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Introduction

Historical cost remains one of the central measurement bases in financial reporting because it begins
with observable transaction information and can be adjusted systematically as assets are consumed,
impaired, or settled. It is often described too simply as “recording an asset at what was originally
paid,” but that definition ignores depreciation, amortization, impairment, expected credit losses, and
other subsequent changes required by accounting standards. The 2026 IFRS Conceptual Framework
continues to recognize historical cost alongside current-value measurements and explicitly notes both
its lower cost and verifiability in many situations and its limitations when identical assets acquired at
different times are carried at different amounts. U.S. GAAP likewise uses historical cost for many
items while applying fair value, amortized cost, present value, or other measures when standards
require them. Financial reporting therefore does not involve a contest in which one basis has replaced
another. The real accounting question is which measurement provides useful, faithfully represented
information about how a particular asset or liability contributes to cash flows, financial position,
performance, and stewardship.

How Historical Cost Is Measured and Adjusted

Historical cost normally begins with the consideration paid to acquire an asset, including costs
necessary to bring it to the location and condition required for its intended use, or with the
consideration received when a liability is incurred. Subsequent measurement changes the carrying
amount when economic resources are consumed or recoverability declines. Property, plant, and
equipment may be depreciated; finite-lived intangible assets may be amortized; inventory may be
written down; loans and receivables may be adjusted for expected credit losses; and assets may be
impaired when applicable tests show that recorded amounts are no longer recoverable. These
adjustments demonstrate why historical cost is not a frozen invoice amount. The model remains
transaction-based, but current estimates can enter through useful life, residual value, impairment,
and collectability. That mixture of observed transaction evidence and later judgment is important
when comparing historical cost with fair value. Cost-based numbers are often easier to trace to
contracts, invoices, and payment records, yet management still makes significant estimates. The
relevant distinction is therefore the nature and extent of judgment, not the false contrast between
completely objective cost and completely subjective current value.
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Verifiability, Stewardship, and Auditability

Verifiability, auditability, and stewardship are major strengths of historical cost. Original transactions
usually generate documentary evidence such as contracts, invoices, purchase orders, settlement
records, and bank payments, allowing auditors and other users to reproduce the starting
measurement more readily than a valuation based on unobservable assumptions. Cost-based carrying
amounts can also help users evaluate how much capital was committed to an asset and how that
investment is consumed through depreciation or amortization. Because values do not change with
every market movement, reported performance may be less volatile and easier to connect with
realized transactions, especially for assets held for operational use rather than immediate sale. These
advantages do not make historical cost automatically more faithful. Estimates of useful life, residual
value, impairment, collectability, and cost allocation can still affect earnings materially. A stable
accounting number can also conceal important changes in economic value. Historical cost is therefore
particularly strong when stewardship and transaction accountability matter and when current market
measurement would be costly or unreliable, but users must understand the estimates embedded in
the carrying amount.

Changing Prices, Inflation, and Comparability

The principal weakness of historical cost appears when prices, risks, or economic conditions change
substantially after acquisition. Two economically similar buildings purchased decades apart can be
carried at very different amounts simply because historical transaction prices differ. During inflation,
depreciation based on older costs may also understate the amount required to replace productive
capacity, while revenue is recognized at current selling prices. This can make reported profit contain
both operating performance and the effects of holding assets acquired at older prices. Comparability
across companies may therefore decline even when each company applies the same cost policy
consistently. The 2026 IFRS Conceptual Framework makes this trade-off explicit by noting that
historical cost can reduce comparability for identical assets or liabilities acquired or incurred at
different times. Current values may improve timeliness or cross-entity comparison, but current
measurement is not automatically superior. A specialized factory intended for long-term use may
have a sale price that says little about how it generates cash within the business. Measurement
relevance depends on the economic role of the item, not simply on whether a more recent price
exists.

Fair Value and Measurement Uncertainty

Fair value provides a current-market perspective by estimating the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants. It is
especially informative for traded securities and derivatives whose economics are closely tied to
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current market prices. When quoted prices exist in active markets, fair value can be directly
observable and highly verifiable. Difficulty increases when markets are inactive or assets are
specialized. Valuation models may then depend on projected cash flows, discount rates, growth
assumptions, volatility, default probabilities, or comparable transactions, creating measurement
uncertainty and sensitivity to management assumptions. Historical cost reduces some of this
uncertainty but may become stale; fair value increases current relevance but can introduce volatility
and model risk. The accounting objective is therefore not to eliminate judgment but to use the basis
whose benefits justify its limitations for the item being measured. Transparent disclosures about
assumptions, valuation techniques, and uncertainty become essential whenever users cannot
independently observe the amount. Mixed measurement exists precisely because different assets and
liabilities create different informational needs.

Mixed Measurement under IFRS and U.S. GAAP

Both IFRS Accounting Standards and U.S. GAAP use mixed measurement models. Under IFRS, IAS 16
permits a cost model and, when relevant conditions are satisfied, a revaluation model for property,
plant, and equipment. IAS 2 measures inventories at the lower of cost and net realizable value. IFRS 9
classifies financial assets according to contractual cash-flow characteristics and the entity’s business
model, producing amortized-cost, fair-value-through-other-comprehensive-income, or fair-value-
through-profit-or-loss measurement. The 2026 IFRS Conceptual Framework continues to discuss
historical cost and current value as distinct measurement families rather than identifying one
universal default. U.S. GAAP likewise carries many operational assets on cost-based models while
measuring numerous derivatives and financial instruments at fair value under standards including
ASC Topic 820. FASB's fair-value framework did not abolish historical cost; it provides a consistent
definition and methodology when another standard requires or permits current-market measurement.
This mixed approach reflects economic differences between, for example, a production machine held
for use and a marketable security held for trading.

Impairment, Intangibles, and the Limits of Balance-
Sheet Measurement

Impairment and intangible assets reveal the limits of any simple cost-versus-value comparison.
Impairment rules introduce current expectations into cost-based accounting by reducing carrying
amounts when recoverability falls below prescribed thresholds. The details differ across standards,
but the principle prevents old transaction values from remaining untouched when economic
deterioration is evident. Internally generated intangible value creates a different problem. Brands,
customer relationships, workforce capability, research knowledge, data, and organizational systems
may be economically important but are often expensed or recognized only under restrictive
conditions, while similar assets acquired in a business combination may appear on the balance sheet.
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Historical cost therefore cannot be interpreted as a complete statement of company value. Fair-
valuing every internally generated capability would not solve the problem easily because control,
separability, useful life, and future benefits may be highly uncertain. Investors, lenders, and managers
consequently combine accounting statements with disclosures, market information, operating
metrics, forecasts, and appraisals. Measurement is most useful when readers understand what the
reported number represents and what economically important information remains outside it.

Conclusion

Historical cost remains relevant because it provides a transaction-grounded, understandable, and
often verifiable basis for reporting resources and obligations. Its usefulness is strongest when assets
are held for operational use, original transactions are well documented, and current-market estimates
would be unreliable or unnecessarily costly. Its weaknesses become more important when inflation,
market risk, replacement cost, or changing economic conditions make old transaction values less
informative. Fair value and other current measures can improve timeliness for some assets and
liabilities but may introduce volatility and substantial model uncertainty when prices are not directly
observable. Modern accounting standards therefore use a mixed measurement system rather than
replacing historical cost with one universal alternative. The 2026 IFRS Conceptual Framework
explicitly retains historical cost and current value as measurement approaches, while IFRS and U.S.
GAAP standards select among cost, amortized cost, impairment-adjusted amounts, and fair value
according to the economic characteristics of the item. High-quality reporting depends on choosing an
appropriate basis, applying it consistently, explaining assumptions, and supplementing recognized
amounts with disclosures that clarify measurement uncertainty and unrecognized economic value.
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