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The Effect of External Auditor Mandatory Change on the
Quiality of Financial Reports: An Empirical Study in the Saudi
Business Environment

Dr. Ahmed Hamed Mahmoud Abdelhalim

Assistant Professor Department of Accounting
Faculty of Commerce, Banha University

Abstract:

Research Objective: The research aimed to explore the impact of the
external auditor's mandatory change on the quality of financial reporting in the
Saudi business environment.

Research Methodology: This study was conducted on a sample of (141)
companies listed on the Saudi Stock Exchange during the period from 2012 to
2016. The researcher adopted the method of analysis of the content of financial
reports. In addition to conducting a field study through the distribution of a
questionnaire list on a sample of (150) individual members of the faculty of
Saudi universities, auditors, heads and members of audit committees, and
investors. Some appropriate statistical methods have been used and
implemented through the SPSS program.

Results: The results of the applied study showed a statistically significant
relationship between the external auditor's change and the quality of the
financial reports. The correlations were negative between the rate of return on
assets, the quality of corporate governance, the type of auditing office and the
quality of financial reports. While there is no significant impact of the financial
leverage and the size of the company and the type of activity on the quality of
financial reports. The study also found significant differences between the
opinion of the study sample on the positive impact of the external auditor's
mandatory change and the quality of the financial reports.

Recommendations: Firstly, the professional and legislative entities
should set the mechanisms and regulations for the external auditor’s mandatory
change in a way that is suitable for the Saudi business environment. The
registered company should be obliged to disclose the reasons for conflicts with
external auditors within the 12 months that precedes the change. Finally, the
necessity of establishing a national council under the title of “controlling
council” that will have the authority of controlling, appointing, and changing
auditors.

Keywords: Mandatory Auditor Change; Quality of Financial Reports ;
Earnings Management; Saudi Business Environment.
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