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ABSTRACT

Various arrangements have been made to increase the effectiveness of the audit. One of these arrangements is
mandatory rotation. What is meant by the mandatory rotation is to increase the impartiality and independence of
the auditor. Independence and impartiality are also indispensable for professional accountants. In this study, it is
aimed to determine whether the mandatory rotation for independent auditors should be applied to accountants
and to determine the view of the members of the profession in terms of mandatory rotation. Firstly, literature
review has been done to determine the aims of the mandatory rotation for independent auditors. As a result of the
review, it has been determined that the mandatory rotation for independent auditors is aimed at the desired
characteristics of accounting activities. A questionnaire technique was conducted on the certified public
accountants operating in Tokat province in order to determine the approaches of the members of the professions.

The results show that professionals do not support the implementation of the mandatory rotation for accountants.
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BAGIMSIZ DENETCILERIN TABi OLDUGU ZORUNLU ROTASYONUN MUHASEBE MESLEK
MENSUPLARINA UYGULANABILIRLIGi: TOKAT ILINDE SERBEST MUHASEBECI MALI
MUSAVIRLERE YONELIK ARASTIRMA

0z

Denetimin etkinligini artirmak i¢in de ¢esitli diizenlemeler yapilmistir. Bu diizenlemelerden bir tanesi de
zorunlu rotasyondur. Rotasyon sarti ile amaglanan denetginin tarafsizligini ve bagimsizligimi artirmaktir.
Muhasebe meslek mensuplart i¢in de bagimsizlik ve tarafsizlik vazgegilmez bir &zelliktir. Bu calismada
bagimsiz denetgilere uygulanan rotasyon sartinin muhasebe mesleginde uygulanip uygulanilmayacagmin ve
meslek mensuplarmin rotasyon sartina bakislarinin belirlenmesi amaglanmistir. Oncelikle bagimsiz denetcilere
uygulanan zorunlu rotasyonun amaglarmi belirlemek igin literatiir incelemesi yapilmistir. Yapilan inceleme
sonucu uygulanan rotasyon sartiyla bagimsiz denetgilere kazandirilmak istenen ozelliklerin, muhasebe meslek
mensuplarinda olmasi istenen Ozelliklerle ayn1 dogrultuda oldugu tespit edilmistir. Meslek mensuplarmin bu
uygulamaya bakisini tespit etmek amaciyla Tokat ilinde faaliyet gdsteren Serbest Muhasebeci Mali Miisavirler
tizerinde anket teknigi ile bir arastirma yapilmistir. Elde edilen sonuglar, meslek mensuplarmin Serbest

Muhasebeci Mali Miisavirler i¢in rotasyon sartinin uygulanmasini desteklemedigini gdstermektedir.
Anahtar Kelimeler: Muhasebeci, Muhasebe Meslegi, Denetim, Zorunlu Rotasyon

JEL Simflandirmasi: M41, M42

1. INTRODUCTION

The recent intensive increase in economic activity has resulted in many data and information
production by the businesses. However, the reliability of this information has been a matter of debate
because information providers have moved away from impartiality. The basic need for business
relevance has become more reliable information than more information (Cémert et al. 2013). It was
aimed to increase the reliability of the information provided by the audit work conducted to meet this

need.

Various statutory regulations related to the audit have been made in Turkey and it has been enacted
to make the independent audit activity with the Turkish Auditing Standards in accordance with the
International Standards on Auditing. Independent auditors will submit an audit report on the audit
activities they will undertake and their views on whether the financial information presented in the
annual reports of the businesses reflects the actual situation. Again with this law, the law requires that
the same auditor be suspended for two years in the same business for seven years in a row. With the
subsequent regulation, audit companies were also audited, and the durations in auditor rotation were

changed.
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It can be said that the mandatory rotation for independent auditor has various purposes, but the
main purpose is to maintain independence. With this study, it is aimed to give an opinion about
whether the mandatory rotation for independent auditors should be applied to members of accounting
profession. For this purpose, a questionnaire was applied to certified public accountants operating in
Tokat province. With this research, the perspectives of the members of the profession about the
applicability of the rotation have been determined.

2. APPLICATION OF INDEPENDENT AUDIT IN TURKEY

Auditing is the process of collecting and evaluating evidence on information in order to determine
and report the degree of conformity of information to previously established criteria (Arens et al.
2008). According to another definition, the audit is based on evaluating the financial reports prepared
for the purpose of showing the results of the operations of the businesses, evaluating the conformity
with the pre-determined principles and using the various audit techniques with the objective evidence
to provide reasonable assurance to the information users, and the results obtained are presented as a
report (Selimoglu and Uzay 2009). Auditing should be done by an expert and an independent person
(Arens et al. 2008).

The person who is trying to establish the level of accuracy and reliability of the information is
called the auditor. Auditors are separated into three categories according to their position where they
conduct audit activities. These are independent auditors, internal auditors and public auditors
(Comlekei 2010).

The independent auditor is the person who provides the audit service of the financial information
prepared by the business without acting as an employee of the business. The internal auditor is the
person who continuously conducts auditing activities within the business as an employee in the
businesses. The public auditor is a person who is in charge of various public institutions and

supervises the public interest (Bozkurt 2015).

The "Regulation on Independent External Auditing in the Capital Market" issued in 1987 in Turkey
is the first official regulation in the field of independent audit. This regulation provides the public with
enlightening information to set standards that will be the basis for the audit of the financial statements
of the businesses subject to the test in order to increase the confidence in the capital market and to

protect the interests of the savings owners.

“Public Accountancy, Certified Public Accountancy and Sworn-In Certified Public Accountancy
Law" issued in 1989 is another regulation in this area. In this case, it is stated that sworn-in certified

public accountants cannot keep accounting books, cannot open an accountancy office on their behalf
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or share an accounting department. Nevertheless, independent auditing authority has been granted to
sworn-in certified public accountants. Sworn-in certified public accountants are authorized to certify
that financial statements issued by businesses are in conformity with accounting principles and

standards and that accounts are reviewed in accordance with audit standards.

The most recent regulation concerning independent audit is the "Turkish Commercial Code"
numbered 6102. According to this law, the accuracy of the financial information contained in the
annual reports of the businesses subject to the test will be audited by the Turkish Auditing Standards
which are in line with the International Standards on Auditing. The most basic requirement for
becoming an independent auditor is to become a Sworn-In Certified Public Accountant or a Certified
Public Accountant. Independent auditors should present a report in a clear, comprehensible and simple
language that is comparable to the information of the past years, showing all the information on the

date of the audit they are doing and the conclusions of the achievements.

The mandatory rotation for independent auditors is also introduced by this law. If, according to this
law, a company has been audited by the same auditor in an independent audit firm for seven
consecutive years, that independent auditor will be changed for at least two years. It is not the
independent audit entity that is subject to mandatory rotation, but the auditor itself. In other words, the
same audit institution can continue with the auditing of the respective company with a different
independent auditor. This rule was changed by “Independent Audit By-Law” which was established in
2012. With the subsequent regulation, audit companies were also audited, and the durations in auditor
rotation were changed. Accordingly, three years without a break; audit companies and auditors do not
undertake the audit of the enterprises which they served for seven years in the last ten years and for

five years in the last seven years, respectively.

3. PURPOSES OF MANDATORY ROTATION FOR INDEPENDENT AUDITORS

The most important feature that must be found in the auditors is to ensure public good in all its
activities. That is, the auditors' responsibility does not only meet the needs of the customers they serve
(Standard of Ethics for Independent Auditors, Public Oversight Agency). Since the audit agreement is
in the public interest, the auditor must be independent of the subject matter being tested. Being
independent of the controlled operation guarantees that you can present your opinion without being
under any influence. At the same time, it maintains the honesty, impartiality and professional
skepticism of the independence auditor (ISA 200, A16, 2009). From this point of view, it can be said
that independence is an indispensable feature that must be found in auditors. The mandatory rotation

for independent auditors is applied for various purposes, primarily to protect independence.
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The reason for the defense of the mandatory rotation is that the long-term relationship between the
auditors and the businesses has an adverse effect on auditors’ independence and objectivity. Because
of this long-term relationship, the auditor is getting closer to management, endangering and ultimately
trying to please its customers (Kilig 2007). It is intended to prevent the establishment of a relationship
of interest between the auditor and the client by mandatory rotation. As time goes by, the relationship
between the auditor and the client can be transformed into friendship, which can prevent the
independent auditor from acting in an impartial manner (Arslan 2010). Under this condition, the client
may continue the business and auditor audit activity for a certain number of years. This will reduce the
likelihood of the auditor writing a report on behalf of the management since there will be no economic

incomes about the future of the auditor (Comunale and Sexton 2005).

The long-term duty of auditors may cause them to establish close relationships with their
customers, which can affect their independence and audit quality negatively. By introducing a new
approach, which is based on periodic changes of auditors, it is possible for auditors to act more
skeptical and more objective (Cameran et al. 2015). With a different view of the auditor's rotation and
the audit contract, the independence of the audit and thus the quality of the audit can increase
(Bandyopadhyay et al. 2014). Assuming a new perspective, mandatory auditor rotation can enhance
audit quality (Firth et al. 2012).

In summary, the application of mandatory rotation for independent auditors can be summarized as

follows:

» To maintain the independence and impartiality of the auditor
» To bring a new point of view to audit
» To increase the quality of audit

» To protect the professional skepticism of the auditor

A number of academic studies have been conducted to determine the effect of mandatory rotation
applied basically for the above aims. In these studies, the rotation of both auditors and audit companies
has been investigated. According to the results, it could be said that mandatory rotation had effect on
audit quality. However, this effect was determined as positive or negative in different studies (Senyigit
and Zeytinoglu 2014, 89).

4. LEGAL REGULATIONS RELATED TO ACCOUNTANT PROFESSION AND
APPLICABILITY OF ROTATION

The first legal regulation related to the accounting profession in our Turkey is "Public

Accountancy, Certified Public Accountancy and Sworn-In Certified Public Accountancy Law"
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numbered 3568 which was published in the Official Gazette dated 13.06.1989 and numbered 20194.
This law was later amended by Law No. 5786 published in the Official Gazette dated 26.07.2008 and
numbered 26948.

The purpose of this law is to regulate the principles for the professional accountants and the
chambers and associations formed by members of the profession. The subject of the profession is to
keep the books of the businesses within the framework of the generally accepted accounting principles
and related legislation, to prepare the balance sheet and profit and loss statement, to prepare the
necessary declarations and documents, to establish the accounting systems, to advice on business

issues.

The occupational titles are divided into two categories as Certified Public Accountant and Sworn-
In Certified Public Accountant. When the profession of the certified public accountant fulfills all the
activities, it is forbidden for the sworn-in certified public accountant to open accounting books or
share them in the account books and to keep books. The most important authority granted to them is to
carry out the authentication procedures. At the same time as this law, the general and special

conditions necessary to become members of the profession are explained.

The accounting produces a wide range of information that is offered to many people and interest
groups for use. Therefore, the accountant must act according to the concept of social responsibility,
which is one of the basic concepts, which has a much broader meaning than legal obligations. It is
necessary to take into account the interests of all interested parties, and even the whole society, as well
as the interests of a particular interest group, as long as the accounting system is organized and the
accounting reports are produced (Sevilengiil 2009). The accountant must maintain its independence,

objectively, without prejudice to the interest of any interest group concerned.

At the same time, the working principles of the members of the profession and the ethical rules that
they must obey are determined by regulations. In the Regulation on Working Procedures and
Principles of Certified Public Accountant and Sworn-In Certified Public Accountant published in the
Official Gazette dated 04 January 1990 and numbered 20391, the general standards for professionals

are listed as follows:

» Profession Title and Proficiency Principle
Vocational Education and Information
Honesty, Reliability and Impartiality
Confidentiality Storage

Responsibility

Independence

YV V V V VYV VY

Unfair Competition
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According to the independence standard in this regulation, it is necessary to carry out the activities
of professional accountants independently under their own responsibilities. Because independence is a
basic and indispensable element in the profession, it is necessary to avoid all kinds of relations and
behaviors that would overshadow the independence of the members of the profession. At the same
time honesty, reliability and impartiality are the characteristics that professional members will
succeed. Members with these characteristics will continue their activities without the conflict of

interest, with the necessary professional skills.

In the Regulation on Ethical Principles to be Observed by Certified Public Accountant and Sworn-
In Certified Public Accountant published in the Official Gazette dated 19.10.2007 and numbered
26675, the ethical rules that professional members should obey are listed as follows:

» Honesty

> Impartiality

» Vocational Qualification and Care
> Privacy

> Professional Behavior

Members of the profession pursuant to the impartiality principle contained in this regulation must
refrain from compromising their occupational decisions due to side effects, conflicts of interest, or
pressure and influence of third parties. Professional members may face situations that could negatively
affect their impartiality. It may not always be possible to identify or predict such adverse events. For
this reason, members of the professions should avoid relations and environments that could negatively

affect their impartiality.

It is to be able to act independence and impartiality expected from the professional accountants
with the concept of social responsibility from the basic concepts of accountancy and with the rules of
working of the members of the profession and the regulations of the ethical rules to be complied with.
These qualities are indispensable for professional members. The aim of the auditor mandatory rotation
implemented in the audit is to protect the independence and impartiality of the auditor, to increase the
quality of auditing and to protect the professional skepticism of the auditors. In other words, it can be
said that the expected characteristics of auditors are the same. It may therefore be considered to apply
a mandatory rotation in order to increase the independence and impartiality of the certified public

accountants and the quality of the prepared financial statements.
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5. AIM OF THE RESEARCH, METHODOLOGY AND FINDINGS

The aim of this study is to determine the view of certified public accountants operating in Tokat
province to the applicability of the independent auditor mandatory rotation in accounting profession.
Data were obtained by questionnaires prepared by researchers. According to records of Tokat
Chamber Certified Public Accountants, 159 certified public accountants are operating in Tokat
province. As a result of the study, a total of 102 questionnaires were completed. The obtained data
were analyzed with SPSS program. The demographic findings of the Certified Public Accountants

participating in the questionnaire are as shown in Table 1.

Table 1. Demographic Information of Participants

Demographic Criteria Frequency Percentage (%)
Age 31-40 19 18,6
41-50 37 36,3
51-60 36 35,3
More than 61 10 9,8
Gender Male 91 89,2
Female 11 10,8
Educational Status High School 3 2,9
Associate Degree 7 6,9
Bachelor’s Degree 87 85,3
Master Degree 5 4,9
Service Capacity Less than 5 years 4 3,9
6-10 years 9 8,8
11-15 years 16 15,7
16-20 years 18 17,6
21-25 years 19 18,6
More than 26 years 36 35,3
Service Office Tokat Centrum 57 55,9
County 45 44,1
TOTAL 102 100,0

According to Table 1, 36.3% of the participants are between 41 and 50 years old, 89.2% are male
and 85.3% have bachelor’s degree. At the same time, 35.3% fulfilled more than 26 years of profession

while 55.9% of the service offices are located in the city center of Tokat.

The results of the participants' responses to the criteria that can be aimed for, with a rotation to be
applied to the certified public accountants, based on the purposes of the implementation of the

mandatory rotation for independent auditors, are presented in Table 2.
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Table 2. Goals Similar to the Objectives of the Mandatory Rotation for Independent Auditor

8
3 2 . g
Targeted Results by Applying Mandatory =5 5 230 3 = 3
Rotation to Certified Public Accountants S8 3 s E:, 5 :(5, £ ?
e o) 2z =
f % f % f % f % f %
1. Mandatory rotation increases the quality 28| 275 42| 412 5 49| 171 167 10 9.8
of prepared financial statements. ' ' ' ' '
2. Mandatory rotation increases the 190 186! 381 373| 111 108] 22| 216| 12| 118
independence of professional members. ' ' ' ' '
_3. Man_da_tory rotation increases the 20| 196 34| 333 8 78| 24| 235/ 16| 157
impartiality of professionals.
4. Mandatory rotation increases the _ 24| 235/ 35| 343 10 08| 21| 206 12| 118
honesty of the members of the profession.
5. Mandatory rotation brings anew 17| 16,7 | 35| 343| 11| 108| 28| 275| 11| 108
perspective to the accounting profession. ' ' ' ’ ’

According to Table 2, it is observed that 41.2% of the professionals who participated in the

questionnaire did not participate in the mandatory rotation to increase the quality of the prepared

financial statements. At the same time, participants did not participate in this condition because they
would increase their independence (37.3%), their impartiality (33.3%) and their honesty (34.3%).

Again, 34.3% of those who do not agree that a new point of view on the accounting profession will

come.

The answers given by the participants regarding the contribution that mandatory rotation can make

to various problems specific to the accounting profession, except for the ones that are aimed at the

independence audit rotation, are presented in Table 3.

Table 3. The Contribution of the Mandatory Rotation to the Resolution of Various Problems

of Accounting Profession

5]
<)
. 3 3 . B8
Targeted Results by Applying Mandatory =5 5 230 3 = 3
Rotation to Certified Public Accountants S8 8 =255 = g5
e a) zZ2<=z < = <
f % f % f % f f % f
6. Maqdatory rotation increases the_ 24| 235| 35| 343 | 11| 108 24| 235 8 7.8
reputation of the accounting profession.
. Mandatory rotation leads to an increase 2| 216| 32| 31.4| 12| 11.8| 20| 196 | 16| 157
in the fees charged.
8. Mandatory rotation reduces the problem 24| 235| 26| 255 ol 88| 26| 255/ 17| 167
of non-regular collection of taxpayers.
9. Mandatory rotation reduces unfair 23| 225| 25| 245| 15| 147| 26| 255 13| 12,7
competition in the profession.
10. Mandatory rotation increases the 20| 196| 33| 324| 7| 69| 28| 275| 14| 137
responsibility of professionals.

& 2019/1



R 2019/1

Fatih Coskun ERTAS - Ibrahim CIDEM
Oktay OZKAN

Looking at Table 3, it appears that the participants did not participate in this condition, which
would increase the reputation of the profession (34.3%) and cause an increase in the wages received
(31.4%). Mandatory rotation reduces the problem of not being able to collect regularly from taxpayers.
The proportion of those who do not agree with the idea is 25.5%. 25.5% of the participants agree that
mandatory rotation will reduce unfair competition in the profession. The proportion of those who do
not participate in the increase of the responsibility of professional members is 32.4%.

6. CONCLUSIONS

It is aimed to increase the efficiency of auditing by making new regulations related to auditing that
cannot be revealed despite the ongoing audit activities of important financial crises in the World. The
mandatory rotation for independent auditors is one of these arrangements. The most important goal to
achieve with this arrangement is to increase the independence of auditors and to ensure impartial
action and thus increase the quality of auditing. Certified public accountants who are members of the
accounting profession can also be said to have the independence of the most basic features that they
need to possess both the social responsibility which is the basic concepts of the account, the working
procedures and principles and the regulations on ethical principles. It can be considered that the
mandatory rotation applied to increase the independence of auditors and the possibility of acting in an
impartial manner can be applied to the same accountants as well. It can be ensured that the

independence and impartiality of professional accountants can be increased by a mandatory rotation.

In this study, it was aimed to determine the views of the members of the profession to an applicable
mandatory rotation and a research was carried out in Tokat province. The data obtained by
questionnaire from 102 of 159 independent professionals were analyzed by SPSS program. The
conclusions reached reveal that certified public accountants operating in Tokat generally do not
support the mandatory rotation in accountant profession for neither the aims of mandatory rotation for

independent auditors nor solution of other problems in the profession.

It can be said that accounting is the only system that produces information about the operating
results of the companies. The reliability of this information, which is produced when it is considered
both internal and external environment, is very important because all business decision makers will
benefit from this information. There is an important role for certified public accountants that provide
services for businesses on the reliability of information. It can be said that the most important elements
that will provide this are independence and impartial action. It can be speculated that professional
members should also support any innovation and change that will contribute to these characteristics.
However, the result reached with this study does not support this situation. Professionals involved in

the research do not think that an application similar to the mandatory rotation for independent auditors
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will increase independence and impartiality in the accounting profession. Because of the difficulty of
implementing mandatory rotation and thinking that there might be more effective arrangements to
increase independence and impartiality, it can be said the participants do not support mandatory

rotation.

In this study, the applicability of the mandatory rotation for certified public accountants was
searched for purposes similar to those aimed at achieving only the mandatory rotation for independent
auditors. In future studies, the reasons for the participants' opinion on mandatory rotation can be
searched. In addition, the positive and negative consequences of mandatory rotation for the auditors
can be examined and studies on the results that may arise if the obligation is brought to the

professional accountants.

REFERENCES

Arens, A A., Elder, R. and M.S. Beasley. 2008. Auditing and Assurance Services, Prentice Hall, New

Jersey.
Arslan, E. 2010. “Bagimsiz Denetimde Rotasyon Karmasasi”, Mali Coziim, 99.

Bandyopadhyay, S.P., Chen, C. and Yu, Y. 2014. “Mandatory Audit Partner Rotation, Audit Market
Concentration, and Audit Quality: Evidence from China”, Advances in Accounting, Incorporating

Advances in International Accounting, 30.
Bozkurt, N. 2015. Muhasebe Denetimi, Alfa Basim Yayim ve Dagitim, Istanbul.

Cameran, M., Francis, J.R., Marra, A. and A. Pettinicchio. 2015. "Are There Adverse Consequences
of Mandatory Auditor Rotation? Evidence from the Italian Experience", Auditing: A Journal of
Practice & Theory, 34(1).

Code of Ethics for Independent Auditors, Public Oversight Agency (Kamu Go6zetimi Kurumu (KGK)).
www. kgk.gov.tr (Access Date:01.03.2018)

Comunale, C. L. and T. R. Sexton. 2005. "Mandatory Auditor Rotation and Retention: Impact on
Market Share", Managerial Auditing Journal, 20(3).

Cémert, N., Uzay, S., Selimoglu, S. K. and S. Uyar. 2013. Bagimsiz Denetim, Sakarya Universitesi
Stirekli Egitim Uygulama ve Arastirma Merkezi, Sakarya.

Comlekei, F. 2010. Muhasebe Denetimi ve Mali Analiz, Anadolu Universitesi Yaynlari, Yaym No:
1585, Eskisehir.

@ 2019/1



S 2019/1

Fatih Coskun ERTAS - Ibrahim CIDEM
Oktay OZKAN

Firth, M., Rui, O.M. and X. Wu. 2012. "How Do Forms of Auditor Rotation Affect Audit Quality?

Evidence from China”, The International Journal of Accounting, 47(1).
Independent Audit By-Law, T.R. Official Gazette, 28509, 26 Aralik 2012.

International Standard on Auditing (ISA) 200: Overall Objectives of the Independent Auditor and the
Audit in Accordance with International Standards on Auditing, IFAC.

Kilig, H. 2007. “Denet¢inin Rotasyonu”, II. Uluslararasi Tiirkiye Muhasebe Denetimi Sempozyumu ve
VIIIL. Tiirkiye Muhasebe Denetimi Sempozyumu Kitabi, Antalya.

Public Accountancy, Certified Public Accountancy and Sworn-In Certified Public Accountancy Law,
T.R. Official Gazette, 19663, 13 June 1989.

Regulation on Independent External Auditing in Capital Markets, T.R. Official Gazette, 19663, 13
December 1987.

Regulation on Working Procedures and Principles of Public Accountant, Certified Public Accountant
and Sworn-In Certified Public Accountant, T.R. Official Gazette, 20391, 04 January 1990.

Selimoglu, S.K. and S. Uzay. 2009. Muhasebe Denetimi, Gazi Kitabevi, Ankara.
Sevilengiil, O. 2009. Genel Muhasebe, Gazi Kitabevi, Ankara.

Senyigit, Y.B. and E. Zeytinoglu. 2014. “Zorunlu Denet¢i Rotasyonunun Denetim Kalitesi Uzerindeki
Etkileri: Literatiir Arastirmas1”, I. U. Isletme Fakiiltesi Isletme Iktisad1 Enstitiisii Yonetim Dergisi,
25(77).

The Law on Amendments to the Public Accountancy, Certified Public Accountancy and Sworn-In
Certified Public Accountancy Law, T.R. Official Gazette, 26948, 26 July 2008.

The Regulation on Ethical Principles to be Followed by Public Accountant, Certified Public
Accountant and Sworn-In Certified Public Accountant in Professional Activities, T.R. Official
Gazette, 26675, 19 October 2007.

The Turkish Commercial Code, T.R. Official Gazette, 27846, 14 February 2011.



