DEBENTURES
The word ‘debenture’ itself is a derivation of the Latin word ‘debere’ which means to borrow or loan. Debentures are written instruments of debt that companies issue under their common seal. They are similar to a loan certificate.
Debentures are issued to the public as a contract of repayment of money borrowed from them. These debentures are for a fixed period and a fixed interest rate that can be payable yearly or half-yearly. Debentures are also offered to the public at large, like equity shares. Debentures are actually the most common way for large companies to borrow money.
Important features of debentures that make them unique:
· Debentures are instruments of debt, which means that debenture holders become creditors of the company.
· They are a certificate of debt, with the date of redemption and amount of repayment mentioned on it. This certificate is issued under the company seal and is known as a Debenture Deed.
· Debentures have a fixed rate of interest, and such interest amount is payable yearly or half-yearly.
· Debenture holders do not get any voting rights. This is because they are not instruments of equity, so debenture holders are not owners of the company, only creditors.
· The interest payable to these debenture holders is a charge against the profits of the company. So these payments have to be made even in case of a loss.


Advantages of Debentures
· One of the biggest advantages of debentures is that the company can get its required funds without diluting equity. Since debentures are a form of debt, the equity of the company remains unchanged.
· Interest to be paid on debentures is a charge against profit for the company. But this also means it is a tax-deductible expense and is useful while tax planning.
· Debentures encourage long-term planning and funding. And compared to other forms of lending debentures tend to be cheaper.
· Debenture holders bear very little risk since the loan is secured and the interest is payable even in the case of a loss to the company.
· At times of inflation, debentures are the preferred instrument to raise funds since they have a fixed rate of interest.
Disadvantages of Debentures
· The interest payable to debenture holders is a financial burden for the company. It is payable even in the event of a loss.
· While issuing debentures help a company trade on equity, it also makes it to dependent on debt. A skewed Debt-Equity Ratio is not good for the financial health of a company.
· Redemption of debentures is a significant cash outflow for the company which can imbalance its liquidity.
· During a depression, when profits are declining, debentures can prove to be very expensive due to their fixed interest rate.
Types of Debentures
There are various types of debentures that a company can issue, based on security, tenure, convertibility etc. Let us take a look at some of these types of debentures.
(A) From security point of view:
· Secured Debentures: These are debentures that are secured against an asset/assets of the company. This means a charge is created on such an asset in case of default in repayment of such debentures. So in case, the company does not have enough funds to repay such debentures, the said asset will be sold to pay such a loan. The charge may be fixed, i.e. against a specific assets/assets or floating, i.e. against all assets of the firm.
· Unsecured Debentures: These are not secured by any charge against the assets of the company, neither fixed nor floating. Normally such kinds of debentures are not issued by companies in India.
(B)    From permanence point of view
· Redeemable Debentures: These debentures are payable at the expiry of their term. Which means at the end of a specified period they are payable, either in the lump sum or in installments over a time period. Such debentures can be redeemable at par, premium or at a discount.
· Irredeemable Debentures: Such debentures are perpetual in nature. There is no fixed date at which they become payable. They are redeemable when the company goes into the liquidation process. Or they can be redeemable after an unspecified long time interval.
(C)  From record point of view
· Bearer Debentures: These are those debentures which are transferable mere delivery. Such debentures are repayable to their bearer. Company does not keep any record of debenture holders. Interest on such debentures is paid to those persons who produce to the company coupons attached with the debentures.
· Registered Debentures: These are those, the names of whose holdes are registered in the books of the company. These debentures can be transferred only by the execution of a regular transfer deed. Interest on such debentures is paid to the person whose name appears in the company’s register.
(D) From the priority point of view
· First debentures: These are those which are repayable before other debentures.
· Second debentures: These are those debentures which are repaid only when first debentures have been redeemed.
(E) From the convertibility point of view
· Fully Convertible Debentures:  These debentures can be converted to equity shares at the option of the debenture holder on the expiry of a specific period. So if he wishes then after a specified time interval all his debentures will be converted to equity shares and he will become a shareholder.
· Partly Convertible Debentures: The holders of such debentures are given the option to partially convert their debentures to shares. If he opts for the conversion, he will be both a creditor and a shareholder of the company.
· Non-Convertible Debentures: As the name suggests such debentures do not have an option to be converted to shares or any kind of equity. These debentures will remain so till their maturity, no conversion will take place. These are the most common type of debentures.

ACCOUNTING TREATMENT OF DEBENTURES
The issue procedure with regard to debentures is the same as that of shares. The amount due on debentures may be paid in installments, such as, Application, Allotment and Calls. When debentures are issued at premium, the amount of premium is credited to Debenture Premium Account. Debenture Premium Account is a capital profit and is transferred to Capital Reserve Account.
When debentures are issued at discount, the amount of discount is debited to ‘Discount on Issue of Debentures Account. The amount of discount should be shown on the asset side of the Balance Sheet, under the head ‘Miscellaneous Expenditure, until written off.











DIFFERENCE BETWEEN SHARES AND DEBENTURES
[image: Image result for difference between debentures and shares]



Journal Entries of Debentures Issued at Par, at Discount, or at Discount
(A) Issue of Debenture for Cash:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image004_thumb2_thumb_thumb.jpg]




Illustration 1 (Issue of Debentures at Par):
A company issued 1,000 10% debentures of Rs 100 each at par, payable Rs 40 on application and the balance on allotment. The public applied for 800 debentures. These applications were accepted. All moneys were received. Give journal entries.
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image006_thumb2_thumb_thumb.jpg]

Illustration 2 (Issue of Debentures at Premium):
A company issued 10,000 9% Debentures of Rs. 100 each at a premium of Rs. 5, payable as follows:
On application Rs. 40 (including premium)
On allotment Rs. 65
All the Debentures were subscribed for and the money was duly received. Pass necessary journal entries.

[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image010_thumb2_thumb.jpg]

Illustration 3 (Issue of Debentures at Discount):
A company issued 5,000 13% Debentures of Rs. 100 each at a discount of 10% payable Rs. 25 on application. Rs. 40 on allotment and Rs. 25 on first and final call account. The debentures were fully subscribed and the money due duly received.
Solution:  
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image012_thumb2_thumb_thumb.jpg]
(B) Issue of Debentures for Consideration other than Cash:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image014_thumb2_thumb_thumb.jpg]




Illustration 4:
X Ltd. acquired assets of Rs. 5,00,000 and took over the liabilities amounted to Rs. 50,000 at an agreed value of Rs. 4,00,000 of Y Ltd., issued 12% Debentures at a discount of 20% in full satisfaction of the purchase price. Show the entries.
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image016_thumb2_thumb_thumb.jpg]

C. Issue of Debenture as Collateral Security:
A Company can issue debentures to serve as collateral security for a loan or for Bank Overdraft. A collateral security can be realized by its possessor if the original loan is not paid on the due date. Such Debentures are by nature a contingent liability against the issuing Company though they become a definite liability in the event of the breach of the agreement. The holder of such Debenture is not entitled to any interest. On the payment of the concerned loan, such Debenture reverts back to the Company.
There are two ways to deal such issue of Debenture in the books of accounts:
(A) No entry need be made in the books of accounts. However, a note is made in the Balance Sheet. For instance, Indian Limited secures an overdraft for Rs 1, 00,000 from the Bank by depositing Debentures worth Rs 1, 50,000 as collateral security.
This will appear in the Balance Sheet as follows:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image024_thumb2_thumb_thumb-1.jpg]
Discount on Debentures:
The loss on issue of Debentures – Discount on Issue of Debentures or Premium Payable on Redemption – appears in the Balance Sheet. This is because they are losses – treated as Capital Losses. It is a fictitious asset which must be written off as early as possible.
There are two methods by which the loss or discount on issue of Debenture Account is to be written off:
(a) Equal Annual Writing off of Debenture Discount:
When debentures are to be redeemed after a fixed period, say 5 years, then the amount of discount on issue of debentures can be transferred to Profit and Loss Account by equal installments. For example, a Company issued 1,000 Debentures of Rs 100 each at a discount of Rs 2,000. Then the amount of discount to be transferred to Profit and Loss Account is Rs 400 i.e. 2,000/5.
[bookmark: bookmark37](b) Writing off the Discount when Debentures are Paid Back by Installments:
When the debentures are repaid by installments, the amount to be written off each year should be in proportion to the amount outstanding against debentures.
That is, the amount to be debited to Profit and Loss Account on the basis of calculation, based on outstanding debentures:
Illustration 6:
A Company issued Rs 1, 00,000 10% Debentures at 96%. The terms of issue provide the repayment of the debentures at the end of 5th year. Show the amount of discount that should be written off in each of the five years.
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image026_thumb2_thumb_thumb_thu_thumb.jpg]
Rs. 800 to be written off against Profit and Loss Account i.e. equal annual installments. This is because each year has the benefit of the whole of the debentures.






Terms of Issue of Debentures:
Debentures may be issued at par, at premium or at a discount. Further, the repayment of the Debentures i.e. its redemption may also be at par or at premium. The loss arising on account of the liability of premium payable on redemption is of the same nature as discount allowed at the time of issue.
The loss on account of premium payable on redemption should also be written off over the life time of the debenture and should be computed precisely the same way as the provision for writing off the discount. Debentures are issued with certain conditions at which redemption can be made. Conditions of redemption will be coupled with the conditions of issue.
Such terms and their journal entries are given below:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image030_thumb2_thumb_thumb_thu_thumb.jpg]







Illustration 7:
A Company issued Rs 5, 00,000 12% Debentures at 94%. The terms of the issue include the repayment of the debentures in five equal instalments beginning with the end of the first year of issue. Show the amount of discount that should be equitably written off in each of the five years.
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image028_thumb2_thumb_thumb5_th_thumb.jpg]
Discount on Debenture represents a loss of capital nature. It may not be possible to write off the entire loss against the Profit and Loss Account in the year in which the discount is allowed. As such the amount of discount is written off gradually over a number of years against Profit and Loss Account i.e. distributable profits. By doing so, the reported profits can be reduced otherwise it would be appropriated for dividend to shareholders and by the way, the cash can also be retained in the business.
Illustration 8:
The following illustrations explain the various possibilities:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image032_thumb2_thumb_thumb_thu_thumb.jpg]
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image034_thumb2_thumb_thumb_thu_thumb.jpg]
Discount on Issue of Debenture is a capital loss and should be written off over a number of years against the Profit and Loss Account and in the meantime, it should be shown in the Balance Sheet to the extent not written off. Debentures are credited with the face value at the time of issue and the calculation of interest is always with reference to the face value.
Illustration 9:
Journalise the following transactions and also show how they appear in Balance Sheets:
(a) A Ltd. issued 5,000 10% Debentures of Rs. 100 each at a discount of 5% and redeemable at the end of 5 years at par.
(b) B Ltd. issued 5,000 12% Debentures of Rs. 100 each at par and redeemable at the end of 5 years at a premium of 5%.
(c) C Ltd. issued 5,000 14% Debentures of Rs. 100 at a discount of 5% and redeemable at the end of 5 years at a premium of 5%.
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image040_thumb2_thumb_thumb10_t_thumb.jpg]
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image042_thumb2_thumb_thumb_thu_thumb.jpg]
Accounting Entries for Redemption of Debentures
1. Redemption Out of Profits:
When debentures are redeemed out of profit, it is essential that an equal amount to the face value of the debentures redeemed will be transferred to Debenture Redemption Reserve Account. When all the debentures are redeemed, the Debenture Redemption Reserve Account is closed by transferring to General Reserve Account.
The following journal entries will be passed:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image084_thumb2_thumb_thumb_thu_thumb.jpg][image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image086_thumb2_thumb_thumb_thu_thumb.jpg]
Illustration 1:
A Limited Company has a balance of Rs 1, 00,000 at the credit of Profit and Loss Account. It was resolved to utilize the profits to repay its debentures of Rs 70,000 now redeemable at a premium of 5%. Show the journal entries.
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image088_thumb2_thumb_thumb5_th_thumb.jpg]
2. Redemption Out of Provision:
The following illustrations further clarify.
Illustration 2:
Rosy Limited had Rs 3, 00,000 5% debentures outstanding on 1st April, 2003. On that date the Debenture Redemption Fund stood at Rs 2, 50,000 represented by Rs 2, 95,000 3 per cent (2005) loan of the Government of India. The annual installment added to the Debenture Redemption Fund was Rs 41,150.
On 31st March, 2004 the balance at bank was Rs 70,000. On that date the interest on investments was received, the investments were sold at 83 per cent net and the debentures were paid off.
Show necessary Ledger Accounts for the year ended 31st March, 2004. 
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image090_thumb2_thumb_thumb4_th_thumb.jpg]
3. Redemption by Conversion:
Sometimes debentures are redeemed by conversion i.e. old debentures are exchanged for new debentures or shares. In certain cases, a Company, instead of redeeming their debentures in cash, may offer the Debenture holders fresh debentures or shares in exchange for the old ones. If the terms are attractive, the Debenture holders may agree to the proposal and then the debentures are said to have been redeemed by conversion.
The entry is:
Debit Old Debentures Account
Credit the New Debentures/Shares Account
Illustration 3:
On January 1, 2004 a company issued 400, 5% debentures of Rs 1,000 each @ Rs 980. Holders of these debentures had an option to convert their holdings into 8% preference shares of Rs 100 each at a premium of Rs 20 per share at any time within five years.
On December 31, 2004 one year’s interest had accrued on the debentures and remained unpaid. A holder of 24 debentures notified his intention to exercise the above option.
Pass the necessary journal entries and show how the items affected would appear in the company’s Balance Sheet. 
Solution:
[image: http://cdn.accountingnotes.net/wp-content/uploads/2017/01/clip_image092_thumb4_thumb_thumb4_th_thumb.jpg]
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Journal Entries

Dr.

Bank Account
To Debenture Application Account

(Being receipt of application money on 10,000
debentures at Rs. 40 per Debenture)

Debenture Application Account
To 9% Debenture Account
To Premium on Issue of Debenture
Account
(Being transter of application money to 9%
Debenture Account and premium account is
credited)

Dr.

Debenture Allotment Account
To 9% Debenture Account

(Being allotment money due on 10,000 Debentures

at Rs. 65 per Debenture)

Dr.

Bank Account
To Debenture Allotment Account
(Being receipt of allotment money)

Dr.

Rs,
400,000

400,000

6,50,000

6,50,000

RS

400,000

3,50,000

50,000

650,000

6,50,000
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Journal Entries

~Dr.

Bank Account
To Debenture Application A/C

(Being receipt of application money @ Rs. 25 per

Debentures on_ 5,000 debenture)

Dr.

Debenture Application Account
To 13% Debenture Account

(Being transfer of application money to 13%

Debenture Account)

Debenture Allotment Account
Discount on issue of Debenture A/C

To 13% Debenture Account
(Being allotment money duc on 5,000 debentures)

Bank Account
Debenture Allotment Account
(Being receipt of allotment money)

Debenture First & Final Call Account
To 13% Debenture Account

(Being first & final call money is due on 5,000

debentures at Rs. 25 per debenture)

Bank Account
“To Debenture First & Final Call Account
(Being receipt of first and final call money.)

1,25,000

125,000

2,00,000

50,000

2,00,000

125,000

1,25,000

125,000

1,25,000

2,50,000

2,00,000

125,000

1,25,000

“The loss on issue of Debenture consists of discount on issue and premium payable on
redemption. It s a capital loss and shown on the asset side of the Balance Sheet. It will

be written off over a number of years. The balance, if any, will cor

Balance Sheet.

€ to appear in
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On purchasing assets. ‘Assets Account Dr.
o Vendor Account
On issue of debentures for consideration ‘Vendor Account Dr,

of purchasing asset.

To Debenture Account
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Journal Entries Dr. Cr.
R, Rs.
Sundry Assets Alc Dr, 500,000
To Sundry Liabilities Alc 50,000
ToY L. Al 400,000
To Capital Reserve (Balancing figure)* 50,000
(Being purchase of assets and liabilties)
Y L Al Dr. 4,00,000
Discount on Debenture A/c Dr 1,00,000
To 12% Debenture Alc 500,000

(Being issue of debentures in settlement of
purchase price : Rs. 4,00,000 + Rs. 80 =
debentures)

,000
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Balance Sheet
Libility Side Rs
Bank Overdraft 100,000

(Collaterally secured by an issuc of
Debentures worth Rs. 1,50,000)

(B) Debenture issued 10 serve as c

ollateral security can be recorded in the books of accounts

as follows :
For instance, take the above example and the journal cniy i
On issue of Debentures as | Debenture Suspense Account  Dr. | 1,50.000
collateral security “To Debenture Account 1,50.000
Balance Sheet
Liability Rs Assels Rs

Bank Overdrat 1,00,000 || Debenture Suspense Account | 1,50,000
Debentures of Rs 100 each 1,50,000
On repayment of loan, the | Debenture Account Dr.| 150000
Debentures are cancelled. | To Debenture Suspense Account 1.50.000
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SOLUTION :

Discount comes to Rs 4,000 i.e. Rs 1,00,000 x 4°

End of | Toial amount of debentures | Proportion o be |  Amount of discount o be

Year outstanding written off written off the discount.
Rs Rs

[l 1,00,000 s 175 of Rs 4,000 = 800
1 1,00,000 s 1/5 of Rs 4,000 = 800
I 1,00,000 s 1/5 of Rs 4,000 = 800
v 100,000 s 15 of Rs 4,000 = 800
v 1,00,000 s 15 of Rs 4,000 = 800

Total 4,000
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m

Debentures issued at Par and
redeemable at par

‘Bank Account
To Debenture Account

Dr.

@

Debenture issued at Par and
redeemable at Premium

‘Bank Account
Loss on Issue of
Debenture Account
To Debenture Account
To Premium on Redemption
of Debenture Account

g

3)

Debentures issued at premium
and redeemable at par

Bank Account
To Debenture Account
To Premium on Issue of

Debenture Account

@)

‘Debentures issued at premium
and redecmable at premium

Bank Account
Loss on Issue of Debenture Alc
“To Debenture Account
To Premium on Issue of
Debenture Ale
To Premium on Redemption of
Debenture Account

Dr.
Dr.

©)

Debenture issued at Discount
and redeemable at par

Bank Account
Discount on Issue of
Debenture Alc
To Debenture Account

Dr.

Dr.

©

Debentures issued at a discount
and redeemable at premium

‘Bank Account
Discount on Issue of
Debenture Alc
Loss on Issue of Debenture Alc
To Debenture Account
To Premium on Redemption
of Debenture Account

Dr.

Dr.
Dr.
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End of Total amount of Proportion to [ Amount to be written
Year debentures outstanding be written off off the discount
Rs Rs
First year 500,000 5 515 415 of Rs 30,000 = 10,000
Second year 400,000 4 415 (4115 of Rs 30000 = 8,000
“Third year 3,00,000 3 315|315 of Rs 30,000 ~ 6,000
Four year 2,00,000 2 215 [2/15 of Rs 30,000 - 4,000
Five year 1,00,000 1 s 1/15 of Rs 30,000 = 2,000
15 Tol 30,000
D Discount on Issue of Debenture Account
Rs
First Year | To Debenture A/c | 30,000 || First Year | By Profit & Loss Ale
By Balance c/d
30,000
Second Year | To Balance b/d [ 20,000 || Second Year| By Profit & Loss Alc
By Balance c/d
20,000
Third Year | To Balance b/d | 12,000 || Third Year | By Profit & Loss Alc
7 By Balance ¢/d
12,000
Fourth Year | To Balance b/d 6,000 || Fourth Year | By Profit & Loss Ale
By Balance ¢/d
6000
Fifth Year | To Balance b/d 2,000 || Fifth Year | By Profit and Loss Alc
2,000
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Redemption Price

Face Price] Issue Price Remarks
Rs Rs Rs
[ 100 100 100 Tssue at par and redemption at par
2| 100 95 100 Issue at a discount and redemption at par
3| 100 105 100 Issue at premium and redemption at par
4| 100 100 105 Issuc at par and redemption at premium
5| 100 95 105 Issue at a discount and redemption at premium

‘Journal cntries for the above appear as ©
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Journal Entries

cr

Bank Account

To Debenture Account
(Being issue of debenture at par and
redecmable at par)

Dr.

Bank Account

Discount on Issue of Debentures Account
“To Debenture Account

(Being issue of debenture at a discount and

redeemable at par)

Br.
Dr.

Bank Account

“To Debenture Account

“To Premium on Debenture Account
(Being issue of debenture at premium and
redeemable at par)

Bank Account
Loss on Issue of Debenture Account

To Debenture Acccount

To Premium on Redemption of Debenture.
(Being issue of debenture at par and
redecmable at premium)

g8

Bank Account
Discount on Issue of Debenture Account
Loss on Redemption Account

To Debenture Account

To Premium on Redemption Account
(Being issuc of debenture at discount and
redemption at premium)

or.
Dr.
Dr.

105

100

100
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Journal Entries Dr. cr.
Rs. Rs.
(@ | Bank Account Dr. 4,75.000
To Debenture Application and
Allotment Account 475,000
(Being receipt of Application money on
5,000 debentures)
Debenture Application and Alloment Account D, 4,75,000
Discount on Issue of Debenture Alc Dr. 25,000
To 10% Debenture Account 500,000
(Being allotment of Debentures)
() | Bank Account Dr. 500,000
To Debenture Application and
Allotment Account 5,00,000
(Being receipt of Application money on
5,000 debentures)
Debenture Application and Allotment Account D, 500,000
Loss on lIssue of Debenture Account Dr. 25,000
To 12% Debenture Account 5.00,000
To Premium on Redemption Account 25,000
(Being allotment of Debentures)
(© | Bang Accunt Dr. 475,000
To Debenture Application and
Allotment Account 475,000
(Being receipt of Application money on
5,000 debentures)
Debenture Application and Allotment Account  Dr. 4.75.000
Loss on Issue of Debenture Account Dr. 50,000
To 14% Debentures Account 500,000
To Premium on Redemption of
Debenture Account 25,000
(Being allotment of Debentures)
@ Balance Sheet of A Ltd.
as on
Liabilities Rs Assets Rs
10% Debentures Account 500,000 [Bank 475,000
Discount on Issue of
Debentures Account 25,000
5.00,000 500,000
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® Balance Sheet of B Ltd.
as on..
Liabiliies Rs. Assets Rs
Bank Overdraft
12% Debentures Account 15,00,000 ||Bank 5,00,000

Premium on Redemption of

Loss on Issue of Debentures

Debenture Account 25,000 || Account
/5.25,000
© Balance Sheet of C Ltd.
a5 on..

Liabilties Rs. Assets R
14% Debentures Account 15.00,000 |[Bank 475,000
Premium on Redemption of Loss on Issue of Debentures

Debenture Account 25,000 || Account

[5.25,000
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(@) Amount paid on redemption Debentures Account: Dr.
To Bank Account

(®) For transferring the profit Profit & Loss Appropriation A/c Dr.
To Debenture Redemption Reserve Alc
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() When all-debentures are redeemed | Debenture Redemption Resgrve Alc
To General Reserve Alc
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Journal Entries Dr. Cr.
Rs. Rs.

Profit & Loss Appropriation Account Dr. 3,500

“To Premium on Redemption Account 3.500
(Being provision is made for the premium
on redemption of debentures)
Debenture Account Dr, 70,000
Premium on Redemption Account Dr. 3,500

To Debenture-holders® Account 73,500
(Being amount payable transferred)
Debenture-holders Account Dr. 73,500

To Bank Account 73,500
(Being payment made)
Profit and Loss Appropriation Account Dr. 70,000

To Debenture Redemption Reserve Account, 70,000
(Being transfer of profis equal to face
value of debentures)
Debenture Redemption Reserve Account Dr. 70,000

To General Reserve Account 70,000

on payment)

(Being transferred to General Reserve Account

Redemption out of Capital -

‘When the debentures are redeemed out of capital, the following enries are passed

{@) To transfer the debentures 10
debenturcholders account

Debenture Account

Dr.

To Debentureholders’ Account

(5) On payment

Debenturcholders’ Account
To Bank Account

Dr.
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Dr. 5% Debenture Account Cr.
2004 Rs. |[ 2004 Rs
March 31| To Bank Account 3.00,000 |[ April 1| By Balance bid 300,000
Dr. Debenture Redemption Fund Account cr
2008 Rs. || 2003 RS
March 31| To Debenture Redempt- April 1| By Balance bvd 50,000
tion Fund Investment 2004
Ale (loss on sale) 5,150 || March 31| By Interest on Rs 2,95.
# To General Reserve  [2,94,850 @3% 8850
- By Profit & Loss
Appropriation Alc 41,150
3.00,000 00,000
Dr. Debenture Redemption Fund Investment Account cr
2003 Rs. |[2004 Rs
Apr. 1 [To Balance bid (Face  [2,50,000 || March 31 | By Bank Account (83% of
value of Rs 2,95,000) Rs 295,000) [2.44.850
» By Debenture Redemption
Fund A/C (loss on sale) | 5,150
250,000 50,000
Dr. Bank Account cr
2004 Rs. |[2004 Rs.
Mar. 31 | To Balance bid 70,000 || March 31| By Debenture Alc 00,000
" | To Interest on Sinking 5 By Balance c/d 23,700
Fund Investment Alc | 8850
| To Debenture Redemption
Fund Investment %
- sale 244,850
3.23.700 B23.700
Dr General Reserve Account cr
Rs Rs.
2004
March 31| By Debenture Redemption

Fund Ale

[2.94.850
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Journal Dr. cr.
Rs Rs
2004 | Bank Account (400 x Rs 980) Dr. 392,000
Jan. 1 | Discount on Issue of Debenture Account Dr. 8,000
To 5% Debenure A/c (400 x Rs 1,000) 14,00,000
(Being issue of debentures at Rs 980 cach)
Dec. 31 Debenture Interest Account Dr. 20000
To Debenturcholders' Account 20,000
(Being interest for the year outstanding)
Dec. 31[ 5% Debenture Account (24 x Rs 1,000) Dr. 24,000
To 8% Preference Share Capital
(24,000 x 100120) 20,000
To Share Premium Account
(24,000 x 20/120) 4,000
(Being 5% debentures converted into 8%
preference shares)
Dec. 31 Profit & Loss Account (8,000 x 24/400) Dr 480
‘To Discount on Issue of Debenture Account 480
(Being proportionate discount written off)
Balance Sheet
Liabilities RS Assets Rs.
200 8% Preference shares of Rs 100 | 20,000 Discount on issue of debentures
cach 5% Debentures (4,00,000 (8,000 - 450) 7,520
- 24,000) 3,76,000
Share Premium 4,000

Interest Outstanding 20,000
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Basis - Shares vs.

Debentures

Structure

Dividend Right

Voting Right

Conversion

Risk holder

Lien

Owner/Creditor

Right at the time of

liquidation

Shares

Shares are the ownership capital of the

company

Shares have, by default, dividend-right in
the profit of the company

Shareholders have voting right in the

annual general meeting of the company

Shares are not convertible to debt or such

other structure of the capital

From an investors point of view,
Shareholders are the highest risk owner of

the company

Shareholders do not have any lien on the

assets of the company

Shareholders are the Owners of the

company

Shareholders have the residual right at the

ime of liquidation.

Debentures

Debentures are the debt for the company.

Debenture holders are having the right to
receive interest against the debt fund given

by them

Debenture holders do not have the right to

vote in the general meeting

Debentures can be issued with an option of

getting converted into shares

From an investors point of view, investment
i debentures is one of the most secured

instruments of investment

In general, debenture holders are having a
lien in favour of them against all the assets

of the company

Debenture holders are the creditor of the.

company

Debenture holders have the first right on the
asset of the company after repaying the
statutory dues and employee payments.
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() Journal Entries (Debentures

Issued at Par)

On receipt of application money | Bank Account Dr.
“To Debenture Application Ale
On allotment of debentures ‘Debeatures Application A/c Dr.
“To Debenture Account
On making allotment or calls Debentures Allotment / Call Alc Dr.
“To Debenture Account
Bank Account Dr.

On receipt of money.

To Debenture AllotmentCall Alc

(b) Journal Entries (Debentures

‘When issue pric of debentures is more than the face value of debenturs they are said to

be issued at premium.
Generall
procedure for

issued at Premium)

premium money is collected alongwith allotment money. As alrcady said,
ue of debentures is the same as that for issue of shares. Therefor, only the journal
entry relating to premium is given below :

“Allotment money alongwith Debenture Allotment A/c Dr,

premium is due To Debenture Account
“To Debenture Premium Alc

‘When cash received Bank Account Dr.
To Debenture Allotment A

(c) Journal Entries (Debentures Issued at Discount)

Only the joumnal entries relating to discount is given below :

‘Allotment money is due and Debenture Allotment A/c Dr

discount allbwed Discount on Issue of Debentures Al Dr.
To Debenture Account

When cash received Bank Account Dr

Debenture Allotment Alc
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Journal Entries Dr. cr.

Bank Account Dr. 132,000

To Debenture Application Account 32,000
(Being receipt of application money on 800 Debentures
@ Rs 40 per debenture)

Debenture Application Account Dr. 132,000

To 10% Debenture Account 32,000
(Being ransfer of application money to Debenture
Account on their allotment)





