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Abstract

Financial statements of an enterprise taking Krikab Food Production Co.
Ltd, as an example to demonstrate that effect, the research concentrated on
the effect of decrease in purchasing (inflation) rather than increase in
purchasing power (deflation) since it happens rarely. The research analyzed
the International Accounting Standard No. (29)& concentrated on the analysis
of the income statement & the balance sheet since they are the primary source
for financial data. The importance of the research originates from the
important role of the financial statements & the impact of changing
purchasing power on those statements. The problem tackled by the research is
investigating the negative effect of purchasing power on financial statements.
The hypothesis is as follows :

- The change in purchasing power when using historical cost will affect
fixed assets value.

- Inaccuracy of comparative financial statements, based on historical
costs, if there is a change in purchasing power.

- Modifying the financial statements to reflect the change in purchasing
power will lead to appropriate economic decision making.

The Conclusions of the research are as follows :

- The financial statements has a basic role in decision making

- Modifying the financial statements to take into account the effect of
inflation facilitates proper decision making

- The defect in using historical costs under changing purchasing power
resulted in adopting other theories.

The research recommendations are :

- The necessity to highlight the importance of modifying financial
statements to reflect the effect of inflation for its importance in decision
making.

- We have to be careful when adopting an accounting model to select the
one that provides accurate & resourceful financial data.

- The quest for finding an appropriate model to solve the problem of the
effect of inflation on financial statements, will find support from academics &
professionals.
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