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Abstract

Listed companies in New Zealand appoint an auditor, first, in compliance with statutc (mandatory
appointment) and, second, to monitor agent (management) performance compared to principal (sharcholder)
preferences. The monitoring requirements of the audit contract should be reflected in the audit fee. In this
thesis, I use Simunic’s (1980) fee model to investigate three questions regarding the determinants of audit
pricing.

First, auditors have the incentive to eamn fee premiums (quasi-rents) by developing specialised monitoring
skills that address the needs of industries with a differentiated demand for monitoring, Three classifications of
differentiated monitoring are developed to investigate whether fee premiums are eamed on those audits.  Fee
premiums are shown to be eamed by Big Seven auditors over non-Big Seven auditors, but the null hypothesis
that industry specialist auditors do not eam fee premiums over non-specialists is not rejected.

The incentive to earn quasi-rents in future fees provides a rationale for auditors to bid a reduced audit fee in
order to gain incumbency (DeAngelo, 1981a). The second research question uses a sample of audit fees from
the first financial statements after listing to test for reduced fees on initial audits. Results indicate that audit
fees for the first financial statements after listing are lower than the level of audit fee for existing companies.

Negotiation of audit fees may be affected by professional regulation. The third research question investigates
whether abandonment of a fee scale by the professional accounting body in New Zealand influenced the
general level of audit fees. The results fail to reject the null hypothesis that there is no difference in fees
before and after abandonment of the fee scale.

The incentive to develop industry-specialised monitoring skills may be replaced, in a small country, by
alternate audit practice development strategies; for example, diversification of an audit portfolio in order to
spread risk. Auditor brand name, reflecting technical skills, may thus eam a fee premium in preference to
industry specialist skills. A final limitation of this work arises from the time period of interest (1985-87), a
time of change in New Zealand's business environment, in which audit fee determinants may be subject to
effects not captured in this thesis.
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