the financial reports 

disclosed by the banks for the year 2017, as well as the external auditors reports and interviewing 

them. It was found that the higher the costs of the agency, the lower the continuity of the bank, and 

the presence of auditor specialized in the banking sector in the Iraqi environment will contribute to 

reducing the costs of the agency. The expansion of the external auditors will provide some kind of 

quality for the work of this auditor, which will be reflected in narrowing the agency's costs to the 

banks departments in order to support the continuity of the banks. 
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INTRODUCTION 

 

The Going Concern represents its ability to conduct its business in the business environment 

for the next accounting period, which means that its financial resources can settle its liabilities at 

least. Judgment on the Going Concern may be influenced by, several factors, including, the Auditor 

Industry Specialization, the audit quality, the agency costs and others. Several studies have 

examined the relationship between agency costs and firm performance and continuity in the 

business environment. Separation of ownership in firm management has led to agency problems 

that have been reflected in agency costs. This type of cost has affected the reliability, efficiency and 

effectiveness of the firm performance. The Schwarcz (2009) study confirmed that the high agency 

costs is an indicator to predict the firm will stop working in the future, and may lead to its collapse. 

The study Berger & Di Patti (2006) indicated that the level of agency costs affects the capital 

structure and performance of the entity in the banking sector. The study Balsam, et al., (2003) 

confirmed that the Auditor Industry Specialization supports the profits quality to contribute to the 

Going Concern of the firm. Considering that the presence of the Auditor Industry Specialization in 

the external auditor reduces the risk orientations adopted by the management, thus contributing to 

safeguarding the interests of future shareholders. While other studies dealt with the relationship of 

agency costs with auditing, studies emphasized the importance of audit quality in reducing agency 

costs (Piot, 2001; Jensen, 2005; Iatridis, 2012). Considering the relevance of audit quality to the 

Auditor Industry Specialization. Therefore, it can be argued that the presence of specialization and 

experience in the work of the external auditor can give some kind of control over the agency costs 

and management behaviors in the practices of the firm activity. The study Jensen (2003) indicated 

that the experience of the external auditor serves as a determinant of agency costs. Given the 
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expected negative impact of the agency cost variable on the Going Concern of the firm variable, the 

existence of Moderating Variable can govern and mitigate this effect. Perhaps the existence of the 

Auditor Industry Specialization could play the role of mediator in mitigating that effect as well as 

the role of the ruling variable in order to monitor the relationship between agency costs and the 

Going Concern of the firm. Based on the above, the problem of research can be formulated with the 

following questions: Does the agency's costs affect the judgment on Going Concern of the firm? Is 

this effect different if the firm uses the services of an external auditor characterized by Industry 

Specialization? The importance of the research stems from the novelty of the subject of the Auditor 

Industry Specialization in the Iraqi environment. Its expected effects in supporting the judgment on 

the Going Concern of the firm and narrowing the scope of agency costs and thus the possibility of 

playing an intermediary role in mitigating the impact of agency costs on the Going Concern. The 

aim of the study is to verify the role of the Auditor Industry Specialization in controlling the 

relationship between the agency costs and the Going Concern of the firm. To show the reality of 

this role in mitigating the negative impact or increase the agency costs in the Going Concern of the 

firm in the environment of Iraqi banks. The current study relied on the descriptive analytical 

method, by reference to studies, researches and academic books, in addition to the financial reports 

published for the Iraqi banks for the period 2017, and track the Auditor Industry Specialization of 

those banks, through telephone and online and the interview. After addressing the general 

introduction to the research in the first section, the remainder of it will be divided into the 

following; in the second section will review the previous studies and hypothesis development, in the 

third section of the research model, in the fourth section results, and finally in the fifth section 

conclusions. 

 

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 

Several studies dealt with the relationship between agency costs and the Going Concern of 

the firm and the Auditor Industry Specialization. The aim of the study Alamir (2011) to test the 

relationship between the Industry Specialization of the auditor office and the audit quality by 

studying the standards and indicators of the audit quality service for the purpose of activating the 

auditor's decision on the Going Concern of the Shareholding firm. The study discussed the results of 

many researchers in the world in their quest to verify the accuracy of opinions in audit reports. 

Researchers' interest in this has increased in the wake of increasing financial failures in general and 

the increasing financial collapse of large firm in particular in many countries around the world; 

these cases were not limited to the United States only. Most countries witnessed similar major 

financial collapses. In Egypt, statistics published by the Ministry of Justice from the Egyptian 

courts show that many Egyptian e firms are subject to financial failure. The audit profession has 

been sharply criticized in many countries of the world for not providing early warning to users of 

financial statements in the event of financial failures among their clients in the audit report. As a 

result of criticism against the audit profession internationally, some researchers have proposed to 

increase the audit quality by activating the feature of the auditor specialization in a particular 

activity. According to many previous studies, the auditor who specializes in a particular activity has 

experience in a specific activity and makes greater investments in building goodwill. And has 

resources that increase its overall quality, taking into account goodwill and the possibility of being 

prosecuted in addition to the accumulated benefits of knowledge, the quality of the audit greatly 

increases the audit office that specializes in a particular activity, as specialized audit provides higher 

quality in relation to the report on Going Concern. The study Zaatout (2012), aimed to test and 

analyze the expected effects of the financial crisis on the responsibility of the auditor to serve as an 

early warning, on the possibility of not continuing his client in the future. And to determine the 

extent of the auditors in Egypt to this responsibility and their awareness of the implications of the 
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financial crisis on those It also aimed to propose and test a procedural manual on which the auditors 

rely to support the efficiency of their assessment of the suitability of the administrative application 

of the assumption of Going Concern. The study examined the professional requirements of the 

auditor's competence in judging the appropriateness of applying the management to the assumption 

of Going Concern in the period before the global financial crisis and its repercussions and its impact 

on the auditor's efficiency in judging the suitability of the management application for the 

assumption of Going Concern. One of the findings of the study is the emphasis of many researchers 

after the global financial crisis on the importance of providing a set of mechanisms and guidance 

that can be based on auditors. Especially those with limited experience in strengthening the process 

of making professional judgments on Going Concern, because of the professional judgments on 

Going Concern of overlap and multiple Indicators and determinants that impose a real difficulty in 

making such judgments. 

 

The Concept of Agency Costs and Determinants 

 

 In 1976, Jensen defined the agency's relationship as a contract whereby one or more persons 

engaged another person (agent) to perform certain services on his behalf, which entrusted some 

decision-making powers to the agent (Jensen, 1976). The problem of the Agency dates back to the 

period when human civilization worked and tried to increase its interest. The problem of the 

Agency is one of the old problems that have persisted since the development of the contributing 

enterprises. It cannot be ignored because each organization may suffer this problem in different 

ways. With the change in time, the problem of the agency has taken various forms, and literature 

has evidence about it. The debate on the theory of agency theory urgently needs to understand the 

problem of the agency, its different forms and the different costs involved in reducing the problem 

Panda (2017). A study Ang, et al., (2000) found that agency costs are 100 percent higher in firms 

whose managers do not own them. Consequently, agency costs increase with a decline in 

administrative ownership, as (Jensen, 1976). Ugurlu (2016) also referred to agency costs as costs 

that arise within an enterprise whenever managers seek to pursue their own interests at the expense 

of shareholders. The separation of ownership and control, and conflict of interest between managers 

and shareholders, is a source of agency costs. There are several determinants of agency costs. A 

study Florackis (2008) of which determined the ratio of annual sales to total assets SG&A (asset 

turnover SG&A), ratio of sales, SG&A to total sales, Ownership structure, the proportion of 

ownership of shares held by members, share of ownership held by executives, share of ownership 

held by non-executive directors. Total shareholdings of shareholders held by more than 3%, ratio of 

non-executive directors to number of directors. Total Board of Directors, total number of directors 

on board members, total salary paid to executives based on total assets, short-term debt and 

administrative salary as additional determinants of agency costs. One factor that influences agency 

costs is the management's reluctance to reduce dividends. Dividends may absorb cash flow, which 

reduces agency costs, as suggested (Rozeff, 1982). Agency costs Increase the reliance of enterprises 

on external financing, and therefore subject them to more scrutiny in the capital markets, it is 

logical that the rise of administrative stock holdings or more effective management control by 

shareholders will reduce the costs of the agency. According to the free cash flow/agency 

hypothesis, however, increasing the ownership of founders can serve managers, and thus increase 

agency costs (Bajaj et al., 2015). 

 

The Concept of Going Concern and its Indicators 

 

The Going Concern is defined as the continuation of a firm in the near future by its ability to 

operate its assets and pay its dues for the purpose of walking its business, which is the first 
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definition of Going Concern (Bava, 2013; Hassan, 2003) defined Going Concern as the 

continuation of the life of the firm long enough to achieve its plans and commitments, and the 

growth of its various activities, and is not expected to be liquidated in the foreseeable future. Figure 

1 shows the indicators of Going Concern as follows:  

 

 
 

FIGURE 1 

 INDICATORS FOR JUDGING THE GOING CONCERN OF A FIRM 

 

The independent external auditor shall prepare the report on the audit of the financial 

statements of the Company and may be required, in accordance with the circumstances of the 

business, to begin the opinion on the financial statements and the reliability of the disclosure in his 

report. The report shows some of the following opinions: (Unqualified Opinion; Qualified Opinion; 

Adverse Opinion & Disclaimer’s Opinion). 

 

Motivated to Auditor Industry Specialization 

 

Specialized auditors are often associated with better quality because they have specialized training 

and experience relevant to their field, as previous studies have improved the quality of financial 

reports for clients who are specialized auditors in this field. For example, Balsam, et al., (2003); 

Krishnan (2003) they found that professional audit clients report more accurate details of their 

facility than non-specialist external auditors, and (Reichel, 2010) concludes that audit quality is 

higher. For audit firms classified as industrial specialists. Specialized auditors in the banking sector 

were also offered to provide better audit results to their banking customers (Cassell, 2019). The 

Industry Specialization of the external auditor means that the auditor conducts audits in a particular 

area by at least a certain percentage or not less than a certain percentage of his fees represented by 

his annual income from auditing a particular sector. A study Metwally (2006) In order for the 

external auditor to be a specialist, he must audit at least 12% of the number of establishments 

belonging to a particular industry or the total audit fees at the level of enterprises in this industry. 

As stated in the study Labib (2005) that the Office of the external auditor to get 20% At least from 

the total of these enterprises belonging to the industry or the total audit fees at the industry level 

(Moses, 2007). 

 

Relationship of Agency Costs with the Going Concern 
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Accounting principles indicate the need to separate ownership and control of listed 

companies. As a result of this separation, a conflict of interest between shareholders and managers 

has arisen due to a conflict between the objectives of the owners (shareholders) and management 

(managers) are different. For example, owners seek to increase their wealth and improve the firm 

value, while managers aim to increase their wealth at the expense of the interests of the business 

and the rights of shareholders, as a result of this difference in objectives between shareholders and 

managers the agency problem emerged (Makhlouf, 2018). Based on agency theory, increased 

management ownership of equity has a significant negative correlation with the problem of Going 

Concern. That is, when the manager becomes part of the owners of the facility, they will have the 

same incentive as the owner. Such a manager will not take risks that do not guarantee their interests. 

It is therefore expected that the higher the level of management ownership in the firm, the lower the 

level of conflict of interest. This in turn will increase the performance of the enterprise and prevent 

enterprises from facing the risk of Going Concern (Zureigat, 2014). From the above we find that 

agency costs arising from the separation of ownership and management have a positive impact on 

the Going Concern. As Jensen (1976) noted, the costs of an administrative agency increase with the 

separation of ownership and control. Managers, as shareholders' agents, tend to waste the resources 

of the enterprise to achieve their exploitative purposes, and agency costs consist of administrative 

expenses, which include administrative, sales and financial expenses. Administrative expenses 

cover administrative salaries, executive expenses, travel expenses, recreational and utilities 

expenses, conference expenses, social welfare payments and other expenses that occur in the 

organization and management of the company's operations (Li, 2008). 

 

Industry Specialization as a Determinant of Agency Costs and Going Concern 

 

The legitimacy theory of external audit operates according to a reduction in agency costs 

that can significantly affect the financial balance of large firms. The role of audit is to reduce 

Information asymmetry about accounting data and to reduce the residual losses resulting from the 

opportunism of managers in financial reports (Piot, 2001). For example, the most common 

“discounted cash flow” valuation approach is “DCF”, which is highly consistent with the legal 

criteria for valuation procedures. According to these criteria, shareholders in valuation procedures 

do not participate in the statute to conduct and review the valuation in detail. Do not receive value 

that includes synergies or control benefits; nor do they receive real value that does not take into 

account agency costs that are part of the " The operational reality of an enterprise, which is 

therefore an element of cash flows that contributes to the Going Concern (Hamermesh, 2007). The 

study Krishnan, et al., (2013) indicates that the availability of independent audits reduces agency 

costs associated with information asymmetries between managers and investors, reducing investor 

uncertainty and anticipating risks. In other words, auditors provide assurance of reports. Financial, 

which reduces the risk of information. Equity investors cannot diversify information risks; 

therefore, high quality auditing can compensate them by reducing information risk, so the higher 

the quality of audit, the lower the agency costs. So the first hypothesis can be built on the following: 

 
H1: The effect varies of Agency costs in the Going Concern depending on the levels of Auditor Industry 

Specialization in Iraqi banks. 

 

Figure (2) follows the model of the study consisting of the Auditor Industry Specialization 

as a Moderating Variable for a relationship of agency costs with the Going Concern. 
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FIGURE 2 

 STUDY MODEL 

 

The figure 2 describes the relationship between agency costs and the judgment of the Going 

Concern under the adoption of the Auditor Industry Specialization. 

 

Study Model and Variables Measurement 

 

Sample Study and Data Collection 

 

The study sample included 36 private banks from the formal and informal banks listed in the 

Iraq Stock Exchange, for the year 2017. The banking sector was chosen among other sectors in the 

Iraqi environment, because this sector is characterized by its financial nature, which gives a kind of 

privacy in its dealings reflected in Accumulated experience of the sector auditor. We have collected 

two main types of data. First, data on the variables of the Going Concern (according to the auditor's 

report clean “Unqualified Opinion” or otherwise), collected by hand from the reports of the auditors 

and annual reports of companies, and relying on the Securities Commission. Second, the financial 

statements needed to calculate agency costs were extracted from the Iraq Stock Exchange database. 

The Auditor Industry Specialization data is represented by the percentage of specialization in 

auditing the sector by contacting the direct and indirect auditors. 

 

Measuring Variables and the Search Model 

 

The study included three types of variables; the independent variable is agency costs, the 

dependent variable is judging the Going Concern, and a moderating variable, which is the Industry 

Specialization of the external auditor. The judgment on the Going Concern (GC) was measured as a 

as a dummy variable by relying on the auditor's report where=1 in case it was clean, while=0 in 

otherwise. This measurement is in agreement with a study Carcello (2003). A study Collier & 

Gregory (1999) was adopted to represent the agency costs several proxies, including agency costs 

of equity, represented by the (proportion of shares held by the directors, and through the 

shareholder diversity. The second agent to the agency cost of debt is represented by leverage. In the 

current study, agency costs (AgC) are reflected in asset turnover as an inverse indicator of agency 

costs, in line with (Ang et al., 2000; Sign & Davidson, 2003; Mahmood et al., 2018). Asset turnover 

is calculated by the ratio between annual sales to total assets. The reason for the low asset turnover 

can be seen as poor investment decisions and insufficient effort to manage and purchase 

unproductive assets firms with low asset turnover are expected to face high management agency 

costs between managers and shareholders. The Auditor Industry Specialization (Spe) was measured 
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by a percentage as it represents the percentage of points (share) used to audit the financial reports of 

banks from the other firms audited by the external audit office 

 

Table 1 shows the measurement of independent, dependent and moderating study variables. 

So the search form will be: 

GC it=β0+β1 AgCit+β2Spe it+β3AgC*Spe it+εit 

 
Table 1 

VARIABLES MEASUREMENT 

Type Variables Shortcuts Measurement 

Independent Agency costs AgC 
Turnover rate of assets through the ratio between 

annual sales to total assets, - 1 

Dependent Going Concern GC 

Measured as a Dummy Variable that takes the 

value (1) If the report of the external auditor is 

clean, and (0) otherwise 

Moderating 
Auditor Industry 

Specialization 
Spe 

Percentages of banks audited by the Audit 

Office to total entities audited. (Number of 

banks audited/total clients audited) x 100% 

 

Discusses the Experimental Results 

 

Table 2 shows the descriptive information of the banks of the research sample, where the 

number of banks that rely on auditors with Industry Specialization is 19 banks, of the total number 

of banks research sample (36). In other words, half of the research sample banks are subject to 

external auditors who are experienced and specialized in the banking field. Most of the work of 

these audit bureaus is focused on auditing the financial reports of the banking sector. The table also 

shows that 27 banks are characterized by low agency costs because of the average turnover of assets 

exceeded the mean of the total sample, meaning that there are 9 banks within the sample suffer 

from high agency costs relative to the rest of the banks. The external auditor ruled on the bank's 

continuity by providing a clean report to 18 banks. 

 

Table 2 

DESCRIPTIVE INFORMATION FOR BANKS THE RESEARCH SAMPLE 

Variables Mean 
Std. 

Deviation 
Minimum Maximum Frequency> Mean 

AgC 0.0516 0.0277 0.002 0.126 27 

GC 0.50 0.507 0 1 18 

Spe 0.4528 0.3249 0.05 0.08 19 

 

While Table 3 shows the relationship between agency costs and the Going Concern of the 

bank and Auditor Industry Specialization. Where the results proved that there is a significant 

negative relationship between the agency costs and the judgment on the Going Concern, which 

indicates that the high costs of the agency in the banks of the research sample gives an indicator to 

the auditor is the result in giving a not positive judgment for the continuity of the bank. While there 

is no significant relationship between the Auditor Industry Specialization and both agency costs and 

the Going Concern of the bank. 
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Table 3 

THE RELATIONSHIP BETWEEN AGENCY COSTS, GOING CONCERN AND 

AUDITOR INDUSTRY SPECIALIZATION 

Variables AgC GC 

AgC - -0.327-* 

Sig. - Sig. 

Spe -0.090- 0.277 

Sig. No Sig. No Sig. 
(*)

 mean Significant when less than 5%. 
(**) 

mean Significant when less than 1%. 

 

Table 4 shows the role of Auditor Industry Specialization in the negative relationship 

between the agency costs and judge the Going Concern in the environment of Iraqi banks. 

 
Table 4 

NEGATIVE RELATIONSHIP BETWEEN AGENCY COSTS AND JUDGING GOING 

CONCERN IN THE LIGHT OF AUDITOR INDUSTRY SPECIALIZATION 
Sig. F Sig. t Beta Variables  

0.749 0.323 1.709 β1 AgC 

0.035 3.235 0.103 1.677 13.350 β 2 Spe 

0.113 -1.629 -13.664 β 3 AgC*Spe 

 

In Table 4, the value of (F) is significant at the level of (0.05) and this confirms the validity 

of the regression equation model. The negative impact of (AgC*Spe) also indicates that the Auditor 

Industry Specialization enhances the negative relationship between agency costs and the Going 

Concern of Bank. This indicates that banks that rely on audit offices characterized by Industry 

Specialization in the banking field will lead to a more reliable view of the continuity of the bank in 

terms of agency costs. Based on the above, the research hypothesis is accepted. 

 

CONCLUSION 

 

In this study, the role of the Auditor Industry Specialization in supporting and documenting 

the negative relationship between agency costs and judging the Going Concern of the bank was 

tested. This test was verified in the environment of Iraqi banks for a sample of 36 banks and during 

2017. The results showed a large percentage of external audit offices characterized by Industry 

Specialization within the research sample. Approximately 19 banks are subject to specialized audit 

offices. While the agency costs recorded a relative decline among banks, where only 9 banks 

recorded an increase in agency costs within the sample. As for judging the Going Concern of the 

bank, the results confirmed that 18 banks received a positive judgment in terms of Going Concern. 

The results showed a negative relationship between agency costs and the Going Concern of the 

bank. This indicates that the high Agency costs are moving external auditors not to give a clean 

opinion on the Bank, and thus to give a negative perception of its continuity. The relationship 

between the Auditor Industry Specialization with the agency costs and the Going Concern of the 

bank was insignificant. However, the centralization of the Auditor Industry Specialization in the 

relationship of agency costs with Going Concern has increased the extent of the negative 

relationship. The current study adopts a single measure of agency costs, the asset turnover rate, 

which suggests bias as the only measure of those costs, while other studies (Iatridis, 2012; Collier & 

Gregory, 1999) have adopted several measures to represent agency costs. The current study also 

focused on the type of auditor's report only as an indicator to judge the Going Concern of the bank. 
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While the Auditor Industry Specialization was measured according to a measurement model 

presented by authors has not been tested previously. The probationary period is very small, which is 

one year, and the small sample of only 36 banks. To address these constraints, there are many ways 

to research in the future. Other than the banking sector can be taken, and relationships can be tested 

in periods of time longer than one year, with the possibility of adopting different and multiple 

proxies to measure agency costs, Going Concern and Auditor Industry Specialization, and a 

comparative study can be conducted with other sectors or with different countries. The study 

recommends that the external audit offices should be interested in the good training of their auditors 

in order to increase their qualification and skills. The focus should be on practical training in the 

fields of specialization in order to form experts in each activity capable of building distinct 

judgments in their respective fields, which have a positive impact on the quality of the audit 

process. 
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