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Positive Accounting Theories 
(PAT)

• Explain and predict
accounting/financial 
reporting practice 
(Watts & Zimmerman, 
1978).

• e.g., why firms use 
specific accounting 
methods ?



Agency Theory

• Used to understand 
relationships whereby a 
principal employs the 
services of and delegates 
the decision making 
authority to an agent 
(Jensen & Meckling, 
1976)

o Principal = Buyer & 
Seller

o Agent = Broker



Agency Relationship

Asymmetric 

Information

Principal Agent

Adverse Selection

Moral Hazard



Agency Theory

• Creates a moral hazard

o Brokers may undertake 
actions detrimental to 
Buyers/Sellers

• Leads to 3 ‘costs’

o Monitoring costs

o Bonding costs

o Residual loss

(Deegan & Unerman, 2011)



Agency theory and the role of accounting 
information

Agency theory

Positive 
Accounting 

Theory (PAT)

Corporate 
governance 

theories

• Separation of ownership and 
control 
• Management – owners 

(shareholders)
• Management - debt holders 

(lenders)
• Moral hazard
• Information asymmetry

Role of accounting 
in contracting 
process:
(a) monitoring
(b) bonding

Role of accounting 
in corporate 
governance 
mechanism

Accounting policy 
choice

• Directing and 
controlling 
managerial behaviour

• Disclosure

Managerial 
self-interest: 

Reporting bias





 Land Area
 The prices per sqf regarding to each district
 Property Type Classification
 Property location 
 Property Condition 
 Building Area sqm
 Average construction price sqm

 Infrastructure
 Finishing 
 Deprecation

Asset Pricing Determinants 
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•Integrated database 
•System mechanism  

•Some data not yet settled
•Changes subject to reengineering

•Feedback (professionals)
•The market is quiet 

•Unprofessional brokers
•Key players in the market 
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