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1 Introduction

The regulatory landscape governing auditor independence has undergone signif-
icant transformation in recent decades, with mandatory auditor rotation emerg-
ing as a prominent policy intervention aimed at mitigating the risks associated
with prolonged auditor-client relationships. The fundamental premise under-
lying rotation mandates is that periodic changes in audit firms prevent the
development of excessive familiarity and economic dependence that could com-
promise professional skepticism and audit quality. However, the empirical evi-
dence regarding the efficacy of rotation policies remains mixed, and the nuanced
mechanisms through which these policies influence both formal and substantive
independence warrant deeper investigation.

This research addresses a critical gap in the auditing literature by examining
the dual impact of rotation policies on both the structural aspects of indepen-
dence and the relational dynamics that underpin the audit process. While sub-
stantial scholarly attention has been devoted to analyzing the direct effects of

rotation on audit quality metrics, relatively little research has explored how ro-



tation policies reshape the interpersonal and professional relationships between
auditors and clients, and how these relational changes subsequently affect inde-
pendence in both perception and practice.

Our study is motivated by several unresolved questions in the current lit-
erature. First, how do mandatory rotation policies influence the development
and maintenance of trust between auditors and clients? Second, what are the
temporal dynamics of relationship-building under rotation constraints, and how
do these dynamics affect audit quality during transition periods? Third, to
what extent do rotation policies achieve their intended objective of enhancing
independence, and what unintended consequences might emerge from these reg-
ulatory interventions?

We approach these questions through an innovative mixed-methods research
design that combines quantitative analysis of financial restatements and audit
quality indicators with qualitative insights from in-depth interviews with audit
partners and financial executives. This methodological triangulation allows us
to capture both the measurable outcomes of rotation policies and the underlying
mechanisms that drive these outcomes.

The contribution of this research is threefold. First, we develop and empir-
ically test a novel theoretical framework—the Relational Independence Para-
dox—which explains how regulatory interventions aimed at strengthening inde-
pendence can create countervailing pressures that may undermine substantive
independence. Second, we provide granular evidence regarding the knowledge
transfer challenges that occur during auditor transitions and their implications
for audit quality. Third, we offer practical insights for regulators and audit
firms seeking to optimize rotation policies while minimizing disruptive effects

on audit effectiveness.



2 Methodology

Our research employs a comprehensive mixed-methods approach designed to
capture both the quantitative outcomes and qualitative experiences associated
with auditor rotation policies. The study spans a seven-year period from 2016
to 2023 and incorporates data from multiple sources to ensure robust and tri-
angulated findings.

The quantitative component of our research analyzes financial and audit data
from 320 publicly traded companies subject to mandatory rotation requirements
across three regulatory jurisdictions: the European Union, the United States
(for certain financial institutions), and selected Asian markets with established
rotation regimes. We collected comprehensive data on audit quality indicators,
including financial restatements, going concern opinions, abnormal accruals,
and audit report lag. Additionally, we gathered detailed information on auditor
tenure, rotation timing, and the characteristics of both audit firms and client
companies.

Our analytical approach employs difference-in-differences models to com-
pare audit quality metrics before and after rotation events, while controlling for
company-specific factors, industry effects, and macroeconomic conditions. We
also implement propensity score matching to address potential selection biases
in the rotation process. The quantitative analysis enables us to identify sta-
tistical patterns and causal relationships between rotation policies and audit
outcomes.

The qualitative dimension of our research consists of 87 semi-structured in-
terviews conducted with audit partners, senior managers, and financial execu-
tives from companies that experienced mandatory auditor rotations during the
study period. The interview protocol was designed to explore participants’ expe-

riences with rotation processes, their perceptions of relationship dynamics, and



their assessments of how rotation affected both independence and audit qual-
ity. Interviews were transcribed verbatim and analyzed using thematic analysis
techniques to identify recurring patterns, contrasting perspectives, and nuanced
insights that quantitative data alone cannot capture.

A distinctive feature of our methodology is the integration of social network
analysis to examine how rotation policies affect knowledge flows and professional
relationships within the audit ecosystem. We mapped communication patterns
and information exchange between audit team members and client personnel
during rotation transitions, providing unique insights into the relational infras-
tructure that supports effective audits.

To ensure methodological rigor, we implemented several validation proce-
dures, including member checking of qualitative findings with participants, tri-
angulation of data sources, and sensitivity analyses of quantitative results. The
combination of these diverse methodological approaches allows us to develop a
comprehensive understanding of how rotation policies influence both the struc-

tural and relational dimensions of audit independence.

3 Results

Our analysis reveals several compelling findings that challenge conventional as-
sumptions about auditor rotation policies and their effects on independence and
audit quality. The results demonstrate complex and sometimes counterintuitive
relationships between regulatory interventions and their intended outcomes.

First, we identify a significant 'relationship compression effect’ under manda-
tory rotation regimes. Quantitative analysis shows that auditors and clients
accelerate relationship-building activities during shortened tenure periods, with
communication frequency increasing by 42

Second, we document a substantial ’knowledge transfer deficit’ during ro-



tation transitions. Our analysis of audit quality indicators shows statistically
significant deterioration in the 18 months following rotation, with restatement
rates increasing by 28

Third, contrary to regulatory intentions, we find that rotation policies create
new forms of economic pressure that may compromise independence. Interview
data indicate that audit firms facing mandatory rotation deadlines often engage
in competitive pricing and service concessions to secure new clients, potentially
creating economic dependencies that mirror the concerns associated with long
tenure. One financial executive observed, "When you know an audit firm has
rotation deadlines looming, you have significant leverage in fee negotiations,
which doesn’t necessarily support independence.’

Fourth, our social network analysis reveals that rotation policies disrupt
established communication patterns and information flows within audit teams
and between auditors and clients. The restructuring of these professional net-
works following rotation events creates temporary inefficiencies in information
processing and risk assessment. Quantitative analysis shows that it takes ap-
proximately 24 months for new audit teams to develop communication networks
comparable to those of predecessor teams.

Fifth, we identify significant variation in rotation effects across different
regulatory jurisdictions and client characteristics. Companies with complex op-
erational structures and multinational footprints experience more pronounced
negative effects from rotation, while smaller entities with simpler business mod-
els show minimal disruption. This finding suggests that one-size-fits-all rotation
policies may be suboptimal and that tailored approaches based on company
complexity could enhance policy effectiveness.

The integration of quantitative and qualitative evidence supports our pro-

posed Relational Independence Paradox framework, demonstrating that the



mechanisms designed to protect independence can inadvertently create new vul-
nerabilities. While rotation policies successfully address concerns about exces-
sive familiarity, they introduce challenges related to knowledge continuity, eco-
nomic pressures, and relationship dynamics that may ultimately compromise

audit quality.

4 Conclusion

This research provides novel insights into the complex interplay between audi-
tor rotation policies, auditor-client relationships, and audit independence. Our
findings challenge the simplistic assumption that mandatory rotation uniformly
enhances independence and audit quality, instead revealing a more nuanced
reality where regulatory interventions produce both intended benefits and un-
intended consequences.

The theoretical contribution of this study lies in the development and empir-
ical validation of the Relational Independence Paradox framework. This frame-
work explains how policies aimed at strengthening formal independence through
relationship disruption can simultaneously create conditions that undermine
substantive independence. The paradox emerges from the tension between the
need for professional distance and the necessity of deep client understanding
for effective auditing. Our research demonstrates that optimal independence
requires balancing these competing demands rather than prioritizing one at the
expense of the other.

From a practical perspective, our findings have important implications for
regulators, audit firms, and corporate governance bodies. First, we recommend
that rotation policies incorporate flexibility based on client complexity and risk
profiles, rather than applying uniform mandates across all entities. Second, we

suggest enhanced requirements for knowledge transfer processes during rotation



transitions, including standardized documentation protocols and overlapping
engagement periods. Third, we propose that regulators consider alternative
mechanisms for safeguarding independence, such as enhanced partner rotation
within firms or strengthened audit committee oversight, which may achieve
independence objectives with fewer disruptive effects.

The limitations of our study suggest directions for future research. While our
multi-jurisdictional approach provides broad generalizability, cultural and insti-
tutional differences may influence rotation effects in ways that warrant deeper
investigation. Additionally, our focus on mandatory rotation regimes leaves
open questions about the effects of voluntary rotation or the optimal duration
of rotation cycles. Future research could also explore technological solutions for
mitigating knowledge transfer deficits, such as advanced documentation systems
or artificial intelligence tools for preserving institutional memory.

In conclusion, this research advances our understanding of how regulatory
interventions shape professional relationships and independence in auditing. By
illuminating the complex dynamics of auditor rotation policies, we contribute to
more nuanced policy discussions and more effective regulatory approaches that
balance the competing demands of independence, expertise, and relationship

quality in the audit process.
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