
 

Accounting standard No. (8) 

Information Reflecting the Effects of Changing Prices 

The Board of accounting and auditing standards in the republic of 
Iraq, ratified in its session that held in 29-3-1997, the information 
reflecting the effects of changing prices. 

Scope and Objectives: 
1. Prices change from time to time as a result of economical or 

specific or general social changes. The specific changes as supply 
and demand and technical changes lead to great increase or 
decrease in different goods prices. So as there are general changes 
could change the general level of prices and sequence the 
purchasing power of cash. 

2. This standard aims at: 
a. Limiting the resulted decrease in the capital by the profit 

distribution by using either the concept of the concept of 
maintenance the capital (general purchasing power concept) 
in comprehensive adjustment of the financial statement in 
general index of prices, or using the concept of maintenance 
the enterprise's operating power (current cost concept) by 
using specific index in adjusting of some components of the 
financial statements. 

b. The financial statements users should be informed of the 
changing price effects on this statements and disclosure the 
success range  of the  enterprise's  administration in facing 
the inflation phenomena. . 

3. This standard deals with information reflecting the effects of 
changing prices in the used standards in determining the 
enterprise's work results and its financial position. This 
information considers a complementary to the basic financial lists 
and not part of them. 
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4. The provisions of this standard are applied on: 
• The socialism sector's enterprises. 
• The mixed sector's companies. 
• The corporations that their current stocks are in Baghdad 

exchange stocks. 

5. The provisions of this standard are not applied on a subsidiary 
company when it is in the same country of the mother company 
which presents the information mentioned in this standard 
(because they are unified with the mother company statements); 
while if the branch work, in another country, the provisions of 
this standard are applied when it is necessary to represent the 
same information by the branches which have the actual 
economical effect on that country. 

The Idioms: 
6. The below terms mean the following meaning: 

a. Changing prices: 
 Which means the changing price of any asset because 

  First. Changing prices resulted from changing the 
environmental circumstances (economical or 
uneconomical) which means changing price of 
the origin in the same market or the market of 
productions sources or the product market which 
may result from general inflation or deflation 
directions or changing the supply and demand in 
the good or service market. 

Second. Changing price resulted from changing in the 
market, which means the effect resulted from the 
transferring of the price from the purchase 
market to the selling market. 

Third. Changing price due to the added value in producer 
agreement to achieve additional benefits resulted 
from spending time or changing form or place. 
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b. Changing in general prices level:- 
      which means the increase or decrease prices of all or most 

goods and services exchanging in the society: that means
changing in the purchasing power of used cash in dealing -
changing in general prices level is measured by using the 
general standard numbers. 

c. Inflation: 
Which means the increase of general prices level that lessen 
the purchase power of the cash currency. 

d. General purchasing power: 
Which means the quantity of goods and services that could 
be purchased by cash currency. The general purchasing 
power of cash is connected contrarily with the goods and 
services prices. 

e. General price measurement index: 
That is statistical measurement designed to appear the 
changing of .the predominant prices of goods by their 
quantities or volumes in comparative period to their 
predominant prices by their quantities or volumes in basic 
period. 

f. Hyper inflationary: 
That means a big change occurs in prices resulted from 
the following economical phenomena's, for example not 
exc1usively: 
First. The citizens prefer to keep their fortune as non-

monetary assets or foreign currency relatively 
 stable by investing their local currency 

immediately to protect its purchasing power. 
Second. The citizens depend on foreign currency 

relatively stable in their cash transactions, in 
addition to use this currency as a pricing tool. 

Third. The later selling and buying processes are fixed in 
prices which consider the compensation of the 
expected loss resulted from changing of 
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purchasing power through the debt period even if 
this period was Short. 

 Fourth. The profit average, the fees and prices are linked 
 with price index. 
               Fifth. During three years. the accumulated inflation 
 average of prices increase reach to 100% or 
          more. 
g. Monetary items: 

Which mean the rights must be accrued or the commitments 
must be carried out as a constant amount of current 
monetary units (Dinar) which are dealt with -monetary 
items are fixed in the accrued cash quantity- but they are 
not fixed in the purchasing power when the prices are 
changed, for example: money, debtors, receivable notes, 
creditor and payable notes. They do not need to amend 
the changing in general prices level because they are 
fixed price elements and permanently reflect the general 
level dominant in the date of releasing budged. 

h. Non monetary items: 
The elements that do not represent rights or 
commitments as a constant amount of current monetary 
units, but they are different when the prices level differs; 
for example: goods inventory, fixed assets, long term 
investments and elements of ownership rights. These 
elements need an adjustment when 
the general price level changes. 
Until they are expressed as cash currency, which express 
the common purchasing power in the date of preparing 
the financial lists. 
i. Gain or lass on net monetary position: 
     Which means the confirmation or\f monetary gain or 

loss resulted from keeping the monetary items when 
changing prices are happened that is known as gain or 
loss of purchasing power of the cash. When the 
enterprise keeps the cash in inflation time, this will 
cause it purchasing power loss 

 59



 

as much as the increase occurred in the general prices 
level and vice versa in the stagnation (deflation) time. 

The monetary items as mentioned above do not need to 
adjustment because they indicate ce11ain number of cash 
currency. But the accounting the difference between the 
number and what it represented as purchasing power in the 
date of releasing balance sheet and treating this difference 
as gain or loss resulted from the changing in cash currency 
value. 

While about the cash liabilities, the enterprise's 
borrowing during the inflation confirm gains in the 
purchasing power because the enterprise will settle these 
liabilities by using cash currency of little value and vice 
versa in stagnation level. 

Response to the Changing  Prices: 
7. The preparing of the financial statements to respond the

changing prices included the changing prices of some assets 
could be achieved by several ways such as; showing the
,financial statements based on the general purchasing power 
which means keeping the actual value of the historical cost 
which means keeping the enterprise's operating power, or the 
third base which gather the above two techniques. 

The Adjustment of the Financial Lists According to the 
General Purchasing: Power Concept: 
8. The supply method is used according to the general purchasing

power concept to review the proof of some or all the financial 
statement's elements based on the changing in general 
purchasing power by using suitable standard numbers in 
order to reflect the effects of changing the general prices
level on the depreciation, sales and the net elements of 
monetary items. 

9. To adjust the financial statements previously prepared according to 
the historical cost concept, the suitable standard number of prices 
level should be determined. 
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10. Classify the elements of financial center list to monetary items 
 and non-monetary items (Index No. (1 )). 

11. The non monetary item's numbers of the assets are adjusted by 
using the standard number that previously determined from the 
date of these elements foundation or the date of their reevaluation 
to show the effect of changing in general prices level according to 
the following equation. 

The current general price index 

The price index in the date of the
element's foundation (it should not 
exceed 1988) 

The historical cost value
 of the element X

12.Owners rights are adjusted by using the standard number 
previously determined as in the above equation from the date of 
these accountings foundation except the following: 
a. .Write off the reserve of raising prices and any reserves to 

 reorganization. 
       b. Write off the accumulation savings so it will achieve to 
 the average from adjusting all items of the adjustment 
 general balance sheet. 

13. The detail statement about the date of assets purchasing or 
their possibility of estimation may not be available, in this 
case, it necessities that the assets value should be estimated 
by an independent expert as a basis to be adjusted through the 
first period of applying this standard. 

14. The capital expenses financed by the loans are treated as the 
following: 
a. Usually the inflation's effect appears in loan cost and it does 

not suitable to adjust the capital expenses financed by the 
loans, in addition to capitalize that part of the loan cost which 
compensates    of    the   inflation   through   the   same 
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period. This part of loan expenses are considered an expense 
through the period in which the enterprise bears this cost. 

b. The enterprise may get assets according to an arrangement 
allows it to delay the payment without it bear clearly profit 
expenses resulted from that. 

15. The monetary items are not adjusted because they actually 
express of the common purchasing power in the date of 
preparing the financial lists. 

16. The income statement's items (except the depreciation and 
what is virtue of it) are adjusted by using the changing in the 
general price average based on the simple average of the 
general average through the year. 

17. The gains and losses resulted from keeping the monetary 
items in .the changing the general prices level are determined. 
To account the profit and loss of the purchasing power of 
money, follow the following steps: 
a. Subtract the monetary liabilities from the monetary assets 

 for getting the monetary assets net. 
 b. Adjust the number of the monetary assets net in the

beginning of the period as much as the changing the
purchasing power in the end of the period. 

 The general Index of 
 prices in the end of the period 

The general Index of 
 ....... 

 Prices in the beginning of the period

The monetary assets net          X

c. The monetary receipts value which have been done through the 
period are adjusted in the same method above and add the 
result to the adjusted value of the monetary principles net in 
the beginning of the period (article (b) 
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above) and the original date of every element in each 
account should be determined as possible, and if the 
information are not provided about the date of some elements 
foundation, it could be supposed that its distribution equally 
through the period (means the in between style). 

d. The cash payments value which are accomplished through the 
period are adjusted in the same style and the adjusted value 
are deducted from the total calculated in paragraph (c). 

 
e. The gains or losses of the purchasing power are determined by 

subtract the net original number in the cash assets as shown 
in the end of the period in the budget from the adjusted value 
as shown in the step (d). if the accounted value of the cash 
assets net in the end of the period was more than the actual 
value as shown in the budget, the difference represent losses 
and on the contradictory way if the adjusted value of the cash 
assets net are less than the actual value as shown in the 
budget through the end of the period, the adjusted result will 
represent net gains resulted from the changing in the 
purchasing power of cash. 

18. The gains or losses of the purchasing power of cash are 
considered as one of the net accounting income elements and take 
in consideration showing it as an independent item after the 
number of the current activity profit. 

The Semi-monetary Items: 
19. As it is indicated above, the monetary items are fixed elements in 

respect of quantity and this fixation feature either is a result of 
contracting term or a result of non-connecting of the element with 
the changing in cash purchasing power. There is no doubt that this 
fixation degree is not absolute as they differ from one element to 
another in addition they are not stable to 
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One element from time to time. Except the monetary that the 
enterprise reserves in liquidity way, it is rare to find out an 
element become distinguish with stability or absolute change 
within changing in general prices level and of the general 
examples that matters are so much mixed together are; preferred 
shares and foreign currency. 

20. About the preferred shares, they consider as non-monetary items if 
the value in which these shares are listed in the financial 
statements is less than their fixed value. While if they are listed in 
their determined value which it deserved in payment or settlement 
date, in this case it considers as monetary items. In the case of 
treating the preferred shares as monetary items, the gains or losses 
of the purchasing power concerned with do not consider one of 
the elements of income list but they are treated within the 
financial center list as one of the elements of remained ownership 
rights. 

21. While the treatment of foreign currencies and all other right 
which are satisfied, (collecting and settling) by foreign 
currency, it considers as monetary or non-monetary items. If 
these currencies are possessed for speculation purposes in 
prices, in this case they consider as non-monetary items. If 
they consider as local currencies, they will be one of the 
monetary items. From another respect the treatment of these 
elements differ according to the value in which they are listed 
in the financial lists, if they are listed according to the 
common historical transfer prices in their foundation time, in 
this case they will be one of non-monetary items. While if 
they are listed according to the common transferring prices at 
the date of the financial statement, they will be treated 
depending on that they are monetary items. 
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The Adjustment of the Financial Statements According to the 
Current Cost Concept: 
22. This concept requires an adjustment in historical costs of the 

non-monetary items so as they will express the con1mon current 
values at the date of the financial lists preparation, while the 
monetary items do not need to adjust because they appear within 
their specific prices which do not change from time to time. 

23.This concept is an exceptional concerning the historical cost 
principle and it does not restrict of the traditional concept of the 
accounting verification. By following the sample of current cost, 
the timing errors can be avoided which resulted from delaying the 
admittance of the changing value till the dealings and the 
exchanges are concluded. 

24. Many methods can be used which apply the substitutive cost 
as a main basis of measurement in the application of current 
cost concept unless if the substitutive cost increases from the 
collected value net and from the current value, usually the 
bigger last two values are taken as a basis for measurement. 

25. The substitutive cost of a determined asset is the current cost 
to purchase a similar asset either it was old or new, or 
substitute his energies or product survives. The collected 
value net represents the current purchasing price of the asset 
where as the current value represents the current estimation of 
the collected receipts net in future of the asset after its 
discounting for present time according to a suitable style. 

26. The current cost methods usually require to prove the effects of 
changing prices of the enterprises on the depreciation and the 
sales cost, also, almost these methods require some adjustments 
which the way of relation ship between changing prices and 
enterprises financing requires. 
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27. One of the main results for following  the current  cost  sample

is admittance the gains or losses of possession the non-
monetary assets once changing private prices occur. The 
treatment of these gains and losses which are either confirmed 
or not are considered capital settlements shown in the adjusted 
financial center list this is either gains and losses of real 
possession which means excluded from the effect of inflation 
(exclusion the effect of changing purchasing power of cash), 
or the gains and losses of monetary possession resulted from 
changing in general level prices this method does not require 
accounting the gains and losses of possession the monetary 
items. 

28. Some methods of current cost require some adjustment which 
reflect the effect of changing prices of all net monetary items
including long terms liabilities, so as in the case of increasing 
prices that will lead to loss resulted from possession of the net 
monetary assets or to gain resulted from possession if the net 
monetary liabilities an vice versa. Some other methods require 
the adjustments that can be limited just on the monetary assets 
and liabilities, which are included in the active capital account 
of the enterprise. The both methods should admit the 
importance of the monetary items in addition to the non-
monetary assets of the operated power of the enterprise. Some 
of the qualities of the current cost methods mentioned above 
does not admit the profit before the guarantee of keeping the 
operated power of the enterprise. 

29. Admission of any extra replacement costs of the assets 
included in the income disclosure should not be allowed if
they are financed by loans. The profit is admitted after keeping 
a part of operated power financed from the stockholders. That 
can be achieved by; for example, decrease the adjustment total 
on the depreciation sells cost, active monetary capital 
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according to the financial ratio from the loan to the total financing 
sum of the loans and the stockholders capital. 

30. In the case of using the concept of keeping the general purchasing 
power of stockholders rights instead of the concept of keeping the 
operated power of the enterprises capital when applicate one of the 
current cost methods and when the increase of the assets 
replacement cost less than the decrease of purchasing power of 
stockholders rights through the period, the general average of 
prices applicates on the stockholders rights value. Some times, that 
would be declared in clarifying the comparison between the assets 
net based on the general purchasing power and based on the 
current cost by calculating the difference between the assets value 
net based on both bases as profit or loss registered for the 
stockholders rights. 

The Taxes: 

  31. A difference could be occur between accounting income and.

the taxable income as a result of an adjustment in the financial 
statements according to what is mentioned in this standard. 
This difference is treated according to the local legislation. 

The Contra-numbers: 
32. The comparison numbers of the previous period should be adjusted 

either based on the historical cost by using the general prices 
average so as the comparison financial statement are submitted by 
the current standard units at the end of the period. Also the 
information should be disclosure of the previous period about the 
current standard unit at the date of the end of the statements 
period. 

The Unified Financial Statements: 
  

33. The financial statements of the subsidiary companies should be 
adjusted by using the general prices average of the country that its 
currency is used to prepare the financial statements 
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before add them to the unified financial statements that the main 
company issues. If the subsidiary company is foreign, its financial 
statements adjusted by the closing prices should be translated. 
While if the subsidiary companies that prepare their financial 
statements by the stable economical currency. they should adhere 
the local accounting standard No. (4) the account of the effect of 
changing prices of the foreign currencies. 

34. If the unified financial statements are prepared by using 
financial statements prepared before at different dates, all 
monetary items of the current standard units should be 
adjusted according to the date of the unified financial 
statements. 

Selection and Use of the General Prices Index: 
35. Preparing the financial statements according to this standard 

require using a general prices Index that admit the general 
changing of the purchasing power. It is preferred that the 
enterprises which are reporting by the same currency of the 
country should use the same Index. 

The Disclosure: 
36. The enterprises should show the effects of changing prices on 

their financial statements by appendix lists to these prepared 
lists according to the historical cost concept. The following 
clarification should be present in the administration reports 
which represents the required minimum of the disclosure: 
a. The adjustments and the necessary adjusted values which

present the effect of changing prices on the depreciation 
and the sells cost. 

b. The adjustments on the monetary items and the loans effect 
or the stockholders rights as they are shown in the articles 
(24-27) when these adjustments are considers to 
determine the profit according to the followed methods. 
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c. The general effect of all adjustments shown it the-above (a) and 
(b) in addition to other items showing the effect of changing 
prices that admitted according to the adopted accounting 
method. 

d. In addition to what is mentioned in the above articles when the 
current cost method is used, the current cost of the possession, 
equipment's, enterprises and goods should be clarified. 

e. The accounting procedures should be described in addition to 
the type of the used averages to understand the required 
information according to this standard. 

The Application: 
37. The provisions of this standard are applied on the financial 

statements of the financial year ended in 31/12/1998. 

38. The adjusted financial statements submit to check and audit by 
 the auditor. 

39. For the prepossess of this standards application the year 1988 
 is considered the basis year. 
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