
An Introduction to Measurement in Financial
Reporting
Financial reporting is the process of communicating financial information
about a company to its users. This information is used to make decisions
about the company, such as whether to invest in it or lend it money. The
accuracy and reliability of financial reporting is essential for users to make
informed decisions.

Measurement is one of the most important aspects of financial reporting. It
is the process of assigning numerical values to economic events and
transactions. The values assigned must be relevant to the users of the
financial statements and must be based on objective evidence.
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There are a number of principles that govern measurement in financial
reporting. These principles include:

Relevance: The information that is measured must be relevant to the
users of the financial statements.

Reliability: The information that is measured must be reliable. This
means that it must be accurate, complete, and unbiased.

Consistency: The information that is measured must be consistent
from period to period. This means that the same measurement
methods must be used from period to period.

Transparency: The information that is measured must be transparent.
This means that users must be able to understand how the information
was measured.

Measurement Bases

There are two primary measurement bases that are used in financial
reporting: historical cost and fair value. Historical cost is the cost of an
asset or liability at the time it was acquired. Fair value is the current market
value of an asset or liability.

The historical cost basis is the most commonly used measurement basis in
financial reporting. This is because it is objective and verifiable. However,
the historical cost basis can be misleading in some cases. For example, the
historical cost of an asset may not reflect its current market value.

The fair value basis is a more flexible measurement basis than the
historical cost basis. This is because it can be used to reflect the current



market value of an asset or liability. However, the fair value basis can be
more subjective than the historical cost basis.

Measurement Uncertainties

There are a number of uncertainties that can affect the measurement of
financial information. These uncertainties include:

Estimation uncertainty: This uncertainty arises when a measurement
is based on an estimate. For example, the measurement of the fair
value of an asset may be based on an estimate of its future cash flows.

Measurement error: This uncertainty arises when a measurement is
not accurate. For example, the measurement of the historical cost of
an asset may be based on an incorrect invoice.

Fraud: This uncertainty arises when a measurement is intentionally
misstated. For example, a company may inflate its revenue to make its
financial statements look more favorable.

Measurement uncertainties can have a significant impact on the reliability
of financial reporting. It is important for users of financial statements to be
aware of these uncertainties and to consider them when making decisions.

Measurement is an essential aspect of financial reporting. The accuracy
and reliability of financial reporting depend on the quality of the
measurements that are made. There are a number of principles that govern
measurement in financial reporting, and there are two primary
measurement bases that are used: historical cost and fair value.
Measurement uncertainties can have a significant impact on the reliability



of financial reporting, and it is important for users of financial statements to
be aware of these uncertainties.
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