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Abstract

Listed companies in Nc$' Z,ealand appoint an auditor, first, in compliance with stanrte (mandatorv

appointnent) an4 secon4 to monitor agent (managem€nt) performance compared to principal (shareholder)

preferencs. The monitoring requiremeirts of ttre audit contract should be reflected in the audit fee. In this

thesis, I use Simunic's (1980) fte model to investigate three questions rEprding the determinants of audit

pnclqg.

First, audion have the incentive to eam fee premiums (quasr-rents) by developing specialised monitoring

skills that address the needs of ndusris with a differentiated dernand for monitoring. Tluee classifications of

ditrErertiated monitoriag are devel@ to investigate rrytrether fee prerriums are eamed on those ardits. Fee

premiums are shown to be eamed by Brg Swen auditors over non-Big Seve,n auditon, but the null hpothesis

that indusr-v spocialist auditon do not eam fee prcmiums over non-specialists is not rejected.

The incentive to eam quasi-rents in futue fm provides a rationale for auditors to bid a refucod audit fes in

order to gain incumbency (DeAngelq I 9E la). The second research question uses a sample of audit f€€s from

tbe first financial statements after lishng to test for reduced fees on initiat audits. R€sults indicate that audit

fees for the first financial stat€rnents after lisung are lower ttran the level of audit fee for exisnng companies.

Negotiation of audit fees may be atrected by professioral rqulation. The thirrd r€search question rnvestigares

wfiether abandonment of a fee scale by the professional accomting bod,v in New Zealand influenced the

genenl level of audit fees. The results fril to rej€ct ttrc null hypot}esis that there is no difference in ftes

before and after abandonment ofthe fee scale.

The inceirtive to develop mdusqy-specratised monitoring skills may be replacd in a snrall countr_v, by

alternat€ audit practice development strategres; for example, divemification of an audit portfolio in order to

spread risk. Auditor brand name, reflectng technical shlls, may thus eam a fee prunium in preference to

tndustrl'specialist skills. A fuial limitation of this work arises from the time period of irterest (1985-87), a

time of chalrge in New Zealand's business orvironmen! in v/tddl audit fe determinarts rnay be zubject to

effects not capUred inthis thesis.
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