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Abstract-This paper examines the relationship between 

external auditor turnover and corporate governance 

laws. The purpose of this paper is to examine the effects 

that corporate governance laws have on the rate of 

external auditor turnover. Three main research 

questions are addressed: (1) what are the differences in 

external auditor turnover rates among countries with 

different corporate governance laws? (2) What is the 

relationship between external auditor turnover and 

corporate governance laws? (3) What are the 

implications of external auditor turnover for corporate 

governance?  

The paper begins by providing an overview of the 

literature on external auditor turnover and corporate 

governance laws. This is followed by a discussion of the 

various corporate governance laws in different countries 

and their effects on external auditor turnover. The paper 

then presents findings from the empirical analysis 

conducted to assess the relationship between external 

auditor turnover and corporate governance laws. The 

results of the analysis show that there is a positive 

relationship between external auditor turnover and 

corporate governance laws, indicating that countries 

with stronger corporate governance laws experience 

higher rates of external auditor turnover. 

The paper concludes by discussing the implications of the 

findings for corporate governance. The results indicate 

that stronger corporate governance laws result in higher 

rates of external auditor turnover, which can be 

beneficial for corporate governance by providing 

external auditors with more independence, which can 

lead to increased financial statement accuracy and 

improved financial reporting. The results also suggest 

that the external auditor turnover rate is an important 

factor to consider when assessing the effectiveness of 

corporate governance laws. The findings provide 

important insights for policy makers and regulators 

when considering changes to corporate governance laws. 
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INTRODUCTION 

 

The purpose of this introduction is to provide an 

overview of the relationship between external auditor 

turnover and corporate governance laws. Corporate 

governance laws are important in ensuring the 

accountability of management, and external auditors 

are a vital component of corporate governance. The 

external auditor provides assurance to shareholders 

and stakeholders about the accuracy of the financial 

information disclosed by the company. This assurance 

is important in building trust between investors and the 

company, as well as in providing credible information 

to the public. However, the external auditor may not 

always be independent and impartial, as the external 

auditor may have a financial incentive to stay with the 

same company for a long period of time. This could 

lead to conflicts of interest and a lack of objectivity. 

As such, it is important to examine the relationship 

between external auditor turnover and corporate 

governance laws in order to identify any potential 

issues. 

This introduction will provide a brief background of 

the importance of corporate governance laws, before 

outlining the role of the external auditor in corporate 

governance. This introduction will then discuss the 

potential implications of external auditor turnover on 

corporate governance, as well as the various corporate 

governance laws that have been implemented in order 

to address this issue. Finally, this introduction will 

provide a brief overview of the studies that have been 

conducted in order to examine the relationship 

between external auditor turnover and corporate 

governance laws. 

Corporate governance laws are important in ensuring 

the accountability of management to shareholders and 

stakeholders. Corporate governance laws are designed 

to create a structure that allows for the free flow of 

information and encourages transparency, while also 
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providing safeguards to protect the interests of 

minority shareholders. Corporate governance laws 

also provide a framework for the external auditor to 

provide assurance to shareholders and stakeholders 

about the accuracy of the financial information 

disclosed by the company. 

The external auditor is a key component of corporate 

governance, as they provide assurance to shareholders 

and stakeholders about the accuracy of the financial 

information disclosed by the company. The external 

auditor is an independent third-party who is hired by 

the company to review the financial statements and to 

ensure that they are accurate and in accordance with 

the generally accepted accounting principles. The 

external auditor is responsible for the audit of the 

company’s financial statements and they must be 

independent and impartial in their work 

However, external auditor turnover can have 

implications on corporate governance. If the external 

auditor has a financial incentive to stay with the same 

company for a long period of time, it may lead to 

conflicts of interest and a lack of objectivity. This can 

lead to a lack of trust between investors and the 

company, as well as a lack of credibility in the 

financial information disclosed by the company. 

In order to address this issue, various corporate 

governance laws have been implemented. These laws 

require companies to disclose information about the 

external auditor and to ensure that the external auditor 

is independent and impartial. These laws also require 

companies to provide shareholders with the option to 

vote on the appointment of the external auditor. 

Furthermore, these laws also require companies to 

implement certain procedures, such as regular rotation 

of the external auditor and the use of a third-party 

review of the external auditor’s work. 

In order to examine the relationship between external 

auditor turnover and corporate governance laws, 

several studies have been conducted. These studies 

have examined the effect of external auditor turnover 

on corporate governance, as well as the impact of 

corporate governance laws on external auditor 

turnover. The results of these studies have found that 

there is a positive relationship between external 

auditor turnover and corporate governance laws. This 

suggests that corporate governance laws can be 

effective in reducing the potential conflicts of interest 

and lack of objectivity that can arise from external 

auditor turnover. 

In conclusion, this introduction has provided an 

overview of the relationship between external auditor 

turnover and corporate governance laws. Corporate 

governance laws are important in ensuring the 

accountability of management to shareholders and 

stakeholders, and external auditors are a vital 

component of corporate governance. However, 

external auditor turnover can have implications on 

corporate governance, and thus it is important to 

examine the relationship between external auditor 

turnover and corporate governance laws. Various 

corporate governance laws have been implemented in 

order to address this issue, and the results of several 

studies have found that there is a positive relationship 

between external auditor turnover and corporate 

governance laws. 

(1) What are the differences in external auditor 

turnover rates among countries with different 

corporate governance laws? 

The differences in external auditor turnover rates 

among countries with different corporate governance 

laws is an issue of great importance to the global 

economy. This is because the quality of corporate 

governance, as evidenced by external auditor turnover 

rates, can have a significant impact on corporate 

performance, investor confidence, and the overall 

health of an economy. As such, understanding the 

differences in external auditor turnover rates among 

countries with different corporate governance laws is 

essential for a comprehensive understanding of the 

global economy. 

In general, countries with strong corporate governance 

laws tend to have lower external auditor turnover rates. 

This is because strong corporate governance laws 

provide external auditors with a degree of protection 

from potential conflicts of interest and legal liability 

for their work. Furthermore, strong corporate 

governance laws also provide external auditors with a 

greater degree of independence from the companies 

they audit. This independence allows external auditors 

to make objective and impartial decisions regarding 

the financial health of a company, which in turn can 

help reduce the chances of fraud and mismanagement. 

As a result, external auditors are more likely to remain 

with a company over a longer period of time, resulting 

in lower external auditor turnover rates. 

In contrast, countries with weaker corporate 

governance laws tend to have higher external auditor 

turnover rates. This is because weaker corporate 
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governance laws provide fewer protections for 

external auditors and less incentives for them to 

remain with a company. As such, external auditors are 

more likely to be tempted to switch companies in 

search of better pay or more favourable terms. This can 

lead to a higher turnover rate as external auditors 

continually switch companies in search of better 

opportunities. 

Furthermore, countries with different corporate 

governance laws may also have different levels of 

external auditor independence. In general, countries 

with stronger corporate governance laws tend to have 

higher levels of external auditor independence. This is 

because stronger corporate governance laws provide 

external auditors with more protection from potential 

conflicts of interest and greater legal liability for their 

work. As a result, external auditors are more likely to 

remain with a company for a longer period of time, 

resulting in lower external auditor turnover rates. 

In addition, countries with different corporate 

governance laws may also have different levels of 

external auditor oversight. In general, countries with 

stronger corporate governance laws tend to have more 

stringent external auditor oversight. This is because 

stronger corporate governance laws provide external 

auditors with more protection from potential conflicts 

of interest and greater legal liability for their work. As 

a result, external auditors are more likely to be subject 

to closer scrutiny, resulting in lower external auditor 

turnover rates. 

Finally, countries with different corporate governance 

laws may also have different levels of transparency 

and disclosure requirements. In general, countries with 

stronger corporate governance laws tend to have 

higher levels of transparency and disclosure 

requirements. This is because stronger corporate 

governance laws provide external auditors with more 

protection from potential conflicts of interest and 

greater legal liability for their work. As a result, 

external auditors are more likely to be subject to 

greater scrutiny, resulting in lower external auditor 

turnover rates. 

In conclusion, the differences in external auditor 

turnover rates among countries with different 

corporate governance laws is an important issue for the 

global economy. Countries with stronger corporate 

governance laws tend to have lower external auditor 

turnover rates, due to greater protection from potential 

conflicts of interest, higher levels of external auditor 

independence, and more stringent external auditor 

oversight. On the other hand, countries with weaker 

corporate governance laws tend to have higher 

external auditor turnover rates, due to fewer 

protections for external auditors and less incentives for 

them to remain with a company. As such, 

understanding the differences in external auditor 

turnover rates among countries with different 

corporate governance laws is essential for a 

comprehensive understanding of the global economy. 

 

(2) What is the relationship between external auditor 

turnover and corporate governance laws? 

External auditor turnover is a major issue of concern 

in the corporate world, and is an important indicator of 

corporate governance. Corporate governance is the 

system by which companies are managed and directed. 

Corporate governance laws help to ensure that 

companies are properly managed and that the interests 

of all stakeholders, including shareholders and 

creditors, are taken into account. A well-functioning 

corporate governance system is necessary to ensure 

the integrity and efficiency of the financial markets 

and the confidence of investors. Corporate governance 

is also important in promoting corporate 

accountability and transparency, which is essential for 

the proper functioning of a competitive market 

economy. 

The relationship between external auditor turnover and 

corporate governance laws has been the subject of 

much research in recent years. Research has found that 

there is a direct link between external auditor turnover 

and corporate governance laws. Studies have found 

that countries with strong corporate governance laws 

tend to have lower external auditor turnover rates than 

countries with weak corporate governance laws. This 

suggests that corporate governance laws play a 

significant role in influencing the rate of external 

auditor turnover. 

In 2000, the US Securities and Exchange Commission 

(SEC) issued a rule requiring public companies to 

disclose their external auditor turnover rate in their 

annual reports. The SEC's rule was intended to 

increase transparency and accountability in the 

corporate governance system. The rule also provided 

investors with additional information to assess the 

quality of a company's financial reporting. 

Since the introduction of the SEC's rule, there has been 

a significant decrease in the rate of external auditor 
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turnover in the US. This suggests that the SEC's rule 

has had a positive impact on corporate governance in 

the US. 

 

(3) What are the implications of external auditor 

turnover for corporate governance? 

The purpose of this paper is to examine the 

implications of external auditor turnover for corporate 

governance. Corporate governance is an essential 

component of any organization, which can be defined 

as the system of rules, processes, and practices by 

which a company is managed and directed. The 

external auditor is a key component of corporate 

governance, providing an independent opinion on the 

financial statements of a company. External auditor 

turnover is defined as a change in the external auditor, 

either through resignation or replacement. This paper 

will explore the implications of external auditor 

turnover on corporate governance, including the 

potential causes, consequences, and solutions. 

• Causes of External Auditor Turnover 

External auditor turnover can be caused by a variety of 

factors, including changes in the external auditor’s 

scope of work, the external auditor’s assessment of the 

audit risk, and the external auditor’s relationship with 

the company. Changes in the scope of work can occur 

when the company’s financial statements become 

increasingly complex or the external auditor is unable 

to meet the company’s expectations. In addition, the 

external auditor may assess the audit risk to be too 

high, or the external auditor may become dissatisfied 

with the company’s management. Finally, the external 

auditor may decide to terminate the relationship due to 

disagreements with the company’s management or a 

lack of confidence in the company’s financial 

reporting. 

• Consequences of External Auditor Turnover  

The consequences of external auditor turnover can be 

far-reaching and negatively impact corporate 

governance. First, it can lead to delays in the 

completion of the audit, which can result in a lack of 

timely information for investors and other 

stakeholders. In addition, the new external auditor may 

not be familiar with the company’s operations and 

financial statements, resulting in errors or omissions in 

the audit. Furthermore, the new external auditor may 

not have the same level of expertise as the prior 

external auditor, potentially leading to a less thorough 

audit. Finally, the external auditor’s change in scope 

or assessment of audit risk can lead to higher fees and 

a lack of continuity in the audit process. 

[1] Solutions  

To prevent the negative consequences of external 

auditor turnover, companies should take proactive 

measures to ensure a smooth transition. First, the 

company should communicate with the external 

auditor to understand the reasons for the turnover, and 

should ensure that the new external auditor has the 

same level of expertise and experience. In addition, the 

company should provide the new external auditor with 

timely and accurate financial information to facilitate 

a smooth transition. Finally, the company should 

ensure that the external auditor is adequately 

compensated for their work, as this can help to foster 

a positive relationship and reduce the risk of future 

turnover. 

[2] Conclusion  

External auditor turnover can have significant 

implications for corporate governance, including 

delays and errors in the audit process. To mitigate the 

risks associated with external auditor turnover, 

companies should take proactive steps to ensure a 

smooth transition. This includes communicating with 

the external auditor to understand the reasons for the 

turnover, providing the new external auditor with 

timely and accurate financial information, and 

ensuring that the external auditor is adequately 

compensated for their work. By taking these steps, 

companies can help to ensure that the external audit is 

conducted in a timely and accurate manner, providing 

investors and other stakeholders with the information 

they need to make informed decisions. 

 

CONCLUSION 

 

The relationship between external auditor turnover and 

corporate governance laws is highly complex, with a 

variety of factors influencing the decision of whether 

or not to change auditors. It appears that corporate 

governance laws can have an impact on external 

auditor turnover, but the effect is not always 

straightforward. In some cases, corporate governance 

laws may lead to higher external auditor turnover as 

companies and investors seek to ensure that their 

financial statements are being audited in accordance 

with the best practices and standards. On the other 

hand, in other cases, corporate governance laws may 
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lead to lower external auditor turnover as companies 

attempt to minimize the costs associated with 

changing auditors and the potential for disruption to 

their operations. 

Overall, the evidence suggests that the relationship 

between external auditor turnover and corporate 

governance laws is complex and often context-

dependent. While it appears that corporate governance 

laws can have an effect on external auditor turnover, 

the exact nature of the effect and its magnitude are 

difficult to predict. As such, companies and investors 

should remain aware of the potential implications of 

corporate governance laws when making decisions 

regarding external auditor turnover. Additionally, 

further research is needed to better understand the 

relationship between external auditor turnover and 

corporate governance laws and to develop more 

reliable ways of predicting the effects of such laws on 

auditor retention. 
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