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Analysis of the relationship between the auditor rotation
and quality of the external audit and its impact on the

opinion of the external auditor

Abstract: The study aimed to identify the effect of auditor rotation rate on the
quality of external auditing at listed companies on the Palestine Exchange, and
the analysis of the impact of this relationship on the opinion of the external
auditor. To achieve the objectives of this study, we estimated the relationship
through the (logistic Regression) test. The data of this study are (Pooled Data
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Regression), and It is (a cross-sectional data) for 38 companies from 2006 to
2011.we used a set of appropriate statistical methods. The study found a positive
correlation between the rate of rotation of the auditor and the quality of the
external audit of listed companies on Palestinian exchange, In the sense that the
length of the contractual period between the external auditor and the company
under auditing contributing to increase the practice of earnings management by
the administration of these companies. Also we found that the length of the
contractual period of the external auditor with the company contribute towards
issuing an unqualified (clean) opinion, regardless of the quality of the audit
process, and considering that the auditor's reports linked to the performance of
the company and don’t have relation with the quality of the provided service.
The study recommended that it is necessary to issue an obligatory regulation by
the Palestinian Capital Market Authority (PCMA) to obligate listed companies on
the rotation of external auditor every certain period of time. The study also
recommended that it is necessary to find a supervisory board for companies’ to-
peer (PCAOB) in the United States, who shall oversee the work of the external
auditor in auditing public shareholding companies.

Keywords: external auditor rotation, external audit quality, earning management,
auditor opinion
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