Historical cost accounting is the approach of using asset values based on the actual amount of money paid for the assets without the inflation adjustment.  Historical cost accounting is the concept generally accepted that requires all financial statement items based on the original cost.  Accountants record these transactions for revenue, expenditure and asset acquisition.  Historical costs are concerned with the actual cost of the asset and not the depreciated value of it.  For example, if cooperation decided to purchase a building this transaction would be recorded on a balance sheet at its historical cost not at fair market value.  Fair market value is the selling price of an asset on the open market.  It is the price that is agreed upon between a buyer and a seller.  All facts about the product or asset are available to the public.  There should be a reasonable time period given for the transaction to be fulfilled.  The prospective buyers and sellers are knowledgeable about the asset for sale, and they’re acting in the best interest for themselves and they are free of pressure to trade.  
A disadvantage of a historical cost asset is it considers the acquisition cost of an asset and not the recognized current value of the asset.  It doesn’t take into consideration the possibility of the current market value of that asset may be lower or higher at that given time period.  Another disadvantage recognized with historical accounting is the obvious flaws in times of inflation and economic hardships.  For example, a person decides to buy a home in a recession the fair market value will be considered first.  However, the market is in a recession and the item could actually be sold for lower than the market value, and the seller may not receive the value of the home.   Determining factors in the fair market value are the cost or selling price of the asset, the sales of an equal asset, the opinions of experts, and the replacement cost of the asset.  
