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| MEANING vow

as well ag €xternal sources. Internal source
- This is often referred to as shareholders' or

‘ he short-term and long-term borrowings
fas OWed funds' or 'loan Capital'. Loan capital is usually
, Or acquiring fiye] assets,

Sec. 2 (30) of Companies Act, 2013 defines debentug 3
"Debenture” includes debentuyre s

tock, b re as follows :
OCR, bonds and any other iti heth
YO securities of a company, whether
constituting a charge on the assets of the COmpany or nop # f ikl
Palmer defines debentyre as "

: . Y nstrument under ¢, I, evidenci e essenice of it
being admission of indebtedness » Seal, evidencing a deed, th f

A debenture is a document issued by the com
acknowledgement of the debt undey the seal of i

specified sum and payable with i

_ € referred o
raised by issuing debentures which jg utilised

Y as ani evidence of its debt or loan. It is an
the Company, acknowledging indebtedness in a
Nerest on a specifieq date.

amount that a company can borro

1.1 Characteristics of Debentures

1. Itis an acknowledgemen of indebtedness by a company to its holder for the sj:eciﬁed
amount.

Itis issued under the Common seal of the company.
It provides for a fixed rate of interest.

Itis repayable after 4 certain period.
It may or may not be secured.
It has no voting rights,

oA WN

2. TYPES OF DEBENTURES
Debentures can be classified as under -
2.1 On the Basis of Ttannfembﬂity
1. Registered Debentures.
2. Bearer Debentures. :
2.2 On the Basis of Security Offered
1. Secured Debentures
2. Unsecured Debentures.
2.3 On the Basis of Redeemability :
1. Redeemable Debentures.
2. Irredeemable Debentures,
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o res that may be issueq
rjoy debentures tha bh
s of
The chart given below shows the different tyPEs
€ Chart given below s ok
Company : e o
- A . Debentures

Registered
Unsecured
Unsecured

[

R B -
Irredeemable| | Redeemable | |Irredeemable

| 1 - ' bl [
Redeemable | |Irredeemable| |Redeemable | |Irredeemable
b

Redeemable

Fig. 2.1

2.1.1  Registered Debentures ) v O
Registered Debentures are those which are recorded in the register of debentures mam:ameq

by the company. Registered debentures are not negotiable. HOWGVET' Interest coupong, {

transferable, can be payable to the bearer. In other words, for transfer of the registered debentures

the instrument of transfer has to be executed. The debenture will be transferred only if sanctioneq
or approved by the Board of Directors.

2.1.2 Bearer Debentures

Bearer debentures are those which are transferable b

pany. No stamp duty is required to be
paid on bearer debentures on transfer.

2.2.1 Unsecured (Naked or Simple) Debentures
Unsecured debentures are

and (i) Floating Charge.

i) Fixed Charge : In case of a
company such as plant, mac

but on the genera
esentl
those assets the company may acquire in future stan{lacfefrable (hithe Compary and 88
2.3.1 Redeemable Debentures ged for the Purpose

These debentures are repayable either ap the

A : : Option
period. The interest, however, is Payable at regylay interva?: the COmpany or
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232 Irredeemable Debentures
‘ These debentures are not refund
remain 5 permanent borrowed capit
up of the company.

It is interesting to note the difference between the tw

69

ow

able or repayable during the lifetime of the company. They
al of the company. They will be returned only on the winding

pISTINCTION BETWEEN SHARES AND DEBENTURES

A r:crnpr'my may raise capital by issuing ownership securities and creditorship securities. Shares
are ownership securities whereas debentures are creditorship securities.

0 as follows ;

" point of Bhares ' e ¢ R
_ | e 2 Debentures
7. Nature Share capital is an ownership capital. - 'Debcr_ufur; EE;;E-:I -IQEIT;JIMi;“c;WIe—
borrowing, -
‘|2, Btatus A shareholder is the owner of the company. (A debenture holder is the ereditor of the
company.

3. Return Bhare capital is not returnable in the life-|Debenture capital (s returnable during the
time of the company. However, the|life-time of the company. The exception is
redeemable preference shares are |the irredeemable debentures which are not
refundable during the life time of the|redeemable during the life-time of the
company. company,

4. Voting Rights |Bhareholders enjoy the voting rights, Debenture holders do not have the voting

rights.

5. Income Dividend is paid on shares and it is an|Interest is paid on debentures and it is a|
appropriation of profit. charge on the revenue of the company.

6. Payment of |Dividend depends on the profits of the|Interest on debentures is payable at a fixed

Dividend company and the recommendation of the|rate on specified dates irrespective of the
| Directors, : profits of the company.

7. Security | Shares are unsecured. Debentures are generally secured,

8. Repayment on |In the event of winding up of the company, | Debenture holders being. the creditors are

winding up shareholders are the last persons in refund |paid prior to-the shareholders. If secured
of their capital. ’ they have priority even over the unsecured
creditors.

|9. Convertibility |Equity shares can never be convertible, Debentures can be convertible.

10. Trust Deed Share trust deed is not required to be|Debenture trust deed is required to be
executed. executed,

Interest on Debentures

Debentures being loan capital, they carry a specified rate of interest payable on specified
dates. Interest on debentures is a charge on revenue, It is the cost of using the money raised by
debentures. It should be paid whether there is a profit or no profit. It is usually paid half yearly. The
amount of interest has to be paid on its nominal or face value and not on the price for which it is
issued. The burden of interest payable will be same on any debenture whether it is issued at par,
premium or discount. e
Calculation - .

Interest on debentures is always
Tax Deducted as Source : - !

The company is required to deduct income tax at a certain rate from the gross amount of
interest. The amount so deducted is to be deposited within the stipulated time limit. i

The following journal entries are passed in this connection :

1. When interest on debentures is due :

$ i

m]czﬂatedasacenainraie on the face value and not on the

Debit Interest on Debentures A/c (gross amouﬁr)
Credit Tax Deducted at Source A/c ~ (with income tax)
Credit Debenture holders A/c (with net payment)
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4. When interest on debentures is transfe
Debit Profit & Loss A/c
Credit Interest on Debentures A/c
Interest Accrued and Due
It is the interest accrued, due but it is not paid. |
added to Debentures in Balance Sheet under the head
Interest Accrued and Not Due i
In practice interest on debentures is pai : | on 30%
: - paid on certain S
and 31st December or on 1st October and 31st March. The - of erest MY -
necessarily fall on the date of finalisation of accounts. In suck terest acct B
not become due. i
Such accrued interest has to be recorded at the a
records on accrual basis. Such interest appears in the B
Liabilities'. ‘
Ilustration 1 : .
ldeal Ltd. issued 2,000 15% debentures of T 100 each o
and 31st December). No interest has been paid till 31st March, 2

Solution :
In this case, interest from 1st July, 2008 to 31st Decer
Due’. Interest from 1st January, 2009 to 31st March, 200

‘Accrued-Interest’. .
. o
-

t dates peing 30th June

called ‘[nterest Accrued and
erest Accrued but not due’ or

4. ISSUE PRICE OF DEBENTURES T . .
' Debentures may be issued at par, premhtlllor discount. If a debenture is issued at the
amount equal to its nominal or face value, it is referred to as issue at par. If a debenture 15 issued at
d nt. Discount offered on

. . 3 R £
an amount lower than its nomin issue at a dlscou

al value, it is referred to as
the debenture is a loss to the company and has to be accounted for.
If a debenture is issued at a

price higher than the nominal value, it is referred to as issue at
premium. Such an excess amount of premium on debenture is a gain o the company. Likewise,
repayment may be at par or at premium or at discount.

The difference between issue price and
redemption price is to be accounted as loss or gain.

4.1 Discount on Issue of Debentures
When debentures are issued at a discount, the amount of discount is debited to "Discount on

Debentures Account". Discount on debentures is a capital loss 10 the company and is charged to the
Profit & Loss Account over the period of its benefit to the company. Loss on issue of debentures is
both the items "Discount on issue of debentures’ and "Loss on issue of

also a capital loss. Hence,
debentures" are shown under the head, "Miscellaneous Expenditures” on asset side of the Balance

Sheet. _
4.2 Premium on Issue of Debentures ‘
) Premium received on issue of debentures is a capital gain and it is credited 1
.Seeuritig_a PremlumAwount" Premium money cannot be utilised for distribution of dividend.
is to be utilised for writing off discount on issue of shares or debentures, or premium on redemptio
of debentures or fictitious assets. If it is not used for these purposes, it may be transferred t© capitd
reserve and shown under the head "Reserves and Surplus'.
Premium on redemption of debentures is a provision which i o s . e of
r J . : s to be paid at the time %
redemption and is shown under the head "Current Liabilities and Provisions" o;r)\ the liability side ®

the Balance Sheet.

5. ISSUE OF DEBENTURES FOR CASH
When debentures are issued for cash, they ma s i
r ed i y be issued at par, at di remiu™
When u[t:;e amount 1 payable in instalments entries will be similar to thscg\sl:é oorf E;thgres‘ y
premt : :; ddlscouneben n:r on issue of ?clebentures is normally adjusted at the time of making allome™
hamsoman_ e is a capital loss and premium received on debentures i al gain
ve to be accounted for. ebentures is a capital

R k.
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e )
mu’tmti““ 2 : (Issue at par redeemable at par) sdeemable at par after 5 yg,
HD L4, issued 20,000 15% Debentures of ¥ 100 each at par re ibed and money was rcccive“l ﬂyiih]!
F 60 on application and ¥ 40 on allotment, Debentures were fully subscri d.
Prepare Journal.
Solution .

Journal of HD Ltd.

' T Drﬁ‘
L '

P~ & \ ?
Bank A/c Dr. ' 12,00,000 | |
_‘ ‘ To Debentures Applications A /¢ : I 2’00:00[}
- (—: (Being received debentures application money) |
Debenture Applications A/c¢ P ‘ 141£0;000 \l
L To 15% Debentures Alc : 12'00?000
(Being transferred application money to Debentures A/c) I
Debenture Allotment A/c Dr. 8,00,000 |
To 15% Debentures Alc | 8,00,009
(Being the amount due on allotment) '
Bank A/c Dr. | 8,00,000 J
To Debenture Allotment Afc 8,00,00¢
€ing received Debenture allotment mone

ustration 3 : (Debentures issued at premium but redeemable at par)
HD Ltd. issued 20,000 15% Debentures of 7 100 ea

payable T 60 op application and

received.

Pass Journal Entries,

Solution :

A
Dr. Cr.
o R
- e | [ R
Bank A/c Dr. 12,00,000
To Debentures Applications AJc . 12,00,000
(Being received debentures application money)
Debenture Applications Afc : ] Dr. 12,00.0
To Debentures A/c D8 12.00.000
(Being transferred debentures application money to B
Debentures Account)
e e Y
Debenture Allotment Ajc Dr.
To 15% Debentures Afec 0201000 8.00,000
To Securities Premium A/c 2.00.000
(Being allotment money including premium due) A%
Bank A/c Dr. 1 10
To Debenture Allotment A/c ' Lo 10,00,000
(Being received debenture allotment money) ' S
: et e Sl
Illustration 4 : (Debentures issued at discount but redeemable a¢ par)

HD Ltd. issued 20,000 15% debenture of ¥ 100 each at 6% discount, redeemable g¢ par after § years
payable ¥ 60 on application and the balance on allotment, A Debentures Were subscribed and money was
received. .

Pass Journal Entries.

lution :
So Journal
B
Cr.
T

kA/c ot

L Ban To/Debe“turcs ApphC&thl;'ﬂ f:!i) c’-‘l o 12,00,000
, ica

(Being received debentures app LI
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