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Abstract

This paper aims to examine the question of whether the mandatory rotation of audit firms and auditors, which is part of the
new European Audit Reform, is a desirable measure in Greece. A comprehensive literature review of related studies from
Europe and around the world was performed to study the issue. We conduct an empirical analysis focusing on auditors
working in Greek audit firms and present the results of the responses from 115 members of the Institute of Certified Public
Accountants of Greece. Empirical findings provide mixed results with regard to the implications of mandatory rotation.
Most of the respondents agree that mandatory rotation will increase the overall costs of the audit process. However, they also
conclude that it will increase both auditor independence and resistance to the management of audited firms. The findings of
the study should be of interest to policymakers, regulators and audit firms in Greece and Europe. This is the first study that
investigates the effects of mandatory rotation on audit quality in Greece since the establishment of the new regulatory audit
framework. The study focuses on auditors’ views considering their decisive role in achieving audit quality. The conclusions
of this study are generally in line with those indicated in the literature.
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Introduction quality and thereby strengthen confidence in the reliability

of financial statements. All member states were required to

The eruption of the global financial crisis brought significant
weaknesses of the European audit system into the spotlight,
raising doubts about the accuracy of audited financial state-
ments and auditor independence. In response to this situation,
the European Commission and the European Parliament took
action to improve the quality of audits of public interest enti-
ties' (PIEs). After a co-decision procedure in which multiple
stakeholders were invited to participate, Regulation (537/2014)
and Directive (2014/56/EU) came into effect in June 2016.
The European Audit Reform aimed to improve external audit
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implement the new audit rules into their national legislation,
but were given, however, flexibility regarding specific require-
ments of both the Regulation and the Directive. The member
state options provide a degree of flexibility in meeting the new
legislation demands, allowing member states to deviate from
minimum harmonization of the statutory audit of PIEs.
Greece passed the new Greek Audit Law (4449/2017) in
January 2017, finalizing the incorporation of the new EU
audit legislation into its national regulatory framework. As
far as the mandatory firm rotation for all PIEs? is concerned,

! More specifically, in 2010, the European Commission released a
green paper entitled: ‘Audit Policy: Lessons from the Crisis’, while
the European Parliament reacted to the Commission’s 2010 green
paper with its own report (available at: https://www.europarl.europ
a.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-
TA-2011-359).

2 According to the Greek Audit Law, the definition of PIEs is identi-
cal to that provided by the EU legislation, referring to listed entities
and entities with listed debt, credit institutions and insurance under-
takings. Also, the Minister of Finance has the right to designate other

entities as PIEs.
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Greece follows the minimum and maximum duration of the
engagement period at 1 at 10 years, respectively, set by the
EU.? Making use of its options, Greece allows an extension
of audit engagement for up to a maximum of 10 years in the
case of public tendering, while it does not privilege a joint
audit extension. In general, there is consistency among EU
member states regarding mandatory firm rotation, since in
23 member states, firm rotation is required after 10 years
(Dekeyser and Simac 2019). However, there are significant
differences across member states regarding the options that
allow the extension of an audit engagement. More specifi-
cally, 18 countries extend the engagement period once over
four different periods where a tendering process is con-
ducted, while 9 countries extend the period once over four
different periods where there is a joint audit arrangement.
With regard to mandatory partner rotation, the Greek Law
requires key audit partners to rotate every 5 years, and they
are then not able to participate in the audit of the same entity
for at least 2 years. The majority of member states follow the
EU guidelines, where the key audit partner rotation is man-
dated after 7 years, followed by a 3-year cooling-off period
(Dekeyser and Simac 2019). The US mandates rotation of
the key audit partners after 5 years; however, it has adopted
a different perspective in regard to audit firms, setting aside
the mandatory rotation of the firm (Cameran et al. 2015).

Greek law dictates that the statutory audit should be car-
ried out by auditors and audit firms in accordance with the
international auditing standards adopted by the European
Commission. The “international auditing standards” refer
to the International Standards on Auditing (ISAs), Inter-
national Standard on Quality Control (ISQC 1) and other
related standards issued by the International Federation
of Accountants (IFAC).* To the best of our knowledge, no
study has been performed investigating the effects of recent
audit reform on audit quality in the Greek audit market. In
light of the current developments in the audit regulatory
framework, this paper focuses explicitly on the mandatory
rotation of audit firms and key audit partners, examining
their effects on audit quality.

Cameran et al. (2015) address the positive and negative
implications of mandatory rotation on audit quality. On the
one hand, mandatory rotation strengthens auditor independ-
ence, provides the auditee with a “new fresh look”, reduces
the economic dependence of the audit firm on the client,
enhances the awareness of the audit firm and increases

3 For systemically important financial institutions, the maximum ini-
tial duration of engagement is 5 years.

* According to Greek Law, the international auditing standards are
applicable provided that they are relevant to statutory audit; they have
been approved by the Hellenic Accounting and Auditing Standards
Oversight Board (HAASOB) and they have been published in the
Official Government Gazette.
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competition in the audit market. On the other hand, manda-
tory rotation increases switching costs for both the audit
firm and the client, causes uncertainty at the beginning of
cooperation until the new audit firm becomes familiar with
the client and increases information costs for market par-
ticipants, since they are not able to distinguish a voluntary
change from a compulsory rotation. Empirical evidence fails
to provide conclusive results for mandatory rotation and its
effect on audit quality, since there are arguments both in
favor (Firth et al. 2010; Ye et al. 2011; Ricken 2016; King-
stone et al. 2017; Quick 2017) and against rotation (Manry
et al. 2006; Gul et al. 2007; Chi et al. 2009; Kwon et al.
2014; Elder et al. 2015).

In Greece, the Institute of Certified Public Accountants
of Greece (SOEL) expressed a negative opinion on audit
firm rotation on the basis that it reduces the effectiveness of
auditing, undermines the auditor’s credibility and author-
ity, and increases the cost of information for auditors with
regard to the audited company (SOEL 2010). Taking into
account the new regulatory framework in Greece (Audit Law
4449/2017) in response to the European Audit Reform, this
is the first study aiming to investigate the implications of
mandatory rotation on audit quality at the national level after
recent developments.

The structure of the paper is as follows. The second sec-
tion provides an extensive literature review of studies in
Europe and around the world on the relationship between
mandatory rotation and audit quality. The research method-
ology and the empirical analysis are presented in the third
section, and the fourth section concludes the paper.

Literature review

Auditors play a crucial role in contributing to the reliabil-
ity of the financial statements for which they report. Global
financial stability is supported through high-quality reports,
and audits can help build confidence in the quality of report-
ing (International Federation of Accountants 2017). Audit
quality is influenced, according to the literature, by a number
of factors, such as the characteristics of the auditor, the audit
firm and the audited company, the audit fee, the auditors’
independence, and the rotation of audit firms and auditors
(Simunic 1980; Myers et al. 2003; Tahinakis and Nicolaou
2004; Stanley and DeZoort 2007; Ettredge et al. 2014;
Church et al. 2018; Jenkins and Stanley 2019). According
to Bradbury and Redmayne (2013) and DeAngelo (1981),
audit quality depends on the size of the auditing firm. Boone
et al. (2010) conclude that there is little difference in the
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actual audit quality between Big 4 firms® and non-Big 4
firms; however, there is a strong difference in the percep-
tion of quality control. The United States General Account-
ing Office (2004) survey on the mandatory rotation of audit
firms, a thorough survey with a detailed questionnaire, con-
cluded that many years of experience are needed to assess
the effects of mandatory rotation on the audit quality and
the independence of the auditor. Cameran et al. (2015) also
studied the mandatory rotation of an audit firm, indicating
that studies so far have not been able to demonstrate that
benefits outweigh the cost of rotation.

The rotation of audit firms and auditors has been an issue
for international researchers over the past decades (Arrunada
and Paz-Ares 1997; Jackson et al. 2008; Owusu-Ansah et al.
2010; Butcher et al. 2013). Both views in favor and against
rotation are offered in the literature. Ewelt-Knauer et al.
(2012) investigated studies around the world and concluded
that rotation and no rotation are two important features, as
both have significant advantages. Cameran et al. (2015)
quote the advantages and disadvantages of mandatory rota-
tion. The main benefits of mandatory rotation are related
to auditors’ independence and awareness and to the level
of competition in the industry. The main shortcomings of
mandatory rotation are the cost and uncertainty caused by a
change of auditor. Wilson et al. (2018) suggest that increased
audit tenure and auditor familiarity enhance trust, which, in
turn, enhances the willingness of auditors to speak about
fraud. Bleibtreu and Stefani (2018) argue that the objectives
of mandatory rotation could be in direct conflict, and thus,
the implementation of such a rule may cause unintended
consequences.

Several studies favor the mandatory rotation of auditors.
Davis et al. (2000) conclude that many years auditing the
same company have a negative influence on audit quality
either because auditors want to retain their client or because
they begin to act as “members” of the company. Ye et al.
(2006) conclude that the long-term tenure of an auditor in
a company negatively affects that auditor’s independence.
Fairchild (2008), using game theory, draws the contradictory
conclusion that as the auditor’s tenure grows, he becomes
familiar with the company’s information and can more eas-
ily identify mistakes, omissions, or even fraud, while at
the same time, he also acquires familiarity with the com-
pany’s management, which prevents him from conducting
a thorough audit. Because of this, the researcher concludes
that there is a point to regulating the rotation of an auditor
as soon as he begins to lose his independence and begins
to reduce the audit quality. Imhoff (2003) proposes the

> The Big 4 refers to the four largest accounting and auditing firms
in the world, namely Deloitte Touche Tohmatsu, Ernst & Young,
KPMG, and PricewaterhouseCoopers.

mandatory rotation of auditors every 3 years to strengthen
the auditor’s independence. Lennox et al. (2013) studied the
impact of the mandatory rotation of auditors on audit quality
in China and found that mandatory rotation leads to higher
audit quality, with the audit quality being improved before
rotation. Similarly, Firth et al. (2010) provide evidence in
favor of the mandatory rotation of auditors in less developed
countries with weak legal frameworks, such as China. Ye
et al. (2011), in their Australian survey, conclude that the
audit firm’s tenure has a negative correlation with the audi-
tor’s tendency to issue a continuing view. Quick (2017), in
his research on bank managers and institutional investors in
Germany, concludes that there is a negative impact of rota-
tion on the ongoing audits and independence of the auditor.
Kingstone et al. (2017), assessing the impact of the manda-
tory rotation of an audit firm on audit quality in Zimba-
bwe, conclude that there is a strong positive linear relation-
ship between the mandatory rotation of the audit firm and
audit quality and that there is a strong negative correlation
between audit duration and audit quality. Arel et al. (2006)
investigated 105 northeast US auditors with an average level
of experience of up to 14 years and conclude that rotation is
more likely to modify their audit report compared to those in
a situation where a continuing relationship is expected. Con-
sidering the market reaction to audit firm rotation in Korea,
Kim et al. (2019) find that mandatory rotation decreases the
cost of equity capital by enhancing auditor independence
and skepticism. Ricken (2016), in his research in the Neth-
erlands on auditors working in Big 4 firms, concludes that
rotation has a positive effect on the audit approach and the
work attitude in the last year before rotation, and improves
the behavior in interpersonal relationships with employees in
the audited firm. Casterella and Johnston (2013), summariz-
ing the recent literature on the mandatory rotation of audit
firms, found that no safe conclusions could be drawn about
the effectiveness of the mandatory rule.

Arguing against the mandatory rotation of auditors, many
studies with a common denominator indicate that because
auditors are not prepared to lose their reputation and cred-
ibility for no reason, the quality of the audit should be stable
and not affected by tenure. Manry et al. (2006), using data
from real US audits by three major international audit firms,
find that audit quality seems to increase with the auditor’s
increased tenure. Reid and Carcello (2017) further corrobo-
rate this argument by assessing the market reaction to events
related to mandatory rotation. They find that investors react
negatively (positively) to events that increase (decrease) the
likelihood of rotation, while the reaction is stronger on dates
that increase the likelihood of rotation of a Big 4 audit firm.
Geiger and Raghunandan (2002), with the help of multi-
variate analysis, conclude that there is an inverse relation-
ship between audit tenure and audit failures. Vanstraelen
(2000) concludes that the long-term tenure of an auditor in
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a company adversely affects the audit quality, observing that
the auditor is more likely to issue a negative audit report in
the first 2 years of his tenure; however, he still does not favor
the rotation of auditors because there are negative impacts
but advocates the creation of alternative measures to ensure
audit quality and the independence of the auditor. Myers
et al. (2003) argue that the rotation of auditors creates high
audit costs and reduces audit quality, as the auditor needs
time to become acquainted with the company. Low audit
quality during the first 3 years after a change in auditor is
also identified by Johnson et al. (2002) in their study. Car-
cello and Nagy (2004) are unable to find evidence that an
auditor is more likely to issue fraudulent financial informa-
tion given a longer tenure. Ghosh and Moon (2004) conclude
that imposing mandatory limits on an auditor’s tenure may
impose additional costs on the audited company. Gul et al.
(2007), studying 4720 US companies, conclude that the cor-
relation between the fee and the independence of the auditor
depends on his tenure and that high fees have a negative
impact on his independence when the audit is of short dura-
tion and the audited company is small. Chi et al. (2009) and
Ruiz-Barbadillo et al. (2009) also conclude that there is no
need for rotation. Jackson et al. (2008) studied the impact
of the mandatory rotation of audit firms on audit quality in
Australia, concluding that, given the additional costs asso-
ciated with the rotation of auditors, there is little benefit,
if any, from the obligatory rotation of the audit firm. Elder
et al. (2015) used audit firm rotation data and audit qual-
ity measures from Florida, US, and find that rotation poli-
cies are indirectly linked to the highest audit quality. Kwon
et al. (2014) study the issue in South Korea by comparing no
mandatory periods until 2006 and the mandatory rotation of
audit firms after 2006 with selective implementation. After
2006, when the audit firms were required to rotate, the audit
quality did not change significantly compared to the period
up to 2006. In addition, control costs and hours increased
significantly. Similarly, the empirical research of Cameran
et al. (2016) fails to provide evidence for mandatory rota-
tion in Italy.

Empirical analysis
The choice of auditors

The rationale behind the mandatory rotation rule is that it
is considered to be an effective means of safeguarding and/
or improving audit quality. Audit quality relates to the cred-
ibility and reliability of the financial statements reported
by firms, and it is defined as the ability of the auditor to
discover material misstatements in the financial statements
and his willingness to issue an audit report based on the
audit findings (DeAngelo 1981; Langli and Willekens 2018).

¥

Many stakeholders collect valuable information from finan-
cial statements to support their decision-making processes.
It is clear that the quality of financial information is particu-
larly important for various stakeholders, such as audit pro-
fessionals, boards of directors and businesses, policymakers
and regulatory bodies, financial analysts and loan officers.
Considering that mandatory rotation is thought to be a key
mechanism to enhance the quality of audited financial state-
ments, all related parties have an interest in that matter.

Financial analysts and loan officers may assume that a
long-term relationship between an audit firm and a company
helps auditors to better understand the business and associ-
ated risks of the client, leading to better audit quality (Geiger
et al. 2005). However, it can create a closeness between the
two parties, resulting in reduced reliability and quality of the
audit (Gates et al. 2007). Mandatory firm rotation enhances
audit impartiality since it affects independence in appear-
ance and in fact (Dopuch et al. 2003). A mandatory rotation
may increase the cost of information for market participants,
as they will be unable to distinguish a voluntary change (for
example, due to opinion shopping) from a compulsory rota-
tion (Ewelt-Knauer et al. 2013).

Policymakers and regulators believe that increased audit
tenure creates excessive familiarity between the auditor and
the auditee, generating eagerness to please the client and
excessive reliance on prior reports. Regulators are also con-
cerned about supplier concentration in the audit market since
more than 90% of listed firms are audited by the Big 4 in
the US, UK and EU (Francis et al. 2010). As a result, regu-
lators across the world are introducing mandatory rotation
to increase competition and auditor independence, although
there are distinctive differences across countries regarding
the duration of the engagement period.

Boards worry that a long-lasting relationship with a sin-
gle firm may harm the quality of the auditing. In the course
of time, members of the audit team may begin to uncon-
sciously feel that they are part of the client management
team, which in turn undermines their independence. In
addition, the advent of a new audit firm provides companies
with an opportunity for a “fresh look™, since the newcomers
will start from the beginning, critically assessing all areas
of the financial statements (Cameran et al. 2015). However,
mandatory rotation raises concerns about the availability of
qualified audit teams and the effectiveness of the collabora-
tion between the (new) auditors and the employees of the
audit client.

Auditors generally believe that mandatory rotation pre-
vents the development of a trustful relationship with internal
audit committees and board members. As time passes, they
get to know better the industry and the business model of the
auditee, which in turn improves their ability to effectively
and efficiently carry out audit tasks (Solomon et al. 1999;
Wilson et al. 2018). They also argue that in a mandatory
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Table 1 Demographic data of Demographic data Variable Frequency Percentage
respondents
Age 23-34 years 27 235
35-45 years 51 44.3
46-56 years 31 27.0
57-67 years 6 52
Gender Men 72 62.6
Female 43 374
Work experience in the current Until 10 years 56 48.7
position 11-21 years 46 40.0
22-32 years 11 9.6
33-37 years 2 1.7
Educational level Bachelor degree 39 33.9
Master/Ph.D. 76 66.7
Occupational employment Staff 14 12.2
Auditor 68 59.1
Senior Executive (Director, 22 19.1
Shareholder, Owner)
Other 11 9.6

rotation regime, the risk of audit failure increases until the
auditors obtain specific knowledge about their client (Gei-
ger and Raghunandan 2002; Johnson et al. 2002). In addi-
tion, mandatory firm rotation has a negative effect on the
attractiveness of the audit profession. Audit firms become
uncertain about future audit capacity needs when they are
not able to target specific client segments. Thus, they can-
not organize their human capital or invest in its further spe-
cialization (Catanach and Walker 1999). The lack of highly
skilled and specialized auditors and the ability of companies
to hire audit firms with uncertain industry-specific expertise
make it possible, in turn, that audit quality will be lowered.

The above arguments form the framework for the assess-
ment of the effects of mandatory firm rotation on audit qual-
ity. Clearly, each stakeholder has its own views with regard
to the application of a mandatory rule and its impact on
audit quality. Nevertheless, we should emphasize that audit
quality is directly related to financial statements and, more
specifically, to whether the auditor is able to detect and refer
to any material misstatements that may exist in them. For
this reason, this study opts to focus on auditors to assess the
effect of mandatory rotation on audit quality.

Methodology

The empirical analysis of this study is realized through the
distribution of a questionnaire that was sent in electronic
form via e-mail after the approval of the director of the Insti-
tute of Certified Public Accountants of Greece (SOEL). To
attempt to minimize response bias, all emails were sent with
a request for careful reading of the questions and the sin-
cere completion of the questionnaire. The questionnaire was

sent to all members of SOEL (approximately 875 members)
spanning from December 2017 to February 2018. A total
of 115 valid questionnaires were collected. The questions’
content is based on the United States General Accounting
Office (2004) and Said and Khasharmeh (2014). Likert or
Likert-type rating questions and three open-ended questions
were used. The questionnaire consisted of 16 questions: the
first 5 refer to the respondents’ demographics, the 6th to the
11th questions concern the firm in which the respondent
works, and the 12th to the 16th questions concern the view-
point of the respondent on the subject under consideration.
To analyze the questionnaire responses, the statistical pack-
age SPSS 19 (Statistical Package for the Social Sciences)
was used. The questionnaire incorporates three questions
that measure the same feature. The reliability estimate with
Cronbach’s « is in all cases very satisfactory.

Description statistics

The demographic data of the respondents are indicated in
Table 1. The majority of the respondents were 3545 years
old, with an average age of 42.39 years old. Most of them
are male, had worked at their current position on average for
11.78 years and are highly educated. Thus, the respondents
are experienced in their current work environment. Addi-
tionally, most of them are auditors.

The firm employment data for the respondents are indi-
cated in Table 2. The majority of the respondents work in
a Greek audit firm, other than a Big 4 firm, with more than
91 employees.

The services that auditors provide to the audited company
(except audit) are mainly accounting, taxation and internal
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Table 2 Firm’s employment data

Firm’s employment data Variable Frequency
Firm In a Big 4 3

In a non-Big 4 international 24

firm

In a non-Big 4 Greek firm 88
Number of employees 1-30 22

31-60 17

61-90 11

91 and more 65

Table 3 How many years are services provided to the audited com-
pany?

Variable Frequency Percentage
Don’t know/don’t reply 17 14.8
None 25 21.7
1-9 50 43.5
10-20 10 8.7
20-25 5 43
There is no time limit 8 7.0
Total 115 100.0
Table 4 Internal policy for mandatory rotation
Variable Frequency
Of audit firm
Don’t know/don’t reply 34

No 44

Yes 37
Of auditors
Don’t know/don’t reply 19

No 33

Yes 63

control services. Regarding the years auditing the firm, the
majority of the sample replies that it was from 1 to 9 years
at 43.5% (see Table 3).

Most of the respondents replied that the audit firms where
they are employed do not have an internal policy for manda-
tory rotation (38.3%), while the percentage of respondents
responding “Don’t know” or who do not reply is quite high
(29.6%). Moreover, most companies have a policy on man-
datory auditor rotation (54.8%) (see Table 4).

For the question of whether to impose a mandatory rota-
tion of audit firms or auditors with a differentiating factor
whether the company is in a public or private sector, the
majority of the respondents reply that mandatory rotation

¥

Table 5 You believe that mandatory rotation should be imposed to...
(in percentages)

Yes No Don’t know/
don’t reply
Audit firms in all public sector companies 75.7 20.9 3.5
Audit firms in all private sector companies 56.5 38.3 5.2
Auditors in all public sector companies 82.6 139 35
Auditors in all private sector companies 67.8 27 52

should be imposed, with the percentages being much higher
for companies of the public sector (see Table 5).

Approximately one out of three respondents (33.9%)
believe that the allowable upper limit of the mandatory
audit tenure for the audit firm should be 4-6 years, while
there is a high percentage (27%) who believe that the
upper limit of this period should be more than 10 years.
The majority (47%) believes that the equivalent upper
limit of the auditor’s mandatory audit tenure should be
4-6 years, followed by a 27% who believe in a threshold
of 3 years. Regarding the question of when the auditing
firm and the auditor should be allowed to compete again
for audit services, responses converge to a time period
of up to 3 years for both companies (51.3%) and auditors
(53%) (see Table 6). There was no significant difference
with regard to the respondents’ characteristics according
to t-tests or ANOVA applied to the variables.

Moreover, the questionnaire includes eleven questions/
views against the mandatory rotation of audit firms and
auditors. It is worth noting the following results: the major-
ity of the respondents (more than 65%) ‘agrees’ or ‘totally
agrees’ that the mandatory rotation will increase the audi-
tor’s cost because the beginning of an audit requires the
auditor to invest physical and mental effort to become
familiar with the transactions and accounting systems of
the new customer; it will increase the time spent by the
auditor to become familiar with the accounting procedures
applied by the new client and his internal audit system,
and thus the audit cost will increase; and the respondents
believe that there are other factors that drive auditors to
independence, such as maintaining their good reputation
and providing good service to their clients. Regarding the
eleven questions/views in favor of the mandatory rotation
of audit firms and auditors, it is worth mentioning the fol-
lowing results: the majority of the respondents (more than
54%) ‘agrees’ or ‘totally agrees’ that the mandatory rota-
tion will probably lead to lower audit fees and company
profitability; the auditor’s independence is a key priority
for both auditors and audited companies; the audit firm
will be more independent and objective in providing its
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Table 6 In your opinion ... (in percentages)
Up to 3 years 4-6 years 7-9 years More Don’t know/
than don’t reply
10 years
What should be the allowable upper limit of the mandatory audit tenure of the 14.8 33.9 16.5 27 7.8
same audit firm?
What should be the allowable upper limit of the mandatory audit tenure of the 27 47 11.3 10.4 43
same auditor?
How many years should the same audit firm be allowed to compete again for 51.3 20 7.8 9.6 11.3
audit services?
How many years should the same auditor be allowed to compete again for audit 53 23.5 8.7 7 7.8

services?

Table 7 Descriptive measures

. . Against In favor

against and in favor of

mandatory rotation Total 115 115
Mean 37.40 34.83
Median 38 36
Ist quartile 34 31
3rd quartile 41 40
Mode 37 37
SD 6.059 7.198
Variation 36.716  51.806
Range 30 41
Min 20 11
Max 50 52

services; it will lead to an increase in the auditor’s resist-
ance to the company’s management; and it will reduce the

influence of the management of the audited companies on
the auditors.

For the final question on whether there should be a man-
datory rotation of the audit firm after a specified number
of years, the majority of the respondents (68.2%) respond
positively, while almost one out of five (24.3%) respond
negatively.

Compare means

Because 1-5 points were given in the five scaled answers,
‘I totally disagree’ to ‘I totally agree’, we receive a score
for each question/view against or in favor of the mandatory
rotation of audit firms and auditors. Eleven overall questions/
views mean a minimum possible score of 11 and a maximum
possible score of 55 per respondent; we list the results in
Tables 8 and 9. In summary, from the data in Table 7, it

Table 8 Mean, standard deviation and the statistically significance of each question/view against mandatory rotation

Mean SD Ttest  pvalue

The marketing cost of audit is the cost of what the audit firms try to obtain new clients or retain the old ones ~ 3.33
The additional marketing cost that is likely to occur under the mandatory audit firm rotation will be passed on  2.92

to the audited companies through higher audit fees

The obligation of auditor’s rotation will increase the auditor’s cost at each rotation, because at the begging of ~ 3.62

0.835 —-0.894 0.373
0.938 —5.468 0.000

a audit a lot of physical and moral effort to get familiar with the transactions and accounting systems of the

new client is needed

The time spent by the auditor to know the accounting procedures applied by the new client and be familiar 3.70

with the system of his internal audit will increase the cost of the auditing process

The potential cost that may result after the mandatory rotation is likely to significantly exceed the benefits. 3.08
Mandatory rotation will lead to increase the workload on the internal auditors due to providing the necessary  3.43

information for the new auditor.

Mandatory rotation will add cost of time and cost of choice of new auditor for both management and auditor ~ 3.50

The difficulty of audits and the degree of complexity associated with them have a significant impact on the 3.68

determination of audit fees

The long-term client-to-client relationship may lead the auditor to give his intention to the financial benefit of 3.17  1.051

the client than to his independence

There are other factors that drive auditors to independence, such as maintaining their good reputation and 3.85

providing good service to their clients

Rotation of auditors does not have to increase their independence

0951 2451 0.016
0964  3.386 0.001
1.027 -=3.359 0.001
1.093  0.341 0.734
0.921 1.113 0.268
0.864  3.454 0.001

-2.396 0.018
0.851  5.701 0.000

312 1.093 -2.729 0.007
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Table 9 Mean, standard deviation and the statistically significance of each question/view in favor of mandatory rotation

Mean SD Ttest  p value

Mandatory rotation will lead to increased audit efficiency 323 0946  0.681 0.497
Mandatory rotation will probably lead to lower audit fees and company profitability 243  0.899 -8.827 0.000
The rotation of the auditor alleviates or eliminates competition in the audit services market and leads to the 294 0939 -2.590 0.011

strengthening of the objectivity and independence of the auditor

The independence of the auditor is a key priority for both auditors and audited companies 396 1.012  8.376 0.000

Under the mandatory rotation regime, the audit firm will be more independent and objective in providing its ~ 3.31  1.029 1.532 0.128
services

Mandatory rotation will lead to less auditor’s incentive to use similar audit reports each year for the benefit of 3.22  1.058  0.521 0.603
the company

Mandatory rotation will lead to an increase in the auditor’s resistance to the company’s management 332 1.005 1.662 0.099
The rotation of auditors will reduce the influence of the audited companies’ administrations on the auditors 335 0908 2.146 0.034
The duration of an audit contract affects the likelihood of a more favorable audit 3.03 0941 -1.595 0.114
The auditor may compromise the quality of the audit if no rotation of auditors is applied 2.88 1.061 —2.909 0.004

There is a risk of acquaintance with auditors, but there is certainly no risk of acquaintance with audit firms if  3.18 0.951  0.187 0.852
there is no rotation of auditors

seems that the questions/views against mandatory rotation ~ mandatory rotation. Therefore, the questions/views of the

have a higher average, a smaller range and a smaller stand-  respondents are slightly against mandatory rotation.

ard deviation than the corresponding ones in favor of the In Table 8, the mean, standard deviation and statistical
significance of each question/view are indicated. There is a

Table 10 Mandatory rotation will probably lead to lower audit fees and company profitability *Occupational employment (crosstabulation)

Occupational employment Total

Staff Auditor Senior executive Other

Mandatory rotation will probably lead to lower audit fees and company profitability

Totally disagree

Count 1 10 3 2 16

% 6.3% 62.5% 18.8% 12.5% 100.0%
Disagree

Count 3 36 7 2 48

% 6.3% 75.0% 14.6% 4.2% 100.0%
Don’t agree/nor disagree

Count 6 19 7 7 39

% 15.4% 48.7% 17.9% 17.9% 100.0%
Agree

Count 4 2 4 0 10

% 40.0% 20.0% 40.0% .0% 100.0%
Totally agree

Count 0 1 1 0 2

% .0% 50.0% 50.0% 0% 100.0%
Total

Count 14 68 22 11 115

% 12.2% 59.1% 19.1% 9.6% 100.0%

Chi-square test
Value p value

Pearson Chi-square 23.628 0.023
N of valid cases 115
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Table 11 The independence of the auditor is a key priority for both auditors and audited companies *Occupational employment (crosstabulation)

Occupational employment Total
Staff Auditor Senior executive Other

The independence of the auditor is a key priority for both auditors and audited companies
Totally disagree

Count 0 5 0 0 5

% 0% 100.0% .0% 0% 100.0%
Disagree

Count 0 3 1 2 6

% 0% 50.0% 16.7% 33.3% 100.0%
Don’t agree/nor disagree

Count 1 5 7 0 13

% 7.7% 38.5% 53.8% .0% 100.0%
Agree

Count 11 33 7 5 56

% 19.6% 58.9% 12.5% 8.9% 100.0%
Totally agree

Count 2 22 7 4 35
% 5.7% 62.9% 20.0% 11.4% 100.0%
Total

Count 14 68 22 11 115

% 12.2% 59.1% 19.1% 9.6% 100.0%

Chi-square test
Value p value

Pearson Chi-square 23.720 0.022
N of valid cases 115

statistically significant relationship against mandatory rota-
tion, with questions/views having a p value of less than 0.05
(test value=3.4 and a=5%).

In Table 9, the mean, standard deviation and statistical
significance of each question/view are indicated. There is
a statistically significant relationship in favor of mandatory
rotation with questions/views having a p value of less than
0.05 (test value=3.166 and a=5%).

Independent tests

The view against or in favor of mandatory rotation is not sta-
tistically dependent on occupational employment, as shown
by the crosstabs, except for three questions/views against
mandatory rotation presented below (Tables 10, 11, 12),
where the p value is less than 0.05.

The view against or in favor of mandatory rotation does
not depend statistically on the length of the respondent’s
experience in the current position, as shown by the cross-
tabs, except for the two questions/views in favor of the man-
datory rotation presented below (Tables 13, 14), where the
p value is less than 0.05.

The view against or in favor of mandatory rotation is sta-
tistically dependent on whether there should be a mandatory
rotation of the audit firm after a specified number of years,
as expected, with the exception of the following questions/
views: (a) the marketing cost of the audit process is the cost
of trying to win new customers or retain the old ones, (b)
the additional marketing cost that may result from the man-
datory rotation of audit firms will pass to the companies
through higher audit fees, (c) the time spent by the auditor
to get acquainted with the accounting procedures applied
by the new client and to become familiar with the internal
audit system of the company will increase the cost of the
audit process, (d) the difficulty of the audit and the degree
of complexity associated with it have a significant impact on
setting of the audit fees, (e) there are other factors that drive
auditors to independence, such as maintaining their good
reputation and providing good service to their customers, (f)
the auditor’s independence is a key priority for both auditors
and the audited companies and (g) there is a risk of auditor
familiarization, but there is no danger of audit firm familiari-
zation if the rotation of audit companies is not applicable.

Additionally, views against or in favor of mandatory
rotation have a linear relationship with the view on whether

¥
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Table 12 The duration of an audit contract affects the likelihood of a more favorable audit. *Occupational employment (crosstabulation)

Occupational employment Total
Staff Auditor Senior executive Other

The duration of an audit contract affects the likelihood of a more favorable audit
Totally disagree

Count 0 3 3 0 6

% 0% 50.0% 50.0% 0% 100.0%
Disagree

Count 2 13 6 8 29

% 6.9% 44.8% 20.7% 27.6% 100.0%
Don’t agree/nor disagree

Count 7 25 6 0 38

% 18.4% 65.8% 15.8% .0% 100.0%
Agree

Count 4 27 7 2 40

% 10.0% 67.5% 17.5% 5.0% 100.0%
Totally agree

Count 1 0 0 1 2

% 50.0% 0% 0% 50.0% 100.0%
Total

Count 14 68 22 11 115

% 12.2% 59.1% 19.1% 9.6% 100.0%

Chi-square test
Value p value

Pearson Chi-square 30.178 0.003
N of valid cases 115

there should be a mandatory rotation of the audit firm after
a specified number of years (ANOVA analysis). Finally, the
correlation analysis of the viewpoint against or in favor of
mandatory rotation with years of employment in the current
firm show that there is no correlation and there is similarly
no correlation with whether auditors provide services in
addition to audits.

Conclusions

The audit literature does not lead to safe conclusions with
regard to the effect of mandatory rotation on audit qual-
ity. From a theoretical and practical perspective, the argu-
ments in favor of mandatory rotation are the strengthening
of audit independence, the realization of a ‘fresh look’ of the
audited firm, the reduction of economic dependence and the
enhancement of industry competition. Nevertheless, manda-
tory rotation may cause increased switching costs, uncer-
tainty and information costs.

This empirical study focuses on Greece in the after-
math of the new regulatory framework established after the

¥

European Audit Reform to provide insights into the effect
of the mandatory rotation rule on audit quality. We focus
on a particularly experienced sample of employees with a
high educational level, with the majority being auditors and
senior executives. Most audit firms have internal policies
for the mandatory rotation of auditors, but not necessarily
for the firm. Respondents believe that mandatory rotation
should be imposed, especially for public sector companies,
with the allowable audit limit being 4-6 years.

Regarding questions/views against or in favor of the man-
datory rotation of audit companies and auditors in general,
the results provide partial evidence against mandatory rota-
tion. Most respondents agree that mandatory rotation will
increase the overall cost of the audit process and the work-
load of internal auditors and managers, which is in line with
the literature (i.e., Myers et al. 2003; Ghosh and Moon 2004;
Jackson et al. 2008). At the same time, they agree with the
view that under the mandatory rotation regime, the audit
firm will be more independent and objective in providing
its services, that mandatory rotation will lead to an increase
in the auditor’s resistance to the company’s management,
and that it will reduce the impact of the audited companies’
management on the auditors. These findings corroborate the
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Table 13 The marketing cost of audit is the cost of what the audit firms try to obtain new clients or retain the old ones *Work experience in the

current position (crosstabulation)

Work experience in the current position (in years) Total
Until 10 11-21 22-32 33-37

The marketing cost of audit is the cost of what the audit firms try to obtain new clients or retain the old ones
Totally disagree

Count 1 1 0 1 3

% 33.3% 33.3% .0% 33.3% 100.0%
Disagree

Count 7 9 0 0 16

% 43.8% 56.3% .0% .0% 100.0%
Don’t agree/nor disagree

Count 19 15 4 0 38

% 50.0% 39.5% 10.5% .0% 100.0%
Agree

Count 28 20 7 1 56

% 50.0% 35.7% 12.5% 1.8% 100.0%
Totally agree

Count 1 1 0 0 2

% 50.0% 50.0% 0% .0% 100.0%
Total

Count 56 46 11 2 115

% 48.7% 40.0% 9.6% 1.7% 100.0%

Chi-square test
Value p value

Pearson Chi-square 22.402 0.033
N of valid cases 115

results of previous studies in the field (i.e., Davis et al. 2000;
Imhoff 2003; Ye et al. 2006; Fairchild 2008).

The majority of respondents agree with the view that
there are other factors that drive auditors to independence,
such as maintaining their good reputation and provid-
ing good services to their clients. Similar to other studies
(DeAngelo 1981; Bradbury and Redmayne 2013; Church
et al. 2018; Jenkins and Stanley 2019), they also agree with
the view that the auditor’s independence is a key priority for
both auditors and audited companies.

These conclusions are in line with those indicated in the
literature for Europe and other countries, as mandatory rota-
tion is accompanied by strong advantages as well as disad-
vantages (Cameran et al. 2015). This illustrates that manda-
tory rotation may serve as a double-edged sword, and the
implementation of such a rule should be done with caution,
considering the particularities of each country on the eco-
nomic, legal, business and ethical level. As Bleibtreu and

Stefani (2018) suggest, different institutional parameters can
support alternative decisions regarding the implementation
of mandatory rotation.

Limitations of this study constitute areas for future
research and should be acknowledged. The results of this
study are limited to the perceptions of auditors. Therefore,
the results may not be generalized to other stakeholders,
such as boards of directors and businesses, policymakers
and regulatory bodies, financial analysts and loan officers.
Future research could explore whether views of other par-
ties are different from the opinions of auditors. Addition-
ally, the results could be compared with those for other
European countries after the incorporation of the European
Audit Reform into national law. Finally, it would be inter-
esting to repeat this study, following up on the results of
the implementation of mandatory rotation over a longer
period of time.
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Table 14 The difficulty of audits and the degree of complexity associated with them have a significant impact on the setting of audit fees *Work

experience in the current position (crosstabulation)

Work experience in the current position (in years) Total
Until 10 11-21 22-32 33-37

The difficulty of audits and the degree of complexity associated with them have a significant impact on the setting of audit fees
Totally disagree

Count 1 0 0 0 1

% 100.0% 0% .0% 100.0%
Disagree

Count 6 7 0 0 13

% 46.2% 53.8% 0% .0% 100.0%
Don’t agree/nor disagree

Count 10 7 5 0 22

% 45.5% 31.8% 22.7% .0% 100.0%
Agree

Count 35 26 4 0 65

% 53.8% 40.0% 6.2% .0% 100.0%
Totally agree

Count 4 6 2 2 14
% 28.6% 42.9% 14.3% 14.3% 100.0%

Count 56 46 11 2 115

% 48,7% 40.0% 9.6% 1.7% 100.0%

Chi-square test
Value p value

Pearson Chi-square 24.413 0.018
N of valid cases 115
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