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Abstract: This study identifies the effect of mandatory ristatof the external auditor in improving the qualif auditing and
to confirm his objectivity and independence. A digesaire has been designed and distributed tavglgaof 185 external
auditors and managers of corporation at Gaza. Tty sntroduces many results; i, there is a relationship of applying the
mandatory and its effect on the quality, cost amditfees, and to improve the quality of auditimglao confirm his objectivity
and independence. The study introduces many recodutiens;e. g., applying the professional specialization strategthe

client's industry.
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1. Introduction

The collapse of the largest American companiesedais audit quality is reduced with low audit fees andrsige of

concern with issues including external auditor petelency
and audit quality. Enron breakdown has been inggedrto its

close relationship with its auditor that affect® treporting

objectivity of the auditor and the quality of thed#&ing process
[1]. As a result, the need to reorganize the psidesto enhance
the objectivity and independence of external audits arisen
in the U.S. and other countries; e, imposing mandatory
rotation of external auditor [2] leading to questia@oncerning
auditor tenure, independence, and audit quality [3]

knowledge for short tenure.

In the Palestinian territories, the interest andvdedge of
the auditing profession has been increased sinee
Palestinian National Authority has received the eistrative
matters. This development is due to several reasbb@snost
important one of these reasons is the conditionsictw
imposed by and still imposed by foreign donorsléans and
aids, governmental and private ones. These bodie® h
noticed the lack of reliable accounting systems tle

th

Some studies supported mandatory rotation for thBalestinian economic establishments and considéetdhe

following reason. Firms with long auditor tenureyntead to
compassion between auditors and their clients ngusss of
external auditor independency and degradationeotititing
quality [1,4].

On the other hand, the opponents to adaption mandat systems and

rotation argued that longer tenure provides higdediting
process quality and auditor independency [5-7].

Other studies recommend that long tenure is natcised
with audit quality [8-9]. In a study of the publigector,
Schelker [10] argues that the audit quality is loimethe short
period and in the long period.

Mande and Son [11] agree with the opinion thatrresare
positively related to auditor switches subsequent
restatements. Stanley and Dezoort [12] have fohatl the

risk of loss of potential investments in this sauof economic
units, as well as the case of funds that can beertmdhese
facilities, whether in the form of loans or aidshefefore,
these bodies demanded the need to create strongrdicy
internal controls set in various ptsjec
considered in this regard, international accounprigciples
and American accounting principles as role modg$. [

However, the rapid growth of this profession hagrbe
accompanied by some important distortions in theitau
facilities, resulting in a significant impact oretperformance
of many of these auditing firms. This motivated som
companies to follow mandatory rotation.

t The discrepancy in opinions regarding the effect of

mandatory rotations in the auditor independence toed



Journal of Finance and Accounting 2014; 2(6): 139-1

quality of the auditing process has motivated thther to
examine the effect of mandatory rotation of theeaxl
auditor in improving the quality of auditing anddonfirm his
objectivity and independence using Gaza as a cagly s
taking into consideration the fact that Gaza rdgeayproved
mandatory rotation of the external auditor.

2. Background

The opponents to adaption mandatory rotation arglad
longer tenure provides higher auditing process ityuaind
auditor independency Johnson et al. [5] find thet teport
quality improved for firms with long auditor tenur&eiger
and Raghunandan [6] tested the relation betweertoaud
tenure and audit reporting failures and found that audit
failures are more substantial in the short periethtion
between auditor and his client. They proposed tihat
auditing process quality is higher for extendeditaudenure.

130

3. Problem of the Sudy and Its
| mportance

Auditing is characterized with high level of sensiy; this
is because it is highly based on the servicesatteabffered by
the neutral, independent external auditor. | aeregted in the
presence of a group of factors that affect thepeddence and
the neutrality of the external auditor which inrtwaffect the
quality and efficiency of the whole auditing seexicAmong
these factors is the mandatory change of the exteuditor.
Additionally, the previous studies have been cotetlidn
several countries, except for the Palestinianttereis.

These countries have different economic, social and
political environment. Palestine has special cirstamces
which affects negatively its development. Thisumtaffects
the growth of auditing profession in Gaza. The probof this
study is about studying, analyzing, and assessmgthe
different issues relevant to the mandatory charigriditors.

Myers et al. [7] support the suggestion that eamingsrhe main question of this research is “Does the datory

management over discretionary accruals decreasetheas
length of the auditor tenure increases. This insghat auditor
with long tenure give high quality audit servicehdsh and
Moon [14] get similar results supporting longerusnauditor.
Further, Ghosh and Moon [15] determined that olzt@ms
of earnings quality from earnings response coeffits and
stock ranking get larger with prolonged auditonren Mansi
et al. [16] also support long audit tenure by noticihgttthe
cost of debt declines with longer tenure. Severghas
achieved the same conclusions [16-20].

change of the external auditor enhances the quafitihe
review process and implements his objectivity and
independence in the Gaza Strip? "

The Importance of this study based on the factitlaasures
the continual presence of the auditor negativefgcts his
independence, objectivity, and efficiency whicheafé his
profession and its development, and weakens thghility of
the reports. Moreover, this study brings togetherviews of
managers of offices, audit firms, and directorsahpanies in
the Gaza Strip.

On the other hand, some studies supported mandotary

rotations. Zhang [1] concludes that the close i@tabetween
auditors and their clients decreases the audittguaimilarly,
Harris [4] shows that audit markets improved by iy
mandatory rotation rules.

Some studies show that audit quality deteriorafdseie
with increased auditor tenure [21], or both atdhdier or later
part of auditor tenure [20]. Some recent studiemmare the
interaction between auditor tenure and either teeguditor
specialization. However, seemingly opposite corichss are
reached. One set of studies examined the interabgbtween
auditor tenure and audit fees. Gul et al. [22] fbuhat
non-audit fees are associated with poorer audifityuin
terms of higher discretionary current accrualsfiions with
short auditor tenure.

In contrast, Stanley and DeZoort [12] documented dldit
fees are associated with improved audit qualityeims of
lower likelihood of restatement for firms with shauditor
tenure. Another set of studies examines the intierac
between auditor tenure and auditor specializatiom,results
differ depending on the proxy for audit quality. &tg et al. [7]
found no such interaction with discretionary actsudn
contrast, using discretionary accruals and resetésnas
proxies for audit quality; other studies documentibdis
interaction [12]. Zhang [1] shows that audit quei affected
by closeness in the auditor-client relationship eegllatory
intervene may be needed depending on specificngeiti
terms of auditor type and auditing decisions.

4. The Sudy Hypothesis

The study depends on the following hypotheses:

1) There is no statistically significant relatioipsbetween
the mandatory change of the external auditor,
improvement of the quality of the auditing processd
strengthening the objectivity and independenc@ek&tixternal
auditor.

2) There is no a statistically significant relagbip between
the application of the mandatory change of theragieauditor,
its impact on the further accumulation of expereerand
knowledge of industry for which belongs to it ardaueview
client, and between improving the quality of thediding
process and strengthen the objectivity and indeperel

3) There is no statistically significant relatioishetween
the application of the mandatory change of the raezie
auditor and its impact on the quality and cost #&ed for the
auditing process, and between improving the qualftyhe
auditing process and strengthening the objectiatyd
independence of the external auditor.

and

5. M ethodology

To achieve the objectives of the study, a desespti
analytical method was used depending on the natlitbe
subject. Also, secondary information was obtaineeugh
books, scientific references, previous studies, sesdarch
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published in referee specialized journals. Alseliprinary
information was collected through the questionn#iet had
been prepared for this purpose and analysis ofethdts has
also been made using statistical software (SPSSjsed
Pearson correlation test to determine the numevigkie of

The External AadMandatory Changes Impact on Improving the Qualitshe Auditing Process

the strength of the association between the vasabl my
study for the following reason. Pearson correlatest gives
more accurate results than estimating the streoigthe link
between two variables for the distribution of data.

Table 1. Pearson test to measure thefirst hypothesis[26].

Areas

Effect of the external auditor survival as an auditor accounts client
for morethan 5 yearsin improving the quality of the audit process

Improve the quality of the review proce: Pearson's correlation coefficient
and enhance objectivity and The level of Morale
independence Number of the sample

0.896
0.000
141

The value of Tabulated r at a degree of freedom®™"&8d the 0.05 significance level equal to 0.159

The study population is composed of offices andtdiths
operating in the Gaza Strip and they are (85) effiand
auditing firms based on Palestinian accountantsaamtitors
manual [23]. Also, it includes shareholding comganin
Gaza and they are (4119). However, only (1000) congs
are considered operating according to the Ministifational
Economy [24].

The study sample includes all offices and audimgir
operating in the Gaza Strip, which are (85) officasd

between the external auditor and the managemenhef
enterprise being audited. These results agreethéthresults
represented by Mansi et al. [16] and Ghosh and M&&h
The results disagree with the results of CareyGinthett [21]
who showed that the audit quality decreases withegsing
auditor tenure. The results also disagree with ®atil. [20]
who showed that the quality degraded both at tmkeear
later part of auditor tenure.

auditing companies and 100 shareholding companigs2. The Second Hypothesis

operating in the Gaza Strip which comprise 10% [@5fhe
total number of companies that are operating iraea Strip.

6. Analysisand Discussion of the Sudy
Hypotheses

6.1. The First Hypothesis

Pearson correlation test is used to test the Hypbthesis.
The results listed in Table 1 show that the catedlaalue of r
equals to 0.262, which is larger than the tabulatdde of r,
which equals to 0.159 at 0.05 levels and the degfreeedom,
"139". As well as the level of significance valué this
relationship is equal to 0.000 which is less tha®b0 This
implies that the hypothesis is rejected. Thus, tésults
indicate that the mandatory change improves ancrerds
objectivity and independence of the external audaad
improves the quality of the review process.

That is because the length of the external augiayiod
may lead to the consolidation of the personal itahip

The second hypothesis has been tested using theoRea
correlation. The results listed in Table 2 showt thize
calculated value of r equals to 0.896, which igéarthan the
tabulated value of r, which equals to 0.159 at 0e@®ls and
the degree of freedom, "139". As well as the lewél
significance value of this relationship is equabt600 which
is less than 0.05. This means that the hypothesijected. It
can be seen that the results are opposing to fhettssis, and
in favour of the importance of the change is corspry for
the external auditor and its impact on professisnalof the
external auditor in the manufacture of the customdequate
knowledge of his activity nature and industry whible
belongs, and the importance of mandatory changtefnal
auditor on improving the quality of the review pess and
strengthening the objectivity and independence. rdsellts
agree with Zhang [1], Stanley and Dezoort [12] vehowed
that audit quality is affected by the relation bedémn the
auditor and his client and the mandatory changkeendent
on auditor specialization.

Table 2. Pearson test to measure the second hypothesis[26].

Areas

Effect of the external auditor survival asan
auditor accountsclient for morethan 5yearsin
improving the quality of the audit process

Extent of application of the mandatory change &nd i

audit client industry, and sufficient knowledgetioé
nature of his activity and industry to which hedrejs.

Pearson's correlation coefficient
impact on professionalism of the External Auditothe The level of Morale

Number of the sample

0.262
0.002

141

The value of Tabulated r at a degree of freedor®™a8d the 0.05 significance level equal to 0.15

6.3. The Third Hypothesis

To test the third hypothesis, the Pearson coroglaést has
been used and the results are listed in Tablé3shitown from
Table 3 that the value of r is equal to 0.925 whighreater

than the tabulated value of r, which has the valu@.159 at
0.05 level and the degree of freedom, "139". Asl aslthe
value of the significance level of this relationsié equal to
0.000 which is less than 0.05. This implies thedtlgpsis is
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rejected. The results were against the hypothbaiker that
the application of the mandatory change has impacthe
quality, cost and audit process fees and thus emtiality of
audit process, because the contractual periodHevegtveen
the auditor and the client may affect the qualityhe auditor

performance. The results agree with Stanley ancobeZ12]

who showed that audit fees are associated withawipg the
quality of audit process. In contrast Gul et aR][@howed that
non-audit fees are associated with poorer audiitgua

Table 3. Pearson test to measure the third hypothesis [ 26] .

Areas

Sudy and application mandatory analysisto change the External

Auditor, and itsimpact on the quality, cost, and audit processfees.

Improve the quality of the review Pearson’s correlation coefficient  0.925
process and enhance objectivity The level of Morale 0.000
and independence Number of the sample 141

The value of Tabulated r at a degree of freedor®"&8d the 0.05 significance level equal to 0.159

7. Conclusion

[7] J.N. Myers, L. A. Myers, and T. C. Omer, “Exploritige term
of the auditor-client relationship and the quatifyearnings: A
case for mandatory auditor rotation? ” The accaognReview,

This study provides insights into the recent debate vol. 78, pp. 779-800, 2003.

surrounding auditor tenure, indenpendence, and gudiity
by analyzing the relationship between auditor teramd audit
quality. In general, most of the results are cdasiswith the
hypothesis that mandatory rotation has a positiwpaict on
improving the quality of auditing process. The tesghow
that the mandatory change of the external auditgraoves
and enhances objectivity and independence of tierred
auditor and improves the quality of the review @ The
mandatory change of the external auditor and ifsaich on
professionalism of the external auditor in the niacture of
the customer, adequate knowledge of his activityneaand
industry which he belongs improve the quality of teview
process and strengthen the objectivity and indegrecel The
application of the mandatory change has impachemtiality,
cost and audit process fees and thus on the qudligudit
process. Overall, my study suggests that imposiagdatory
limits on the duration of the audit-client relatitip improves
the quality of the auditing process and enhancesatiditor
independence in the Palestinian companies.
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