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Embedded Prepayment Option (IFRS 9 Financial Instruments) 
Published by the IFRS Interpretations Committee in January 2026 

 
The Committee received a request about the application of the requirements in paragraph B4.3.5 of 
IFRS 9 to determine whether to separate an embedded prepayment option in a loan contract. 
 
Fact pattern 
The request asked whether, for purposes of applying paragraph B4.3.5(e)(ii) of IFRS 9 to a 
prepayment option in a financial liability, ‘the entity’ should be read to refer to ‘the lender’ or ‘the 
reporting entity’ (that is, the borrower). 
 
In the fact pattern described in the request, a reporting entity (the borrower) signed a loan contract that 
contains an early repayment option (the prepayment option). The request stated that views differ in 
practice with regards to the meaning of ‘the entity’ in paragraph B4.3.5(e)(ii) of IFRS 9: 

a. one view is that ‘the entity’ refers to ‘the lender’ because lost interest should be considered 
from the lender’s perspective; and 

b. the other view is that, similar to references to ‘the entity’ in other IFRS Accounting 
Standards, ‘the entity’ is ‘the reporting entity’ (that is, the borrower) and lost interest should 
be considered from the reporting entity’s perspective. 

 
The distinction between ‘the entity’ meaning ‘the lender’ or ‘the reporting entity’ can be significant, 
because the assessment of whether to separate an embedded derivative from the host contract could 
differ depending on whether it is assessed from the lender’s or the borrower’s perspective. The effects 
of accounting for an embedded derivative at fair value through profit or loss and for a host contract at 
amortised cost differ from the effects of accounting for the entire financial liability at amortised cost. 
 
Findings 
Evidence gathered by the Committee indicated no diversity in practice that could have a material 
effect on entities’ financial statements with regards to interpreting the term ‘the entity’ in paragraph 
B4.3.5(e)(ii) of IFRS 9. Feedback suggested that stakeholders read the requirements as referring to the 
lender. 
 
Conclusion 
Based on its findings, the Committee concluded that the matter described in the request does not have 
widespread effect. Consequently, the Committee decided not to add a standard-setting project to the 
work plan. 
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