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Abstract

The study aims at explaining factors affect on the independence and the
objectivity of the external auditor through analyzing the forming factors and
variables. In addition to that: the study surveys the opinions of the targeted
group about the existence of such factors for external auditors in the Gaza

strip.
Study findings:

1. The study finds that providing consultations besides auditing services will deeply
affect on the concepts of objectivity and independence.

2. The study finds that the competition between auditors to attract clients represents
a dangerous factor on auditor's independence and objectivity.

3. The study finds that if the auditor continued in serving any client for more than
five years it would affect negatively on his independence and objectivity.

4. The study finds that if the auditor continued in depending on specific clients for
their worthy fees it would affect negatively on his independence and objectivity.

Study recommendations:

1. The consultations should be as an advice not as a part of any administrative
decision.

2. The concerned authorities should stipulate clear regulations related to auditing
fees in order to prevent inflation and misuse and this shall ensure the independence
and the obijectivity of auditors.

3. The concerned authorities should specify the minimum term of service between
auditors and their clients« for example 5 years¢< to achieve the concept of Auditor
Rotation.

4. The study recommends protecting the independence of auditors and not
depending on specific clients for their worthy fees. Auditors should deal with many

clients to assure his independence and objectivity.
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ThelFAC Coderequiresthat for the audit of listed entities:
the lead engagement partner should be rotated after a pre-defined

period« normally no more than seven years; and

a partner rotating after a pre-defined period should not resume the

|lead engagement partner role until a further period of time: normally two

years: has elapsed ( section 8.151« IFAC).

The Sarbanes-Oxley Act authorized a study of this proposal< now

being undertaken by the General Accounting Office.
This approach to accounting independence would require a public
company to retain its auditor for a fixed term of five or seven years with

no right to terminate and change auditors at the end of each fixed term.
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The final rules implement Section 203 of the Sarbanes-Oxley Act by
amending Section 2-01 of Regulation S-X to require the rotation of
various audit partners from an audit engagement at different intervals.
The audit partners may work again on an engagement after a “time-out”
period. The intervals and time-out periods depend upon the type of audit
partner.

Because of the critical roles of lead and concurring partners and the need

for a “fresh look” to the independence of the audit« the final rules require

lead or concurring partners to rotate off of an audit engagement after five
years and to be subject to a five year time-out period before working
again on the audit engagement.

Other audit partners are subject to a seven-year rotation period with a
two-year time out. These partners include:

Partners on the engagement team who have decision-making
responsibility on significant auditing: accounting and reporting matters
that affect the financial statements;

- Partners who maintain regular contact with management and the audit
committee; and
Lead partners on subsidiaries of an issuer whose assets or revenues

constitute at least 20% of the issuer’s consolidated assets or revenues.

These rules are effective according to the following schedule:

- For rotation of lead partners« the rules are effective for the first fiscal
year ending after May 6« 2003 (meaning that rotation may be required in

the following fiscal year). and time served as a lead partner prior to such
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date is included in the fiveyear rotation period; thereforec many current
lead partners will be transitioning at the end of the current fiscal year;
- For rotation of concurring partners« the rules are effective as of the end

of the second fiscal year after May 6: 2003 (meaning that rotation may be

required in the third fiscal year). and time served as a concurring partner
prior to such date isincluded in the five-year rotation period; and

- For other audit partners« the rules are effective as of the beginning of
the first fiscal year after May 6. 2003« and time served as an audit partner

prior to such date is not included in the seven-year rotation period.
(Sarbanes-Oxley Act)

Recent auditor independence rules proposed by the SEC for
comment

involve yet another possibility fixed auditor terms.

Former SEC Chairman Harold Williams testified that an advantage of this

approach was that “the auditor would be assured of the assignment and«

therefore« would not be threatened with the loss of the client and could

exercise truly independent judgment.”

Accounting and Investor Protection Issues: supra note 3:2006 (prepared

statement of Harold M. Williamsc Former Chairman. Securities &

Exchange Commission).
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