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The Effect of Mandatory Auditor Rotation: An Empirical Analysis of

Clients’ Change of Accounting Firms in Case of Zhongtiangin
DU Ying

(School of Accounting, Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract:In 2001, business licenses of five public certified accounting firms such as Zhongtianqin, Shenyanghualun were withdrawn.
Their original clients had to hire other accountants. This event provides a unique quasi-experimental setting to study the implications of
mandatory auditor rotation for public firms. Consistent with the extant literature on mandatory auditor rotation, this study hypothesize the
selection of a new auditor can improve the audit quality. After an analysis of the discretionary accruals reported by the clients of five CPA
firms before and after this event of withdrawal, this study indicated that the discretionary accruals in these companies did not decrease
but increased. Further analysis indicates that, in the positive DA group the successor auditors do not tune down the discretionary accruals
of these companies while in the negative DA group, the discretionary accruals increase after substituting accountants. In such a decen-
tralized audit market in China, mandatory auditor rotation does not produce an expected result.

Key Words: mandatory rotation; CPA firms; audit tenure; audit quality; discretionary accruals
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