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ABSTRACT

Outsourcing of internal audit function (IAF) to external provider such as audit firms
becomes a widely spread phenomena among corporate business as it is associated with
high-quality 1AF and cost saving if it is compared with in-house 1AF. This study aims
to investigate the factors associated with external IAF provider change, particularly, on
the effect of audit committee on this change, as it is the most corporate governance
mechanism involved in suggesting, assigning, changing, and determining the audit fees
for auditors. Using logistic regression for 572 observations for companies listed on
Muscat Securities Market over the period 2005-2019 with outsourced 1AF, this study
finds that audit committee independence is positively associated with outsourced IAF
provider change while audit committee size and meetings are negatively associated
with such change. In additional analyses, this study also finds that audit committee
independence is positively associated with outsourced IAF provider change if the
change was from nonbig4 to big4 audit firms, whereas the finding suggests that audit
committee financial expertise is positively associated with the change if the change was
from big4 to non-big4 audit firms. To the authors’ best knowledge, this is the first study
examining how audit committee affects outsourced IAF provider change, which is
important for several policy-makers in companies and regulatory authorities.

Keywords: Audit committee; IAF, outsourced IAF provider; auditor change.
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