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Abstract 
Practitioners argue that audit committee effectiveness is improved when committee members have industry 
expertise, yet the focus by regulators and researchers to date has been on the contribution made by members with 
accounting and auditing expertise. This study examines whether internal audit characteristics is indeed greater 
when audit committee members have industry expertise combined with auditing expertise. Data from a survey of 
64 chief internal auditors from companies registered on the Saudi Stock Exchange TADAWL, provides results 
that suggest that when audit committee members possess both industry expertise and auditing expertise, the 
committee’s role in improving the quality of internal audit is enhanced. This outcome is concluded as one that 
can be generalised beyond the Saudi Arabian context. 
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1. Introduction 
The study aims to explore the influence of audit committee industry expertise on internal audit characteristics 
(IAC) since it may be the case that irrespective of other qualities, such as greater authority, independence, and 
financial expertise, audit committees might still fall short in their appreciation of industry, and be unable to grasp, 
and therefore, adequately monitor, complicated auditing issues in particular industrial contexts. For instance, 
experience in retail might help audit committees to ensure that companies make an appropriate write-down of 
inventory in instances where obsolescence in the product range is likely. Likewise, revenue recognition which is 
an important area within accounting (Beasley et al., 2010; Beasley et al., 2000), requires an appreciation of the 
earnings process and that in itself is part of a company’s overall business processes, which in themselves are 
usually specific to the industry in which the company operates. 

Consequently, the value of audit committee members with such industry expertise is acknowledged by 
practitioners. Olson (1999) for instance, observes that it is audit committee members with actual management 
experience and industry knowledge who are most qualified for the job, rather than those who come from 
backgrounds in accounting or auditing. Likewise, Deloitte Development (2010) makes the observation that as the 
main function of the audit committee is to identify and deal with accounting and financial reporting risks, the 
typical audit committee is largely composed of individuals with finance, accounting, or legal backgrounds, but 
that there is a genuine case for introducing other specialists in order to bring knowledge of company or industry 
complexities. 

Nonetheless, such comments regarding the value of industry expertise among audit committee members (Bédard 
& Gendron, 2010; DeZoort et al., 2002), have not stimulated research into the relationship between audit 
committee industry expertise and IAC, and it is this absence of interest that provides the initial drive to conduct 
this study which aims to make a contribution to the literature regarding the influence of such expertise in 
enabling audit committees to perform their duties diligently and effectively. 

This contribution occurs in a number of ways. Firstly, with only a few exceptions, the literature to date has 
concentrated on the financial expertise of audit committee members. Cohen et al. (2014) stand out in this respect, 
as they do consider the influence of industry expertise on the audit committee’s ability to monitor the financial 
reporting. Likewise, Carcello and Neal (2003) place their focus on audit committees with governance expertise, 
and Krishnan et al. (2011) examine audit committees with legal expertise. However, much of the other research 
explores the financial expertise of audit committees (Naiker et al., 2013; Carcello et al., 2011a; Carcello et al., 
2011b; Dhaliwal et al., 2010; Hoitash & Hoitash, 2009; Krishnan &Visvanathan, 2008; Abbott et al., 2003; 
Carcello et al., 2002). It is believed, therefore, that this paper is the first to investigate the role played by a 
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combination of industry expertise and auditing expertise within audit committees in improving internal audit 
(IA). Hence, the study adds to two areas within the literature, these being: a) the effectiveness of audit 
committees as determined by characteristics other than audit expertise (Krishnan et al., 2011; Carcello & Neal, 
2003); b) and the relationship between audit committee and IA (Abbott et al., 2010; Barua et al., 2010; Callahan 
& Soileau, 2010; Mat Zain et al., 2006; Goodwin-Stewart & Kent, 2006; Goodwin, 2003). 

Consistent with prior research (Lenz et al., 2014; Abbott et al., 2012; Sarens, 2009; Goodwin-Stewart & Kent, 
2006; Carcello et al., 2005; Van Peursem, 2005), two measures are used as proxies of the IAC including: size of 
IA and budget of IA. To examine the impact of audit committee industry expertise on IAC, a sample of 64 (39%) 
questionnaires which were sent to chief internal auditors (CIA) in Saudi companies listed in the Saudi Stock 
Exchange TADAWL in 2014. 

It is defined that an audit committee member have industry expertise if s/he is currently or has previously been 
employed by another firm in the same industry as the one in which s/he now serves as an audit commitee member. 
Our results indicate that audit committees with members who are both industry and auditing experts consistently 
have more influence on the IA than those with auditing experts alone. Also, audit committees with members who 
are industry experts and meet more frequently have more influence on IA. Overall, our results suggest that in order 
to more effectively monitor IA, it is beneficial for audit committee members to have industry expertise in addition 
to auditing expertise. 

2. Prior Research and Hypotheses Development 
It is necessary for the relevant business environment and industry to be taken into account when preparing 
financial statements on behalf of companies, since within those statements certain estimates must be made (CIFR, 
2008), and consequently, the possession of industry expertise will assist audit committees in their appreciation 
and evaluation of industry-specific issues. Such knowledge of the industry concerned is vital if those estimates 
are to be made accurately and completely. Indeed, this is acknowledged by the International Professional 
Practice Framework (IPPF) (IIA, 2012), which encourages internal auditors to engage in continuing professional 
education (CPE) concerned with the business of their organisations such that they can remain proficient in their 
ability to contribute towards the governance, risk, and control processes in which they are involved.  

Research suggests that auditors with industry-specific knowledge are more likely to possess a comprehensive 
understanding of a company’s characteristics, which enhances their capacity to detect errors (Maletta & Wright, 
1996; Owhoso et al., 2002), and generally enhance their reporting ability (see, e.g., Reichelt & Wang, 2010; 
Romanus et al., 2008; Dunn & Mayhew, 2004; DeFond et al., 2000). Additionally, Dunn and Mayhew (2004) 
found that financial analysts ranked companies with industry-specialist auditors as having higher disclosure 
quality than companies with non-specialist auditors.  

It is clear therefore, that auditing experts can become more valuable if they also possess industry expertise since 
this equips them with the ability to grasp the nuances of internal auditing that are particular to the industry in 
which their company operates. Consequently, the possession of industry-specific business knowledge can 
promote better IAC (Barua et al., 2010; Mat Zain et al., 2006; Carcello et al., 2005). Further, since the presence 
of audit committee knowledge in accounting and auditing has an impact on IAC (Alzeban & Sawan, 2015; Barua 
et al., 2010; Mat Zain et al., 2006; Carcello et al., 2005), it is reasonable to expect that audit committee industry 
expertise will do the same. It is thus predicted that audit committees with industry expertise are more likely to 
demonstrate a thorough appreciation of a company’s characteristics, and hence require more depth and scope in 
respect of the activities of internal audit. In turn, this should improve IAC. Moreover, audit committees with 
industry knowledge will better understand the particular problems facing their companies. Consequently, it can 
be seen that audit committee industry expertise will generate improved monitoring capabilities, and all-round 
advantages. It is arguable that the presence of audit committee industry expertise along with auditing expertise, 
results in greater investment in internal audit resources, thereby enabling the internal audit department function 
effectively. Hence, the following hypothesis is formulated: 

H1: When audit committee members possess industry expertise as well as auditing expertise the 
committee is more effective than when the members possess auditing expertise alone. 
2.1 Internal Audit Characteristics (IAC) 

Internal audit characteristics (IAC) determine the degree to which an internal audit unit can operate effectively, 
and one important characteristic relates to the level of resourcing allocated to the internal audit function, and by 
implication, the size of the unit. In this respect, Al-Twaijry et al. (2004) found that when questioning Saudi 
Arabian internal and external auditors, via a survey and interview approach, external auditors considered that the 
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quality of the internal audit function was directly related to its size. It was noted that staff rotation was facilitated in 
large units since their size provided them with flexibility. Other important characteristics have been identified by 
researchers, such as Alzeban and Sawan (2015), Barua et al. (2010), Mat Zain et al. (2006), and Carcello et al. 
(2005) who suggest significant associations between the allocated resources and size of internal audit and the 
independence of audit committee and presence of member’s expertise.  

3. Research Method 
The research design involved the use of a questionnaire survey. The purpose was to identify and quantify a 
measure of IAC and regress this against AC industry expertise. Consistent with much prior internal audit research 
(e.g. Abbott et al., 2012; Abbott et al., 2010; Mat Zain et al., 2006; Carcello et al., 2005; Raghunandan et al., 
2001) the survey was sent to chief internal auditors (CIAs). In total, 159 questionnaires were sent to the CIAs of 
all Saudi companies listed on the Saudi Stock Exchange TADAWL in 2014, and from this distribution, 64 
questionnaires were returned, giving a response rate of 39%, which is considered good in comparison with the 
rates achieved in other research. Goodwin-Stewart and Kent (2006), for instance, in their study of external audit 
fees, audit committees characteristics and internal audit, obtained a response rate of 35% when targeting 
companies listed in Australian Stock Exchange; and a study conducted by Abbott et al. (2012) in the US, 
focusing on the the impact of internal audit organizational oversight status on the reduction of external audit fees, 
realized a response rate of 16.7%. 

The main aim of this study is to explore the impact of audit committee industry expertise on the IAC. Several 
measures were used as proxies for the IAC, including: size of IA, and budget allocated to internal audit. This 
strategy was in keeping with that adopted by previous researchers (see, e.g. Lenz et al., 2014; Abbott et al., 2012; 
Sarens, 2009; Goodwin-Stewart & Kent, 2006; Carcello et al., 2005; Van Peursem, 2005). In creating measure of 
industry expertise, it is defined that an audit committee member with such expertise as one who is currently or 
has previously been employed by another firm in the same industry as the one in which s/he now serves as an 
audit committee member. 

Instruments used with success in previous research were used as the basis for formulating the questions in the 
survey, as recommended by Bryman and Bell (2007). The questionnaire was designed to obtain the perceptions of 
IAC and audit committee industry expertise, and it comprised four sections. Section A required respondents to 
provide general information about themselves and IAC; section B was concerned with assessing audit committee 
characteristics and industry expertise; section C asked respondents to provide information on the interaction 
between internal audit and the audit committee; and section D focused on the extent of management support for 
internal audit. 

3.1 Model 

Again consistent with prior research (e.g. Alzeban & Sawan, 2015; Abbott et al., 2010; Reichelt & Wang, 2010; 
Mat Zain et al., 2006; Carcello et al., 2005), the following OLS regression equation is estimated to examine the 
impact of audit committee industry expertise on IAC: 

IAC = B0 + B1 SUPPORT + B2 SIZE + B3 TENURE + B4 INDEPENDENCE + B5 EXPERTISE + B6 MEETING+ 
B7 INDUSTRY+ B8 INDUSTRYAUDIT + Ei 

Where: 

IAC=Internal audit characteristics (size of IA equals to natural log of the total number of staff in the IA 
department divided by the natural log of total assets, and budget of IA equals to natural log of the IA budget). 

SUPPORT=Management support for internal audit (1 = strongly disagree to 5= strongly agree). 

SIZE=Firm size (natural log of total assets). 

TENURE=The number of years the audit committee member has been in his/her position. 

INDEPENDENCE=1 if audit committee is 100% independent, else 0. 

EXPERTISE =1 if audit committee has at least one auditing expert, else 0. 

MEETING=The frequency of audit committee meetings. 

INDUSTRY=Audit committee members who are only industry experts and not audit experts.  

INDUSTRYAUDIT=Audit committee members who are industry experts and also audit experts. 

The control variables are arrived at having considered the work of researchers (Alzeban & Gwilliam, 2014; 
Cohen & Sayag, 2010; Mihret & Yismaw, 2007), who have concluded a positive and significant relationship 
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between management support and IAC, and researchers (Sarens & Abdolmohammadi, 2011; Barua et al., 2010; 
Goodwin-Stewart & Kent, 2006; Carcello et al., 2005) who find a positive and significant relationship between 
firm size and IAC, and firm size and internal audit budget. The hypotheses are tested using OLS. A multiple 
regression was performed between IAC as the dependent variable and the independent variable (audit committee 
industry expertise). 

4. Results 
Table 1 presents descriptive statistics for 64 firms. The results indicate that on average, audit committees have 8% 
of their membership who are both auditing and industry experts. It is noted that those industry experts (not 
tabulated) exist in one industry only, that being banks and financial. The results also show that on average audit 
committees have only 14% of their membership with industrial expertise. These experts come from three 
industries: banks and financial, petrochemical, and insurance. In addition, 51% of audit committees have no 
representation among their membership whatsoever of individuals with anything other than auditing expertise. 
This is a pattern that is not entirely unexpected given the developing nature of internal auditing in Saudi Arabia, 
and the fact that it is known that audit committees are criticised for their lack of effectiveness (Alruhaily, 2008; 
Al-Twaijry et al., 2002). 

 
Table 1. Descriptive statistics  

Variables Minimum Maximum Mean S.D. 

Iacsize 1 35 7.4 6.8 

Iacbudget (Millions $) 0.01 2 .62 1.4 

Support 1 5 3.6 .74 

Size (Billions $) 0.13 90.4 6.3 1.2 

Tenure .9 3 1.7 .67 

Independence 0 1 .85 .34 

Expertise 0 1 .51 .52 

Meeting 1 6 4.3 1.2 

Industry 0 1 .14 .38 

Industryaudit 0 1 .08 .27 

 

Table 2 presents the results of the correlation matrix for the dependent, independent, and control variables 
included in this study. The correlation results reveal significant association (p < .01) between audit committee 
members who are industry experts and also audit experts (Industry Audit) and IAC (size IAC size and budget 
IAC budget), whereas no association is demonstrated between audit committee members who are only industry 
experts (INDUSTRY) and IAC p > .05. Further, the results suggest a significant relationship (p < .01) between 
IAC (IACSIZE and IACBUDGET) and the other six variables (Support, Size, Tenure, Independence, Expertise, 
Meeting) p < .01 – giving a result which is consistent with prior studies (e.g., Alzeban & Sawan, 2015; Abbott et 
al., 2012; Barua et al., 2010; Naiker & Sharma, 2009; Raghunandan & Rama, 2007; Mat Zain et al., 2006; 
Goodwin-Stewart & Kent, 2006; Raghunandan et al., 2001). 

 
Table 2. Pearson correlation coefficients for the variables 

 1 2 3 4 5 6 7 8 9 10 

1 Iac size 1.00           

2 Iac budget .51** 1.00         

3 Support .58** .54** 1.00        

4 Size .56**  .51**  .37** 1.00       

5 Tenure .45**  .39**  .33**  .46** 1.00       

6 Independence .47**  .42**  .23*  .38**   .31* 1.00     

7 Expertise .44**  .28*  .21  .27*  .21  .22* 1.00    

8 Meeting .33**  .46**  .18  .21  .26*  .34**  .23* 1.00   

9 Industry .12  .09  .15  .37**   .16  .01  .27*  .16 1.00  

10 Industry audit .57**  .52**  .43**  .49**   .37**  .24*  .36**  .19  .26* 1.00 

Note. *Correlation is significant at the 0.05 level; **Correlation is significant at the 0.01 level. 
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Table 3 presents the results for the testing of H1. The model is tested for two dependent variables, IAC Size and 
IAC Budget.  

4.2 IAC Size 

Firstly, the regression results of the first model (IAC Size as dependent variable) shows that the overall model is 
significant at p < .01, with an adjusted R2 of .42. The coefficients on the control variables (Support, Size, and 
Tenure) are significant p < .01. For testing the variables, the coefficient on Industry Audit shows a significant 
positive association p < .01 (supporting H1) suggesting that the presence of audit committee industry expertise, 
when combined with auditing expertise, can promote an increased size of internal audit. Further, the regression 
results suggest that Industry Audit, among the other variables, contributed the most to IAC Size (β = .444). 
Moreover, the findings indicate that audit committees whose members who are auditing experts only (Expertise) 
are significantly associated with IAC Size (p < .05), whereas there is no association between IAC Size and audit 
committee members who are only industry experts (Industry) p > .05 – suggesting that audit committee members 
who are industry experts and also audit experts have a greater influence on IAC Size than Audit Experts alone. 

 

Table 3. Regression results  

 Model 1 Model 2 

 IAC Size IAC Budget 

Variable β. t Sig. β. t Sig. 

Support .475 5.235 .000 .351 3.578 .001 

Size .293 2.981 .004 .318 3.070 .003 

Tenure .232 2.700 .009 .272 2.420 .019 

Independence .286 2.885 .005 .307 2.696 .009 

Expertise .264 2.382 .020 .272 2.130 .037 

Meeting .233 2.172 .034 .343 2.880 .006 

Industry .195 1.983 .052 .120 1.087 .282 

Industry Audit .444 3.014 .001 .456 3.250 .002 

R2 = .45 R2 = .57 

Adjusted R2 = .42 Adjusted R2 = .55 

F = 16.281 F = 26.940 

P < .01 P < .01 

 

4.3 IAC Budget 

Secondly, the regression results of the second model (IAC Budget as dependent variable) show that the overall 
model is also significant at p < .01, with an adjusted R2 of .55. The coefficients on the control variables are 
significant (Support and Size p < .01; and Tenure p < .05). For testing the variables, the coefficient on Industry 
Audit shows a significant positive association p < .01 (also supporting H1) suggesting that the presence of audit 
committee members with industry expertise, when combined with auditing expertise, can promote the budget of 
internal audit. Further, the regression results suggest that Industry Audit, among the other variables, contributed 
the most to IAC Budget (β = .456). Moreover, the findings indicate that audit committee member with 
auditing-only experts (Expertise) are significantly associated with IAC Budget (p < .05), whereas the findings 
show no association between IAC Budget and audit committee members who are only industry experts (Industry) 
p > .05–suggesting that audit committee members who are industry experts and also audit experts have a greater 
influence on IAC Budget than audit experts alone. 

Overall, both models are significant, indicating that audit committee members with both industry and audit 
expertise, increase effective IAC. Our results support those of Mat Zain et al. (2006), who discovered that a 
greater contribution to financial reporting is made by internal auditors in circumstances where the audit 
committee is more effective (in terms of independence and auditing experts), and who also found a positive 
association between internal auditors’ evaluation of their contribution to the financial statement audit and IACs, 
including size of internal audit. Hence, it can be argued that the more effective the audit committee (in terms of 
industry expertise combined with auditing experts), the greater the IACs (in terms of a well-resourced internal 
audit), and the more able are the internal auditors to contribute to financial reporting. Further, the findings of this 
study provide support to the study of Alzeban and Sawan (2015) who found significant association between audit 
committee characteristics and the implementation of internal audit recommendations. Hence, it is arguable that 
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audit committee members who are industry experts and also audit experts have greater influence on the 
implementation of internal audit recommendations. 

5. Conclusion 
The objective of this study was to examine the impact of audit committee industry expertise on the internal audit 
characteristics (IAC). It is concluded from the large corpus of literature that IAC, and the quality of financial 
reporting, is influenced for the better by the presence of audit committee independence, and auditing expertise. 
However, an area of expertise on which the regulators have remained silent, is that pertaining to industry 
knowledge and experience, despite the very valid question that can be raised about whether such expertise on the 
audit committee would improve the committee’s ability to promote IAC. By investigating this question, this 
study fills a void in the literature. 

The findings indicate that audit committee members who are both industry and auditing experts have greater 
influence on IAC than members who have only auditing expertise. These findings provide support for the 
empirical evidence gathered by prior studies (Alzeban & Sawan, 2015; Cohen et al., 2014; Abbott et al., 2012; 
Abbott et al., 2010; Barua et al., 2010; Goodwin-Stewart & Kent, 2006; Mat Zain et al., 2006). They offer 
empirical evidence to support the outcomes reported by Mat Zain et al. (2006) concerning audit committee 
characteristics and internal auditors’ assessment of their contribution to financial statement audits, to the effect that 
a greater contribution to the external audit is made by internal auditors when audit committee members are 
independent. Consequently, it can be argued that the presence of audit committee industry expertise combined with 
auditing expertise has a very substantial influence on IAC, and thus, allows for a greater contribution from internal 
auditors to external audit. 

The findings of this study have practical implications in as much as they show the worth of audit committee 
members who possess both auditing and industry expertise. Such individuals enhance the overall effectiveness of 
the audit committee and IAC, and consequently, firms should seek to appoint members to the audit committee 
who can demonstrate both types of expertise. Moreover, standard setters and regulators would do well to give 
thought to the matter of industry expertise, and if convinced by empirical findings in this area, make 
recommendations about the qualifications required of individuals before they can be considered for audit 
committee membership. 

As a last comment, it is appropriate to consider the potential for generalising the results of the study to other 
contexts, since the study itself was performed in one specific country which possesses a number of quite unique 
features. These features include a very rapid developmental trajectory, and the swift establishment of both public 
and private economic entities which are likely to benefit from internal audit units, and the presence of audit 
committees. Additionally, however, unlike the vast majority of developing countries, Saudi Arabia is extremely 
rich, entirely because of its massive and easily extractable oil reserves. Furthermore, the country has very specific 
characteristics in respect of cultural traditions, custom, and social structure. So, whether the study’s findings can be 
easily generalised to other developing countries which do not have access to almost unlimited oil reserves, or to 
developed countries with a much longer tradition of commercial enterprise, and forms of governance within those 
entities, is an issue for consideration. In response, it can be said that in developing environments which have only 
recently taken on the idea of audit committees in whatever form that might take, and where similarities exist in 
society and culture but which differ from what prevails in developed countries where traditions are different, and 
there is a longer history of more formalised governance, then it is even more probable that the outcomes can be 
generalised. However, given the early stage of this type of research, more inquiry is required to establish the 
validity of these claims, and the recommendation is made that additional studies are performed in both developing 
and developed countries and, to some extent, in the private sector. 
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