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Improving consistent application of the definition of cash equivalents

Issues Paper

Objective
1 The objective of this agenda paper is to seek EFRAG FR TEG’s views on the IASB tentative
decisions related to the definition of cash equivalents in IAS 7 Statement of Cash Flows as

part of the scope of the Statement of Cash Flows and Related Matters project (SCF project).

2 There was limited feedback provided on the definition of cash during the initial research
phase of the SCF project, therefore, the IASB focused its analysis on the definition of cash

equivalents.
3 This paper is structured as follows:
(a)  IASB tentative decisions
(b)  Feedback received
(c)  IASB staff analysis
(d)  EFRAG Secretariat analysis
(e)  Appendix 1: Definition of cash equivalents in IAS 7
IASB tentative decisions
4 In May 2025, the IASB considered its approach to the topic of cash and cash equivalents
and tentatively decided: 1) to assess potential ways to improve consistent application of

the definition of cash equivalents and 2) not to explore expanding the definitions of cash

and cash equivalents.

5 In April 2026, the IASB tentatively decided to propose including, in the definition of cash
equivalents, the requirement for cash equivalents to be held for the purpose of meeting

short-term cash commitments rather than for investment or other purposes.
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The IASB did not make any decisions about clarifying the application guidance related to an
investment with a maturity of three months or less. The IASB intends to explore alternative

solutions.

Feedback received

7

10

11

On the definition of cash equivalents, some stakeholders, including preparers, suggested
that the IASB consider revising the definition of cash equivalents to better align with cash

management practices by including more liquid financial instruments.

These stakeholders further commented that the definition of cash equivalents is
challenging to apply and leads to diversity in practice. The requirements stakeholders most

commonly identified as leading to diversity in practice are:

(a)  the application of the purpose of holding an investment - it was unclear whether an
investment is required to be held to meet short-term cash commitments for it to

qualify as a cash equivalent; and

(b)  the application of the short-term maturity requirement of three months or less - it
was unclear whether the reference to a maturity of three months or less is an
example of meeting the definition of cash equivalents, or whether it is a rule

prohibiting investments with longer maturities from being cash equivalents.

Some of these stakeholders said additional guidance might be useful to understand the
aspects related to the definition of cash equivalents, such as the short-term maturity
threshold, the high liquidity, the insignificant risk of change in value and being readily
convertible to a known amount of cash. A few other stakeholders added that some features
and conditions of financial instruments, such as implications of withdrawal penalty
conditions and restrictions on the use of cash and cash equivalents would also benefit from

additional guidance.

The few investors who commented said that a more consistently applied definition would
provide them with better information. Many of these investors preferred a definition of
cash equivalents that included fewer, rather than more financial instruments, making the

definition “closer to cash”.

A few stakeholders provided examples of different types of financial instruments for which
the definition of cash equivalents is difficult to apply leading to diversity in practice. Such
examples include investment in money market funds, investment in commercial papers
and repurchase agreements, demand deposits and short-term credit facilities, credit cards

receivable at the point of sale, cash in transit, and cash pooling arrangements.
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Additionally, a few stakeholders highlighted that in their jurisdictions, some highly liquid
financial instruments used to meet the short-term cash commitments are viewed as cash
equivalents but do not meet the definition of cash equivalents in IAS 7 because they are
held for longer periods or because the features of the instrument mean there is not a
known amount of cash, for example: governments bonds, overnight mutual funds and bank

acceptance bills.

IASB staff analysis

13

The IASB staff considered how to provide guidance on the specific matters leading to
diversity in practice as detailed in paragraph 8(a) and 8(b) to improve consistent application

of the definition of cash equivalents.

Clarifying the role of considering the business purpose of holding the investment in the definition
of cash equivalents

14

15

16

17

The IASB staff considered the feedback provided by some stakeholders pointing out that it
was not clear whether an investment being held to meet short-term cash commitments is

an integral part of the definition of cash equivalents in IAS 7 (paragraph 8(a)).

This uncertainty affected many instruments which were short-term, highly liquid
investments that might be readily convertible to cash and exposed to insignificant risk of

change in value but might also be held to earn a return or for broader investment purposes.

The IASB staff also reviewed the accounting Basis for Conclusions on the superseded
Statement of Financial Accounting Standard (SFAS) 95 — Statement of Cash Flows which is
generally considered to be the basis for the original IAS 7 and accounting firms’ guidance
on application of the definition of cash equivalents in IAS 7. It was observed that the
guidance in paragraph 7 of IAS 7 related to “the purpose of meeting short-term cash
commitments” was a critical component and intended to clarify which instruments meet

the definition of a cash equivalents.

Consequently, the IASB staff recommended the IASB: 1) to explicitly specify that the
purpose of holding an investment is a component of the definition of cash equivalents in
IAS 7; 2) to move the requirement that ‘cash equivalents are held for the purpose of
meeting short-term cash commitments rather than for investment or other purposes’ from
paragraph 7 to paragraph 6 of IAS 7 and include it in the definition of “cash equivalents”.
The IASB staff assessed that such a change in practice would not be costly for preparers
because the information should be readily available based on entities’ cash management

processes.
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Clarifying the application of the three-month or less maturity threshold to determine the short-
term maturity of a cash equivalent

18

19

20

21

The IASB staff considered the feedback from many stakeholders in paragraph 8(b) saying
that IAS 7 is unclear on whether the maturity threshold of three months or less should be
considered as an example in meeting the definition of a cash equivalent or as a rule

prohibiting investments with longer maturities to meet the definition of a cash equivalent.

They observed that the explanation provided in the Basis for Conclusions on SFAS 95 was
not clear and pointed to both a limit to the maturity of items that can qualify as cash
equivalents as well as the threshold being ‘somewhat arbitrary’ and being read as an

example.

The review of accounting firms’ guidance on the matter showed that the predominant view

is that the threshold is generally applied as a presumption rather than a rule.

Therefore, the IASB staff recommended that the IASB clarify that the three months or less
maturity threshold, from the date of acquisition, is a presumption that the entity can rebut
only in limited cases where the facts and circumstances demonstrate that the investment

with a longer maturity meets the underlying definition of cash equivalents.

Matters not considered by the IASB

22

The IASB staff did not recommend that the IASB explore providing application guidance to
different instruments and fact patterns that stakeholders suggested have diversity in

practice, including:

(a)  Different types of financial instruments with diversity in practice (paragraph 11) - this
is because each instrument can have diverse features and might vary across
jurisdictions. Therefore, meeting the definition of a cash equivalent will often

depends on its specific terms and conditions and not on the label of the instrument;

(b)  Specific features and conditions attached to financial instruments (paragraph 9) —
although stakeholders’ feedback refers to two specific features (withdrawal
penalties and restrictions on the use of cash and cash equivalents), financial
instruments can have a wide range of features and conditions, and whether they
meet the definition of a cash equivalent will depend on the specific facts and

circumstances of each arrangement.

(c)  Specific financial instruments in some jurisdictions (paragraph 12) — based on the
feedback received, there is sufficient guidance in IAS 7 to determine that these
instruments do not meet the definition of cash equivalents. However, these

stakeholders consider that these instruments should meet the definition of cash

EFRAG FR TEG meeting 11 June 2026 Paper 10-02, Page 4 of 8



Cash and cash equivalents - Issues Paper

equivalents because they are used in the same manner as cash equivalents.
Extending the definition of cash equivalents to accommodate other types of
instruments is contrary to the IASB tentative decision taken in May 2025, based on
the feedback heard from users (paragraph 10) not to pursue expanding the

definitions of cash and cash equivalents.

23 Furthermore, IASB staff did not recommend that the IASB explore reconciling the

statement of cash flows to the beginning and ending amounts of cash rather than cash and

cash equivalents. This is because, even though using only cash in the statement of cash

flows would improve consistency and comparability between the entities, it will constitute

a significant change in practice and:

(a)

(b)

(c)
(d)

provide less useful information to users by removing instruments economically

similar to cash that some investors consider together with cash in their analyses;

move even further away from entities’ cash management practices, which some

stakeholders wanted to align with the definition of cash and cash equivalents;
create pressure on the definition of ‘cash’ (for example, defining ‘demand deposits’);

diverge from the definition in US GAAP, which is currently similar to IAS 7.

EFRAG Secretariat analysis

24 On the definition of cash equivalents, EFRAG’s discussion paper on this topic received the

following feedback from:

(a)

(b)

users of financial statements — two associations of users did not find this matter
important. One of them agreed that the current definition leaves room for
interpretation. However, the association did not see this as a significant issue for
users, since ‘cash equivalents’ are convertible to cash within three to six months,
which aligns with the typical reporting periods of most European entities that aim to

minimise their cash holdings as much as reasonably possible.

national standard setters (NSS) — two NSS did not find the issue important noting
that any ambiguity in the definition does not have a major practical impact. However,

four NSS expressed concerns with the current requirements related to:

(i) definition of cash equivalents being too restrictive, excluding certain short-
term investments that are readily convertible to cash despite exceeding a 90-

day maturity (feedback from two NSS);
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(i)  current IAS 7 requirements are not clear — current IAS 7 uses terms such as
‘normally’ or ‘say’ which introduce ambiguity. Two NSS recommended that the

concept of a short-term period be more precisely defined.

(iii)  differing views on specific instruments - there are differing views on how
specific instruments such as escrow accounts and short-term maturities

should be classified;

(iv) the term ‘demand deposit’ is not defined in IAS 7 — considering developments
in payment technology and different digital currencies, it was recommended

a robust, principle-based definition of cash.

The EFRAG Secretariat is of the view that clarifying the definition of cash equivalents will
be beneficial for having a more consistent application in practice. We also support the
decision not to extend this definition, noting that EFRAG expressed a similar view! in the
recommendations and feedback statements to the discussion paper on crypto-assets

(liabilities).

The proposal to move the requirement that ‘cash equivalents are held for the purpose of
meeting short-term cash commitments rather than for investment or other purposes’ from
paragraph 7 to paragraph 6 of IAS 7 will make the definition of cash equivalents stricter and
will modify the principle to identify cash equivalents. The effect of this modification will
only be known once entities provide their feedback to the exposure draft consultation at

the end stage of the SCF project.

27

28

Questions for EFRAG FR TEG

Does EFRAG FR TEG agree with the IASB tentative decisions in paragraph 5 to propose
including, in the definition of cash equivalents, the requirement for cash equivalents to
be held for the purpose of meeting short-term cash commitments rather than for
investment or other purposes? Do you consider that the proposed modification will
result in significant change in how cash equivalents are currently being classified in

practice?

What are the main challenges that you see with the current definition of cash

equivalents? Do you consider that the definition of cash equivalents:

(a)  should be more restrictive, which would make it “closer to cash”; or

1 Some stakeholders had called for an expanded definition to encompass stable coins.
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(b)  should be broader, which would allow better align with cash management

practices of entities to include more liquid financial instruments?
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Appendix 1: Definition of cash equivalents in IAS 7

1 Paragraph 6 of IAS 7 defines cash equivalents as:

“Cash equivalents are short-term, highly liquid investments that are readily convertible to

known amounts of cash and which are subject to an insignificant risk of changes in value.”
2 Further guidance is included in paragraph 7 of IAS 7, which states that:

“Cash equivalents are held for the purpose of meeting short-term cash commitments rather
than for investment or other purposes. For an investment to qualify as a cash equivalent it
must be readily convertible to a known amount of cash and be subject to an insignificant
risk of changes in value. Therefore, an investment normally qualifies as a cash equivalent
only when it has a short maturity of, say, three months or less from the date of acquisition.
Equity investments are excluded from cash equivalents unless they are, in substance, cash
equivalents, for example in the case of preferred shares acquired within a short period of

their maturity and with a specified redemption date.”
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