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Abstract

Mastering basic Accountancy concepts appropriately and analyzing their characteristics are essential for the devel-
opment of Accounting Theory. The financial decision making process requires knowledge on adequate economic
values, which Accounting users are increasingly demanding. The aim of this research was to ascertain the under-
standing of some terms explored in the context of the subject Accounting Theory, such as assets, liabilities, good-
will, revenues, expenses, gains and losses. A sample was investigated, comprising 591 students enrolled in Ac-
countancy programs who had already taken the subject Accounting Theory at higher education institutions (HEI)
located in the city of Salvador (BA), Brazil. Logistic regression analysis of the results indicates that the relation
between student performance and the teacher’s degree is more significant than the relation between student perfor-
mance and type of HEI. In general, however, superficial concepts on the topics addressed in this study were cited at
all levels. The results generally disclosed errors in the understanding of relevant accounting concepts for students’
education, mainly reflecting an outdated, or at least conservative view. When compared per type of education in-
stitution, the results indicate that students from public institutions better master the concepts considered in this
study. The understanding improves further when the teacher’s degree evolves from specialist to M.Sc. and Ph.D.
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1. INTRODUCTION

Mastering basic Accountancy concepts appropriately and analyzing their characteristics are funda-
mental for the development of Accounting Theory. Similarly, developing techniques to identify and measure
financial report items contributes to enhance their use and improve recording and management processes.

According to Watts and Zimmerman (1986), the aim of accounting theory, at least from a positivist fo-
cus, is to explain and predict accounting practice. As from the moment when one manages to explain account-
ing phenomena, based on natural rationality, within an inductive methodological focus, besides doing sci-
ence, the researcher also awakes to the need to reason, analyze variables and their cause-and-effect relations.

Mastering the appropriate measurement of the economic value of assets, liabilities, net equity, ex-
penses, revenues, losses and gains becomes crucial. This entails the need to stimulate academic research
in search of asset and liability measurement methods, which can value the reality of an entity’s equity
more approximately. The financial decision making process requires knowledge on appropriate economic
values, which Accounting users are demanding more and more.

The growing number of empirical studies in accounting are increasingly provoking theoretical de-
velopment about the role Accounting plays in society and organizations. The study of Accounting Theory
gains importance not only for researchers and students, but also for people whose professional activity is
related with Accounting. The reason for this importance is the fact that the framework that sustains ac-
counting practices is exactly found in Accounting Theory. One of the motivations for this study is pre-
cisely the finding that the superficial and generically accepted concepts of the presented accounting terms
do not cover the most relevant characteristics for an adequate understanding.

Broedel (2002) highlights that Accounting was a basically normative subject area. Given its con-
cern with formulating indications on the best professional practices, it gradually gained a more scientific
nature. Studies like Ball and Brown (1968) and Beaver (1968) motivated important paradigmatic rup-
tures, disclosing a practical analysis of accounting research. Martins (2005) highlights that, today, in the
main accounting journals, no more academic studies can be found that essentially suggest alternatives,
create ideas and standards. Publications based on some degree of empiricism became preponderant, add-
ing excellent theoretical frameworks.

In that sense, the aim in this paper is to understand how relevant Accountancy concepts are per-
ceived in practice, like assets, liabilities, goodwill, revenues, expenses, gains and losses. Contextually,
the intent is to understand how the subject Accounting Theory, in undergraduate programs taught in Sal-
vador, Bahia, in 2009, contributed to the mastery of these concepts. In addition, it is investigated whether
the perceived concept is related with the degree of the faculty member teaching the subject, and whether
the perceived concept is related with the type of educational institution, classified as public or private.
The importance of Accounting in organizations and the effects of Accounting Theory teaching on pro-
fessional practices also reinforce the importance of this study.

2. RELEVANT ACCOUNTING THEORY CONCEPTS

Tudicibus (2009, p. 128) classifies the asset concept as the fundamental core of Accounting The-
ory, about which according to him discussions are still ongoing. He refers to the asset concept and its
measurement, an important aspect Accountancy students do not always understand properly. The asset
concept is presented as “an entity’s set of goods and rights” or as a company’s “resource applications”.
It is taught, without giving the opportunity for discussions, as the adequate definition for the term assets.
According to the author (p. 129), “the study of assets is that important that we might call it the essential
chapter of Accounting, because their definition and valuation is related with the multiple accounting rela-
tions involving revenues and expenses”. Besides involving a valuable discussion on different equity ele-
ment measurement methods, the assets concept is useful to define other important terms, like revenues,
expenses, liabilities, losses and gains.
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According to Hendriksen and Van Breda (2007), assets are essentially reserves of future benefits. The
authors also emphasize the Financial Accounting Standards Board’s (FASB) definition, presented in SFAC
62, whose assets are defined as probable future economic benefits, which an entity obtains or controls as a
consequence of past transactions or events. According to FASB, the incorporation of a probable future benefit
emerges as an essential characteristic of assets. Without this property, FASB defends the non-recognition of
the existence of this asset in accounting terms. Like FASB, the International Accounting Standards Commit-
tee (IASC) equally presents the idea of future benefit linked with its asset concept, highlighting that an asset is
aresource the company controls, resulting from past events, in which future economic benefits are expected.

A concept for the main characteristic of the ability to deliver future benefits is found in Iudicibus
(2009), according to whom the fundamental characteristic is the ability to deliver future services to the con-
trolling entity, individually or together with other assets and production factors, capable of direct or indi-
rectly turning into net cash inflows. Any asset mediately or immediately, direct or indirectly represents a
future cash promise.

According to Perez and Fama (2006), in Basic Accounting, assets are considered as an entity’s goods
and rights, expressed in currencies and at the management’s disposal; from an economic and financial per-
spective, then, assets are resources the company controls and which are capable of generating future ben-
efits (cash inflows or reduction of cash outflows). Thus, an asset can be considered as any and all elements,
whether physical or not, which the company controls and which grants it the possibility of gaining cash
flows. Hence, as an entity’s goods can deliver services and produce future economic benefits, measurement
appears as a form of translating this service potential into monetary units.

Also according to Hendriksen and Breda (2007), the fact that an asset can generate a probable future
benefit does not exclude it from the assets definition. Uncertainty affects the evaluation, but only changes
the nature of the item if it reduces the expected future benefit to zero or less. It should also be considered
that economic benefits should result from past transactions or events, and that the entity should be in con-
trol of the resources used.

In a study based on the finding that superficial definitions of the term “asset” were not covering its
essential characteristics, Goulart (2002) reaches the conclusion that accounting professionals truly have but
superficial knowledge of what an “asset” is, ignoring the main characteristic of this equity item, which is
the specific right to future benefits.

Historically, researchers and regulators have collaborated with the asset concept in different ways.
Paton (1924, apud TUDICIBUS, 2009) already discussed the materiality or not of the consideration — but
errs by restricting it to the concept of asset ownerships. Meigs and Johnson (1962) define assets as economic
resources owned. In fact, the expression “economic resources” is broader, but the concept is still limited to
the ownership of the asset. Sprouse and Moonitz (1962) also address the theme, and their concept transmits
the idea of expected future benefits. By emphasizing transactions with third parties, however, the authors
ignore that assets can be generated internally, like research and development efforts and other intangible as-
sets. Martins (1972) clarifies that it is the value of the future economic benefits that will determine the asset
value, and not the agent, although it is hard to distinguish both. Iudicibus (2009, p. 132), finally, highlights
the concepts a team of Accounting Theory students from the University of Sdo Paulo and Pontificia Univer-
sidade Catdlica de Sao Paulo elaborated, which quite closely approximates what is accepted today as the
best asset definition: “are resources an entity controls and which are capable of generating cash flows direct
and indirectly”. In that sense, Accounting researchers use the following terms: “expected future benefits;
economic resources owned; company value; specific right to future benefits and future service potential”.

Authors like Lev (2001), Flamholtz (1985), Stewart (1999), Sveiby (1997), Boulton et al. (2001),
Kaplan and Norton (1997), Nonaka and Takeuchi (1997) and Edvinsson and Malone (1998) have also af-
firmed that the production of wealth in companies is increasingly related with intangible or intellectual as-
sets. Lev (2001) defines intangible asset as a right to future benefits without physical or financial body,
created through innovation, organizational practices and human resources. According to the same author,
intangible assets interact with tangible assets in the creation of corporate value and in economic growth.
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The traditional Accounting system seems to be deficient, as some of a company’s non-purchased
(or internally developed) intangible assets are not registered yet, which can affect the quality and predictive
power of the presented information. Thus, investments in company image represent an expense today, but
can be reverted into profit tomorrow. In fact, intangible assets are the items that are the most difficult to mea-
sure and account for. Among these, spending on organization, brands and patents, copyright, franchising,
software development costs, research and development spending, intellectual capital and goodwill stand out.

The emphasis intellectual capital receives today is due to the increased complexity of social and
corporate relations, as a result of the evolution from the primitive to the knowledge society. Information
technology development helped to lever the intellectual capital value concept. Today, the added value of
knowledge on technological processes is much higher than the physical plant of the company’s computers.

Measurement alternatives can be divided in two classes: entry values and exit values. Four measure-
ment forms exist that are based on entry values: historical cost, corrected historical cost, current (or replace-
ment) cost and corrected current cost. Exit values include: discounted values of future net cash entries, current
sales prices (net realizable value), current cash equivalents and settlement values. Besides traditionally used
concepts (entry and exit values), other measurement forms emerge with a view to improving these concepts,
like the impairment test, fair value and marking-to-market. The aim of the impairment test is to disclose and
measure the loss in a long-term asset’s ability to recover book value. In these cases, the asset’s book value is
lower than its recoverable value. Although hardly used in Brazil, as it was only included in the update to Law
No. 6.404/76, issued in Law No. 11.638/2008, the impairment test is already common in many countries, like
the United States. In the search for the asset’s fair value, it should be kept in mind that this value boils down
to the purchase or sales prices in current transactions and between knowledgeable, willing parties. Any other
factor distorting this so-called “fair’”” price cannot be considered. To give an example, in settlement situations,
in which assets are valued at the settlement, i.e. lower prices, this value cannot be considered the fair value.

Another concept that is frequently used today is marking to market. Although unrestrictedly, mark-
to-market based valuation is normally used to allow investors to know how much their portfolio is worth,
which is based on the market closure price. This asset valuation regimen has been criticized for generating
endogenous volatility of these assets’ market prices. If the market varies a lot, this variation ends up reflect-
ing in the asset valuation, most of which will be in the portfolio until their maturity date, and marking to
market would not make sense.

Based on the understanding that an entity’s goods can deliver services and generate future economic
benefits, the measurement problem can be conceived as the “translation” of the service potential, incorpo-
rated in the asset, into monetary units.

This underlines the fundamental importance of the “future economic benefits” notion for a cor-
rect definition and understanding of the assets concept, indicating the inadequacy of zany expressions like
“resource applications” and “an entity’s goods and rights” with a view to a satisfactory perception of this
concept’s basic nature. A satisfactory understanding of the nature of assets not only cooperates towards the
adequate treatment and critical analysis of practical Applied Accounting issues, but will also enable profes-
sionals to better cope with Accounting’s current challenges.

Asset definitions associate the ability to produce future benefits as the key characteristics. Hence,
inversely, liability definitions attempt to capture future impacts, changing produced benefits for sacrifices
to be consumed, according to Hendriksen and Breda’s definition (2007, p. 345), “future sacrifices of eco-
nomic benefits arising from present obligations”.

As for the goodwill concept, Iudicibus (2009, p. 234) define it as “that ‘additional’ paid on the market
value of the net equity of purchased entities that reflects a (subjective) expectation of surplus future profits
on its opportunity costs”. Hence, goodwill is considered as expected future profitability, which only exists
in case of abnormal income, as normal income, when future income is translated into present value at the
opportunity cost, is reduced to zero.

An initial research on the liability concept affirms the legal emphasis of concerns. A search based on
fragments of the liability concept in SSRN, accomplished on January 16 2010, revealed that most papers
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published on the theme refer to legal journals, like the Harvard Journal of Law and Technology, Stanford
Law and Economics Olin Working Paper, International Review of Law and Economics for example. The
understanding of liability is not only restricted to the legal aspects arising from its legal obligation of course.

Hendriksen and Breda (2007, p. 304) comment, “for many years, liabilities were the ignored son
of accounting”. According to the same authors, “circumstances have forces an attitude change. Today,
liabilities have assumed their just position as direct measures of companies’ obligations”. Thus, the au-
thors guarantee that, due to the “increasing awareness of the need to recognize further obligations on the
balance sheets, there has been an explosion of distinct liability types”.

The liability concept has followed the evolution in scientific discussions and has gone through
relevant changes in the attempt to reflect reality. Canning (1929, p. 17) established a concept of liability
as “a service, of monetary value, which an owner [holder of assets] is legally obliged to deliver to a sec-
ond party, or group of people”. The definition oriented at the identification of income permeates think-
ing at the time when the global crisis strongly influenced concepts.

The American Accounting Association (AAA) (1957 apud TUDICIBUS, 2009, p. 28) defines as-
sets as “the interests the creditors claim against the entity which arise from past activities or events, whose
satisfaction usually requires the spending of corporate resources”. It is observed that this definition con-
siders the outdated meaning of liability, in which the creditors claim interests, i.e. chargeable items and
a timeframe is inserted for the concept, changing from past to present and towards the future. The trans-
actions and events that will generate liabilities occurred in the past and are recognized in the present to
be settled in the future.

According to Sprouse and Moonitz (1962), liabilities represent the obligations an entity assumes
towards third parties in order to obtain assets or perform services, and these obligations normally result
from past or present transactions, but should be settled in the future. This definition is still limited though,
as it gives rise to the idea that liabilities merely arise from transactions.

The concept by Most (1986), then, presents a definition of liabilities in which this gap is corrected,
including the idea of events. According to the author, liabilities present probable future economic sacri-
fices arising from a private entity’s current obligations when transferring assets or providing services to
other organizations in the future, as a result of past transactions or events.

Hendriksen and Breda (2007) corroborate that the obligation needs to exist in the present, i.e. it
should emerge from some past transaction or event. It can arise from the acquisition of goods or servic-
es, from incurred losses through which the company assumes obligations, or from expected losses that
bound the company. Obligations that solely depend on future events should not be included. This will
only happen in case of a good probability that these events will occur and provided that the taxable event
is somehow related with the past and present. If only related with the future, the event can constitute a
reserve for contingencies, instead of a provision.

The broadest definition is suggested by FASB in § 35 of SFAS 6, p. 3, which establishes that liabil-
ities are “probable future sacrifices of economic benefits resulting from an entity’s present obligations to
transfer assets or services to other entities in the future as a consequence of past transactions and events”.
This definition presents the taxable event of the obligation as a strong point in the determination of the
liability and covers the concept when referring to “transactions and events”, considering aspects missing
in previously addressed definition. Therefore, this is the concept the community best accepts nowadays.

According to Hendriksen and Van Breda (2007), to measure liabilities, they need to be segregat-
ed in two categories: monetary and non-monetary liabilities. The former are obligations that involve the
payment of a predetermined sum, i.e. liabilities in nominal values. Normally, the valuation of the obliga-
tion payable in the future is determined in the contract or agreement that gave rise to the liability. In case
of liabilities settled in the short term, current liabilities, the amount displayed is the face value (value paid
upon maturity), and the relevance of the discount in this calculation tends to be immaterial. For long-term
assets, the amount of the discount is normally significant, which is why the current valuation should rep-
resent the sum of the present value of all future payments to be made, as discriminated in the contract. On
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the other hand, non-monetary liabilities arise from the obligation to deliver goods or services in predeter-
mined quantities and quality. They are normally classified as current and derive from advance payments
for services to be delivered to clients. Newspaper and magazine subscriptions and purchasing season tick-
ets are examples of non-monetary liabilities. Not all advance payments are monetary though. Non-mon-
etary obligations are expressed in terms of predetermined or stipulated prices related to specific goods or
services. Thus, the monetary value of the goods and services could vary, but not its quantity or quality.
Thus, debates are opened for new themes on liability recognition and measurement, including:

. hybrid securities — which have shown an explosion of new liability types called financial
instruments, with liability as well as equity characteristics, i.e. they constitute a debt and, at
the same time, a possibility of stockholder participation, which explains their hybrid nature;

. contingent liabilities — according to SFAS 5, these represent an existing condition or situ-
ation, a set of circumstances involving uncertainty regarding possible gains or losses for a
company, which will finally be annulled when one or more future events take place or do
not, in which the solution of the uncertainty can confirm the existence of a liability;

. environmental liabilities —represent a current obligation related to environmental preser-
vation, recovery and protection, which will require probable future sacrifices through the
delivery of assets or services to one or more entities. The range of its concept involves the
perspective of spending needed for environmental and business development and the cor-
rection of possible impacts due to accidents that somehow impair the environment.

Recognizing environmental liabilities becomes increasingly relevant. According to Borba and
Rover (2006), measuring the spending that gives rise to an environmental liability can derive from an
event or transaction that reflects the organization’s interaction with the environment, whose economic
sacrifice will happen in the future. That is, expenses like assets purchased to contain environmental im-
pacts, payment of fines because of environmental infractions and spending to compensate for environ-
mental damage can be classified in this group. The influence of environmental liabilities on income and
company value calculations has gained importance and recognition in the market according to Bae (2005,
p. 1), affirming that income is “consistent with the notion that potential environmental liabilities create
noise in a firm’s accounting system in general and its earnings in particular.” According to the same au-
thor, “creating noise” means lesser information reliability.

Farias (2006) demonstrates through concepts and examples that, in many cases, constructive ob-
ligations are related with companies’ social responsibility and that the nature of these liabilities distin-
guishes them from legal obligations. According to that author, the reasons that make companies include
obligations beyond legal frameworks into their liabilities are: awareness of their social responsibility;
the need to keep up a good image in society, in view of the acceptance of their products or services; and
market requirements.

Basic mastery of the liability concept incorporates relevant themes like environmental liabilities,
accompanied by increasingly intense academic and professional discussions. The perceived importance
of these discussions becomes necessary for Accounting professionals’ basic education. Solely understand-
ing liabilities as a factor that originated resources or chargeable items can suggest errors in appropriate
professional accounting education for contemporaneous demands.

Another relevant point refers to the understanding of concepts affecting income calculations. The
correct mastery of revenue, expense, loss and gain concepts gains importance because of their effect on
the measurement of organizational income. Accounting professionals may display academic education
errors though, which can grant certainty to their choices. It is relevant to understand the different forms
the positive and negative variations occurring in entities are seen in conceptual terms, measured and rec-
ognized. Depending on the criterion adopted to measure and recognize revenues, gains, expenses and
losses, the resulting net income can be different, affecting stockholders, tax authorities and society.
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In simple terms, one may understand that revenues are connected with the company’s basic ac-
tivities, while gains are but peripherally linked with these activities, and the relation with company ac-
tivities is not characteristic. Both revenues and gains work to increase company income. That is why it is
important to correctly recognize and measure these items, so as to avoid distortions and the dissemina-
tion of unreal income. In a way, recognition and measurement, not only of revenues, but also gains, can
generate mistaken results, when not biased, leading to asymmetric information for markets.

Often, there is no clear definition on each of the concepts. To give an example, many concepts
mix up revenue measurement with revenue definition. When analyzing the nature of a revenue, Hendrik-
sen and Van Breda (2007, p. 225) call attention to the fact that “at a more fundamental level, revenue is
increased profit”, although the authors criticize the fact of trying to define revenues and expenses based
on their effects, i.e. the income.

According to FASB (1975 apud HENDRIKSEN; BREDA, 2007, p. 225), “revenues are inflows or
other enhancements of assets of an entity or settlements of its liabilities (or a combination of both) from
delivering or producing goods, rendering services, or other activities that constitute the entity’s ongoing
major or central operations”. In a more modern view, there is a trend to recognize revenues as a flow, but
not a financial flow. Instead, there is a flow of creating assets, as the company’s product, highlighting that,
for this product to be considered as revenues, it needs to leave the company, a true exit flow. Niyama and
Silva (2008) present the IASB definition, which affirms that revenues are “the gross inflow of economic
benefits during the period arising in the course of the ordinary activities of an entity when those inflows
result in increases in equity, other than increases relating to contributions from equity participants”.

According to AAA (1957 apud TUDICIBUS, 2009, p. 87), revenue “is the monetary expression
of the combination of products or services an entity transfers to its clients during a period of time” — a
restricted but concise definition. According to Hendriksen and Breda (2007), defining revenue as a com-
pany product would be more appropriate and correct than the AAA concept. Nevertheless, the AAA con-
cept would be more adequate than the entry flow concept FASB proposed in 1975. More important than
being an inflow or outflow is the fact that the revenue is not simply a cash flow.

Using literature gaps that attempt to solve practical problems, companies have drawn on loop-
holes in the definition to inflate their revenues and avoid the inclusion of items as expenses, always seek-
ing to maximize income, despite availing themselves of accounting fireworks; this process represents in-
come management. In that context, Martinez (2001) highlights that “it is crucial to guarantee the quality
of published accounting information, as company’s entire prosperity will depend on this and, indirectly,
that of the economy as a whole”.

Goulart (2008) agrees, affirming that “one of the most important pieces of information Accounting
produces is the income (profit or loss) presented at the end of the income statement, which analysts use
to assess companies performance”. Martinez (2001) highlights, however, that “part of this income may
arise from discretionary accounting adjustments, without any correlation with the reality of the business”,
motivated by exogenous actions that can influence executives to take attitudes in that sense.

Concerning the concept of gains, a greater consensus is verified among authors, mainly regard-
ing observations of its applicability in case of entities’ extraordinary operations. According to Hendriksen
and Breda (2007, p. 229), “gains represent favorable events that are not directly related with the normal
production of company revenues”. The same authors establish, however, that the main difficulty is to dis-
tinguish between what is normal and what is extraordinary in entities’ lives. According to Kam (1986, p.
212), “gains are increases in net assets, resulting from peripheral or incidental operations and other events
that may largely go beyond the enterprise’s control”. In summary, revenue is the effort of the company that
looks for a result, whether essential or peripheral; it is the market’s validation of the asset’s enhanced poten-
tial to create future benefits. Gain, then, is a positive result that is totally independent from company efforts.

Revenues, gains, expenses and losses exert relevant influence on profits. [udicibus (2009, p. 155)
highlights that “the main problem is to define the magnitude and moment when revenues and expenses
occur, which means to define profit”. Measurement difficulties in Accounting only exceed the barrier of
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assets and liabilities, reaching the idea of expenses, a relatively homogeneous concept in the literature.
The definition by Hendriksen and Breda (2007, p. 234) can be presented, which defines expense as: “the
use or consumption of goods or services in the process of obtaining revenues. They are the maturing
of directly or indirectly related service factors in companies’ production and product sales.” Expenses
represent the counterpart of revenues, participating in the profit concept. Hendriksen and Breda (2007)
define that “expenses are measured by the valuation of used or consumed assets, but this measure does
not define them” as, like revenues, they comprise a broad and equally complex concept in terms of con-
sensus. According to Kam (1986, p. 304), “expenses are reductions in the asset values or increases in li-
ability values, due to the use of goods and services in the entity’s main or core operations”. According to
Tudicibus (2009, p. 130), “they represent the use or consumption of goods and services in the process of
producing revenues and can refer to past, present or future spending.”

Expense is the concretization of the effort, in monetary terms, to produce the revenue; it reduces
company equity, which is justified by the promise of future or immediate income generation which, ac-
cording to the definition, should replace expenses and thus generate part of the profit. Expenses play an
intense role in the profit generation flow and, consequently, the same care taken with revenues is due
when characterizing expenses, in view of their importance.

Losses can be understood as unfavorable net events arising from activities that do not generate
normal revenues for the entity. Unfavorable net events are considered as unusual events, dissociated from
the entity’s core operations, which influence the owners’ participation. FASB establishes the concept of
losses as decreases due to participation in an entity’s peripheral or incidental transactions, and in other
transactions or other events and circumstances, affecting the entity during a period, except those result-
ing from expenses or distribution to owners.

Expenses are oriented towards income generation, and therefore should be confronted, while
losses do not result in company benefits. On the opposite, they are negative net effects that do not derive
from the business’ normal operations. Therefore, they cannot be confronted and are recognized at their
net value.

In view of the complexity and range of transactions among entities, whether in the public or pri-
vate sector, the continuous and dynamic valuation of equity events represents a challenge (CFC, 2008).
According to Fragoso et al. (2010), it is highlighted that both the IASB and FASB definitions presented
in this theoretical excerpt are going through review, assessment and convergence, mainly because some
definitions these entities adopt, mainly that of IASB, are not adopted in the Brazilian Accounting Pro-
nouncements Committee (CPC).

3. METHODOLOGICAL PROCEDURES

This is a predominantly quantitative and exploratory study with a theoretical-empirical focus. To
achieve the established goals, the followed data and information collection techniques are used to ana-
lyze the conceptual mastery: questionnaire application and statistical analysis. According to Gil (2002),
an exploratory research is aimed at providing a general and approximate view on a given fact, through
a survey among stakeholders involved in the research question. Concerning the quantitative approach,
Martins and Theophilo (2007) affirm that it is a research type in which data can be quantified, measured
and whose analyses and interpretations use methods and statistical techniques.

The universe in this research comprised the Accountancy students who had already taken the sub-
ject Accounting Theory and who were regularly enrolled in the city of Salvador, Bahia, in the first se-
mester of 2009. Data from the Ministry of Education, taken from the National Institute for Educational
Study and Research (INEP), indicated that 28 courses existed in the city during that period. Based on this
universe, a convenience sample of HEI was selected. This sample of HEI consisted of two public and six
private education institutions. Then, another student sample was obtained from the selected HEI, with
591 students, 109 from public and 482 from private HEI.
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The data collection instrument was aimed at investigating the mastery of seven concepts: asset,
liability, goodwill, revenues, expenses, gains and losses. For each of the concepts, four definitions were
presented, among which the respondent should mark the alternative (s)he found most adequate. The def-
initions were constructed based on the controversies reported in the literature review. One of the alterna-
tives was considered satisfactory (code 1). The remainder was found unsatisfactory (code 0), except in
the question about goodwill, with two valid alternatives. The mean score of satisfactory responses per-
mitted the creation of a new synthetic variable, called general mean. Varying between 0 and 1, this rep-
resented the respondent’s mean score regarding the seven concepts.

Two other questions attempted to investigate the type of HEI (0 private or 1 public) and the de-
gree of the faculty member teaching the subject Accounting Theory (1 Undergraduate, 2 Specialization,
3 M.Sc. and 4 Ph.D.). The final question had to be further coded into three dummy variables, as the fac-
ulty member’s education could have evolved to specialist (1 yes, 0 no), M.Sc. (1 yes, 0 no) or Ph.D. (1
yes, 0 no). The reason for conversion into a dummy variable was that it permitted a quantitative classifi-
cation of an originally qualitative variable.

The quantitative procedures involved three distinct phases: (a) descriptive analysis of the sample
and answers; (b) analysis of the association with the chi-square test between answers and HEI type or
teacher degree and with the t-test to compare the different groups’ mean scores; (c) regression analysis
to explain the general mean understanding of concepts based on the HEI type and teacher degree.

4. RESULT ANALYSIS

Table 1 displays the sample characteristics. The answers of 591 respondents were analyzed, 482
(82%) from private and 109 (18%) from public HEI. The higher concentration of respondents from pri-
vate institutions was aimed at preserving the universe’s characteristics, as private HEI offer most Ac-
countancy courses in Salvador.

The analysis of the Accounting Theory faculty members’ degree revealed that 305 (52%) respon-
dents held a specialization degree (in Accounting and/or related areas), 238 (40%) had classes from M.Sc.
graduates (in Accounting and/or related areas) and 48 (8%) from Ph.D. graduates (Accounting only). The
large number of specialists is observed, followed by M.Sc. graduates. Few respondents had participated
in Accounting Theory classes with Ph.D. graduates. This number is explained because faculty members
with Ph.D. degrees teach this subject at only one faculty. Thus, in the research sample, little is invested
in Ph.D. graduation, as it is fundamental for an institution to have faculty members with higher degrees.

Table 1: Teacher degree and type of HEI.

Teacher degree Fi F1% Type of HEI Fi F1%
Specialist 305 52 Private 482 82
M.Sc. 238 40 Public 109 18
Ph.D. 48 8 Total 591 100
Total 591 100

Legend: Fi= frequency, F1% = percentage frequency.

Table 2 shows the crossing of these two variables. It is observed that, at the public HEI, teach-
ers’ degrees are higher. The association test shows chi-square results of 289.40, with significance set at
0.0000, which indicates the strength of the association between the two variables and permits affirming
that teachers at public HEI hold higher degrees.

The analysis of the respondents’ mastery of the seven concepts (assets, liabilities, goodwill, rev-
enues, expenses, gains and losses) can be elaborated based on the following two tables). These display
the results of crossing satisfactory or unsatisfactory concepts with the type of HEI and teacher degree.
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The strength of the association can be analyzed based on the chi-square test.

Table 2: Degree versus HEI type.

Private Public
Degree : ; : .
Fi Fi% F1 Fi%
Specialist 305 63 — 0
M.Sc. 177 37 61 56
Ph.D. - 0 48 44
Sum 482 100 109 100

Table 3 shows the analysis of the education type. It is observed that, in all cases, satisfactory re-
sponse frequencies are always higher in public education. Chi-square statistics indicate the significant
association between the variables.

Table 3: Education type versus answer.

Education type Chi-square
- Total
Private Public DF
Fi Fi% Fi Fi% Fi Sig

Asset 11,029
Unsatisfactory 378 78 69 63 447 1
Satisfactory 104 22 40 37 144 0,001
Goodwill 27,931
Unsatisfactory 416 86 62 57 478 1
Satisfactory 66 14 47 43 113 0,000
Liability 10,956
Unsatisfactory 385 80 71 65 456 1
Satisfactory 97 20 38 35 135 0,001
Revenue 13,650
Unsatisfactory 402 83 74 68 476 1
Satisfactory 80 17 35 32 115 0,000
Expense 32,950
Unsatisfactory 420 87 70 64 490 1
Satisfactory 62 13 39 36 101 0,000
Gain 14,111
Unsatisfactory 403 84 74 68 477 1
Satisfactory 79 16 35 32 114 0,000
Loss 19,370
Unsatisfactory 397 82 69 63 466 1
Satisfactory 85 18 40 37 125 0,000
Total 482 100 109 100 591

Legend: Chi-square = Statistical test chi-square, DF = degrees of freedom, Sig. = significance level of chi-square test.
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Based on results in Table 3, it can be highlighted that the respondents from public HEI display bet-
ter conceptual mastery of each of the seven concepts under analysis. Some factors imply this performance,
demonstrating that public higher education aims for an alignment that is closer to desirable levels, prepar-
ing students more efficiently, equating their course description with the guidelines of Brazilian and inter-
national entities, including CNE/CES Resolution No. 10/2004 and IFAC, AICPA and AECC Resolutions.

Table 4 displays the crossing between concepts and teachers’ degrees. As the teacher’s degree in-
creases from Specialist to M.Sc. and from M.Sc. to Ph.D., the relative frequencies of satisfactory answers
increase, even more when the degree evolves from M.Sc. to Ph.D. Teachers holding M.Sc. and Ph.D.
degrees have a more active academic life, including the production of scientific studies, which demands
constant recycling. This fact is not observed in specialist teachers, who are mostly professionals work-
ing in the area, but who do not spend much time on discussions about relevant themes. Consequently, in
the best-case scenario, their students end up absorbing only the contents gained in their undergraduate
program, losing the opportunity to discuss contemporary themes in Accountancy.

Table 4: Teacher degree versus answer.

Teacher degree Chi-square
o Total
Specialist M.Sc. Ph.D. DF
Fi Fi% Fi Fi% Fi Fi% Fi Sig

Asset 53,002
Unsatisfactory 258 85 171 72 18 38 447 )
Satisfactory 47 15 67 28 30 63 144 0,000
Goodwill 59,407
Unsatisfactory 270 89 189 79 19 40 478 P
Liability 44,944
Unsatisfactory 254 83 183 77 19 40 456 2
Satisfactory 51 17 55 23 29 60 135 0,000
Revenue 50,186
Unsatisfactory 272 89 181 76 23 48 476 2
Satisfactory 33 11 57 24 25 52 115 0,000
Expense 76,535
Unsatisfactory 285 93 183 77 22 46 490 2
Satisfactory 20 7 55 23 26 54 101 0,000
Gain 39,220
Unsatisfactory 267 88 186 78 24 50 477 )
Satisfactory 38 12 52 22 24 50 114 0,000
Loss 62,567
Unsaﬁsfactory 261 86 188 79 17 35 466 2
Satisfactory 44 14 50 21 31 65 125 0,000
Total 305 100 238 100 48 100 591

Observation: Chi-square = Statistical test chi-square, DF = degrees of freedom, Sig. = significance level of chi-square test.
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The strength of the association between the teacher’s degree and the response displayed in Table 4
is illustrated by the highly significant t-test results. For each of the seven concepts, the significance level
of the test was approximately zero, which indicates statistically different frequencies. Due to the fact that
the sample was safe and heterogeneous, and the fact that the research was performed in a way that could
guarantee the least possible error, in all seven concepts analyzed, chi-square is highly relevant, proving
that there are no statistically significant differences.

The answers demonstrated that most of the research sample answered that asset is a good or right
of the entity; only 24.4% of the students were able to answer that an asset is a net future benefit, in line
with the reflection developed in this study. A more unsatisfactory result was related to the goodwill con-
cept; the large majority answered that it is a kind of agio when, in fact, it refers to expected future profit-
ability. The performance on the other concepts was similar, disclosing an alarming reality of Accounting
graduates’ situation, considering the elementary nature of these concepts.

The analysis of responses indicates that, in general, the students’ definitions of the concepts were
hardly reflexive and situated beyond the context of current discussions, proving the need for faculty teach-
ing this subject to further align their teaching plan with Accounting Theory.

Broadening data analysis, a new variable was created, called general mean, which corresponded
to the mean number of answers considered as satisfactory for each of the seven concepts. Score 0 (zero)
indicates that none of the concepts the respondent presented was considered satisfactory. On the other
hand, score 1 (one) indicates that all concepts the respondent presented were satisfactory. The general
mean is displayed in Table 5.

Table 5: Crossed analysis of general mean according to Teacher degree and Type of HEI.

Degree Mean N Deviation HEI Mean N Deviation
Especialista 0,117 305 0,245 Particular 0,163 482 0,292
Mestre 0,224 238 0,338 Publica 0,339 109 0,408
Doutor 0,554 48 0,416 Total 0,196 591 0,323
Total 0,196 591 0,323

As for the teacher’s degree, the mean score increases with the degree level, with a greater increase
when the degree level changes from M.Sc. to Ph.D. When applying the t-test to analyze the means, the result
for the comparison between Specialists and M.Sc. graduates equals -4.105 (assuming unequal variances),
with significance equaling 0.000. When comparing M.Sc. and Ph.D. graduates, the result of the t-test equaled
-5.154 (assuming unequal variances), with significance equaling 0.000. In other words, the higher mean scores
are significant for the evolution from Specialists to M.Sc. graduates as well as from M.Sc. to Ph.D. gradu-
ates. The performance of students who were taught by faculty members with a higher degree and, thus, with
updated knowledge on the theme, was superior to that of students taught by faculty with a lato sensu degree.

As for the type of HEI, the mean score for public HEI is higher than for private HEI. The result
of the t-test to compare means between private and public institutions equaled -4.277 (assuming unequal
variances), with significance equaling 0.000.

The intent of this analysis was to extract the mean performance score of the students under analysis
per teacher degree and HEI type and to simulate, if the questionnaire were a test on which the analyzed
profile would be approved. Thus, it is observed that students taught by Ph.D. graduates and affiliated
with public institutions performed better, mainly in comparison with students from private institutions
taught by specialist teachers.

The creation of the general mean score variable permits the use of regression analysis, with a
view to understanding how the teacher’s degree or the type of HEI influences the mastery of relevant ac-
counting concepts, represented by the general mean score variable. As the lowest degree of teachers in
the sample was Specialist, the constructed regression model can be presented as follows in Equation 1:
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Y = B, + BIES + B,Mestre + [, Doutor +1i (Equation 1)

In Equation 1, term Y is the dependent variable, represented by the general mean score of satis-
factory concepts. Term 8 represents the model intercept. Terms 8, 5, and 3, represent the coefficients of
the model’s independent or explanatory variables, represented by HEI (0 public and 1 private), M.Sc. (0
No and 1 Yes) and Ph.D. (0 No and 1 Yes). In the M.Sc. and Ph.D. variables, teachers with a Specialist
degree received code 0. Teachers with an M.Sc. degree received code 1 in the M.Sc. variable and 0 in the
Ph.D. variable. Faculty with a Ph.D. degree received code 1 in the M.Sc. and Ph.D. variables. The dum-
my variables M.Sc. and Ph.D. capture the effect deriving from the evolution in the degree of Accounting
Theory teachers. Finally, term u represents the standard error present in the model.

The results of the correlation analysis are displayed in Table 6. The results indicate the impor-
tance of the Accounting Theory teachers’ higher degree to increase the General Mean score of satisfac-
tory concepts. The coefficients are positive and significant, suggesting that the development to M.Sc.
and then to Ph.D. contributes to a better mastery of important concepts associated with assets, liabilities,
goodwill, revenues, expenses, gains and losses. On the other hand, the results in Table 6 also reveal the
non-significance of the coefficient for the HEI type variable — which could be explained by the multico-
linearity between the variables related to the teacher’s degree and whether the HEI is public or private.

Table 6: Multiple regression results

Non-standardized coefficient Standardized coefficient Significance
B Standard error B Standard error level
Constant 0,117 0,017 6,789 0,000
HEI -0,071 0,045 -0,085 -1,591 0,112
M.Sec. 0,125 0,028 0,190 4,393 0,000
Ph.D. 0,508 0,065 0,429 7,845 0,000

The analysis of the research results indicates that the relation between student performance and
teacher degree is more significant than that between student performance and type of HEI. In general,
however, superficial definitions of the concepts treated in this study were cited at all levels, demonstrat-
ing the inefficiency of teaching. Enhanced frequencies of satisfactory answers are found at public HEI
and when teachers hold an M.Sc. or Ph.D. degree.

5. FINAL CONSIDERATIONS

Addressing the theme Accounting Theory from an alternative theoretical perspective, the main
goal of this research was to assess the mastery of basic Accounting concepts among undergraduate Ac-
countancy students in Salvador. What justified this target was the desire to get to know the factors that
could interfere in the perception of these concepts, through two independent variables.

The obtained results indicate a hardly reflexive and outdated perception of the concepts. Ac-
counting Theory faculty members need to invest further in the adjustment of their didactic agendas.
Based on chi-square tests, t-tests and a multiple regression model, it can be concluded that both the
“teacher degree” and “HEI type” variables influence the occurrence of unsatisfactory answers regard-
ing basic Accounting concepts. Efforts to improve the transmission of relevant Accounting concepts
need to be further intensified at private HEI and teachers need to invest in their academic education,
evolving towards a Ph.D. — which contributes to enhance the improvement in teachers and students’
cognitive mastery, as evidenced here.
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This research fundamentally contributes to the discussion about conceptual aspects for the teaching-
learning process in Accounting Theory, in view of its primary function, which is of providing managers and oth-
er users with information that contributes to the decision making process, together with other knowledge areas.

Some important study limitations should be observed. First, although the research only involved
students who had taken the subject Accounting Theory, the semester the student was enrolled in was not
assessed, as perceptions can differ between a second and seventh-semester student, in function of the
greater importance attributed to the course or to the progression in one’s professional career for example.
Another limitation refers to the fact that our research did not analyze the summaries of the Accounting
Theory subject in the analyzed programs, with a view to checking whether all concepts were addressed.

The researchers hope this study will contribute to the development of Accounting Theory, suggest-
ing further research that intends to investigate the relation between Accounting and its teaching. There-
fore, routes and topics for future research in the area and its relation with organizations are suggested.
Future studies could develop proposal in that sense, helping to construct a framework that furthers sci-
entific Accounting knowledge in search of solutions to concrete problems in society.
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