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ABSTRACT

This research is an attempt to study and explain the effect of inflation on
financial of banks, by application on Bank of Khartoum during the period 1996 —
1998, considering it as the period that witnessed an outstanding rise in inflation
rate.

The problem of the research is represented in the fact that traditional
financial menus do not take into consideration the effect of inflation because it is
prepared in accordance with the principles of the historical cost, which leads to
exposition if false profits revenues compared with historical costs are compared
with and this leads to appearance of larger profits, and this in turn leads to increase
in taxes and increase in “'zakat"; it also leads to claim by staff to increase salaries
for the high profits they achieved, also lead to distribution of share holders' profits
considering the corporation has made profits.

The financial menus prepared in accordance with the principles of
historical cost under the rise of inflation rate, are considered misleading and are
suitable for taking resolutions.

The researcher put five hypotheses for this problem. The first hypothesis is
that financial menus are the most important sources for taking different
resolutions; under the presence of inflation fro economic analysis.

The second hypothesis is that financial menus prepared on the basis of
historical cost, are dishonest and unfair.

And the third hypothesis is that tackling or mending the cash inflation effects in
the data of the financial menus, no doubt provide suitable information for financial
Menus users.

The fourth hypothesis is that inflation leads to reduction of bank's
profitability.

The fifth hypothesis is that not taking inflation into consideration leads to erosion
of the invested capital.

This research aims to amend the financial menus of Bank of Khartoum
from accounting of historical cost to accounting of the general level of prices with
the aim to arrive at exposition of the inflation risk, which affects on financial

menus and its role in the erosion of capital and inability of renew assets, and this



turn leads to collapse banks, and the risk of matter is quite obvious because banks
are the veins for collection of savings for the community.

The importance of this research rises from the danger role of the financial
menus as an information tool, under the rise of inflation rates the prepared
financial menus according to historical cost are misleading and is unfair for taking
resolutions.

The researcher adopted deductive, inductive, descriptive and historical
methodologies.

The researcher has got in results that confirm the validity of the previous
hypotheses, which not taking the inflation factor into account when preparing
financial menus, leads in turn to payment of unrealistic taxes and Zakat i.e. paying
it from the bank's capital. Moreover, the inability of bank to renew its assets; due
to the total of historical depreciation is not sufficient to install similar assets.

The prepared financial menus on the basis of historical cost lead to taking unsound
resolutions whether to administrators or investors.
Some of the most important recommendations as follow:
1. The inflation factor should be taken into account, while preparation of the
financial menus.
2. The administration and users of financial of inflation when making
resolutions.
3. The necessity to take inflation factor into consideration when granting
financing in the banks especially long term financing.
4. The bank of Sudan should oblige banks to prepare amended financial
menus in case of rise in inflation rate.

Professional and academic institutions should encourage researching in this field
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