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Lssve & fedemption of Debentures

1

/V’eam'ng

A depenture s a written instrument issved by a
: company awnowledging a staTe deot, with a
promise to repay the princpal and pay interest
at a fixed rate on stated dates. Sec 2(30) Co.Act.

<-creditor of co.

Depbenture = Bormwed Capf'f'a}/

< -pnot owner

Key Features

- 4. Fived rate of iotesst - @ charge on profits.
2. /?epayable' afrer Fixed period (term loan).
3. Mo voting rights in company atfairs.
9. May be secured by charge on assets.
$. Issved in series with pari-passv davse.

Types of Debentures

(a) Secority : Secored /  Unsecured (Maned)

Gl Tonurs . 1 Fedimoanle | Ecdesible [(Popid
() Registration: [gistered / Bearer

(d) Convertioility: €& FCD / PcD / ACD
(e) Coupon : Specfic rate / Zero-coupon :

(F) Priority : First mortgage / Second mortgage

Mnemonic R C K - the sk lensis:
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Debentures v/s Shares

Sha'r_eholder = OWnER ¢ Debentureholder = CREDITOR
Dividend (appr. of profit) v/s Interest (charﬂe).
Shares rot redeemed in Iife of co. (exc. pref) ;
Depentures redeemed at stated maturity.

Shares cannot be issved at discount (posf 20/3) ’

Debentures CAN be issved at a discount.

Lssve at Par (Face = issve price) .

Step / - On application
Bank A/c De. o b
To Debenture Application Alc X
fo’ep 2 - On allotment
Deb. App/fmﬁon Alc e X

To 9 Debentures Alc - X

Lssve at Premivm (f.ssae >  face)

Premiuvm = ZIssue price - Face valuve.
FBWM Al Dr. (Lssve)
To % Deo A/c (Face) < cApial rescrve

To Sec. Premivm [es. (Pr’em.) <-Sec £2
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Lssve at Discount
Lscue price < Face value: Logs to. the company.
Discount on Lssve of Deb. is a +os= capital loss,
shown under 'Other MNon-Current Assets' +Hill

written otF ajm'nsf Sec. Premium L ok PEL.

TJournal enf‘ry

Bank A/c Dr, Issue
Dite. o Thtue bF Dok A1e D Dist
£ To 9 Debentures A/c Face ]

Six Cases (issve X redemption)
. Mremonic - PP ) PD / PR / DP / DR / DD

() Par - Par i no extra entry
(i) Par - PFPremivm . Loss on Lssue arises
Gir) Disc - Par . Discount on Issue only
2 Disc - Premium : Discount + Loss both
e (v) Prem - Par : Securities Premivm only
(vi)  Prem - Premivem : Premiuvm + Loss on s,
-

<—prow'dea/ at
<-the Fime of issue

lose om Lesue = Preomwmm on. Ked

\
Note - Loss on Lssuve of Deb.' is written ofF in

the year of issve itself (Guidance Note, TCAT]

Premivm on fed. = !.r'ab:)"ify on credit side.
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Other Modes of Issve

(A) For Consideration other than Cash

When a wvendor sells assets to the company and

i
Ky pm'd by a'SSur'nﬂ debentures (not cash).

Step / - FPurchase of assets
Sundry Assets Alc Dl il
o Vendor Al vV
Step 2 - Settlerment
Vendor A/« De.

To % Depbentures Alc N

Mo, of Deb = Purchase Price / ZIssve Price

(round DOWAN to whole rumber of debentures)
ILF pricc 7 face -7 issve at dhscoumt premivm

/

If price < face -7 issve at discount.

(B) As Collateral Security

Collateral = Subsidfary / Secondary Securt'fy
Vq{uen to a lender in addition to princupal one.
Method / - Mo enf’ry Gusf disclose in Motes).

Method 2 - Pass an entry

B

Deb. Suspense A/c Dr.

To % Debentures A/c

™

Suspense A/c shown as a deduction +from Deb.
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Interest, DRR & Redemption

Interest on Debentures

Ent. = FV % Rate x5 /) 12| =-shage,
<-not appr.

n = months for which interest is due.

DS @ /0% u/s 193 iF int 7 RHEEBE threshold.

ol

Int on Dews. Ale Dr.

=1
A
\{

To Debentureholders

76 TDS Payab!e T

DRR & DRL (Rule 18, Co.Rules 20/9)
DRR 7= /0% of Mominal Value of Deb.

DL = 0_(5‘% of Deb. to be redeemed

DRR + transker Fom FPEL Appropriation, betore
redempﬁ'on bejfn_f. AZFLE ) Bapwe /= MBEC exempt.
DRI : invest by 30 April every year in Gout.

securities / FDs. Encashed on redem,ohbn.

Modes of Redemption

/. Lump-sum at maf'urr'f'y (bullet ,oaymenf')
2. Instalments by draw of Ilots (annval)

3. Purchase in open marKet 7 <. Conversion
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