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What is equivalent to cash? 

 

The IAS 7"cash equivalent" concept is a key question that 

treasurers must always bear in mind. Offsetting liquid assets 

against debt reduces a group's net debt. The problem resides in the 

interpretive nature of the accounting standard. How do you work 

out a guide to the rules to be followed in deciding in which types of 

products a company's surplus cash may or may not be invested? 

That is the question we are going to try to answer in this article. 

 

Knowing what does or does not qualify as a cash 

equivalent under IAS 7 is no easy task. 

Always knowing the accounting consequences of your 

investments 

Since the standard is not rigid or prescriptive, there is 

room for interpretation by the "preparers"   

 

Cash or equivalent? 

The question of knowing what qualifies or does not qualify as a cash 

equivalent under IAS 7 is no easy task. International groups and 

multinational corporations often set themselves the target of classifying 

their assets as cash or as cash equivalents (under IFRS accounting 

rules) to offset their liquid/very liquid assets against any external debt 

that the company may have and thus to report the lowest possible net 

debt figure (i.e. Gross Debt – Gross Cash = Net Debt/Net Cash 

position). Since one company is often only a subsidiary of another even 

bigger one, even if you are in a "long" position (net cash rich position), 

the shareholder company consolidating your company may well be 

rather interested in your company being as liquid as possible (in the 

sense of very short-term investments), if it is in a "short" position (net 

cash poor position). The question is therefore neither academic nor 
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without consequences. Unfortunately the IAS 7 standard is subject to 

interpretation by IFRIC. Unlike IAS 39, for example, this standard could 

be considered to be "principle-based" rather than "rule-based". This 

interpretive nature makes the question yet more difficult. You need to 

convince your external auditors of the "short-term" nature of your assets, 

failing which you risk having them recategorised as longer term assets in 

the balance sheet and annual report, and therefore not deducted from 

any gross debt you may have. 

The difficulty also arises from the lack of any literature or documentation 

on the question. It is therefore best to decide in advance, in your 

investment policy, what is or is not to be considered as "cash" or "cash 

equivalents" to forestall any subsequent comments or recategorisation at 

the time of the quarterly, half yearly or annual reports.  

Environment of low or negative interest rates 

The environment of very low interest rates, even slightly negative of late, 

is an incentive for looking for additional return on investments. However, 

looking for additional return and yield will inevitably involve taking certain 

risks and lengthening the investment period. If for example we have 

invested in short-term money market funds, we may be tempted to 

invest in funds with a longer investment period. The risk would then be 

not adhering to the criteria set out in IAS 7. Looking for yield is 

synonymous with taking additional risk and lengthening the average 

investment period and/or greater volatility and sensitivity, which are 

incompatible with some IAS 7 criteria. We need to know what the 

accounting consequences of these investments might be.  

Current market circumstances are such that some money market funds, 

such as the IMMFA short-term funds, are closed to all new investment 

and may not be available for a long time. Fund managers and sponsors 

sometimes even ask you to agree to units being cancelled, which is 

synonymous with disguised negative interest. Current economic 

circumstances all combine to encourage you to reconsider your short-

term investments and radically overhaul your investment strategy. This is 

therefore an ideal moment to ask yourself this question and lay down 

your own guidelines on short-term investment to prevent any dispute 

with the auditors, and clearly set your own in-house limits in your 
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capacity as a treasurer. However, this is an aspect of professional best 

practice that few treasurers really address.  

Scant guidance on defining cash equivalents 

IAS 7 gives only outline and relatively terse guidance on defining the 

"cash equivalent" concept. The accounting standard gives no clear, 

easy-to-follow rule for defining the types of assets that will qualify for this 

purely short term equivalent treatment. The standard (IAS 7 - PARA 47) 

recommends that you should yourself define this concept and what you 

plan to include in it. The idea is that the slightest change in this definition 

will be seen, under IAS 8, as a change in accounting policy. Consistency 

and continuity in the application and interpretation of accounting rules is 

a major principle to be adhered to and to be demonstrated to the 

external auditors. 

What sort of things are equivalent to cash? 

Overnight deposits and current accounts are obviously considered as 

pure cash. If short-term bank deposits (demand deposits) are repayable 

without penalty on giving 24 hours' notice, they are also cash 

equivalents. As the standard is not rigid or prescriptive, "preparers" of 

the annual accounts have some room for interpretation. The maximum 

investment period, in general, is considered as being three months (IAS 

7 – PARA 7). The closeness to the maturity date keeps down the risk of 

any significant change in value. The main basic principle in the cash 

concept is preserving the principal. Irrespective of the counterparty used, 

a certificate of deposit, a deposit, and a money market fund (MMF) all 

qualify as required. A set of criteria must be adhered to. Four main 

criteria must be considered. However, for money market funds, each of 

these criteria may itself be broken down into more specific sub-criteria.  

For example, WAM (Weighted Average Maturity), WAL (Weighted 

Average Life), the benchmark index, sensitivity, the maximum term of 

each asset not exceeding a certain period, asset concentration, etc. We 

recommend you consider and delimit your reference criteria, which 

should ideally be quantifiable so that you can monitor them and adhere 

to them.  
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Ideally we would have to advise going for a broad definition (provided 

the external auditors will agree it) to leave yourself the option of 

including more "aggressive" money market funds with higher yields or 

funds which might be categorised as less "pure". Although the definitions 

may be quite similar, they vary between different bodies such as the 

AMF (Autorité des Marchés Financiers in France), the IMMFA 

(Institutional Money Market Funds Association), the SEC (Security & 

Exchange Commission), the credit rating agencies, CESR (Committee of 

European Securities Regulators), etc.  

          

                       from "CA$H" to "CA$H EQUIVALENT"   

  
   

  

  O/N ---->   ---> 3MONTHS   

  CASH   CASH EQUIVALENT   

  IAS 7 - PARA 6   IAS 7 - PARA 47   

  Cash on hand   Limited guidance in IFRS   
  Current account   To be defined by preparers   
  On demand deposits   "short term" maturity   
  (repayable within 24   3 month deposit period or less   
  hours without penalty)   (IAS 7 - PARA 7)   
  Cash that can be withdraw   Investment is so near to cash   
  without prior notice and    that there is insignificant risk   
  penalty   of change of value    
      It includes bank deposits and   
      MMFs providing some    
      criteria are respected   
      NB: it includes deposits > 3M   
      if easily redeemed and roll-over   
       < 3 months without penalty   
          

          

Prevention through a clear and transparent policy 

We have to recommend that all treasurers conscientiously review the 

principles of their asset management policies, and additionally 

incorporate into them the IAS 7 principles and criteria that they intend to 

adhere to. Ideally, they will even have it approved by the external 

auditors and by their Audit Committee to avoid any subsequent 

unpleasant and tricky disputes. Setting out a working framework for 

yourself is well worthwhile at a time when the counterparty risk aspect is 

more prominent than ever before. There is cash and cash, short-term 

and very short-term and also money market funds and pseudo money 
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market funds. This new search for alternative yield might force us to take 

risks that we would prefer not to take and to invest for a longer term, at 

the risk of seeing these investments recategorised and restated on the 

balance sheet.     

  

                  

  “CASH EQUIVALENT” 4 MAIN QUALIFICATION CRITERIA   

  
       

  

  

For MMFs, they mean "short term" with "monetary" 
concept 

 
  

  However definitions and criteria vary depending on regulator body,   

  reference regulation, organizations, rating agencies, etc.… 
 

  

  IAS 7 - PARA 6 four major criteria         

  (1) SHORT-TERM           

  (2) HIGHLY LIQUID INVESTMENT         

  (3) READILY CONVERTIBLE TO KNOWN AMOUNT OF CASH   

  (4) SUBJECT TO INSIGNIFICANT RISK OF CHANGE IN VALUE   

                  

 

Reviewing investment policy 

Since market conditions are exceptional and interest rates almost nil or 

even slightly negative in EUR, this is perhaps an opportunity to 

reconsider your investment strategy and benefit by setting down your 

IAS 7 application criteria to prevent any disputes on the balance sheet 

accounting treatment of deposits or assets invested. This is all the more 

necessary now that some money market funds are closed to new 

investment and returns on very short-term investments are rock bottom. 

Treasurers must proactively define the types of investment that they may 

invest in, in line with the accounting treatment qualification criteria 

applicable to them (to the extent that qualification is important to the 

business). Defining what is cash and what is not is therefore not as 

straightforward as you might think. IAS 7 is an example of a principle-

based type of standard, as all future IFRS accounting standards are 

expected to be. The room left for interpretation is a good thing from the 

technical point of view. However, from the practical point of view, it may 

give rise to lengthy and heated discussions with your external auditors, 

to convince them of the interpretation to be adopted. Consistency, 
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continuity, clarity and prior definition of the principles and rules adopted 

by the company are essential from the accounting point of view. It is 

therefore a matter of settling down and doing it.  

 

François Masquelier 

Chairman of ATEL 

 @FrancoisMasque  

http://mytreasurer.wordpress.com/ 

 

 

 

 


