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Abstract 

TheTinflationTaccountingTtechniqueTallowsTaTbusinessTtoTshowTorThaveTaTsensibleTpictureTofTtheirTgainsTdue  to 

presentTcostTcoordinatesTwithTpresentTrevenues.TThus,TtheTeffectsTofTinflationTaccountingTonTorganizationalTdecis

ionsTofTIndianTretailTstoresTwereTevaluatedTinTthisTstudy.TTheTstudyTusedTaTqualitativeTresearchTmethod.TheTfi

ndingsTofTthisTstudyThighlightedTpositiveTrelationshipsTbetweenTtheTvariablesTthatTwereTused.TThus,TtheTstudyTr
ecommendsTthatTretailTstoresTalwaysTconsiderTinflationTchangesTandTapplyTinflationTaccountingTtechniques 

toTmakeTadjustmentsTtoTproduceTmoreTaccurateTresultsTinTtheirTfinancialTstatements.THeatedTdiscussionsTnowTsu

rroundTtheTbasisTofTfinancialTperformanceTmeasurementTviaThistoricalTcostTaccounting.TthisTinfluencesTtheirTdeci

sionTmakingTandTfinancialTperformanceTpositively. 

KeywordsTinflation,ThistoricalTcost,Taccounting,TfinancialTstatements,TExploratoryTFactorTAnalysis,TBombayTstock

Texchange,TIndia.  

 

1. Introduction 

InflationTaccountingTisTbetterTknownTasT‘priceTlevelTaccounting’.TItTisTaTspecialTaccountingTtechniqueTusedTto 

adjustTtheTfinancialTstatements.TTheTcompany’sTfinancialTstatementsTareTadjustedTwhenTthereTisTaTmaterialTamo

untTofTpriceTinflation,TcausingThistoricalTInformationTonTtheTfinancialTstatementsTtoTbeTirrelevantTorTlessTuseful.
ATlotTofTretailTstoresTareTdependentTonTfinancialTstatementsTthatTareTbasedTonThistoricalTinformation.TInformati

onTbecomesTlessTusefulTtoTtheTbusinessTandTtheTusersTofTfinancialTstatementsTbecauseTinflationThasTnotTbeenTc

onsidered.TUsingThistoricalTcostsTonTfinancialTstatementsTisTunsuitableTasTfiguresTbecomeTdistortedTandTlessTreli

able.TAlso,TamountsTareToverstatedTonTfinancialTstatements.TTheToverstatementTcausesTaTfalseTcomparison,TandT

aTreflectionTofTtheTbusiness’sTweakTpointTbecomesTdifficultTtoTpinTout.TItTcannotTbeTdeniedTthatTaThistoricalTc

ostTbasisTisTgoodTwhenToneTneedsTtoTmeasureTassets.THowever,TproblemsTareTencounteredTwhenTpricesTshiftTo

verTtimeTbetweenTtheTdatesTwhenTassetsTwereTboughtTandTtheTcurrentTdate.TInTthisTcase,TusingThistoricalTcosts

willTnotTbeTrelevantTifTtheTmainTreasonTtoTtakeTaTmeasurementTisTtoTshowTtheTmostTrecentTeconomicTgainTre

flectedTbyTtheTfinancialTperformance. 

ReliabilityTisTessentialTinTfinancialTstatementsTsoTthatTtheTinformationTpresentedTisTuseful.TReliableTinformationT

comesTinThandyTwhenTbusinessTdecisionsThaveTtoTbeTmade.TMoreover,TifTproperTbusinessTdecisionsTareTmade,T
thereTwillTbeTanTimprovementTinTfinancialTperformance.TWithTthatTbeingTsaid,TfinancialTstatementsTwouldTbeTm

oreTpracticalTtoTtheTretailTstores.TAnTeconomicTentityTprefersTincomeTcalculatedTcorrectly,TconsideringTtheTeffect

sTofTinflationTtoTascertainTtheTrealTpurchasingTpowerTofTsuchTprofit.TWhenTfinancialTstatementsTareTmeasuredT

andTpresentedTonTaThistoricalTcostTbasis,TtheyTignoreTtheTeffectsTofTchangesTinTpriceTlevelsTofTassetsTandTtran

sactionsTifTinflationTaccountingTisTusedTasTinflationTisTaTcontinuousTproblemTthatTinfluencesTtheTaccountingTsys

tem.TRetailTstoresTmustTuseTinflationTaccountingTasTitTreflectsTtheTtrueTvalueTofTtheTbusiness.TNearlyTtheTsame

TisTthatTitTreviewsTanyTsuspiciousTamounts,TwhichTmayTbeTperformedTonTaThistoricalTcostTbasisTthatTmayTsho

wTbigTamountsTofTtaxTandTprofits.TTheTbusinessTwillTalwaysTbeTatTriskTifTcorrectTmethodsTareTnotTappliedTbe

causeTretailersTdeemTinflationTaccountingTasTtooTcomplexTtoTunderstand.TTherefore,TretailersTmustTuseTinflationT
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accountingTtoTpreventTfinancialTstatementsTfromTbeingTreportedTincorrectly,TespeciallyTwhenTinflationTandTinteres

tTratesTshiftTdrastically.T 

ThisTstudyThighlightsTtheTvalueTandTencouragesTretailTstoresTtoTuseTinflationTaccounting.TThisTpaperTaimsTtoTfi

llTtheTmisinformationTgapTthatTtheTretailTstoresThaveTandTdirectTthemTtoTimproveTtheirTfinancialTwellbeing.TAc

cordingly,TthisTpaperTactsTasTaTtoolTtoTanalyzeTandTfurtherTelucidateTtheTsubjectTmatterTandTaddTtoTtheTexistin
gTknowledgeTandTliterature.TSinceTinflationTisTaTchronicTcase,TitTshouldTbeTaccountedTforTbyTcompanies.TThus,

TtheTcompaniesTcanTevaluateTandTadjustTfinancialTstatementsTmoreTrealisticallyTtoTovercomeTtheTchangesTmadeT

byTinflationTdevelopments.TItTisTworthyTtoTnoteTthatTaccountingTmethodsTestimatesTandTinterpretationsTofTfinanc

ialTstatementsTareTrecurrentTaccountingTissues.TAnnualTreportsTmustTbeTaccurateTtoTmakeTcorrectTorganizationalT

decisions,TimproveTbusinessTqualityTandTperformance.TThisTstudyThighlightsTtheTappropriateTmeasuresTthatTshoul

dTbeTtakenTduringTperiodsTofThighTinflationTandTpreparesTcompaniesTtoTuseTmethodsTthatTshouldTbeTappliedTin

TtheTcaseTofThighTinflationTdevelopmentsTinTtheTfuture. 

2. Objective of Inflation Accounting 

1. ToTenablesTmoreTrealisticTandTcomparableTstatisticalTanalysisTofTtheTfinancialTstatementsTofTotherTco

mpaniesTProfitTandTlossTinTinflationTaccountingTreflectTtheTtrueTconditionTofTaTcompany 

2. ToTprovidesTmeaningfulTfinancialTratiosTwithTcurrentTvalueTadjustments 

2.1 The Main Advantage of Inflation Accounting are: 
1. InflationTaccountingTreflectsTtheTcurrentTbalanceTsheetTofTaTcompanyTandTnotTtheThistoricalTone 

2. ItTisThelpfulTduringTgeneralTinflationTorThyperinflation,TasTduringTsuchTcases,TitTdeliversTaTlotTofTbe

nefitsTtoTitsTcustomers 

2.2 The Limiting Disadvantages of Inflation Accounting Are: 

1. InflationTaccountingTisTaTcomplicatedTprocess,TmakingTitTmoreTdifficultTtoTreinstateTtheTfiguresTofTtheTcom

panyTandTpresentTtheseTtoTtheTinvestors. 

2. ItTcreatesTmoralThazardTissuesTforTbusinessesTthatTdeceiveTcustomersTwithTtheirTfinances. 

3. Inflation Accounting Methods 

ThereTareTtwoTmainTmethodsTusedTinTinflationTaccounting—

CurrentTPurchasingTPowerT(CPP)TandTCurrentTCostTAccountingT(CCA). 

3.1 Current Purchasing Power (CPP) 
UnderTtheTCPPTmethod,TmonetaryTitemsTandTnonmonetaryTitemsTareTseparated.TTheTaccountingTadjustmentTfor

monetaryTitemsTisTsubjectTtoTtheTrecordingTofTaTnetTgainTorTloss.TNonmonetaryTitemsT(thoseTthatTdoTnotTcar

ryTaTfixedTvalue)TareTupdatedTintoTfiguresTwithTanTinflationTconversionTfactorTequivalentTtoTtheTconsumerTpri

ceTindexT(CPI)TatTtheTendTofTtheTperiodTdividedTbyTCPITatTtheTdateTofTtransaction. 

3.2 Current Cost Accounting (CCA) 

TheTCCATapproachTvaluesTassetsTatTtheirTfairTmarketTvalueT(FMV)TratherTthanThistoricalcost,TtheTpriceTincurr

edTduringTtheTpurchaseTofTtheTfixedTasset.TUnderTtheTCCATmethod,TbothTmonetaryTandTnonmonetaryTitemsTa

reTrestatedTtoTcurrentTvalues. 

4. Literature Review 

EmpiricalTreviewTonTtheTconsiderationTofTinflationTinTorganizationalTdecisionsTforTretailTstoresTAphrT(2018)Tstat

esTthatThisTresearchTwasTconductedTtoTunderstandTaboutThowTpeopleTwouldTreactTtoTinflationTandTexpectations,

basedTonTtheTamountTofTknowledgeTtheyThave.TAlso,TindividualsTfailedTtoTunderstandTtheTrelationshipTbetweenT
inflationTandTpricesTandTwereTunawareTofTpastTandTfutureTinflationTmeasures.TThisTcouldTmeanTthatTtheTrespon

dentsThaveTaTlimitedTunderstandingTofTtheTwholeTinflationTconceptTandTthereforeTfailTtoTknowTfoodTpricesTandi

nflation.TMoreover,TmanagingTinflationTexpectationsTisTveryTimportantTbecauseTitTisTtheTcoreTaspectTofTmonetar

yTpolicy.TAccordingTtoTpillierTetTal.T(2015),TsecretiveTculturesTpreventTusersTfromTseeingTtheTupwardTmovemen

tsTofTinflationTinTfinancialTstatementsTbecauseTitTisTeasyTtoTconcealTearningsTandTassetTvalues.TBusinessesTenga

geTinTtheseTconcealmentsTtoTavoidTtheTresponsibilityTofTaccountingTtoTexternalTinvestors.TPillerTetTal.T(2016)Tm

entionTthatTtheTvaluationTimpactTofTInternationalTFinancialTReportingTStandardsT(IFRS)TonTcapitalTmarketsTisTn

owTaTfoundationalTinternationalTmatterTinTquestion.TWithToverT120TcountriesTthatTareTdevelopedTorTunderdevelo

ped,TtheyTshouldTbeTadoptingTIFRS.TFinancialTstatements’TeffectivenessTforTeconomicTdecisionsTdependsTentirely

onTtheTaccountingTprinciplesTusedTinTpreparingTdataTandTitsTvalidity. 

FaisTandTJhonT(2015)TpointedToutTthatTreducingTtheTtimeTitTtakesTtoTcollectTtradeTreceivablesTandTincreasingTt
heTnumberTofTdaysTitTtakesTtoTsettleTcommercialTobligationsTareTlinkedTtoTincreasedTprofitability.TAdditionally,p

rofitabilityTisTcharacterizedTbyTincreasedTreturnTonTassetsTcombinedTwithTaTdecreaseTinTworkingTcapital.T 

MuhammadTetTal.T(2016)TexplainedTthatTinflationTaccountingTisTamongTtheTmostTimportantTcomponentsTofTprofi

tability,TandTitTcanTbeTusedTbyTbusinessesTtoTenhanceTtheirTprofitability.TFurtherTresearchTshowedTthatTworking

capitalTcomponentsTareTassociatedTwithTprofitability,TwhichTisTaTclearTindicationTthatTifTthereTisTaTboostTinTthe

loopTofTfutureTprofitability,TitTwouldTnegativelyTinfluenceTeffectiveness.TAdditionally,TrestrictingTtheTcashTconver

sionTcycleTorTtheTloopTofTfutureTprofitabilityTtoTtheTmostTstraightforwardTprobableTpoint,TdevelopingTaTsoundT
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workingTcapitalTpolicyTorTcapitalTinvestmentTframework,TandTconcentratingTintenselyTonTeachTcomponentTcanTh

elpTdirectorsTgenerateTaTparticularTamountTforTtheTcompany.T 

VintlaTandTNnuT(2017)TsaidTthatTliabilities,Toverdrafts,TandTcashTareTutilizedTtoTmeetTtheTchangeableTandTfixed

costsTofTtheTmanufacturingTdevelopmentTandTprocureTreserveTforTresale.TProfitabilityTorTsustainabilityTisTclearlyd

efinedTasTtheTconnectionTinvolvingTexpensesTandTrevenueTandTtheTcompany'sTexistingTachievements,TpromisingT
expectedTgrowth,TandTWCM.THighlightingTtheTrelevanceTofTprofitability,TCakiciTetTal.T(2017)TconcludedTthatTpr

ofitabilityTisTamongTtheTfourTsegmentsTusedTbyTdifferentTfirmsTtoTanalyzeTtheirTeconomicTdeclarationsTandTperf

ormance.TEfficiency,Tsolvency,TandTmarketThopesTareTtheTotherTthree.TTheseTcriticalTimpressionsTareTusedTbyT

managers,Tcreditors,TandTinvestorsTtoTassessTtheTcompany'sTsuccessTandTfutureTpotentialTifTactivitiesTareTcarried

outTproperly.T 

5. Conclusion 

InflationTaccountingTreflectsTtheTactualTvalueTofTaTbusinessTbutThasTseveralTdrawbacks,TincludingTnon-

acceptanceTbyTauthoritiesTorTcomplicatedTsystemsTandTprocesses.TATfinancialTstatement'sTpurposeTisTtoTprovideT

aTbusinessTwithTanTaccurateTandTfairTvalue.TAccordingly,TanTincomeTstatementTshouldTshowTtheTcompany'sTact

ualTandTpreciseTprofitTorTlossTforTaTspecificTperiod,TwhileTaTbalanceTsheetTshouldTindicateTtheTcompany'sTtruef

inancialTposition.TDueTtoTregularTfluctuationsTinTcurrencyTandTmoney,TaTmethodTsuchTasTinflationTaccountingTis

necessaryTtoTreflectTaccurateTandTfairTvalueTinTfinancialTstatements.TSo,TtheTbusinessTwillTnotTexperienceTsignif
icantTdeviationsTdueTtoTthisTmethod. 
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