CHAPTER -6
ISSUE & REDEMPTION OF DEBENTURES

DO IT YOURSELF

1. Amrit Company Limited purchased assets of the book value of Rs.2,20,000 fromanother
company and agreed to make the payment of purchase consideration by issuing 2,000, 10%
debentures of Rs.100 each at a premium of 10%. Record necessary journal entries.

Answer
Journal Entries
Date  Particulars N LF[ Amt. 01 [ Amt. 1
(h | AssetsAe o | 220000
To Vendor Alc | 2,20,000
'_(.Bfin-g assets purchased worth ¥ 2,20,000 ) | |
(i Vendar Afc a Dr f é?DE}UU B -
To 10% Debentures Afc 2,00.000
To Securities Premium Alc | 20,000

(Being issued 2,000 debentures of ¥ 100 each ' |
| at 10% premium }

2. A company purchased assets of the value of Rs.1,90,000 from another company and
agreed to make the payment of purchase consideration by issuing 2,000,10% debentures of
Rs.100 each at a discount of 5%. Record necessary journal entries.

Answer
Journal Entries
Date | Particulars LF| Amt. (Or] Amt. (Cr)
(i | Assels Al D | 180000 |
To Veandar Afc - ' 1.90.000
(Being assets purchasad worth ¥ 1,90,000) |
{iy  Vendor Alc . Dr | 1,90,000
Discount Alc Dr . 10,000
To 10% Debentures Ale [ 2,00,000
| (Being issue of 2,000 debentures of ¥ 100 eac! .
| al a discount of 5%) i

3. Rose Bond Limited purchased a business for Rs. 22,00,000. Purchase Price was paid by
6% debentures. Debentures of Rs. 20,00,000 were issued at a premium of 10% for the
purpose. Record necessary journal entries.

Answer
Journal Entries
Date | Particulars LF  Amt. (Dr} | Amt. (Cr)
{i) | Sundry Assels Ajc or| | 2200000
To Vendor Alc 1 22,00,000
| (Being assets purchased worth ¥ 22,00,000 ) i i
(i) | Vendor Alc o T 22,00,000
| To6% Debentures Alc T | 20,00,000

! To Securities Premium A/c | 2,00,000
| (Being 2,000 debentures of 2 100 each issued | | |
| at 10% premium) ||




4. Nikhil and Ashwin Limited bought business of Agarwal Limited consisting sundry assts of
Rs. 3,60,000, sundry creditors Rs. 1,00,000 for a consideration ofRs. 3,07,200. It issued 14%
debentures of Rs. 100 each fully paid at a discount of 4% in satisfaction of purchase
consideration. Record necessary journal entries.

Answer
Journal Entries
Date | Particulars [LF| Amt, Dn | Amt. ()
"(i} i éﬁndry Assels Alc D 3,860,000
| Goodwill Afc Dr 47,200
| To Agarwal Lid . | 307200
| ToSundry Creditor's Alc 1,00,000
| (Being business purchased from Aganwval
Ltd) |
(i) | Agarwal Lid Ac Dr| | 307200
Discount A/c Dr | 12,800 |

: {Being 3,200 debentures issued of ¥ 100

| .
Ta 14% Debentures A/t | | 3,20,000
|
| each at a discount of 4% ) i

Working Note

. h Price
Number of Debentures issued = Pw

Issue Price
=y 307,200 3200
96

Note If business is purchased and assets and liabilities are mentioned along with purchase
price, pass a journal entry. To balance the entry use word ‘Goodwill’ if difference is on debit
side and word ‘Reserves’ if difference is on credit side.

DO IT YOURSELF II

2. Record necessary journal entries in each of the following cases:
a. 27,000, 7% debentures of Rs. 100 each issued at par, redeemable at par.

b. 25,000, 7% debentures of Rs. 100 each issued at par redeemable at 4% premium.
c. 20,000, 7% debentures of Rs. 100 each issued at 5% discount and redeemable at par.

d. 30,000, 7% debentures of 100 each issued at 5% discount and redeemable at 2% %
premium.
e. 35,000, 7% debentures of Rs. 100 each issued at 4% premium and redeemable.

Answer
Journal Entries

Date | Particulars | LF | amt. {Dr) | Amt. (Cr)
......_.,-.- ——— —— - ..__.i.. _1..--_. + ——
{a) (i} | Bank Ale Dr| | 27.00,000 |

Ta 79% Debentures Alc l | 27.00,000

{Being 27,000 debentures issued at par) |
{ii} + 7% Debentures Alc D 27,000,000
To Bank Alc 27,000,000

(Being 27.000 debentures of 100 each
recleemablae at par) ]

[{=1 R0 | Bank Afc : 5 i

|
| 25,000,000
Loss on Issue Al Dr | | 1.00,000
To 7% Debentures Alc ' | 250,000
To Premium on Redemption Afc | 1,00,000
| (Being 25,000 debentures of T 100 each issued at |
e G o '
{ii} | 7% Debentures Alg .Dﬂr I 25,00,000
Premium on Redemption A/c Dr | 100,000 |
To Bank Aje | | 26,00,000
({Being 25000 debentures of T 100 each

| redesmable al premium ) . |



©0) BakAc O | 1900000

| Discount on Issue Afc Dr | 1,00,000 ¢
| To 7% Debentures Alc 5 20,00,000
| (Being 20,000 debentures of 100 each issued at | '
| discount 5% ) | ;
(i) ?% Debentures Alc - Dr i i 20,00,000 .
| ToBank At , ‘ | 20.00,000
[(Being 20,000 debentures of ¥ 100 each| |
redeemable at par) |
() () | Bank Alc or| | 2850000 |
| Loss on lssue Al Dr | 2,25,000 |
| To 7% Debentures Alc : | 30,00,000
| To Premium on Redemption Alc L | 75,000
| (Being 30,000 debentures of 100 each issued at | |
_ discount 5%) - | I
Date Particulars | LF | Amt (D) = Amt. (Cr)
(i) | 7% Debentures Alc Dr | 30,00,000
Premium on Redemption Alc Or | 75000
To Bank A/c 30,75,000
(Being 30.000 debentures of ¥ 100 each i
| redeamable at premium) | i
(e} (i) | Bank Ale Dr | 36.40,000
To 7% Debentures Ac 35,00,000
To Securities Prermium Afc 1,40,000
{Being 35,000 debentures of ¥ 100 each issued at |
premium)
(i | 7% Debentures Afc Dr | 35.00,000
To Bank Al : 35,00,000
(Being 35000 debentures of T 100 each |
redeemable al par )

DO IT YOURSELF Il

1. Diwakar enterprises Ltd. Issued 10,00,000, 6% debentures on April 1, 2002. Interest is paid
on September 30, 2002 and March 31, 2003.
Record necessary journal entries assuming that income tax is deducted @30% of the amount

of interest.
(Amount of tax Rs.18,000 for the year ending March 31, 2003)
Answer
Journal Entries
Date Particulars LF Amt. (Or)  Amt. (Cr)
2002 | '
Apr1 | Bank Alc Dr 10,00,000
To 6% Debentures Alc 10,00,000
| (Being 10,000, 6% debentures issued) | |
Sep 30 | Interest on 6% Debentures Alc Dr 30,000
| ToDebenlure Holder's Ao [ 21,000
To Income Tax Payable Alc 9,000

| (Baing Interest due for & months @ 6% pa
: and tax deducted @ 30% at source |



Date | Particulars [LF Amt. (Or)  Amt. (Cn)
6% Debenture Holder's Afc Or | 21,000

To Bank Afc [ | 21,000
(Being interest paid) [
2003 : |
Mar 81 get Debenture Interest Afc D 30,000
To Debenture Holder's Afc | 21,000
To Income Tax Payable Al | ; 9,000

{Being interest due for & months @ 6% Pa
and tax deducted @ 30% al source) |
- 6% Debenlure Halder's Alc Dr 21,000 |
To Bank A [ 21000
{Being interest paid) 5
| Incorme Tax Payable Alc Dr 18,000
To Bank Ajc | 18,000
| (Being lax deposited)
Profit and Loss A/c 60,000 |
To Debenture Interast Afc 60,000
| (Being debenture interes! transterred to Profit |
L and Loss Account )

Note It is assumed that debentures are issued worth T 1000000 mstead of
10,00,000 debentures.

Working Note

6 B
10,00,000 x — x — = 30,000
0,000 Dx100x12 0

Tax = 30,000 x YL 8,000
100

Tax Paid = 8,000 of Sept 2002 + 9,000 of March 2003 = 18,000

2. Laser India Ltd. Issued 7,00,000, 8% debentures of Rs. 100 each at par.Company deducts
income tax from the interest of these debentures at source. Interest is to be paid on these
debentures half-yearly on September 30 andMarch 31, every year. Amount of income tax
deducted half-yearly iRs. 2,80,000.

S
Start Journal Entries
Date | Particulars ILF| Amt. (Dr) | Amt (Cr)
2002 | g !
Apr1 | Bank Alc or) | 7.00,00000 |
Ta 8% Debentures A/c {7,00,00,000
| (Being 7.00,000 debentures issued ) I |
Sep 30 B% Diebenture Interest Alc Dr| | 28,00,000 |
To Debenture Holder's Afc f | 2520000
To Income Tax Payabie Alc ] I 2,80,000

| (Being interesi on debentures due for & !
| months @ 8% pa and tax deducted at |
| source)

EIDebénture Hold;r-'.é Alc Dr | 25,20,000 |
| ToBank Al 25,20,000

{Being interest Paid)




2003 | ! ;
Mar 31 | 8% Debenture Interest Ac Dr 28,00.000 |

To Debenture Holder Afc | - 25.20,000

To Income Tax Payable Alc | {280,000
(Being interest on debentures due for ﬁ: i
months @ 8% pa and tax deducted at
SOUrGa) | |
Debenture Holder's Afc DOr | 25.20,000
| ToBank Ac I 25,20,000
| (Being interest paid) |
| Being income tax Payable Alc Drl | 560000
| ToBankAjc . | 560,000
' (Income tax deposited) |
Profit and Loss Alc Dr | 5600000
Ta Debenture interest Alc ! 56,00,000
. (Baing detenture interesl transferred 1o
| profit and less acoount) |

Working Note Interest = 7,00,00,000 x‘]—g-[—) S 28,00,000

12

DO IT YOURSELF IV

1. X Ltd. Issued 2,000, 10% debentures of Rs.100 each at a discount of 8% on1 Jan, 1992
which are redeemable at par by annual drawings in 4 yearscommencing from 31st March
1993 as per the following redemption plan:Ist Draw 10%, 2nd Draw 20%, 3rd Draw 30%, and
4th Draw 40%. Calculate theamount of discount to be written-off each year assuming that X

Ltd. followscalendar year as its accounting year.
Answer Calculation of Discount to be written off each year

Total Discount = 2,000 (debentures) =100 = % =¥ 16,000

Date | Period | Amt(%) Product | Discount Writien off

i DAt et B FlLd T

1Jan92-31Dec82 | 12 months ' 2/00,000 | 24,00,000 f‘?ﬁ.’”&@”‘k 4923

1 Jan93-31 Mar 93 | Zmonths | 2,00,000 | 600,000 | 222 x 16,000 = 4,554

1 Apr93-31 Dec 93 9 months 1,80,000 | 16,20,000

1Jan94-31 Mar94 | 3months | 1.80,000| 540000 180 16,000 = 3,692

1 Apr 94-31 Dec 94 9 months i 1,40,000 | 12,60,000 i)

1.Jan85-31 Mar85 | 3 months | 1,40.000 | 4,20,000 % 16,000 = 2,339
|

1 Apr95-31 Dec 895 | 9months BO,000 | 7.20,000

1Jan96-31 Mar96 |3months | 80000 | 240000 24, je000- 492

_4’—?-80.__
L |

2.7 Lid. issued 15,00,000, 10% debenture of Rs.50 each at premium of 10% payable as
Rs.20 on application and balance on allotment. Debentures are redeemable at par after 6
years. All the money due on allotment was calledand duly received. Record necessary entries
when premium money is included:

(i) in application money

(ii) in allotment money



Answer (i) When premium is included in Application Money

Date | Partlculars |LF| Arnt tDr} Amt. (Cr)
{a) | Bank Ao c1 5,00,000 % 20) o | 3,00,00.000
i To 10% Debenture Application Alc || | 3,00,00,000
| (Being 15,00,000, 10% debentures issued at | |
| ¥ 20 each on application including ¥ 5 as | i
prcrﬂlun'lil |
b | 10% Debenture App!loatlon Ao Or | 3,00,00,000
i To 10¢ Debentures A/ ¢ (15,00,000 % 15) | 2,25,00,000
| To Secuntes Premum A {1500,000 % 5) ¥5,00,000
| | (Being application money transferred to 10% |
| detbenture and prernlum account}
{c} | 10% Debenture Alioiment Ajc Dr| | 52500000
| To 10% Debentures Ac (1500000 x 35) 5.25,00,000
i (Being balance money due on allatment ) ! |
{d) | Bank Ae Dr | 52500000 .
| To 10% Debenture Allatment Alc [ | 5.25,00,000
| (Being alictment money received )
(i} When premium is included in Allotment Money
Particulars LF Amt. (Dr)  Amt. (Cr)
(a) | | Bank A."CH&DGGGGXEO] Dr 13{]000 D'UOH -
| To 10% Deberture Application Alc ! 3,00,00,000
| (Being Issued 1500,000 debentures and |
| recewed T200on apphcatron} |
b _— R —— I
(b) | 10% Debenlure Application Al Dr ' |3,0000,000
To 109 Debentures Al L 3,00,00,000
| (Belng maney transferred to debenture accaunt}
(c) | 10% Debenture Allotment Alc Dr | 52500000
| {15,00,000 x 35) [
To 10% Debentures Afc (1500,000x 30) [ | 4,50,00,000
To Securities Premium Alc (15,00,000 x 5) (| | 75,00,000
cElemg allotment money dueincluding premium } | i
(d) | Bank Alc Dl | 52500000

To 10% Debenture Allotment Alc I | 5,25,00,000
| {Being allotment money recewved ) b |

3. Z Ltd. issued 5,000, 10% debentures of Rs.100 each at a discount of 10% on 1.1.2005. The
debentures are to be redeemed every year draw of lots — 1,000 debenture to be redeemed
every year starting on 31.12.2005. Record the necessary journal entries including the
payment of interest and writing off the discount on issue of debentures. The interest is
payable on 30th June and 31st December. Z Ltd. Closes its books of accounts on 31st

December.
Answer
Journal Entries
Date Particulars LF| Amt. (Dr) | Amt. (C)
2005
Jan 1 | Bank Ao Dr | 450,000
To Debentures Application Alc | 450,000

(Being 5,000 10% debenlures issued @ 100 sach
al discount of 10%)

Debentures Application Afc DOr 4,50,000
Discount on Issue &'c Dr 50,000
To 10% Debentures Afc 5,00,000

(Being application money transferred o debenture
and discourt adjusted)

Jun 30 | Debenture Interest Al - D.rl 25,000
To Debenture Holders Alc 25,000
| (Being debenture interest due for 6 manths )
Debenture Holders Alc O | 25000
To Bank Ale | 25,000




Pec 31 | Debenture Interest Alc Or | 25,000 |
To Debeanture Holder Alc |
(Being debenture interest due for 6 months)
Debenture Holders Ajc Dr
To Bank Alc
| (Being interest on debentu res paid)
Profit and Loss Alc Cr 66,667
To Debenture Interest Al 50,000
To Discount on Issue of Debentures Al | ' 16,667
(Being discount on issue writlen off and debanture |
interest transferred to profit and loss account)

25,000

:

25,000

2006 | | |
Jur 30 | Debenture Interest Afc Dr| 20,000 |

To Debenture Holders Afc I 20,000
(Baing debenture interest due for 6 months on |
¥ 4,00,000) |

Date | Particulars
| Debenture Holders A/t Dr | 20000 I
l To Bank Alc I ! 20,000

{Being debenture interest paid)

'LF Amt. (Dr) Amt. (Cr)

Dac 31 | Debanture Inerest Alc Dr | 20,000
| To Debenture Holder Alc P | 20,000
{Being debenture interest due for 8 manths on |

| T.4,00,000)

i Debenture Holders Alc Dr | 20,000 |

{ ToBank Alc b | 20,000

({Being debentures interest paid) | I

 Profit and Lass Afc i 53,333 |
To Debanture Interest Alc . | 40,000
To Discount on Issue of Debenture Alc 13,333

| (Being digcount an lssue written off and
| debenture interest transferrad to profit and loss |
account) |

Note (i) Same five entries will repeat every year with change in amount orify
{il) Interest will be calculated on outstanding amount of Debeniures every year
Working Note
]
Discount on Debentures = 5,00,000 = Tﬁ% = 50,000

Discount to be written off each year
Yearended = Outstanding Debenture | Ratio | Amount to be Written off

b

GV FR I,

Dec 31 2005i s.m.mo‘ 5] 50,000::%:1&55?
2006 o001 4 | 50000x % - 13333
2007 | SERM G 50,000 % = 10,000
20081 200000 | saoﬂox%_— 6,667
2009 i 1.00,000 ‘ :15 i Sﬂ.ﬂmx% = 3333

4. M Ltd. issued 10,000, 8% debentures of Rs.100 each at a premium of 10% on 1.1.2004. It
purchased sundry assets of the value of Rs,2,50,000 and took over the liabilities of
Rs,1,90,000 and issued 8% debentures at a discount of 5% to the vendor. On the same date it
took loan from the Bank for Rs.1,00,000 and issued 8% debentures as Collateral Security.
Record the relevant journal entries in the books of M Ltd. and prepare the extract of balance
sheet on 31.12.2004. Ignore interest.



Journal Entries

Date Particulars i LF‘ Amt, (Dr) | Amt (Cr)
2004 | f ?
Jani | BankAlc Dr| | 11,00.000
| To B% Debenture Application Alc i i 11.00,000
{Be:ng 10,000 debentures issued @ 100 |
| each at a premium of 10% ) ‘
| 8% Dabenture Apptlcanan Al Dr 11,00,000 ‘
To 8% Debentures Alc | | 10,080,000
To Securities Premium Alc | | 1.00,000
Being application money transfered fo | l
deb-anlum and prem|um account} | |
Sundry Assa'rs Arc O I 250,000
? To Other Liabilities Afc | 1,90,000
; To Vendor Afc (Bal fig) | 60,000
{E'.r:wng business pur—::hasad} i
Dlscuunt on Issue Uf Dabanture Nc or | 3.160 ;
Vendor Ale Cr 60,000 i
Profit and Loss Al Cr 40
To 8% Debentures Alc 63,200 .
(Being 632 debenture issued @ 95 each '
agamst ¥ 60,000) [
Debentu re Suspense Ao Dr ! 1,00,000
To 8% Debenture Alc | | 100000
| (Being debentures issued as colkaleral security) | ' | |
Balance Sheet
Liabilities [ Amt. {!] Assets Amt. {7
Reserves and Surplus ! | Bank 12,00,000
Securitie Premium 1.00,000 |
Secured Loan | | Sundry Assels 2,50,000
10,000 8% Debenture issued forcash | 10.00,000 |
€32 8% Debenlture issued for | 63,200 | Discount on lssue of
purchase consideration | Debenture 3.160
Loan from Bank | 1.00,000 | Profit and Loss | 40
8% Debenture 100,000 | ’ |
(=) Debenture Suspence  {1,00,000) | | I
Sundry Liabilities ! 1,90,000
| 14,53,200 | 14,53,200
it ctord O 1
Working Note
Number of debenture to be issued= — Purhiss Prica a 631.57
Price Per Debenture 95

Note Debenture cannot be sold in part so debenture issued will be 632 in number.

5. 0n 1.1.2005 Fast Computers Ltd. issued 20,00,000, 6% debentures of Rs.100 each at a
discount of 4%, redeemable at a premium of 5% after three years.

The amount was payable as follows:
On application Rs.50 per debenture,
Balance on allotment,

Record the necessary journal entries for issue of debentures.

Answer
Journal Entries
{In lakhs)

Date Particulars LF Amt (Dr) | Amt. (Cr)

2005 i i
Jan1 | Bank Ac Ori 1,000

| To Debentures Application Alc i I 1,000
{Being 20 lakh debentures issued and received |
Dt 1,000

To 6% Debentures Alc i 1,000

I (Being application money transferred 1o 6%
| debenftures account)




Date | Particulars |LF: Amt. (D) | Amt. (Cr)

Debenture Allotment Alc Dr | 820
Loss on lssue of Debenture Afc Dr 180 |
To 6% Debenture Ajc | ! '
To Premium on Redemption 4/c | l 100

(Being amount due on 20 lakh debentures 746 | [
each afler 4% discount on issue and 5% premium |

Bank Alc o . Dr | : 920
To Debenture Allotment Al {1 520
| (Being alletment monay received) | |

Working Note
Loss on Issue = 4% Discount on [ssue + 5% Premium on Redemption
= 8% of 20,00,00,000

G
=250 % 20,00,00,000 = 1,80.00.000

6. D Ltd. Purchased machinery worth Rs.2,00,000 from E Ltd. on 1.1.2001. Rs.50,000 were
paid immediately and the balance was paid by issue of Rs.1,60,000, 12% Debentures in D

Ltd. Record the necessary journal entries for recording the transactions in the books of D Ltd.
Answer

Journal Entries

Date ~ Particulars LF |_ Amt. (Dr) | Amt. (Cr)
2001 |_ o
Jan 1 | Machinery Alc Dr | 2,00,000 |

T_O ELtd ! 2,00,000
(Being machinary purchased from E Lid) |
E Lid A/c ~ Dr| | 50000

To Bank Afc [ | 50,000
(Being paid 50,000 immediately) | |
EudAe . Dr 1,50,000 |
Discount on Issue of Debenture A/t Dr 10,000

To 12% Debenture Afc [ 1,860,000

(Being debentures issued in setflement o E Lid) |

Note Difference in value of debantures issued and amount due to £ Ltd is considered
aa Aigranat anicciia

TEST YOUR UNDERSTANDING |

- State whether the following statements are True (T) or Fasle (F)

Question 1. Debenture is written instrument acknowledging a debt under the common seal of
the company.

Answer True

Question 2. Debenture is a part of owned capital.
Answer False

Question 3. The payment of interest on debentures is a charge on the profits of the
company.
Answer True

Question 4. The debentures cannot be issued at a discount of more than 10% of the face
value.

Answer False

Question 5. Redeemable debentures are those debentures, which are payable on the expiry
of the specific period.

Answer True



Question 6. Perpetual debentures are also known as irredeemable debentures.
Answer True

Question 7. Debentures cannot be converted into shares.
Answer False

Question 8. Debentures cannot be issued at a premium.
Answer False

Question 9. A Collateral Security is a Subsidiary Security.
Answer True

Question 10. Debentures cannot be issued at a premium and redeemable at par.
Answer False

Question 11. Loss on issue of debentures account is a revenue loss.
Answer False

Question 12. Premium on redemption of debentures account is shown under the ‘Securities
Premium’ in the Balance Sheet.
Answer False

DO IT YOURSELF V

1. X Ltd. decides to redeem 8,000, 10% debentures of Rs.100 each on January 1, 2004 at a
premium of 5%. The company has a balance of Rs.9, 00,000 at the credit of its profit and
loss account. The company closes its books on December 31 every year. What journal
entries the company will be recorded to redeem the above debentures.
Answer
Journal Entries

Date F'artlculars LF ﬁrnt. {DrJ Amt {Cr)
2004 l i P
Jan 1 | Profit and Loss Appropriation Afc Or | , 400,000
| To Debenture Redemplion Reserve Alc I | 4,00.000
| (Being profit transferred to debenture |
redamptron resen.fe a-:cr:uun'r] i i
10% Debsnture A:c -_.---__-."_-D-r 1 8,00,000
! Premium on Redemption A/c ] | 40,000 !
To 10% Debenture Holder Al ' ? 8,40,000
(Being debentures reoaerned out of p;oms] | |
Debenture Holder Alc Or | | 8.40,000
Ta Bank Al ’ ’ 8,40,000
FBclng amoum pa:d to debenture holdec}
Dec 31 | [ Debenture F!edemprlan F\‘esewé Pu-'c Dir . | 4,00,000
| To General Reserva Afo | 4,00,000

{Being DRR transferred 10 general resen-é] | |

Note If is assumed thal redemption is made out of profits,

2. G Ltd. issued 5,00,000, 12 % debenture of Rs.100 each on April 1, 2002 redeemable at par
on July 1, 2003. The company received applications for 6,00,000 debentures and the
allotment was made to all the applicants on pro-rata basis. The debenture were redeemed on
due date. How much amount of Debenture Redemption Reserve is to be created before the
redemption is carried out? Also record necessary journal entries regarding issue and
redemption of debenture. Ignore tax deducted at source.



Answer
Journal Entries

Date Particulars LF, Amt. (Dr) Amt. {C-r-j
2002 |
Apr | Bank Al Dr 6.00,00,000
Ta 12% Debenture Application A/c j | 6,00,00.000
‘{Being application money eceived on
| 6,00,000 debentures @ 100 each) |
| Debenture Application ﬁur Dr £,00,00,000
To 12% Debentures Ajc 5.00,00,000
To Bank A/c 1.00,00,000
i {Being application money for 5 lakh debenture | I
| transferred to debenture account and balance |
{ T 1,00,00.000 refunded)
2 R e = JEE | |
2003 | 12% Debenture Alc Dr 5,00,00,000
Jul 1 Ta Debenture Holder Ajc 1 5,00,00,000
| (Being amount due for redemption)
.| Debenture Holder Alc Dr | 50000000

To Bank Afc | 5,00,00,000
| (Being redemption amount paid) :

Note Mo Debenture Redemption Reserve (DRR} is required because maturily period
15 less than 18 months.

TEST YOUR UNDERSTANDING I

Select the correct answer for the following multiple choice questions:
1. Debentures which are transferable by mere delivery are:

(a) Registered debentures, (b) First debentures,

(c) Bearer debentures.

2. The following journal entry appears in the books of X Co. Ltd.

Bank A/c Dr 4,75,000
Loss on issue of debenture A/c Dr 75,000
To 12% Debentures A/c 5,00,000
To Premium on Redemption of Debenture A/c 50,000
Debentures have been issued at a discount of
(a) 15% (b) 5% (c) 10%

Answer (b) 5%

Question 3. X Co Ltd purchased assets worth ? 28,80,000. It issued debentures of ? 100 each
at a discount of 4% in full satisfaction of the purchase consideration. The number of
debentures issued to vendor is

(a) 30,000 (b) 28,800 (c) 32,000

Answer (a) 30,000

Question 4. Convertible debentures cannot be issued at a discount if 1 (a) they are to be
immediately converted

(b) they are not to be immediately converted

(c) None of the above

Answer (a) They are to be immediately converted

Question 5. Discount on issue of debentures is shown under the following head in the
Balance Sheet

(a) Profit and loss account

(b) Miscellaneous expenditure

(c) Debentures account

Answer (b) Miscellaneous expenditure



Question 6. When debentures are issued at par and are redeemable at a premium, the loss
on such an issue debited to

(a) Profit and loss account

(b) Debentures applications and allotment account

(c) Loss on issue of debentures account

Answer (c) Loss on issue of debentures account

Question 7. Excess value of net assets over purchase consideration at the time of purchase
of business is credited to

(a) General reserve

(b) Capital reserve

(c) Vendor's account

Answer (b) Capital reserve

Question 8. When all the debentures are redeemed, balance in the debentures redemption
fund account is transferred to

(a) Capital reserve

(b) General reserve

(c) Profits and loss appropriation account

Answer (b) General reserve

Question 9. The nominal and book values of debenture redemption fund investments
account are respectively ? 1,00,000 and ? 96,000.

The company sold investments of nominal value of? 30,000 at a price which was just
sufficient to redeem debentures of ? 30,000 at 10% premium, the profit on sale of investment
is

(a) Rs. 4,200 (b)Rs. 3,000 (c) Nil

Answer (a) Rs. 4,200

Question 10. Own debentures are those debentures of the company which

(a) the company allots to its own promoters

(b) the company allots to its Director

(c) the company purchase from the market and keeps them as investments
Answer (c) The company purchase from the market and keeps them as investments

Question 11. Profit on cancellation of own debentures is transferred to
(a) Profit and loss appropriation account

(b) Debenture redemption reserve

(c) Capital reserve

Answer (c) Capital reserve

Question 12. When debentures are redeemed out of profits, an equal amount is transferred
to

(a) General reserve

(b) Debenture redemption reserve

(c) Capital reserve

Answer (b) Debenture redemption reserve

Question 13. Profit on sale of debenture redemption fund investments in the first instance is
credited to

(a) Debenture redemption fund account

(b) Profit and loss appropriation account



(c) General reserve account
Answer (a) Debenture redemption fund account

Question 14. The balance of sinking fund investment account after the realisation of
investments is transferred to

(a) Profit and loss account

(b) Debentures account

(c) Sinking fund account

Answer (c) Sinking fund account

Question 15. When debentures are issued at a discount and are redeemable at a premium,
which of the following accounts is debited at the time of issue

(a) Debentures account

(b) Premium on redemption of debentures account

(c) Loss on issue of debentures account

Answer (c) Loss on issue of debentures account .

TEST YOUR UNDERSTANDING Il

- Indicate in the column below, the account to be debited in case of the following
transactions.

Transaction Account to be Debited

Question 1. Issue of debentures to a vendor in consideration of the business purchase.
Question 2. Setting aside the amount for creating sinking fund for redemption of debentures.
Question 3. The balance of debenture redemption reserve account after redemption of the
debentures.

Question 4. Purchase of own debentures by the company.

Question 5. Writing off discount on issue of debentures.

Answer Account to be Debited

1. Vendor A/c

2. Profit and Loss Appropriation A/c

3. Debenture Redemption Reserve A/c

4. Own debentures A/c

5. Profit and Loss A/c

- Indicate in the column below, the account to be credited in case of the following
transactions

Transaction Account to be Credited

Question 6. Debentures issued at a discount and are redeemable at par.

Question 7. Transfer of interest on sinking fund investments to sinking fund account.
Question 8. Balance of DRR account after the redemption of Debentures.
Question 9. Profit on sate of sinking fund investment account.

Question 10. Writing off the loss on issue of debentures.

Answer Account to be Credited

6. On Issue-Debenture A/c

On Redemption-Bank A/c .

7. Sinking Fund A/c

8. General Reserve A/c

9. Profit transferred to Debenture Sinking Fund A/c

10. Loss on Issue of Debentures A/c

DO IT YOURSELF VI



1. G Ltd. has 800 lakhs, 10% debentures of Rs.100 each due for redemption on March 31,
2003. Assume that Debenture Redemption Reserve has a balance of Rs. 3,40,00,00,000 on

that date. Record necessary entries at the time of redemption of debenture.

Answer
Journal Entries
(in Lakhs)

Date Particulars LF | Amt. (O] | Amt. (C)
2003 -
Mar 31 | Profit and Loss Appropriation Afc Or 6,000 |

To Debenturs Redemption Reserve Afc | i 6,000
| (Being transter of profits to deberture |
redﬂmphcn reserve as per SEBI guide Imes]
| 10% Debenture Alc. Dr | 80000
| To Debenture Holder Afc [ | 80,000
| (Being 80,000 lakh debentures redeemed} |

| Debenture Holders Alc or | 80,000
Te Bank Alc | 80,000
[Bemg money panr:i o debenture holders} : |

Mar 31 Debenture Redemphon Reserve &/c Dr | 40,000 |
To General Reserve Alc 40,000
(Being debenture  redemption  reserve
transferred 1o general resenve) I

Note:

Debentures for 80,000 (lakhs) were to be redeemed as per SEBI guidelines, 50% debenture
redemption reserve is to be maintained. For Rs. 80,000 (lakhs) it comes to 40,000 (lakhs).
Deberture redemption reserve already exist in books for Rs.34,000 (lakhs). Hence entry for
balance 6,000 (lakhs) is passed in this solution.

2. R Ltd. issued 88,00,000, 8 % debenture of Rs. 50 each at a premium of 5 % on July 1, 2000
redeemable at par by conversion of debenture into shares of Rs.20 each at a premium of
Rs.2 per share on June 30, 2003. Record necessary entries for redemption of debenture.

Answer
Journal Entries
Date Parhculars LF Amit. {DrJ | Amt. (Cr)
~ |8%DebenwresAt D aa00|
| To Debenture Holders Alc i | 4,400
| {Being 88 lakh 8% dabemums redeemed at parh
I_Bégemure Hald@rs Nc Dr ﬁ 4,400 ‘

To Securities Premium Afc 400
| (Being 200 lakh shares issued @ 20 par at

i premium T 2 in conversion of debentures) | |
1

To Share Capital Al ; ‘ ‘ 4,000

Working Note

Mumber of shares to be issued = il S = 2.00,00,000 shares

22

3. C Ltd. has outstanding 11,00,000, 10% debentures of Rs.200 each, on April 1,2003. The
Board of Directors have decided to purchase 20% of own debenture for cancellation at
Rs.200 each. Record necessary entries for the same.

Answer
Journal Entries
{In lakhs)
Date I Particulars f LFJ’ Amt. (Dr) |Amt. (Cr)
2003 | e
Apr 1| Own Debentures Af'c Dri | 440 |
I To Bark Avc i | 440
(Being purchased 2,20,000 own debentures for ! |
I cancellation at ¥ 200 each] !
105 Debemure A I Dr : | 440
To Own Debenture Afc [ ] | a40
{

[Being debentures cancelled)




Working Note
Debentures to be redeemed =20% of 11,00,000= % x11,00,000= 2, 20,000

2,20,000 x 200 = 44,00,00,00 debentures

4. Record necessary journal entries in the books of the Company in following case for
redemption of 1,000, 12% Debentures of Rs.10 each issued at par:

(a) Debentures redeemed at par by conversion into 12% Preference Shares of Rs.100 each,
(b) Debentures redeemed at a premium of 10% by conversion into Equity Share issued at par,
(c) Debentures redeemed at a premium of 10% by conversion into Equity Shares issued at a
premium of 25%.

Answer (a)
Journal Entries
Date | Particulars | LF [ Amt. (D) | Amt. (Cr)
i | 12% Debentures Alc Dr ] " 10,000 |
To Debenture Holders Ale | : 10,000
' {Being 1000, 12% debentures redeerned al par) |
(i) Debenture Holders Alc Or : 10,000 |
To 12% Preference Share Capital Afc 10,000

| (Being 100, 12% preference shares issued in
| conversion of 1,000 debentures) |

10,000

Working Note Number of Preference Shares to be issued = 300
=100 Preference Shares
(b)
Journal Entries
Date | Particulars LF Amt. {Dr)| Amt. (Cr)
iy | 12% Debentures Al Or | 10,000
Prermium on Redemption of Debenture Al Or | 1,000 |
To Debenture Holders Al 11,000
| (Being 1000 12% debentures redesmed at 10%
| premium) _
i} | Debanture Holders Alc Dr | 11,000
| To Equity Share Capital Al | 11,000
| {Being equity shares issued at par in conversionof || |
| 1.000 debentures) i '
(ch
Journal Entries
Date = - Particulars "LF [ Amt. ©n Amt. (C1)
(1) 12% Debenlures Alc Dr | 10@[]0
| Premium on Redemption of Debenture Alc Dr| 1.000
To Debeniure Holders Alc [ 11,000
| {Being 1000, 12% debenturas redesmed at 10% [
| premiurm) | |
{ii) Debenture Holders Al Dr | | 11,000
| To Equity Share Capital Ajc | 8,800
: To Securities Premium A/c | | 2,200
| (Being BBO equity shares issued at 25% premiurm in . ' [
| conversion of 1,000 debentures}) 1
Working Note
(1) Let Equity Share be @% 10 each
(2) Number of Equity Shares to be issusd = 1112-'—05000 = 880 Equity Shares

(3) Premiurm on Equity Share = 25% 0f 10 = % %10 =250

5. 0n 31.1.2005 Janta Ltd. converted its Rs.88,00,000, 6% debentures into equity shares of
Rs.20 each at a premium of Rs.2 per share. Record necessary journal entries in the books of
the company for redemption of debentures.



Answer
Journal Entries

Date | Particulars LF| Amt (Dr | Amt. (Cr)
2005 | : .
Jan 31 | 6% Debentures Afc Dr 88,00,000 |

To Debenture Holders Alc | | | 88,00,000

! {Being amount due to debenture holders for
| conversion on redemption)

[ Debenture Holders AVG Dr | 88.00.000

| To Equity Shares Capital Alc , 80.00.000

| To Securities Premium Alc I . B,00,000
(Being 40,0000 equity shares issued at ! :
premium ¥ 2 per share in conversion of |

| debenture) |

e

Working Note
88.00,000
22
= 4,00000Equity Shares

Number of Equity Shares to be issued =

6. Anirudh Ltd. has 4,000, 8% debentures of Rs.100 each due for redemption on March 31,
2005. The company has a debenture redemption reserve of Rs.1,50,000 on that date.
Assuming that no interest is due record the necessary journal entries at the time of
redemption of debentures.

Answer
Journal Entries
Datel ~ Particulars [LF | Amt. (D) | Amt. (Cr)
Mar 31 | Profit and Loss Afc Dri | 50,000
To Debenture Redemption Resarve A/c | 50,000

{Being profit transferred to debenture | |
| redemption reserve: as per SEBI guidelines) |
| 8% Debenture Ajc Dr 4,00.000 !
| To Debenture Holders Afc i i
| (Being amount due for 4,000 debentures of |
| 7100 each redesmed) ’

4,00.000

| Debenture Haolders A/c B Dr I | 400000 E
To Bark Alc P 4,00,000

| (Being amount due on redemption paid}

| Debenture Redemption Aeserve Alc Dr 2,00,000 |

| To General Reserve Alc | | 200000

| (Being debenture redemption resarve P 5

transferred 1o general reserve account)

Working Note

Debenture forRs.4,00,000 were to be redeemed. As per SEBI guidelines, 50% debenture
redemption reserve is to be maintained. For Rs.14,00,000 it comes to Rs.2,00,000. Debenture
redemption reserve already in books of account was Rs.1,50,000. Hence, entry for balance Rs.
50,000 was passed in this solution.

SHORT ANSWER TYPE QUESTIONS

Question 1. What is meant by a Debenture?

Answer Debenture The word ‘Debenture’ has been derived from a Latin word ‘debere’ which
means to borrow.

Debenture is a written instrument acknowledging a debt under the common seal of the
company. It contains a contract for repayment of principal after a specified period or at
intervals or at the option of the company and for payment of interest at a fixed rate payable



usually either half-yearly or yearly on fixed dates.

According, to Section 2(12) of The Companies Act, 1956 'Debenture’ includes Debenture Stock,
Bonds and any other securities of a company whether constituting a charge on the assets of
the company or not.

Question 2. What does a Bearer Debenture mean?

Answer Bearer debentures are the debentures which can be transferred by way of delivery and
the company does not keep any record of the debenture holders. Interest on debentures is
paid to a person who produces the interest coupon attached to such debentures.

Question 3. State the meaning of ‘Debentures issued as a Collateral Security’.

Answer Collateral security is given in addition to the primary security to the loan provider. In
case when a company takes some loan it may issue debentures for additional security
besides the primary security to that particular bank or financial institution.

Here it is to be remember that issue of debenture in ordinary course is different from issue of
debenture as collateral security, in ordinary course debenture holders are entitled to get
interest at an specified coupon rate where as in case of debenture issued as collateral security
the holder of these debenture is not entitled to any such interest.

But in case of any default in payment of principle or interest of loan it may recover its amount
from the issue of such debenture in the secondary market. Here it should be remembered that
first of all the primary security will be sold after that debenture as collateral security will be
used.

Question 4. What is meant by Issue of debentures for consideration other than Cash’?
Answer When a company purchase some assets it is supposed to pay the purchase
consideration in cash but sometimes due to lack of sufficient fund, company may issue
debenture for the payment of such purchase consideration. This is known as issue of
debenture for consideration other than cash.

The issue of debenture for consideration other than cash serves the purpose of both the
vendor as well as of the purchaser (company). From the purchaser’s point of view, purchasing
an asset against the issue of debentures requires no additional cost for raising loans or
arranging funds immediately.

On the other hand, the vendor gets interest on the amount of debentures received. In this case,
payment is deferred by issue of debentures and interest is paid for time lag. Here it should be
remembered that such debentures may be issued at par, premium or discount to the vendor.

Question 5. What is meant by ‘Issue of debentures at discount and redeemable at premium?
Answer As per the prevailing market circumstances sometimes company has to manage
funds by issuing debenture below its par value and to attract the investor when these are
redeemed at price higher than its par value, then it is termed as issue of debenture at discount
and redeemable at premium.

The difference between the issue price and the redemption price is treated as loss on issue of
debenture and posted in assets side of the company as miscellaneous expenditure. To have a
better understanding about the issue we may take an example as follows

Example: A 10% debenture of ? 100 each is issued at 5% discount and is redeemed at 5%
premium. The following Journal Entry will be passed for that



Journal Entry

Date Particulars [LF|Amt. Or) [Amt. (Cr)
Bank Alc Dr | 95 |
Discount on Issue of Debenture Alc Dri 5 |
Loss on lssue of Debenture A/c Dr | 5 |

To Debentures Alc | 100
| ToPremium on Redemption of Debenture Afc | | 5
(Being 10% debenture are issued at 5% discountand | |
| redeemable at 5% premium) i l

Question 6 What is ‘Capital Reserve'?

Answer Capital Reserve is a reserve that is created out of capital profits. Capital profits are
those profits arising out of those activity which are not part of the business operations e.g.,
premium on issue of share and debentures, profits of sale of fixed asset, profit on redemption
on debenture and profit on reissue of forfeited share and so on.

A capital reserve can be utilised for meeting the future capital losses. Here it is to be
remembered that capital reserve cannot be used for distributing dividend to the share holders
but bonus shares can be issued out of the capital reserve.

Question 7 What is meant by a ‘Irredeemable Debenture?

Answer Irredeemable Debentures are those debentures which may not be redeemed during
the life of a Company. They can only be paid off in the event of winding up of the Company.
The holder of such debenture will enjoy interest on these debentures throughout the life of the
company. Now-a-days no company issue irredeemable debentures.

Question 8. What is a ‘Convertible Debenture?

Answer Convertible Debentures are those debentures which are convertible in equity shares
after some specified time generally mentioned at the time of issue of such debentures. These
convertible debentures are divided into two categories

(i) Partly Convertible Debenture: In this type of debenture only a part of such debenture is
convertible in equity shares which is mentioned at the time of issue.

(i) Fully Convertible Debenture :These are fully convertible into equity shares. It means in case
of fully convertible debenture the whole amount of such debenture, is convertible in equity
share after the period mentioned in the prospectus.

Question 9. What is meant by ‘Mortgaged Debentures?

Answer Debentures which are secured against asset/s of a company known as Mortgaged
Debenture. Mortgage Debentures are of two types first fixed charge mortgage debenture and
second floating charge mortgage debentures.

When debentures are secured against a particular asset, then they are called fixed charge
whereas, if the debentures are secured against all the assets of a company, then it is called
floating charge. Mortgage debentures can only be sold by the holder when company fails to
pay its loan or interest there on.

Question 10. What is discount on issue of debentures?

Answer Debenture is said to have been issued at discount where an applicant is required to
pay a total sum less than the face value of the debenture. The excess of the face value over
the issue price is regarded as the discount. When debentures are issued at a discount, cash
account is debited with net sum received, the discount on debentures account is debited with
the amount of discount allowed and the debentures account is credited with the full nominal
value of the debentures.

Here it is worth mentioning that there is no legal restriction on the companies for issuing
debentures at discount. Maximum limit for discount on debentures is also not prescribed by



the Companies Act. However, this Act requires that the amount of discount must be shown on
the assets side of the Balance Sheet till written off under the head “Miscellaneous
Expenditure.”

Question 11. What is meant by ‘Premium on Redemption of Debentures’?

Answer When the debentures are redeemed at a price more than its face value or the par
value, then it is said that the debentures are redeemed at premium. The difference between
the redeemed price and the par value is regarded as a capital loss and this loss is written off
till the redemption of the debentures.

The Premium on Redemption of Debenture is shown on the Liabilities side of the Balance
Sheet under the head of “Current Liabilities and Provisions” debentures are redeemed. —

Question 12. How debentures are different from shares? Give two points.
Answer Nature: A share is a part of the capital of the company and a debenture is a part of
loan of the company.

Dividend or Interest :Dividend on shares is paid only when there are profits in
the company on the other hand debenture interest has to be paid, it the company does not
have profit or even suffer a loss.

Ownership Equity share holders are the owners of the company on the other hand debenture
holders are the creditors of the company.

Question 13. Name the head under which ‘Discount on Issue of Debentures’ appears in the
Balance Sheet of a company.

Answer As we know that Discount on Issue of debentures is a capital loss and it will be written
off out of the profit of coming years, Therefore, it is shown on the Assets side of the Balance
Sheet under the heading of “Miscellaneous Expenditures” until it is written off.

Question 14. What is meant by redemption of debentures ?

Answer The term redemption implies the discharge of an obligation arising out of the
contractual obligations created through the debenture Trust Deed. In other words, discharge
of the liability on account of debentures is called redemption of debenture.

The redemption of debentures is made by the company in accordance with the terms and
conditions of issue. Debentures may be redeemable at par, premium or discount, but in
present scenario redemption of debentures at par and at premium is most popular. The
redemption can be done out of profits or from the fresh issue of debentures or shares.
Redemption of debentures may be done by the following methods

i) By paying after stipulated period
ii) By annual drawing

(

(

(iii) By conversion into shares or new debentures

(iv) By purchasing own debentures in the open market
(

v) At the option of the company

Question 15. Can the company purchase its own debentures?

Answer Yes, a company, if authorised by its Articles of Association, can purchase its own
debentures in the open market. The main purposes of such purchase may be as follows

(i) A company may purchase its own debenture for immediate cancellation for reducing the
debenture liability especially in case when the interest rate on its debenture is higher than the
market rate of interest.

(i) A company may also purchase its own debentures with the motive of investment and sell
them at higher price in future and thereby earn profit.



Question 16. What is meant by redemption of debentures by conversion?

Answer Debentures are usually redeemed in cash but sometimes privilege is given to the
debenture holders to exchange their debentures either for shares or for new debentures of the
company. The redemption of debentures by means of shares or new debentures is known as
redemption by conversion and the debentures which carry such a right is called convertible
debentures.

Question 17. How would you deal with ‘Premium on Redemption of Debentures?

Answer When the debentures are redeemed at a price more than its face value or the par
value, then it is said that the debentures are redeemed at premium. The difference between
the redeemed price and the par value is regarded as a capital loss and this loss is written off
till the redemption of the debentures.

The Premium on Redemption of Debenture is shown on the Liabilities side of the Balance
Sheet under the head of Current Liabilities and Provisions until debentures are redeemed.
Accounting Treatment for Premium on Redemption on Debentures

At the Time of the Issue of Debenture

Date | Particulars , LF | Amt. (Dr) Amt. (Co)
‘ Bank/Debanture Allotment Alc Dr :
| Loss on Issue of Debenture Afe Dr |

To Debenture &/c .
To Premium on Redemption of Debenture A/c |
(Being debenture are issued with the term of |
| redemption at premium) I

Far Loss Written off

Date

Particulars 'LF Amt. (O |Amt. (Cr}
Profit and Loss Afc Dr| [
To Loss on Issue of Debenture Ao ! |
Ta Debenture Alc P |
| (Being loss on issue of debenture written off) . I |

At the time of Redemption of Debentures

Date | Particulars | LF . Amt. {Or) Amt. (Cr)
Debenture Afc Dr| |
| Prermium on Redemption Afc Dr |
| To Debenture Holders Alc i
| {Being amount of debentures dus to debentura |
holders) |

Question 18. What is meant by ‘Redemption out of Capital'?
Answer: When debentures are redeemed out of current resources, the working capital of the
company are reduced to that extent, and therefore, it is called redemption out of capital.

In other words when debentures are redeemed out of capital and no profits are utilised for
redemption, then such redemption is termed as redemption out of capital.

A company cannot redeem its debentures purely out of capital. At least 50% of debentures
issued must be redeemed out of profits by creating a ‘Debenture Redemption Reserve’ and the
balance of debentures issued may be redeemed out of profits or out of capital.

According to the Companies Act, 1956 when debentures are to be redeemed an adequate
amount of profits is required to be transferred to ‘Debenture Redemption Reserve’ every year
before the redemption begins. It is to be noted that the Companies Act, 1956 does not spell
out at to what is the adequate amount.

For this one can refer to SEBI Guidelines which stipulates that an amount equal to 50% of the



debentures issue should be transferred to ‘Debenture Redemption Reserve’ before the
redemption begins.

There are exceptions in the following cases

(i) Infrastructure companies (i.e., those companies that are engaged in the business of
developing, maintaining and operating infrastructure facilities)

(i) A company that issues debentures with a maturity up to 18 months.

(iii) In case of Convertible debentures and convertible portion of partly convertible debentures

Question 19. What is meant by redemption of debentures by ‘Purchase in the Open Market?
Answer: A company, if authorised by its Articles of Association, can redeem its own
debentures by purchasing them in the open market. This is advantageous for several reasons
(1) It would be saving the amount of interest on debentures purchased and cancelled.

(i) Sometimes the own debentures are being sold at a discount. It would enable the company
to save money equai to the amount of discount i.e., profit on redemption of debentures.

(iii) Debentures so purchased may be kept alive as investment. In need of fund, they can again
be sold off in the market.

Objectives There may be the following objectives foP purchasing own debentures in the open
market

(i) For immediate cancellation of debentures.

(i) For investment in the own debentures.

Question 20. Under which head is the ‘Debenture Redemption Reserve’ shown in the Balance
Sheet.

Answer The Debenture Redemption Reserve is shown on the Liabilities side of the Balance
Sheet under the head Reserve and Surplus.

LONG ANSWER TYPE QUESTIONS

Question 1. What is meant by a debenture? Explain the different types of debentures?
Answer Debenture: The word ‘Debenture’ has been derived from a Latin w'ord ‘Debere’ which
means to borrow. Debenture is a written instrument acknowledging a debt under the common
seal of the company. It contains a contract for repayment of principal after a specified period
or at intervals or at the option of the company and for payment of interest at a fixed rate
payable usually either half-yearly or yearly on fixed dates.

According, to Section 2(12) of The Companies Act, 1956 ‘Debenture’ includes Debenture Stock,
Bonds and any other securities of a company whether constituting a charge on the assets of
the company or not. There are various types of Debentures.

(i) From Security Point of View :From security point of view debentures can be classified into
two broad categories naked or simple debentures and Mortgaged debentures.

(a) Naked or Simple Debentures :Naked or Simple Debentures are those debentures which do
not carry any security in respect of repayment of interest or the principal. The general solvency
of the company is the only security for the holders of simple debentures.

(b) Mortgaged Debentures: Mortgaged Debentures are the debentures which are secured by a
charge on the asset or properties of the company. The debenture holders have the right to
recover their principal amount as well as unpaid interest out of the assets mortgaged by the
company.

In case of mortgage debentures, a company may prefer to appoint trustees who will hold the
property given by way of security in trust for the benefits of debentures holders.

(ii) From Permanence Point of View From Permanence point of view the debentures may be
Redeemable or Irredeemable debentures.



(a) Redeemable Debentures Redeemable debentures provide for the payment of principal
amount on the expiry of certain period. Redeemable debentures can be reissued even after
they have been redeemed until they have been cancelled.

(b) Irredeemable Debentures Irredeemable Debentures are retained as a part of the permanent
capital structure during the life time of the company. Such debt becomes due for payment
only when the company goes into liquidation or when the payment of interest is not made
regularly.

The company has the option of cancelling its liability to the debenture holders at any time by
giving due notice to them.

(i) From Priority Point of View :From this point of view the debentures may be First and
Second debentures.

(a) First Debentures :First Debentures are those debentures which are paid first before any
payment is made to another type of debentures.

(b) Second Debentures: Second Debentures are those debentures which are paid after making
the payment of first debentures.

(iv) From Recording Point of View :From recording point of view debentures can be classified
into two categories bearer and registered debentures.

(a) Bearer Debentures :Bearer Debentures are transferable per bearer without endorsement
and they are just like bearer cheques or government currency notes. They are treated as
negotiable instrument and transferable by mere delivery. It is not necessary that transfer of
such debentures should be registered with the company. The interest is paid to the holder
irrespective of identity.

(b) Registered Debentures: Registered debentures are made out in the name of a particular
person who is registered by the company as a holder and are transferable in the same way as
shares.

The payment of interest and repayment of capital is made to those whose name are
registered with the company and duly entered in the register of debenture holders.

(v) From Conversion Point of View: From conversion point of view debentures may be
convertible or non-convertible.

(a) Convertible Debentures :Convertible debenture holders are given an option to convert them
into equity or preference shares at a stated rate of exchange after a certain period. Convertible
debentures are very popular these days with the companies as it provides them a major
source of permanent working capital. It also provides safety, liquidity, capital appreciation and
assured return to the investors.

(b) Non-Convertible Debentures: Non-convertible debentures are not convertible into equity or
preference shares afterwards.

Question 2. Distinguish between a debenture and a share. Why debenture is known as loan
capital? Explain.



Answer The following are the difference betwesn Shares and Debentures

Basisof T

Difference Shares | Debentures
Mature Share holders are the owners of Debenture holders are Creditors
the comparty, of the company
Voling Rights | Share holders have the voting Debenture holders do not have
rights any voting rights
Returns | Share holders are entitled for Debentura holders are entitled for
| returns in the form of dividend, | retums in the form of interest,

| which may vary from year 1o year. | which is fixed.
Canversion Shares cannot be converied | Debentures can be canverted

into debentures. | inta shares.
Obligations of | Dividend is appropriation of profit. | Inlerest is charged against profit,
Ratumn Dividend will not be paid it losses | interest is payable even if there is
| are incurred by the compary. | no profit.
Risk Investment in Shares is If debeniures are secured against
unsecured. assel, lhey are loss risky as the
| risk imvolved  is secured against
| | the assets.
Issue | The issue of shares at discount | There are no such restrictions far

| need adherence to the reslrictions issUIng debentures on discount,
imposed by the Section 79 of the
Company Act. i
Payment at Payment to the share holdersis | Payment ta the debanture
Liguidation made after  settflement of all | holders is made before the share
+ external liabilities, i.e.,, after holders,
| debenture holders.

Question 3. Describe the meaning of ‘Debenture Issued as Collateral Securities’. What
accounting treatment is given to the issue of debentures in the books of accounts?
Answer When a company takes a loan, it has to give some security, it may do so by giving
debentures to the party from whom loan is takes. If on the due date principal is paid back by
the Company and interest is also paid, the loan-giver will return the debentures to the
Company and then they will be cancelled by the Company,

If the Company makes a default, the bank may either keep the debenture and become
debenture-holder or sell them and realise money. This type of issue by the Company is called

Issue of Debenture as Collateral Security.

When debentures are issued by the company, they are not really alive and no accounting entry
is made in the books of the Company for it. Only a note is given in the balance sheet for it as

under
Balance Sheet

Liabilities | Amt. () Assets | Amt (%)

Loan (Secured by the issued of
Debentures of ¥ .......... As Collaleral Security)
Debentures (In addition to these debentures,
debentures of T ... has been issued as
Collateral Security)

If accounting record for these debentures is to be made Debentures Suspense A/c is debited
and deoentures A/c credited, debentures are shown in the liability side and balance of
debentures Suspense A/c is shown in the assets side of the Balance Sheet. When debt is paid
off by the Company, Debentures A/c is debited and Debentures Suspense A/c is credited.

Question 4. How is ‘Discount on Issue of Debentures’ treated in the books of accounts? How
will you deal with the ‘Discount on issue of debentures’ when the debentures are to be
redeemed in instalments?

Answer When the debentures are issued at a price below its par value or face value, then it is
said that the debentures are issued at discount. The difference between the issue price and
the face value of the debenture is regarded as a capital loss. This loss is written off every year
till the debentures are redeemed.



The loss on the issue of debenture is shown on the Assets side of the Balance Sheet under
the heading of Miscellaneous Expenditures.

Accounting Treatment for Discount on Issue of Debentures:
At the time of issue of debentures at discount

Accounting Treatment for Discount on Issue of Debentures

Al the ime of issue of debentures at discount

Date Particulars |LF Amt. (Dr) Amt. (Cr]
| Debenlure Allotment Afc Dr
| Discount on lssue of Debenture Afc Dr
| ToDebentures Alc

(Being debentures issued at discount)

At the time of writing off the discount on issue of debentures at the end of each year

At the time of writing off the discount on issue of debentures at the end of each
year

Date Particulars [
Profit and Loss Alc Dr
To Discount on Issue of Debenture A/c
(Being discount an issue of debenturas written off)

LF Amt. (D) Amt. (C1)

(i) Fixed Instalment Method/Equal Instalment Method : This method is used when
debentures are redeemable in lump sum after a specified period of time. In this case an equal
amount of discount (loss) is written off in equal instalments over the life of the debenture. The

formula for calculating amount of discount written off every year is given below
Amount of instalment
_ Total Amount of Discount /Loss ,
~ MNumier of year after which Debenture are redesmed

(ii) Fluctuating Instalment Method/Variable Instalment Method/ Proportion Method: When
debentures are repaid by annual.drawings or in instalments, the discount should be written-off
in the ratio of

debentures outstanding as at the end of each accounting year. The amount of discount, under
this method, goes on reducing every year and so this method may also be known as Reducing
Instalment Method. —

e.g., if a company has issued 10% debentures of Rs. 12,00,000 at 5% discount redeemable
annually by Rs. 2,40,000 each year. The total amount of discount on Rs.12,00,000 debentures
@ 5% is Rs. 60,000, i.e., (12,00,000 x 5/100 =Rs. 60,000). The amount of discount to be written
off every year is calculated as

Year Amount of Debenture Ratio | Amount of Discount to
Used up During the Year: i be Written off each Year

First Year 12.00.000 | 5 | 60.000 % 5/15 = 20,000

Second Year 9.60.000 4 ' 60,000 = 4/15 = 16,000

Third Year 7.20.000 | 3 | 60,000 3/15 = 12,000

Fourth Year 4,680,000 | 2 | 60,000 2/15 = 8.000

Fifth Year 2.40,000 | 1% i 60.000x%1/15= 4,000

P15 5

Total amount of Discount on 12,00,000 debentures @ 5% pais
T60,000.

Hence, the amount of the total discount of 60,000 will be written off in the ratio of ,5:4:3:2:1
i.e.,’ 20,000, 16,000, 12,000, 8,000 and 4,000 respectively.

Question 5. Explain the different terms for the issue of debentures with reference to their
redemption.

Answer Debentures can be issued at par, at premium and at discount in the same way they
can be redeem at par and at premium. Debentures can never be redeemed at discount. The



following are the six situation under which debentures can be issued to their redemption.
(i) Issue at Par and Redeemable at Par: When the debentures are issued and are redeemed at
their face value, then the following Journal entry is passed.

(i) Issue at Par and Redeemable at Par When the debentures are
issued and are redeemed at their face value, then the following
Journal entry is passed,

Date | Particulars |LF Amt. (Dﬂ[Amt (cr

| Bank Ajc : Dr
Tao Debenture Application Ale

: {Being debentures application money
Il- recewed)

e e
deben lur& Appllcatlm Alc + Dr

I
|
i Ta Debentures Afc [ i
| (Being debentures application maoney | I i
| transfarred to debentures account) [ | |

(i) Issue at Premium and Redeemable at Par When the debentures are issued at premium and
redeemable at par, then the following Journal entry is passed. As premium is a gain for a
company so it is credited in the Journal entry.

Date Particulars LF Amt, {Dr} Arnt cn

Bank A/c Ori i
To Debenture Apglication Alc
(Being debentures application mraney
racaived) i
Debenture Application Alc Or I ! i
To Debentures Alc I |
To Security Premium Afc : i |
. {Being debentures issuss af prem |um
| and redeemable at par)

(iv)Issue at Discount and Redeemable at Par When the debentures are issued at discount and
redeemable at par, then the following Journal entry is passed. As discount is a loss for a
company so it is debited in the Journal entry.

Date Particulars ; LF Jlrm :Dr} Amt. (Cr)

BankAl Dr
To Debenture Application Alc

T
|
(Being debentures application money |
| received) |

Debenture Application &'t Dr
Digcount on issue of Debenture Alc
To Debenture Afc
| (Being debentures issues at discount
| and redeemable al par) N |

(v) Issue at Premium and Redeemable at Premium When debentures are issued at par and
redeemable at premium, then the following Journal entry is passed. In such case, the
company did not suffer any loss at the time of issue but there will be loss at the time of
redemption.

Date | Particulars L=F Amt. (O] | Amt. (Cr)

i Bank A/c Dr
| ToDebenture Applcation Ak
i {Baing debeniures application monay
recar\ned}
Debemure Ap;:mcatron Alc Dr
| Loss on lssue of Debenture Alc
To Debanture Afc
To Premium on Redemption of
Debenture Afc
(Being debentures issues al par and

I
|
I
redeemable at premium)

(vi) Issue at Discount and Redemption at Premium When the debentures are issued at
discount and redeemable at premium, then the following Journal entry is passed.



Date Particulars LF| Amt. (Dr) | Amt (©]
s i L ! Dr
To Debenture Applicabon Ajc
(Being debentures application rnr_!ney:

received)
Debenture Application Adc Dr“
Lose on Issue of Debenture Alc Dr

Ta Debenture Alc
To Securities Premium A/c
To Premium on Redemptian of
Debentures Alc {
[ {Being debentures issues al premium 5
and redeemable at premium)

Question 6. Differentiate between redemption of debentures out of capital and out of profits.
Answer Debentures can be redeemed out of capital and out of profits. The following are the
difference between these two methods.

Redemption of Debentures Out of Capital: This is the situation where debentures are
redeemed out of capital and no profits are utilised for redemption of the debentures, such
redemption is termed as redemption out of capital. In this situation, no profits are required to
be transferred to the Debenture Redemption Reserve (DRR).

Here it is to be remembered that no company can redeem its debenture purely out of capital
because as per the guideline laid down by Securities and Exchange Board of India (SEBI) and
the Section 117C of Company Act of 1956, before starting any redemption process a company
is required to create a DRR equal to 50% of the debentures issued).

Therefore, it is not possible to redeem debentures purely out of capital, as it reduces the value
of assets. There are exceptions in the following case

(i) Infrastructure companies (i.e., those companies that are engaged in the business of
developing, maintaining and operating infrastructure facilities)

(i) A Company that issues debentures with a maturity up to 18 months.

(iii) In case of convertible debentures and convertible portion of partly convertible debentures.
Redemption of Debenture Out of Profits:When debentures are redeemed out of profit then no
capital is utilised for redemption. Before redeeming the debentures profits are transferred to
DRR from Profit and Loss Appropriation Account. The creation of DRR is mandatory as per the
guidelines laid down by Securities and Exchange Board of India (SEBI).

SEBI mandates transferring amount equal to 50% of debentures issued to DRR before
redeeming debentures. As transfer of amount (profits) to the DRR from Profit and Loss
Appropriation Account reduces the amount of profit available for distribution of dividend, so
this redemption process is known as redemption out of profit.

DRR is shown under the head of Reserves and Surpluses on the Liabilities side of the Balance
Sheet. DRR account is closed by transferring it to General Reserve only when all the
debentures are redeemed.

Question 7. Explain the guidelines of SEBI for creating Debenture Redemption Reserve.
Answer Securities and Exchange Board of India (SEBI) have provided some guidelines for
redemption of debentures. The focal points of these guidelines are *

(i) Every company shall create Debenture Redemption Reserve in case of issue of debenture
redeemable after a period of more than 18 months from the date of issue.

(ii) The creation of Debenture Redemption Reserve is obligatory only for non-convertible
debentures and non-convertible portion of partly convertible debentures.

(iii) A company shall create Debenture Redemption Reserve equivalent to at least 50% of the
amount of debenture issue before starting the redemption of debenture.

(iv) Withdrawal from Debenture Redemption Reserve is permissible only after 10% of the



debenture liability has already been reduced by the company.

SEBI guidelines would not apply under the following situations:

(i) Infrastructure company (a company wholly engaged in the business of developing,
maintaining and operating infrastructure facilities), and

(i) A company issuing debentures with a maturity period of not more than 18 months.

Question 8. Describe the steps for creating Sinking Fund for redemption of debentures.
Answer The steps involved in creation of Sinking Fund on redemption of Debenture are

(i) Calculate the amount of profit to be set-aside annually with the help of sinking fund table.
(ii) Set aside the amount of profit at the end of each year and credit to Debenture Redemption
Fund (DRF) Account.

(i) Purchase the investments of the equivalent amount at the end of first year and debit
Debenture Redemption Fund Investment (DRFI) Account.

(iv) Receive interest on investment at the end of each subsequent year.

(v) Purchase the investments equivalent to the fixed amount of profit set aside and the interest
earned every year except last year (year of redemption).

(vi) Receive interest on investment for the last year.

(vii) Set aside the fixed amount of profit for the last year.

(viii) Encash the investments at the end of the year of redemption.

(ix) Transfer the profit/loss on sale of investments reflected in the balance of Debenture
Redemption Fund Investment Account to Debenture Redemption Fund Account.

(x) Make payment to debenture holders.

(xi) Transfer Debenture Redemption Fund A/c balance to General Reserve.

Question 9. Can a company purchase its own debentures in the open market? Explain.
Answer Yes, a company, if authorised by its Articles of Association, can purchase its own
debentures in the open market. The main purposes of such purchase may be as follows

(i) A company may purchase its own debenture for immediate cancellation for reducing the
debenture liability especially in case when the interest rate on its debenture is higher than the
market rate of interest.

(i) A company may also purchase its own debentures with the motive of investment and sell
them at higher price in future and thereby earn profit.

When a company purchase its own debenture,in the open market it can happen in either of the
two ways first debentures may be purchased at premium for cancellation and debenture may
be purchase at discount for cancellation. The following will be the accounting treatment in
both the situation

(i) If Debentures are Purchased at Discount for Cancellation :When the company purchase its
own debentures at discount for cancellation, then the following Journal entries are recorded.



Date Particulars [LF | Amt. (D) | Amt. (Cr)
Own Debentures Ae o Dr'i & T
To Bank Alc |
| (Being own debentures purchased in
| the open markel)
Debenture Alc __E; |
To Own Debantures Afc i |
i To Profit on Redemption of Debenture | |
| Alc
| (Being own debantures cancelled)
Profit on Cancellation of Own |
Debentures Ajc Dr |
Ta Capital Resarve Alc '
| (Being profit on cancellation of own |
| debenlures transferred to capital reserve
account)

|
T

(ii) If Debentures are Purchased at Premium for Cancellation

Date | Paiculars LF| Amt.(Dr) Amt. (Cr)
| Own Debentures Alc o ool | |
To Bank Afc :
| (Being awn debentures purchased in .
i the open market) i
| Debenture Alc . or |
i Losson Redemption of Debenture A/c Dr | | ;
| To Own Debentures Alc - |
(Being own debentures cancelled) |

Question 10. What is meant by conversion of debentures? Describe the method of such a
conversion.

Answer The debentures can also be redeemed by converting them into shares or new
debentures. If debenture holders find that the offer is beneficial to them they may convert
his/her debentures into shares or new debentures after the expiry of a specified period of time,
then this whole process is known as redemption of debentures by conversion.

It is worth mentioning here that in such a case no Debenture Redemption Reserve is required
because no funds are required for redemption.

If a debenture holder exercises the conversion option, then the issue price of shares must be
equal to or less than the amount .actually received from debentures. The accounting treatment
in that case will be as follows:

Date | Particulars LF. Amt. (O] Amt. (Cr)

Debentures A'c or | |
To Debanture Holders' A/e
{Baing debentures are redeemed)

Debenture Holders” Alc Dr
To Share/Debentures (New) Alc

{Being amount due to debenture holders is

discharged)

NUMERICAL PROBLEMS

1. G.Ltd. issued 75,00,000, 6% Debenture of Rs.50 each at par payable Rs.15 on application
and Rs.35 on allotment, redeemable at par after 7 years from the date of issue of debenture.
Record necessary entries in the books of Company.



Answer
Journal Entries
Date Particulars 'LF Amt. (Dr) - Amt. (Cr)
0 eakAc  br, 112s00000
| To 6% Debenture Application Alc | 11,25,00.000

| {Being application maney @ ¥ 15 each B
| received for 75,00,000 debentures) ! !

(i} ' 6% Debenture Application A/c Dr| |11.2500000
. To &% Debenture Alc b |11,25,00,000
| (Being application money of  75,00,000 ¢ |
| debentures transferred to 6% debentures | |
]_accuum} B | o o
Date Particulars LF Amt (Dr) | Amt(Cr)
{ii} . 6% Debenture Allotment Alc Dr| 1262500000 |
Ta 6% Debenture Alc | 1 | 26,25,00.000
(Being allotrment maney @ T 35 each due
| for 75,00,000 debentures) | |
{iv) | Bank Afc Or | 26.2500,000

| To 6% Debenture Aliotment Alc | 126,25,00,000
| {Being allotment money received @ T 35 |
| ach on 75.00,000 debenturas)

Note The eniries for issue of debenlures are same as that of shares with only
difference ihat 'capital’ word is not used.

2.Y.Ltd. issued 2,000, 6% Debentures of Rs.100 each payable as follows: Rs.25
on application; Rs.50 on allotment and Rs.25 on First and Final call.

Journal Entries
Date | Particulars |LF Amt. (Dr)  Ami. (Cr)
+ - i i A S S i R —— a:
(i) | Bank Ale O | 50,000 |
! To 6% Debentures Application Afc ! i 50,000
{Being application money (@ T 25 each received for |
| 2,000 6% debentures) . |
(i) | 69 Debenture Application Alc Dr | 50,000
To 6% Debenture Alc e | 50,000

(Being appiication money on 2,000 debentures |
nansferred o 6% debentures account) ||

(ili) | 6% Debenture Allotment Al Dr| | 1.00.000
| To 6% Debenture Alc [} | 100000
| (Being debenture allotment money @ ¥ 50 each | | 3
|Queon20006% debenfures) 00| |
{iv) | Bank AJc Dr | 1,00,000 |
i To &% Debenture Aliotmant Afc ; | 1.00,000
| (Being allotment monaey for 2,000 6% debentures : |
'receved) N | i
{v) 6% Debenture First and Final Call A/c Or| | 50,000 5
To 6% debanture Alc 50,000
(Being debenture first and final call @ ¥ 25 each | ‘
|:due.on 2,000 6% deentures)
(vi) | Bank Ave Dr| | 50000
I

| To 6% Debenturs First and Final Call Alc
itBeing first and final call for 2,000 6% i
| debentures received) |

50,000

3. A.Ltd. issued 10,000, 10% Debentures of Rs.100 each at a premium of 5% payable as
follows:

Rs.10 on Application;

Rs.20 along with premium on allotment and balance on First and Final call.

Record necessary Journal Entries.



Journal Entries

Date Particulars LF| Amt (D) = Amt. (Cr)

i) | Bank Ao or | 1,00,000 |
To 10% Debenture Application At i 1.00,000
| (Baing Application money received for | !
10,000, 10% debentures application @ I 10
each) o | :
fi | 10% Debenture Application Al Dr| | 100000
| To 10% Debenture Alc . 1,00,000
| (Being appiication maney @ ¥ 10 each |
| ransferred fo 10% debenture account) -
{iiy | 10% Debenture Allotment Alc Dr | 2.50,000
To 10% Debenturas A/c : 2,00,000
To Securilies Premium &/c | i 50,000
| (Baing allotment due @ T 25 each including |

{iv) | Bank &fc Dr | 2,50,000 |
To 10% Debenture Allctment Al 2.50.000
(Baing allotment money received on | |
allotment @ ¥ 25 each for 10,000 10% - |
\debentres) 1 _
() | 10% Debenture First and Final Call Al Dr | | 7.00000
| To 10% Debenture Alc _ | 700000
(Being first and final call @ ¥ 70 each on | I

(vi) | Bank Alc Dr 7.00,000 |
To 10% Debenture First and Final Call Ajc | 7,00,000

(Being debenture first and final call received |
@ ¥ 70 each for 10,000 10% debentures} | |

4. A. Ltd. issued 90,00,000, 9% Debenture of Rs.50 each at a discount of 8%, redeemable at

par any time after 9 years. Record necessary entries in the books of A. Ltd.
Answer

Journal Entries

Date Particulars LF Amt. (Dr) Amt. (C;}Tm

() | BankAlc Dr' 141,40,00,000
To 9% Debenlure Application Alc |41,40,00,000
' {Being debenture application money received
_' @ ¥ 46 each on 90,00,000 9% debentures) | |

{ii} 9% Debentures Application Ne Dr i41,40,00,000
Discount on Issue of Debentures A'c Dr | 3.60,00,000
i To9% Debenture Ao [ |45,00,00,000

(Being 9% debentures application maney

| [
| transfered to % debenture account) |

H 1

14 |

Note A single compound entry can also be passed with Bank and discount on lssue
of debeniure debit and 9% debenitures account credil

5. A.Ltd. issued 4,000, 9% Debentures of Rs.100 each on the following terms:

Rs.20 on Application;

Rs.20 on Allotment;

Rs.30 on First call; and

Rs.30 on Final call.

The public applied for 4,800 Debentures. Applications for 3,600 Debentures were accepted in
full. Applications for 800 Debentures were allotted 400 Debentures and applications for 400
Debentures were rejected.



Journal Entries

Date Particulars LF Amt. (Dr} Amt. (Cr)
fi) | Bank Alc Dri | 96,000
To 8% Debenture Application Alc | 96,000

Beking 9% debenture application maney
recen.-ed o 4,800 debenlures @ ? 20 each}

9% Dehenrure .&ppllcat on Nc Or | 96,000 |

To 9% Debenture Afc (4,000 x 20) | 80,000
To 9% Debenture Allatment Afc (400 x 20) | 8,000

To Bank A/c (400 x 20) [ 8000
[Being 9% debenture application maney of 4000 | i
debentures transferred to debeniures account,
400 debentures rejected retumed and remammg
amount adjusted on Elilotmenrj

{iii) 9% Debenture Allotment /s Dr 80,000
To 9% Debenture Alc ; | 80.000

(Baing 5% debentura allotment due on 4,000
debentures (@ T 20 each]

iv) Bank Alc (Working note) Dr | 72,000 |
Ta 9% Debenture Allotment A | | 72,000
(Being 9% debenture allotment money i
| received) i
(v) 9% Debenture First Call Alc orl | 120000
To 9% Debenture Ac i 1,20.000

| (Being 9% debenture first call due on 4,000
| debenture @ ¥ 30 each)

(vi) | Bank Alc Dr 1,20,000 |
| To Debenture First Call Ac | 120,000
| (Being 3% debenture first call received for
| 4,000 debentures @ T 30 each)

(vii) | 9% Debenture Final Call Alc Dr | 120000
To 9% Debenturs Alc | 1,20,000
| (Being 9% debenture final call due on 4,000 | i
| debentures @' ? 30 eachj |

() | Bank Alc - Drl | 120,000
| To 9% Debentura Final Call Afc | 1.20,000

| (Being 9% debenture final call received on
4,000 debentures @ ¥ 30 gach )

Working Note

Amount due on allotment 4,000x 20 = 80,000

(=) Amount received on application 400 x 20 = (8,000)
Net amourt received on allotment = 72,000

6. T. Ltd. offered 2,00,000, 8% Debenture of Rs.500 each on June 30, 2002 at a premium of
10% payable as Rs.200 on application (including premium) and balance on allotment,
redeemable at par after 8 years. But application are received for 3,00,000 debenture and the
allotment is made on pro-rata basis. All the money due on application and allotment is
received. Record necessary entries regarding issue of debenture.



Answer

Journal Entries

Flialei - Particulars LF Amt. (D) | Amt. (Cr)

()  Bank Alc Dr | 6.00,00,000
To 8% Debenture Application A/c 6.00,00.000

{Being 8% dabenture application money recedved |
; tor 3,00,000 debentures @ ¥ 200 eachj

fip | 8% Deb&nture J\ppllcallon Nc Dr 6,00,00,000 I
To 8% Debenture Ajc (2,00,000 x 150) f | 3,00,00.000
To 8% Debenture Allctment Alc (1,00,000 x 200) | 2,00,00.000
To Securities Premium A/ (2,00000 = 50) 1,00.00,000

| (Being B% debenture application maney of |

| 2,00,000 debentures @ T 200 each including | '
{ ¥ 50 premium transferred to debenture account | | |
| and rest of the amount adjusted on allolmem] . |

(i) 8% Dehenture Allotment A Dr | 7,00,00,000 !
To 8% Debenture Alc [ ] 7.,00,00,000

| {Being 8% debenture allotment on 2,00,000
i debentures @ ¥ 350 due]

(iv) | BankAlc Dr| | 50000000
To 8% Debenture Allotrmant A/c P | 5,00,00.000
i (Being 8% debentura allotrment monay received) |

7. X.Ltd. invites application for the issue of 10,000, 14% debentures of Rs.100 each payable

as to Rs.20 on application, Rs.60 on allotment and the balance on call. The company

receives applications for 13,500 debentures, out of which applications for 8,000 debentures

are allotted in full, 5,000 only 40% and the remaining rejected. The surplus money on partially

allotted applications is utilised towards allotment. All the sums due are duly received.
Journal Entries

Date Particulars L AmL:Dr] | Amt (Cn)

{iy Bank Alg Dr 1 2, ?0000
To 14% Debenture Application Alc | ] 270,000

| (Being 14% debenture application maney mr'
| 13,500 debenlures @ T 20 each rere-n.-ed}

iy | l |4% Debenture Appllca on A.'c Dr | | 2,70,000 |
To 14% Debenture Afc (10,000 x 20) | 200,000
To 14% Debenture Allotment Adc {3,000 < 20) : 60,000
To Bank A/c (500 = 20} i 10,000

(Being 14% debenture application money of

10,000 @ T 20 each transferred 10 14% |
debentures account and 500 debentures were |
rejocted and returned and rest of the amount |
i adjusted on allotment)

. v emna i |
{iii) | 14% Debenture Allotment Alc Or, | 600000
To 14% Debenture Afc || 800,000
:E-emq 14% debenture allotment money due on
| 10,000 debcniures @ T 60 each)

(i) | Bank Mc Dr 5,40,000 |
To 14% Debenturs Allotment Afc ! 5.40,000
|
[Bemg 14% debenture alla!menl maney r I'EOEIVBd] |
(v] | 14% Debenture First and Final Call A~ Dr | | 2.00,000
Ta 14% Debenture Afc 2,00.000

| (Being 14%: debenture first and final call money |
due an 10,000 debentures @ 20 each) |

fwi) | ‘BakAC Dr | 200000
| To 14% Debenture First and Final Call Ale | 2,00,000

| (Being 14% debenture first and final call maney |
| received on 10,000 debentures @ ¥ 20 each)

8. R.Ltd. offered 20,00,000, 10% Debenture of Rs.200 each at a discount of 7% redeemable at
premium of 8% after 9 years. Record necessary entries in the books of R. Ltd.



Answer
Journal Entries

Date I Particulars LF Amt. (O | Amt. (C1)
W | Bank AC Dr| 3? 20,00 {JDDT
| To 10% Debenture Application and |37,20,00,000
Allotment Alc |

IBelng debenture application and  allotment |
mraney received for 20,00,000, 10% debentures | :
@ ! 200 each at 7% d:scaunt} ; | |
1

{ii} lt:r% Debnnture .I"«ppllcatlon 3nd Aﬂotmem Nc Dr 137.20,00.000

' Loss on Issue of Debenture Al Dr| | 32000000
Discount on Izsue of Debentures Afc Dr 2,80.00,000 |
To 10% Debenture A/c | 1 40,00,00,000

| To Premiurn on Redsmption of Debentures Ac ' | | 3.20,00.000
| (Being Allotrent of 20,00,000 debenture @ 3200 | | 5

| each at 7% discount with the term of 8% prem|um |

| on redemiption)

9. M.Ltd. took over assets of Rs.9,00,00,000 and liabilities of Rs.70,00,000 of S.Ltd. and
issued 8%Debenture of Rs.100 each. Record necessary entries in the books of M. Ltd.

Answer
Journal Entries
Date | Particulars LF  Amt. (D1 Amt. (C1)
(i} - Sundry Assets Or 9 UEJ OD 000 |
To Sundry Liabilities Afc | 70,00,000
Ta S Ltd (Balance figure as Capital) ! ; 8.30,00,000
| :Belng as.sets and liabilities of 5 Lid taken over}
fii) |Sud Dri | 83000000 |
To 8% Debenture A/t (Working Mote) | 8,30,00,000
|

| (Being B,30,000 8% debenlures @ 100 each |
issued to 5 Ltd in consideration of assets and
liabilities) i

Waorking Note
Amount Payable to S, Lid by M Ltd =% 8,30,00.000

8% Debentures of £ 100 each to be issued = S-20.00.000
10{]

= 8,30,000 Debenture

10. B.Ltd. purchased assets of the book value of Rs.4,00,000 and took over the liability of
Rs.50,000 from Mohan Bros. It was agreed that the purchase consideration, settled at
Rs,3,80,000, be paid by issuing debentures of Rs.100 each. What Journal entries will be made
in the following three cases, if debentures are issued: (a) at par; (b) at discount; (c) at
premium of 10%? It was agreed that any fraction of debentures be paid in cash.

Journal Entries
Date | Particulars LF Arm (Dr) . AmL (Cn
{i) | Sundry Assets Ajc Dr ! 4,00.000 |
Goocwill Ac (Balancing figure) Dri | 30.000
To Sundry Liabilities Afc | | 50,000
. To Mohan Bros | | 3.80,000
(Being assets and liabilities of Mohan Bros |
takan over}
(i Muhﬂn Bros Dr | 3,80.000 |
| To Debenture Afc | 3,80.000

" (Being 3,800 debentures of 100 each issued 10
Mohan Bros in considerabon of assels and
liabilities)




Working Note
Amount payable to Mohan Bros = T 3,80,000

MNumber of Debentures to be issued at par = %DOEE

= 3,800 Debentures
()
Journal Entries
Date Particulars LF  Amt. (Dr) | Amt (Cr)
: R . E e e i
i | Sundry Assets Alc Dr 4,00,000 |
Goodwill Alc Dr 30,000
To Sundry Liabilities Afc | 50,000
| Ta Mohan Bros, 3.80,000
(Being assets and labilities of Mohan Bros
taken oveér)
(i) Manan Bros. B Dl 380000
Discount on lssue of Debenture Afc Ori | 20,000
To Debenture Ajc ] 4,00.000
+ | (Being issued 4,000 debentures of ¥ 100 each
| at 5% discount) - I

Working Note Amount payable to Mohan Bros = ¥ 3,80,000
Number of debentures to be issued at discount of 5% (assume

5% as nothing is given in question) = % = 4,000 Debentures

()

Date | Particulars LF Amt (D) = Amt (Cr)
() | Sundry Assets Aic ol | 400000
Goodwill Afc orl | 30000
To Sundry Liabilities Afc 50,000
Ta Mohan Bros | 3,80.000
(Being assets and liabilities of Mohan Bros. I
e & | :
(i) | Mohan Bros orl | 38000 |
To Debenture Al | | 3.45400
To Securities Premium AJc . | 34 540
60

To Bank Afc (Balance figure) i
| (Being lssued of 3454 debentures at 10% |
| prermium and balance paid in cash) |

Working Note
Amount payable to Mohan Bros =¥ 3,80,000

Number of debentures to be issued at premium of 10%

= % = 3,454 Debentures

11. X.Ltd. purchased a Machinery from Y for an agreed purchase consideration of
Rs.4,40,000 to be satisfied by the issue of 12% debentures of Rs.100 each at a premium of

Rs.10 per debenture. Journalise the transactions.

Answer
Journal Entries
Date Particulars LF Amt (D)  AmL(Cr)
il | Machinery Alc Dr 440,000
| Tay i 440,000
! {Being machinery purchased from ) | |
W Y Drl | 440000
To 12% Debenture Alc | 1] 4,00,000
(i} | To Securlies Premium Afc 40,000

| (Being issued 4,000 debentures at premium
of 10%) | |




Working Note Amount payable to Y =% 4,40,000
440,000
110
= 4,000 Debentures

MNumber of debentures to be issued at 10% premium =

12. X.Ltd. issued 15,000, 10% debentures of Rs.100 each. Give journal entries and the
Balance Sheet in each of the following cases:

(i) The debentures are issued at a premium of 10%;

(i) The debentures are issued at a discount of 5%;

(iii) The debentures are issued as a collateral security to bank against a loan of Rs.12,00,000;
and

(iv) The debentures are issued to a supplier of machinery costing Rs.13,50,000.

Answer
(i)
Journal Entries
Date 1 Particulars LF  Amt (D) | Amt (Cr)
{i) | Bank A/ (15,000 x 110} Dr 16.50,000
Ta 10% Debentures Afc (15,000 =< 100) 15,00,000
To Secunties Premium Al (15,000 10) | 1,50.000

| (Being issued 15,000, 10% debentures of _
| ¥ 100 each at 10% premium) {

Balance Sheet
g Liabilities _ Amt. (7 Assets {Amt. (@)
Reserves and Surplus Current Assels
Securities Premium | 1,50,000 | Cash at Bank 16.50,000
Secured Loans |
10% Debentutes 15,060,000
| 16,550,000 | | 16,50,000
{ii)
Journal Entries
Date Particulars LF' Amt.(Dr) | Amt.(Cr)
. 10— s e - — 1. —
{) | Bank Adc (15,000 x 95) Dr | 14,25,000 :
| Discount on Issue of Debentures A/c Cir | 75.000
| {15,000 x 5) |
To 10% Debenlures (15,000 » 100} o 15,00,000
(Being issued 15,000, 10% debentures of |
2100 each at 5% discount)
Balance Sheet
Liabilities | Amt @ | Assets  AmL()
Secured Loans | Current Assets |
14,25.000

10% Debentures 115,00.000 | Cash at Bank
| . Miscellaneous Expenditure
| Discount on issue Debentures I 75.000

15,00,000 15,00,000

fe———

(i) No entry will be passed for issuing debenlures as a collateral security

Balance Sheet
Liabilities L AmLE | Assets Amt. (7]
Secured Loans
Bank Loan L 12.00,000

(Being 15,000 10% Debentures @
T 100 sach issued as a collaleral
secunty lo bank against a loan of
¥ 12.00.000)




Alternative Method

Date Particulars LF  Amti (Cr) = Amt. (Cr)
(i} | Debenture Suspanse A/c Dr | 15,00,000 |

| To 10% Debentures Afc 1 16.00,000
| (Being issued 15,000, 10% debentures of [

? 100 each as collateral security to bank against

aloan of T 12.00,000)

Balance Sheet
Liabilities CAmL (T Assets | Amt. (T
Secured Loans | |
Barik Loan ! 12,00,000  Debenture Suspense | 15,000,000
10% Debentures of T 100 each | 15,00,000 |

(Being 15,000 10% Debentures @ |
7100 each issued as a collateral
securily to bank against a loan)

{iv)
Journal Entries

Date;, Patticulars LF Amt. (DY | Amt (Cr)

()  Machinery Alc ' T or 13,50,000
To Vendor Alc 13,50,000
- (Being machinery purchased from vendor) !

(i) | Vendor Alc or| | 1350000
Discount on Issue of Debentures Alc [ 150000
(15,000 % 10)

To 10% Debentures A/c (15,000 = 100) 15.00,000
(Being 15,000, 10% debentures @ ¥ 100 sach |
izsued at 10% discount to the vendor in |

| consideration of machinery of ¥ 13,50.000) |

Balance Sheet
Liabilities CAmL (D) | Assels - Amt@
Secured Loans : | Fixed Assets i
10% Debentures 115,00,000 | Machinery 113,50,000
. Miscellaneous Expenditure

Discount on lssue of Debentureés | 1,560,000

Working Note

Prica:of dobieitiis < Amount due to Vendor
Nurnber of debentures issued

13,560,000
=— =7
15, 90 each

13. Journalise the following:

(i) A debenture issued at Rs.95, repayable at Rs.100;

(ii) A debenture issued at Rs.95, repayable at Rs.105; and

(iii) A debenture issued at Rs.100, repayable at Rs.105;

The face value of debenture in each of the above cases is Rs.100.



Answer
Journal Entries

Date Particulars LF Ami (D  Amt. (CY)
() BankAlc Dr| 95
Discount an Issue of Debentura Alc Dr 5
To Debenture Al 100

(Being debenture of T 100 issued at T 5 diseount
with the term repayable at ¥ 100)

(i) | Bank Alc Dr g5

Loss on lssue of Debenture A/ Dr | 10
Ta Debenture Adc 100
To Premium on Redemption of | 5
Debentures Adc

| (Being debenture of T 100ssued al & discount
L of 75 and with the term repayable at T 105)

{in) : Bank Afc Dr | 100
Loss on Issue of Debenture Al Dri | 5 !
To Debenture Ale i ( 100
Ta Premium on Redemption of Debentures AjG | 2

(Being debenture of T 100 issued with the i | [
term repayable at ¥ 105) | |

14. A.Ltd. issued 50,00,000, 8% Debenture of Rs.100 at a discount of 6% on April 01,
2000 redeemable at premium of 4% by draw of lots as under:

20,00,000 Debentures on March, 2002

10,00,000 Debentures on March, 2004

20,00,000 Debentures on March, 2005

Compute the amount of discount to be written-off in each year till debentures are

paid. Also prepare discount/loss on issue of debenture account.
Answer

Loss on issue of debenture = 6% (discounl on issue) + 4% (premium on
redemption) = 10%

= 50,00,000 x100 x % = 5,00,00,000

Calculation of Amount to be written off every year

oivead  Oopenhieg | Ratio | Lossto be Writien off Every Year

Mar2001 | 500000000| 5 | sooo0000x5 = 13888889

Mar 2002 | 500000000| 5 | 50000000 ,{E = 1.33,88,889

Ma2008 | 30000000 3 | 50000000% E - 8333333

Mar 2004 300000000 3 | 500,00,000 ,(:18 = 8333333

Mer2005 | 20000000 2 | sooonoo0xZ = 8556568
18| 50000000




Dr Loss on Issue of Debenture Account Cr

Date Particulars JF  Amt. (3) Dale Particulars Amt. (T}
2000 | 2001 ]
Apr 1 | To Debentura 5,00,00,000 'Mar 31! By Profit and {1.36,88.889
Loss |
| By Balance cfd 36111011
5,00,00,00 5 5,00,00,000
2001 [ - | 2002 |
Apr 1 | To Balance bid | 3,61,11.111 ‘Mar 31] By Profit and 11,36,68 889
[ Loss i
By Balance ¢/d 12,22,22.222
361 11.11:1' 3611111
s002, || | 2008 .
Apr 1 | To Balance bid 22222022 Mar 31| By Profit and 83.33.333
Loss
i By Balance c/d 1.38.53.33_9_
. | | 22222200 22222222
2003 . 2004
Apr 1 ToBalancebid | | 1,38,88,889 Mar 31 By Profit and | 8333333
| Loss i
By Balance cfid 55.55.556
| 13888889 | ; | 113888889
F | s 1 gEcteeaaes)
004 | | 2005 | i
Apr 1 | To Balance bid 55.55 556 |Mar 31| By Profit and 5555556
I ) ] Loss .
55,55 556 | 5555566

15. A company issues the following debentures:

(i) 10,000, 12% debentures of Rs.100 each at par but redeemable at premium of 5% after 5
years;

(i) 10,000, 12% debentures of Rs.100 each at a discount of 10% but redeemable at par after
5years;

(i) 5,000, 12% debentures of Rs.1000 each at a premium of 5% but redeemable at par after
5 years;

(iv) 1,000, 12% debentures of Rs.100 each issued to a supplier of machinery costing
Rs.95,000. The debentures are repayable after 5 years; and

(v) 300, 12% debentures of Rs.100 each as a collateral security to a bank which has
advanced a loan of Rs.25,000 to the company for a period of 5 years. Pass the journal entries
to record the: (a) issue of debentures; and (b) repayment of debentures after the given
period.



Answer

(a)
Journal Entries
Issue of Debentures
Date Particulars LF[ Amt. D1 | Amt. (Cr)
() |Bank Alc Or| | 10,00,000
To 12% Debenture Application Afc 10,00,000
(Being debenture application money of 10,000
12% debentures @ 100 each received)
12% Debeniure Application Alc Or 10,00,000
Loss on Issue of Debenture Afc Dr 50,000
To 12% Debenture Alc 10,00.000
To Premiurn on Redemption of Debenture Ajc 50,000
{Being debenture application money of 10,000 12%
debentures @ ¥ 100 each transfered to 12%
| debentures account and the debentures are issued
with tarm of repayable at 5% premium)
{ii) | Bank Ajc Dr 8,00,000
To Debenture Application and Allotment Alc 9.00,000
(Being debenture application money received
excluding discount on issus)
12% Debenture Application and Allotment Afc Dr 9,000,000
Discount on lssue of Debeniure Afc Dr 1,00,000
To Debenture Alc 10,00,000
(Being debenture allotment made dug)
{iil) | Bank Afc Dr 52,50,000
To Debenture Application and Allotment Afc 52,580,000
| (Being debenture application money received) o
Dat_{'__ ~ Particulars 'LF Amt. (D)  Amt. (Cr)
| Debenture Application and Allotment A/c Dr I 52,50,000
To Debenture Alc : 50,060,000
To Security Prermiurm Afc (5,000 x 50 250,000
(Being allotment of debenture at premium}
i B s OINUR T ! i
{iv} | Machinery Alc or! 95,000 |
| ToVendoer Afc i 95,000
| (Bring machinery purchased from supplier) i ;
| Vendor &/c Dr | as000
| Discount on Issue of Debenture Dri | 5000
To 12% Debenture A | 1.00.000
| (Being debenture issue at discount to vendor of
. machinery) |
v} | 12% Debenture Suspense Alc Dr 30,000
To Debentura Afc | 30,000

(Baing 300, 12% Debentures of ¥ 100 each
Issued as collataral security to the bank againsta |
loan of 7 25,000 ?

(b)
Journal Entries
Repayment of Debentures
Date | Particulars LF : Amt. (D) | Amt. (Cr) ﬂ
() |12%DebentwreAc  DOr 1000000 -
Premium on Redemption of Debenture Ale Dr ! 50,000
Ta Dabenture Holders Alc i 10,50,000
(Being amount due on redermplion of | '
| debemu_resl il - | |
' Debenture Hoiders Alc Dri | 10,50,000
| ToBank Al . 10,50,000
| (Being payment made ta debanturs holders) i
(i) | 12% Debenture Ac T bl 1000000
To Debenture Holders Alc ! 10,00,000

i (Belng amount due on redemption of debentures)



Date Particulars LF | Amt. (Or) | Amt. (C1)

Debenture Holders Alc Dr 10,00,000

To Bank Afc i
(Baing payment made to debenture holders)
{iiiy | 129 Debenture A/c Dr| | 5000000
To Debenture Holders Afc ; 50,00,000

(Being amount due on redernption of debentures) .
Debenture Holders Afc Dr| | 5000000
Ta Bank Al | | 50.00,000
(Being payment made to debenture holders) |

{iv) | 12% Debenture Afc Dr 1,00,000

To Vendar Alc 1,00,000
{Being amount due to vendor)
Vendor Alc Dr . 1.00,000

To Bank Afc 1,00,000
{Being payment made to vendor)
(v) | 12% Debenture At Dr ! 30,000
To Debenture Suspense A/c 30,000

{Being debenture and debenture suspense
account closed) |

16. A company issued debentures of the face value of Rs,5,00,000 at a discount of 6% on
January 01, 2001. These debentures are redeemable by annual drawings of Rs,1,00,000
made on December 31 each year. The directors decided to write off discount based on the
debentures outstanding each year.

Calculate the amount of discount to be written-off each year. Give journal entries

also.

Answer
Journal Entries
Date Particulars \LF Amt. (D) | Amt (Cr
2001 | [ ] '
Jan 1 : Bank Ajc Dr | 470,000
| To Debenture Application and Allotment Afc 5 470,000
| {Being debenture application money receivad)
Jan 1/ Debenture Application and Alotment Alc:  Dr{ 470,000
| Discount on Issue of Debenture Alc Dr 30,000
To Debenture Ac 5,00,000
(Being debenture application maoney transfered |
| 1o debenture account)

Amount of Discount on Issue of Debenture = 5,00,000 x % - 30,000

Vour Broemivabimuion) el || S WD ety T
2001 5.00.000 I 5 i 30,000 % = 10,000
2002 4,00,000 4 i 30000x 4 = 8000
2003 3.00.000 e 0000x3 = 6000

| ' 15
2004 2.00,000 } 2 ' 30,000 % 1_25 = 4000
2005 1,00.000 . 1 i 30000%_ = 2000

L 15

T 330000




Journal Entries

Date | Particulars LF | Amt. (D) | Amt. (C)
2001 HH [
Dec 31 | Profit and Loss A Dr| | 10000
To Discount on lssue of Debentures Alc | | 10,000
(Being discount on issue of debentures written | | |
off) [ |
2002 | :
Dec 31 Profit and Loss Ale Dr 8,000 |
To Discount on Issue of Debentures Alc | 8,000

- Being discount onissue of debentures written off) | |

Date Particulars 'LF| Amt. (D1 | Amt (C1)
T : __ ! ..................
Dec 31 | Profit and Loss Alc Dr £.000 |
| ToDiscount on lssue of Debentures Alc i ! £,000
| (Being discount on issue of debentures
| written off)
2004 | ]
Dec 31 | Profit and Loss Al or 4,000 |
To Discount on lssue of Debentures Alc 4,000
- (Being discount an issue of debenture wiritten off) |
2008

Dec 31 Profit and Loss Alc oo | 2,000 |
To Discount on Issue of Debentures A/c |

| (Being discount on issus of debentures written
| off)

17. A company issued 10% Debentures of the face value of Rs,1,20,000 at a discount of 6%
on January 01, 2001. The debentures are payable by annual drawings of Rs.40,000
commencing from the end of third year.

How will you deal with discount on debentures? Show the discount on debentures account in
the company ledger for the period of duration of debentures. Assume accounts are closed
on December 31.

Answer
Dr Discount on Issue of Debentures Account Cr
Date | Pariculars JF Amt (Y]  Date | Particulars | | Amt (%)
2001 | || | 2o | L -
Jan 1 ‘Tom% { | 7200 | Dec3t |ByProfitand 1,800
Debenture | | Loss
| |ByBalancec/d | 5400
| | |0
2002 _ ; i
Jan 1 ToBalance bid 5400  Dec 31 ‘B\,’F‘tomaﬁd [ 1.800
i ! Loss
o By Balance c/d | 3600
BT |
Date | Particulars |JF Amt. () | Date | Particulars  Amt. (]
2003 | | | | 2003 L
Jan 1 | To Balance bid 3600 | Dec31 ByProftand | | 1.800
| | | Loss s
- ] ‘ByBalancecid | | 1800
| [S80 | - | | 3600
2004 I | 208 '
Jan 1 | To Balance byd 1,800 Mar 31 | By Profitand | 1,200
s |
| By Balancec/d | | 600
1.800 | f 1,800
2005 | T 2005 | :
Jan 1 | To Balance bid 600 | Mar31 |ByProftand | 600
{ Loss HE—
600 600
1




Working Note

5]
Amount of Discount on Issue of Debenture =1,20,000 x — =7,200

100
Year Debenture Outstanding | Ratio Amount Written off Every Year
20&1_150060 it | ?IMX%. T
2002 | 1,20,000 3 { ?.2{10):% = 1,800
2003 1.20,000 , 3 7,900 % ?2 = 1,800
1

2004 80.000 | 2 i 7 50 % - 1,200
2005 40,000 i 1 [ 7.200 % E 600

I 27,200

18. B.Ltd. issued debentures at 94% for Rs.4,00,000 on April 01, 2000 repayable by five equal
drawings of Rs.80,000 each. The company prepares its final accounts on December 31 every
year.

Indicate the amount of discount to be written-off every accounting year assuming that the
company decides to write off the debentures discount during the life of debentures. (Amount
to be written-off: 2000 Rs.6,000; 2001 Rs.6,800; 2002 Rs.5,200; 2003 Rs.3,600; 2004
Rs.2,000; 2005 Rs.400).

Answer
Debentures face value = 100%
Debenture issued = 94%
Therefore Discount on issue = 6%

Amount of Discount on issue of debenture = 4,00,000 xﬁ% = 24,000,

Amount of discount to written off every year
In 2000 =¥ 6,000
In 2001 = 2,000 + 4,800 =% 6,800
In 2002 = 1,600 + 3,600 =¥ 5.200
In 2003 = 1,200 + 2,400 =% 3,600
In 2004 = 800 + 1,200 =2 2,000

In 2005 = ¥400
Working Note
(i) Amount of discount to be written off every year
| Debenture | . | | New Ratio ;
Year ' Outstanding EFIahoiMonths {Ratio » Monthg)  Amount Written off
] = P R
Apr-Dec | 400000 5 | s | 45 | 24.000x 25 = 6000
| | | e
2001 | '
dan-Mar 4000000 5 | 3 | 15 | 2a000%2 = 2000
{ 180
Apr-Dec | 3.20,000 | 4 9 | 36 24,000 36 = 4800
i | | | 180
2002 | | |
Jan-Mar | 3,20.000! 4 ‘ 3 . 12 . 24.00{]}{% = 1,600

AprDec | 240000 3 | 9 | 27 2a000x 27 = 3600
|




Debenture : New Ratio .
Year Ouislanding Ratio Maonths {Ratio = Months) Amount Written off
2003 |
Jan-Mar 240000 3 3 9 24000x_ 2 = 1200
' 1
Apr-Dec 160000 2 g 18 24.000% 18 = 2400
180
2004
Jan-Mar 1,680,000 | 2 3 6 2.-;'000;.:_6_ = 800
Apr-Dec B0O,000 | 1 g 9 24000x 2 = 1200
2005 -
Jan-Dec 80000, 1 3 3 24000%—> = 400
. u d B WINGES 8 o
180 24,000

19. B. Ltd. issued 1,000, 12% debentures of Rs.100 each on January 01, 2005 at a discount
of 5% redeemable at a premium of 10%. Give journal entries relating to the issue of
debentures and debentures interest for the period ending December 31, 2005 assuming that
interest is paid half yearly on June 30 and December 31 and tax deducted at source is 10%.
B.Ltd. follows calendar year as its accounting year.

Answer
Journal Entries
Date | Particulars |LF  Amt, (D} | Amt. (Cr)
2001 5
Jan1 | Bank Afc Dr 95,000
Loss on Issue on Debentures Ajc (W.Note) Dr 15,000
To 12% Debenture Alc 1,000,000
To Premium on Redemption of Debenture Alc | 10,000
{Being debenture issued &t discount and @ |
redeemable at premium) |
Jun 30 | Debenture Interest Alc or | 6,000
To Income Tax Payable Ajc (TDS) | GO0
To Debenture Holder Al 5,400

| (Being amount of interest on 12% debentures 1|
| T10,00,000 due for 6 manths and 10% tax deducted |

| al source)

Da!g_ | [ ___________Partloulars LF | Amt. (Dr) | Amt. (Cr)

Jun 30 : Debenture Holders Afc Dr 5,400
| ToBankAlc f 5,400

(Being interest paid 1o debenture holders) I

Dec 31 | Debenture Interest Alc  Dbr 6,000
To Income Tax Payable Alc || 600
To Debenture Holders Alc (| 5,400

(Being amount of interest on 12% debentures

| ¥1.00,000 due for 6 months and 10% tax
deducted at source)

Dec 31 | Debenture Holders Alc - Dol 5.400!

To Bank Ajc | 5400
| (Being interest paid to debenture holders) | |

Dec 31 | Profit and Loss Alc - - Dr' | 12,000
| ToDebenture Interest Alc | | 12,000

3 | |
| (Being Interest on debentures transferrad to !
| profitand loss account) !

20. What journal entries will be made in the following cases when company

redeems debentures at the expiry of period by serving the notice: (a) when debentures
were issued at par with a condition to redeem them at premium; (b) when debentures were
issued at premium with a condition to redeem that at par; and (c) when debentures were
issued at discount with a condition to redeem them at premium?



Answer

Journal Entries

Date | Particulars u= Amt. [Dr] Amt. (Cr)
(a) | Debenture Alc - Dr

| Premium on Redemption of Debenture Alc D |

To Debenture Holders Ale |
| (Being amount due on  redemption of |
| debentures) |
| Debenture HDl(iet&.NI: - Drdi

To Bank A/G ‘

EBelng payment made o debenTure holclarsj

Date Particulars LF Amt. (D) Amt (Cr)

{b)  Debenture Ajc Dr
Ta Debenture Holders Al {
[Being amount due for redemption of debentures |
(that were (ssued at premium with lerm of
redeemable at par)

 Debenture Holders Al o
Ta Bank Ao |
[Baing payment made to debeniure holdersj |
(¢}  Debenture A-’c Dr

Premiurm on Redemption of Debenture Afc  Dr | |
To Debenture Holders Als ‘ I
[Being amount dus for redemption on debentures |
that were issued at discount with the term of |
redeemable at prcfmum] |
Dcmntura Holders A.’ Dr
Ta Bank A/c :
(Being payment mads to debenture holders) |

21. On January 01, 1998, X. Ltd. issues 5,000, 8% Debentures of Rs.100 each repayable at par
at the end of three years. It has been decided to set up a cumulative sinking fund for the
purpose of their redemption. The investments are expected to realise 4% net. The Sinking
Fund Table shows that Rs.0.320348 amounts to one rupee @4% per annum in three years.
On December 31, 2000 the balance at bank was Rs.2,42,360 and the investments realised
Rs.3,25,000. The debentures were paid off. Give journal entries and show ledger account.

Answer
Journal Entries

| Particulars LF Amt. (D) | Amt. (Cr)
Jan 1 | | Bank A/c Or | 500,000 |
| To Debenture Alc | 5,00,000
| {Being issued 5,000 debentures @ ¥ 100 each)
Dec 31 | Profit and Loss Appropriation A/c Dr | 160,174 |
To Cumulative Sinking Fund Alc { ' | 160,174

| {Being annual instalment of cumulative sinking fund
| debiled to Profit and loss appropriation account) | .
| (5,00,000 x0.320348) ]
| Cumulative Sinking Fund Intestment Alc. Dr| | 160,174 |
To Bank A/ é 1,60.174

(Being amount irvested into cumulative sinking |
| fund)



2012 |

|
6,407 |

Dec 31 | Bank Alc Dr |
| ToInterest on Cumulative Sinking Fund ' I 8,407
| Investment Alc !
| (Being interest received @ 4% on cumuiative
: sinking fund investment}
Interest on Cumulative Sinking Fund Dr 6407
Investment Ajc
Ta Cumulative Sinking Fund Adc 6,407
| (Being interest on cumulative sinking fund !
| Investment transfered to cumulative fund) ) !
| Profit and Loss Appropriation A/c Dr | 160174 |
| To Cumulative Sinking Fund Adc : | 1,860,174
(Being annual instalment of cumulative sinking
Hund debited to profit and loss appropriation
| account) _— . |
| Cumulative Sinking Fund Investment Afc Dr | 166581
To Bank A/c (160,174 + 6,407) 1,686,581
(Being amount invested in curmulalive sinking
| fund investment)
2013 |
Dec 31 | Bank Afc Or 13.070
| Tointerest on Cumuiative Sinking Fund 13,070
| Investment Ale
| (Being interest received @ 4% on cumulative
| sinking fund investmant) |
Date Particulars Amt. (Dr) | Amt. (Cr)
' Interest on Cumulative Sinking Fund Dr 13,070 |
| Investment Ale
| To Cumulative Sinking Fund Alc 13,070
(Being interest on cumulative sinking fund |
investment transferred to cumulative sinking und -
| account) |
| Profit and Loss Appropriation Avc Dr 160,174 |
| To Cumuiative Sinking Fund Ao | 160,174
{Being annual instalment of cumulative sinking
fund debited to profit and loss appropriation |
'_a_c_,cuunl} - i
| Bank Alc Dr 325,000 |
To Cumulative Sinking Fund Investment Al | 3,25,000
i_{[_s_gi_r_:_g oumulative sinking fund investment sold) |
Cumulative Sinking Fund A/c or| 1756
To Cumulative Sinking Fund Investment Alc 1,755
(Being loss on sale of cumulative sinking fund
| investment transferred to curmulative sinking fund
| account)
Debenture Alc Dr 500,000
To Debenture Holders Al 5,00,000
(Being amount of debentures due to debenture
holders)
Debenture Holders Alc or| | 500000
Ta Bank Alc 5,00,000
{(Being amounl due for debentures paid to
debenture holders)
Cumulative Sinking Fund Alc Dr | 4,809,245
To General Reserve Alc 4,89 245
{Being transfer of credit balance of cumulative

| sinking fundt account to general reserve account)




Dr

8% Debentures Account Cr

Date  Pariculars  JF AmL(f) Date Pariculars JF| Amt. (%)
2011 | ] 2011 | _’
Dec 31 | To Balance c/d | 500000 Jant ByBamkAe | | 500000
| | 500,600 | | | |
2012 | |
Dec 31 | ToBalance cfid |
2013 | ‘
Dec 31 | To Debenture
| Holders |
|
or Cumulative Sinking Fund Account Cr
Oate | Particulars | JF| Amt.(?) Oate | Paniculars |JF| Amt.(R)
201 | | | 011 | i
Dec 31 | To Balance ¢/d | 160,174 | Decd! |ByProfitand | | 160174
| | | | Loss |
e i Appropriation | |
| 160174 | | 160,174
212 | | | 2012 | R
Dec 31 | To Balance c/d | 326755 Jan1 |ByBalancebid | | 160174
| Dec By Proftand | 180174
| ] 31 Loss '
P | Appropriation |
| | | By Interest an
i | | i Cumuatve | | 6407
[ 1 | Sinking Fund |
| Imvestment Afc | b e
|| 326785 | | 3:26,755
2013 | A - i '
Dec31 | ToCumuatve | | 1.755| Jan1 | ByBalancebid | | 326755
| Sinking | | | b iy
Fund | | = !
Invesiment Afc | i
To Genera! || 489245 Decd! By nterest on
Reserve [ | | | Cumuatve ||
| (Balancing | ! Sinking [ | 1won
,  Fgure) ’ i Fund '
i | ImesmentAc |
! - ! |ByProftand | | 160174
| - ! Loss |
| || | Appropnation A/c | |
Dr Cumulative Sinking Fund Investment Account Cr
Date Particulars JF| Amt. (¥) | Date  Particulars |JF| Amt (7}
2011 ’ 2011
Dec 31| To Bank 1,680,174 |Dec 31| By Balancec/d | | 160174
C 160174 160,174
2012 2012 !
Jan 1 | To Balance b/d 160,174 |Dec 31| By Balance c/d 3.26,755
Dec 31| To Bank 166,581
_ 326,755 326,755
2013 2013 '
Jan 1 | To Balance byid 3.26,755 | Dec 31| By Bank 3,25,000
By Curnulative
Sinking 1,755
Fund
{(Balancing
figure)
3,26,755 3,26,755




Dr Bank Account Cr
Date | Particulars |JF| Amt (%) | Date | Particulars | JF| Amt. (0
2011 | ! | 2013

Dec 31| To Balance brd | 2,42,360 | Dec 31| By Debenlure

Holders | 5,00,000
To Debenture |
Redemption Fund By Balance c/d | 67,360
Imvestrmant | ]
| i | 5,67.360
L
2014 |
Jan 1 | To Balance b/d | i 67,360 |

Note Sinking fund is not in syllabus of CBSE.

Answer

Dr 15% Debentures Account Cr

Date | Particulars |JF Amt ()  Date Particulars JF Amt (%)
2011 i | 201 '

Dec 31 To Balance c/d | 10.00,000 | Jan 1 | By Bank 10,00,000
2012 2012
Der 31 To Balance o/d /10,00,000 | Jan 1 By Balance bid 10,00,000
| 1000000 10.00,000
2013 | | 2013 -
Dec 31 | To Debenture { Jan 1 | By Balance bid |
| Holders 1{).{10.000! i 10,00,000
{10,00.000 10,00,000

S 1

22. On January 01, 2003 a company issued 15% debentures of Rs.10,00,000 at par. The

debentures were redeemable at par after three years on December 31, 2003. A sinking fund
was set up to raise funds for redemption of debentures. The amount for the purpose was
invested in 6% Government securities of Rs.100 each available at par. The sinking fund table
shows that if investments earn 6% per annum, to get Re.1 at the end of 3 years, one has to
invest Rs.0.31411 every year together

with interest that will be earned. On December 31, 2005, all the Government securities were
sold at a total loss of Rs. 6,000 and the debentures were redeemed at par. Prepare
Debentures Account Sinking Fund Account, Sinking Fund Investment Account and Interest on
Sinking Fund Investment Company closes its books of accounts every year on December 31.

Answer
Dr 15% Debentures Account Cr
Date | Pariculars  JF Amt (%)  Date Pariculars JF  Amt ()
2011 201 '
Dec 31 To Balance c/d ! Jan1 | By Bank 10,00,000
10,00,000
2012 2012
Dec 31 To Balance c/d ) Jan 1 | By Balance b/d 10,00,000
f _ 10:00.000
2013 | 2013
Dec 31 | Ta Debenture | Jan 1 | By Balance bid
| Holders 10,00,000 | i 10,00,000
1 10,00,000 10,00,000
Dr Sinking Fund Account Cr
“Date | Pariculars | JF Amt (3} Date  Padiculars  JF Amt (3)
2011 2011 |
Dec 3t To Balance cid 1 3,14,110 | Dec 31, By Profit and
| Loss 314,110
= | Appraprialion |
314110

3.14.110



Date  Particulars | JF Amt () Date  Pariculars |JF| Amt (7]

2012 | | 2012 T
Dec 31 | To Balance c/d 647,066 | Jan 1 | By Balance bid 314,110
| . \Dec31) By Profit and | 314,110
| | Loss
; I Apprapriation |
i ‘Dec 31 By Interest on [
| Sinking |
| a | Fund Investment | 18846
| | BATO86 6.47.066
2013 2013 [
Dec 31 | To Sinking Fund €000 | Jan1 | By Balanceb/d | | 647,066
| Investment | Lo
To General 9,94,000 Dec 31| Profit and Loss [ 314,110
Reserve | i | Appropriation i
{Balancing i : .
figure) | |
Dec 31 By Interest on [
| Sinking
Fund Investment | | 38,824
|| 10,00,000
= B - | i:——rr
Cr Sinking Fund Investment Account Cr
Date Particulars ;'.in Amt. %) Date  Pariculars  |JF| Amt. ()

Dec 31| To Bank (Investment) | | 314,110 | Dec 31 By Balance /d | 3,4,110
L S14110 | BALNEL
2012 | | 2012 g
Jan 1 | To Balance bfd ‘ 314,110 |[Dec 31 By Balancec/d | | 6,47.066
Dec 31 To Bank || 332956 [ |
(Investment) | L | . | |
| 1847086 | 6.47.066
2013 | | 2013 | I
Jan1  To Balanceb/d | | 647,066 Dec 31| By Bank | 641,086
f [ (investment | |
sold) [
| i By Sinking Fund | l 6.000
bl ;  (Balancing |
; [ ___§ figure) |
| ear0s 647,066
Dr Interest on Sinking Fund Investment Account Cr
Date = Particulars | JF Amt. (%) Date | Particulars | JF| Amt, ()
e e e S e e
Dec31.lTn Sinking Fund 1 1 18.846 | Dec 31| By Bank g 18,846
' ‘ | 18,846 | 18,846
2013 | ] 203 | VP
Dec 31 | To Sinking Fund | 38,824 |Dec 31| By Bank . 38,824
38,824 f 38,824
| § i | e

Note Sinking Fund is nat in syllabus of CBSE.

23. On January 01, 2004 the following balances appeared in the books of Z. Ltd.:

B Items | ®
6% Debentures I 1,00,000
Debentures Redemption Reserve Fund | 80,000

Debentures Redemption Reserve Fund Investments i 80,000

The investments consisted of 4% Government securities of the face value of Rs.90,000. The
annual instalment was Rs.16,400. On December 31, 2004, the balance at Bank was Rs.26,000
(after receipt of interest on D.R.Reserve Fund Investment). Investments were realised at 92%
and the Debentures were redeemed. The interest for the year had already been paid. Show
the ledger accounts affecting redemption.



Answer

Dr 6% Debentures Account Cr
Date Particulars | JF | AmL (%) | Date  Particulars | JF Amt. (7)
2011 2011 | |

Dec 31| To Debenture 1,00,000 | Jan1 | By Balance b/d 11,00,000

Holders 5 b
1.00,000 { 1,00,000
Pty i prmm—

Dr Debentures Redemption Reserve Fund Cr
Date Particulars JF Amt. (%) | Date r Particulars JF | Amt. (7)

2011 | L2011 | I

Decd1 To General | | 1,02800 | Jan 1 | By Bajance byd | 80,000

Reserve [
(Balanciing . |
figure) | i i
|Dec 31 By Interest on Debenture 3,600
| Redemption Reserve
| Fund
| Investment
[ | (4% of 50,000) |
a | : | By Profit and Loss 16,400
| Appropriation
; ‘ [ | (Instalment)
Lo | By Debenturas 2,800
! | | Redemption
i i Reserve Fund
‘ ' | Investment .
l | 1,02,800

Dr Debenture Redemption Reserve Fund Investment Account  Cr
Dataj Particulars |JF Amt. (%) Date | Particulars E.}F;Arnt. )
2011 | , 2011 ‘ ‘

Jan 1 | To Balance b/d i 80,000 | Dec 31 | By Bark

| 5 | (92%0f90000) | | 82,800
| (face value T90.000) | : | |
| To Debentures | 2,800 ! |
Redermption ‘ - | -
Reserve Fund | I [ ]
(Balancing figure) | | |
| | 82800 |

=

24. The following balances appeared in the books of A.Ltd. on January 01, 2004

) Items ®

12% Debentures 4,00,000
Debentures Redemption Fund 3,60,000
Debentures Redemption Fund Investment | 3 60,000
Securities Premium I 30,000
Bank Balance | 1,00,000

On January 01, 2004, the company redeemed all the debentures at 105 per cent out of funds

raised by selling all the investments at Rs.3,48,000. Prepare the necessary ledger accounts.
Answer

Dr 12% Debentures Account Cr
Date | Particulars ' JF| Amt. (2) | Date Particulars | JF| Amt. (?)
2011 2011 S
Jan 1 | To Debenture | 400000 Jan1 | By Balanceb/d | 4,00,000

Haolders | |
| :ﬁ”% ! | 200000




Dr Debenture Redemption Reserve Fund Account Cr

Date Particulars JF| Amt. (¢) | Date | Particulars | JF| Amt. (%)
2011 ! 2011
Jan 1| To Debentures Jan 1 | By Balance
Redemption 12,000 b/d 3,60,000
Fund Investment
To General Reserve 3,48,000
3,60,000 3,60,000
Dr Debenture Redemption Reserve Fund Investment Account  Cr
Date | Particulars |JF| Amt.(3) Date | Particulars [JF| Amt. )
20m | 2011 !
Jan 1| To Balance bid 360,000 | Jan 1 | By Bank | 3.48,000
| ! By Debentures 12,000
| Redemption
Fund (Loss) | .
3,60,000 | | || 360000
Dr Cash Book (Bank CoEmn} Cr
Date|  Paticulars | JF | Amt. () |Date  Parliculars  JF Amt. (f)
2011 ' I 2012 | .
Jan 1 To Balance byd | 1,00,000 | Jan 1 I By Debenture | 4.20,000
5 | | Holders ;
| To Debentures 5 | By Balancecid | 28,000
Redemption | !
| Fundinvestment 3,480 -
I | |4,48000 | | 448000
i £ = rre==| | - | IR e
Dr Securities Premium Account Cr
Date Particulars | JF Amt (%) Date | Particulars JJFlAmt. (@
P T AL I e e | v — _ —'—..
2011 | ' 201 |
Jan 1| Ta Premium an 20,000 | Jan 1 ByBalancebtfd | | 30,000
| Redemption | | | !
| of Debentures ||
| To Balance cid I | ‘ E
| | | 30,000
— L. i B v
Dr Debenture Holder's Account Cr
Date| Padiculars | Amt. () |JF | Date Particulars UF Amt. @)
Lol v - ........_..__'...........1.. - P - e— PSRN AN LSS -
2011 | 2011 | [
Jan 1| To Bank {420,000 Jan 1| By Debentures 14,00,000
i | By Premium on | 20,000
Redemption i
L : of Debentures i
é i

Items )
12% Debentures 1,50,000
Debentures Redemption Fund 1,25,000
Debentures Redemption Fund Investment | 1,25,000

(Represented by ¥ 1,47,500, 3% Govt. Securities) 1,25,000

The annual instalment added to the fund is Rs.20,575. On December 31, 2004, the bank
balance after the receipt of interest on the investment was Rs.39,100. On that date, all the
investments were sold at 83 per cent and the debentures were duly redeemed. Show the
necessary ledger accounts for the year 2004.



Answer

Dr 12% Debentures Account Cr
Date |  Parculars | JF| Amt.() | Date Particulars JF Amt. ()
2000 | | " 2004 |
Dec 31| To Debenture | | 150000 Jan1 |ByBalance 1 1.50,000
| Helders ) CIEE=E=-, | bid Ry
| | | 150000 [ [ 1,50,000
| e I | IE Elm e
Or Debenture Redemption Reserve Fund Account Cr
Date |  Particulars 'JFil Amt. (?) | Date | Particulars JF Amt. (7)
2004 | 1 | 2004 E T
Dec 31 | To Debenture | Jan1 ‘ By Balance b/d 1,25,000
Redemption b |
Fund Investment | 2575 | |
Dec 31 | To General Reserve | 147425 Dec | By Profitand | | 20575
| (Balancing Figure) | 5 Loss fo
a Appropriation | |
| | Dec |Bylntereston | |
i i Debentures | |
i Redemption | | 4 425
[E Fund ||
, . | lnvestment |
: || 150,000
| bt 1 - L
Dr Debenture Redemption Reserve Fund Investment Account  Cr
‘Date| Particulars | JF Amt. (%] | Date Particulars [JF AmL @)
s — ————— e —— o 1 — —_— = ! — C——
2004 | i | 2004 | .
Jan1| ToBalanceb/d | [1.25000 |Dec &1 By Bank (W Note) |1.22.425
{for value { |
7 1.47.500) | i | By Debentures | | 2578
i Redernption ||
| ' | Fund (Loss) | |
| {. H | (Balancing Figure} | |
| | R 250mi 11,25,000
= L ! ez ===
Dr Bank Account Cr
Date Particulars | JF| Amt. (7) | Date | Particulars |JF| Amt. )
2004 , 2004
Dec 31| To Balance b/d ! 39,100 | Dec 31 | By Debenture {150,000
| Holders
To Debenture i |122425 By Balancac/d | | 11,525
Redemption |
Fund I 5
| [1.61.525 '
| OO RO

Working Note
Value of Investments sold = Face value x 83%

= 147500 x> =%1,22.495
100

26.What entries for the redemption of debentures will be done when : (a) debentures
are redeemed by annual drawings out of profits; (b) debentures are redeemed by
drawing a lot out of capital; and (c) debentures are redeemed by purchasing them

in the open market when sinking fund for the redemption of debentures is not
maintained - (i) when out of profit, and (ii) when out of capital?



Answer
Journal Entries
Date Particulars LF | Amt. (D) Amt. (Cr)

{a)  Profit and Loss Appropnation Afc Dr !

To Debentures Aedemption Reserve Alc
. (Being Profit transferred to debentures redemption |
[1esene) .

. Debenture A/c Dt '
| To Debenture Holders Alc ,
| (Being amount due of debentures to debenture !
| holders) :
Debenture Holders A B Dr . i
| ToBark At - ‘
|
|

| (Being amount of debentures paid to debentura !
| holders) |

| Debenture Redemption Reserve Afc Dr
| ToGeneral Reserve Alc

| (Being amount of debentures redemption reserve

| transferred to general reserve) ! ;

i b

‘Date|  Paticulars  LF AmL(Dq Amt.(Cr
(b} | Debenture Alc Gr I
' To Dabenture Holders Alc
! (Being amount of debeniures due to debeniure

holders)

Debenture Holders Afc Dr
To Bank A
. (Being amount of debentures paid to debenture
| = i =
{cHi) | Profit and Loss Appropriation Afc Dr
| To Debenture Redemption Reserve Ajc
. (Being transfer of profit o debenture redemplion
| reserve) ;
Own Debentures Alc Dr
To Bank A/c
| (Being own debentures purchased from open
market} | !

Debenture Alc Dr
Ta Own Debentures Alc
| (Being own debentures cancelled)

{ii) | Own Debenture Alc Dr
To Bank Mjc
(Being own debentures purchased from open
market)
Debenture Alc Dr
To Own Debenture Afe
(Being own debeniures cancelled)

27. A. Ltd. Company issued Rs,5,00,000 Debentures at a discount of 5% repayable at
par by annual drawings of Rs.1,00,000.
Make the necessary ledger accounts in the books of the company for the first year.

Answer
Dr Debenture Account Cr
Date  Particulars  JF AmL@®) Date  Pariculars  JF AmL(3)
| Ta Bank {1 100000 | ToBank | 475000
| (Redemption) | | | [
To Balance c/d . | aopooo! | ToDiscounton | 25,000
| Issue of b
| | Debentures =




Dr Discount on Issue of Debentures Account Gr
Date|  Pamiculars | JF AmL(®) Date| Particulars | JF Amt.(0)
Wl IETY |
year To Debentures Alc 25000  year By Profitand Loss | 8,333
] By Balance c/d | 16.667
25000 | i |

Working Note
Discount on issue of Debenture = 500000 x 1.%0 = 25,000

Writing off Discount of Issue of Debenture

Year Debenture Outstanding | Ratio ' Amount Written off
2001 o 500000 | & | 25000%5/15= 8333
2002 | 4,00000 4| 25.000x4/15= 6667
2003 | 3,00,000 |3 | 25000%3/15 = 5,000
2004 | 2,00,000 2 | 25000x2/15=3333
2005 1,00,000 |1 25,000 = 1/15 = 1667
T T s 2000

28. X.Ltd. issued 5,000, 15% debentures of Rs.100 each on January 01, 2004 at a
discount of 10%, redeemable at a premium of 10% in equal annual drawings in 4
years out of capital.

Give journal entries both at the time of issue and redemption of debentures.
(Ignore the treatment of loss on issue of debentures and interest.)

Answer Journal Entries
Date Particulars LF | Amt. (Dr}| Amt. (Cr}
2004 i |
Jan 1 Bank Ao Dr 450,000 |
To Debenture Application and Allotment Afe | 450,000
(Being application and alloiment money received ' |
 far 5,000 15% debentures @ ¥ 90 each) ‘
| Debenture Application and Allotment Ac Or 4,50,000 |
Loss on Issue of Debenture Afc (W Note) Dr 1,00,000 |
To 15% Debentures Alc |5.00,000
To Premium on Issue of Debentures A/ | 50,000
(Being 5,000, 15% debentures @ ¥ 100 each with
the term of 10% discount on issue and repayable at |
$10% premium allotiad) 5
Dec 31 | 15% Debenture Alc Dr [1.25,000 |
| Premium on Redemption of Debentures Alc DF | 12,500 |
To Debenture Holders Alc | 11,37,500
(Being 1250, 15% debentures @ ? 100 each due i
for redemptian at 10% prermiurm) |
Debenture Holder Afc Dr 137500
To Bank Alc | 11,37,500
| [Being amount of debenturas paid 1o debenture |
Holders) |
2005 g i !
Dec 31 | 15% Debanture Alc Dr | [1,25000|
- Premium on Redemption of Debentures Afc Or | 12,500 '
To Debenture Holders ' 1,37,500
{Being 1250, 15% debentures @ T 100 each due |-
for redemption at 10% premium) : |
Debenture Holdsr [1,37.500 |
To Bank Ajc '
{Being amount of debentures paid to debenture | 1,37 500

' holder )



CDate | Particulars 'LF | Amt. (D7) Amt. (Cr}
i 50 ey LTl OGSy A

2008 | | :
Dec 31 | 15% Debentura Afc Or 125,000 |
| Prermium on Redemption of Debentures Alc Dr | | 12500 i

To Debenture Holder I | 1.37,500
(Being 1250, 15% debentures @ ¥ 100 each due |
for redemption at 10% premium)

Debenture Holder Dr [1.a7,500 |
To Bark At i 1,37,500
| (Being amount of debentures paid to debenture '
| holders)
N | or| | |
Dec 31  15% Debenture Afc "1 125500
! Premium an Redemption of Debentures Alc D1 | 12,500 i
| To Debenture Holder i | 1.37.500
(Being 1250, 15% débentures @ ¥ 100 each | !
due far redemption at 10% premium) !

| Debenture Holder Dr | 1137500

| ToBank Alc [ 1,37.500
(Being amount of debentures paid to ‘

i debenture holders)

Working Note
Loss on issue o of Debenture includes 10% discount of issue and 10%

premium of redemption i.e., 20% on face value (%x 500,000 = 1.00.000]

29. Z.Lid. issued 2,000, 14% debentures of Rs.100 each on January 01, 2005 at a
discount of 10%, redeemable at a premium of 10% in equal annual drawings in 4
years out of profits.

Give journal entries both at the time of issue and redemption of debentures.
(Ignore the treatment of loss on issue of debentures and interest.)

Answer
: Journal Entries
Date | Particulars (LF| Amt. (D) | Amt. (Cr)
2005 |
Jan 1 | Bank Afc Dr | 1.80000
To Debenture Applcation and Alotment Ale || | 1,80,000

(Being debenture application and allotment
| money received for 2,0000 14% debentures of ||

/2100 at T 90 each) |
Debenture Application and Aliolment Aic~ Dr| | 1,80.000 |
| Loss on |ssue of Debentures Alc Dr I | 40,000 |
To 14% Debentures Alc , | 2,00000
To Premium on Issue of Debentures A/c 20,000
{Being 2000 14% debentures @ ¥ 100 each | |
. allotted with the term of 10% discount on issue | |
| and repayable at 10% premium)
Dec 31 | Profit and Loss Appropriation A/ ol | 200000
To Debentures Redemption Reserve Alc | I 2,00, 000
| (Being profit transterred  to  debentures |
| redemption resenve) | P
14 2 Debentures Alc D 1| . 50000 i
| Premiurm on Redemption of Debentures A/e Dr | 5.000
To Debenture Holders Ajc 55,000
| (Being amount due for redemption o
| debentures) |
Debenture Holder Ajc Dr 55,000 i
To Bank AJc | 55,000
(Being amount of 500, 14% debentures paid to
\debormrehokders) ]|
2006 | { |
Dec 31 | 14% Debenture Afc Dr 50,000
Premium on Redemptlion of Debentures Afc  Dr | 5,000
To Debenture Holder Alc [ | | 85000

| (Being amaunt due for redemption of debentures) | |



30. A.Ltd. purchased its own debentures of the face value of Rs.2,00,000 from the
open market for immediate cancellation at Rs.92. Pass the journal entries.

Answer
Journal Entries
Date Particulars LF Amt (Dr) | Amt. (Cr)
| Profit and Loss Appropration Alc Or | | 200000 |
| To Debenture Redemption Reserve AlC Lo | 2,00,000
(Being Profit transferred to debenture |
| redemption reserve) | |
{ Own Debentures Alc Or | | 184000 _
To Bank Afc | 1,84,000
i (Being 2,000 own debentures @ T 100 each al | ;
| % 92 purchased) P i
“pate | Paicwlars  |LF Amt(D7) | Amt(C)
Debenture Alc Dy 200,000
To Own Debentures Afc | 1.84, 000
To Profit an Cancellation of Debentures Al | 16,000
{Being debenture of T 2.00.000 cancalied) |
Profit on Canceliation of Debentures A/ Dr || 16,000
To Capital Reserve Afc 16,000

(Being transter of profit on redemption of
| dabentura of capital reserve account)

_- e ———— I NS I .= -

Note Number of Dobenture purchase = %C::.J((‘.:U_O = 2.000 Debenlures

Profit on 2,000 debentures = (100 - 92} x 2,000 = ¥ 16000

31.A.Ltd. purchased for cancellation Rs.50,000 of its 15% debentures at Rs.98. The expenses
of purchase amounted to Rs.50. On January 01, 2002, X.Ltd. issued 40,000, 9% debentures
of Rs.100 each at Rs.95. The terms of issue provided that, beginning with 1999, Rs.2,00,000
debentures

should be redeemed either by drawings at par or by purchase in the open market every year.
The expenses of issue amounted to Rs.12,000 which were written-off in 2002. The company
also wrote off Rs.40,000 every year from Discount on Debentures Account. At the end of
2004, debentures to be redeemed were repaid by drawings. During 2005, the company
purchased for cancellation 2,000 debentures at the market price of Rs.98 on December 31,
the expenses being Rs.400. Interest on

debentures is payable at the end of every calendar year. Pass the journal entries in the books
of the company to record these transactions.

Answer
Journal Entries
"Date = Particulars T LF Amt (D Amt (Cr)
i Cwn Debemum- Alc Dr 48050
To Bank A/ (49,000 + 50) | 49,060
(Being debentures face value T 850,000
purchased for cancellation)
| 15% Debeniures Alc Dr | 50000
To Own Debenture A/c | I 48,050
Ta profit on Canceliation of Debentures Alc | | 950
W, note) | |
| (Being deobentures face value of ¥ 50,000
| cancelied)
Profit on Cancellation of Debentures Afc Dr 950 |
To Capital Reserve A/c 950

(Being profit on cancellation of own debentures |
transferred io capilal reserve account)




Working Note

Number of Debeniures Purchased = S_DGDD = 500
100

Frofit on purchase = (100 - 98) 500 = 1000
Less expenses of purchase=  {50)

Frofit on cancellation = 950

32. A.Ltd. redeemed 8,000, 12% debentures of Rs.100 each which were issued at a discount
of 5%, by converting them into equity shares of Rs.10 each at par.

Answer
Journal Entries

Date Particulars | LF| Amt (Dr) | Amt. (Cr)
2012 |
Jan1 | Bank Afc (40000 x 95) Or | i 38,00.000 i
To 9% Debenture Application and allotment Alc 38,00,000

(Being debentures application and aliotment .

money received) | i

Expense on Issue of Debenture Alc Dr | | 12000}

| ToBank Alc | 12,000

| (Being expenses paid on issue of debentures) | |

| 9% Debenture Application and Aliotment A/c Dt | | 38,0000 |

| Discount on Issue of Debenture Alc Or | | 200000
To Debentures Alc 1 40,00, 000

(Being debenture application monay nansfarrad |

to debenture account) !

Dec 31 | Debenture Interest Alc Or | | 360000
To Debenture Holders Afc | 360,000

{Baing amount of interest due) | ;

Debenture Holders Alc Dr | | 860000

| ToBankAlc | i {360,000

| (Being interest paid) i !

Dete || Particulars LF[ Amt 0 [ Amu(Cr)

Profit and Loss Alc Or | | 412000
To Discount an Issue of Debenture Afc | 40,000
To Debenture Interest Ade | | 3,60,000
To Expense on Issue of Debentures Alc 12.000

tBamg discount and - expense  of issue ol' [
| debentures wntlen off] |

| S, | |

2013 |
Dec 31 | Debenture Interest Alc or | | 3s0000
Ta Debenture Holders A/t | | 3,60,000
| ]

tBeIng amount of rnteresn tﬁue}

! Debenture Holder Alc. D 3.60,000
To Bank Alc | 360,000
:Besng interest paid)

Pofitand LossAe  Dr | 400000
| To Debenture Interast Ale | 3.60,000
| To Discount on lssue of Debenture Alc | 4p.000

| {Being discount wrillen off and interest charged
| to profit and loss accounr

————— B |



2014 |
Dec 31 Debenture Interest Ajc Dr ' 3.60,000
To Debenture Holders Alc 3.60.000
(Being amount of interest due)

| Debenture Holders Alc Dr 3560000
| ToBank Ajc [i | 360,000
| (Being interest paid) I

' Profit and Loss Alc Dr 4,00,000

| To Debenture Interest Alc 3,60,000

‘ To Discount on Issue of Debentures Alc | ! 40,000
{

Baing discount written off and Interest charged '
| to profit and loss account)

9% Debenture Alc T br || 200000
To Bank Al i | 2,00,000
I [Being 2,000, 9% debentures were redeam) | |
——— S LT |
2015 | | i
Dec 31 | Dabenlure interest Ajc Dr | 342,000
To Debenture Holders Alc | 342,000
(Being amount of interest due) :
Date Particulars LF| Amt (Dr) | Amt. (C7)
| Debenture Holders Al or 3.42,000 |
To Bank Al | | 3,42000
| {Being interest paid) ' |
9% Debenture Alc or || 200000
To Bank A/t ; 1.96,400
Ta Profit on Redemption of Debentures Alc | 3,600

[Being purchase of 2,000, 9% debentures @ 98
Illess z 400 for expenses)
| Profit on Redernprion of Debenture A/c Dr 3,600 |
l To Capital Reserve Afc ' 3,600
(Being transfer of profit on redemption of '
debentures to capital reserve account) |

Profit and Loss Alc Dr | 3,82,000
| To Debenture Interest Afc | | 3,42,000

i (Being discount on issue of debenture written off
| and Interest charged to profit and loss account)

To Discount on Issue of Debentures Alc | ‘ 40,000

Working Note
Calculation of Interest for 2002, 2003, 2004 = 40,00,000 x % =% 3,680,000

Calculation of Interest for 2005 = 38:00,000 x % =7 342,000

Mote This guestion is not given the serial number,

33.Y.Ltd. redeemed 4,800, 12% debentures of Rs.100 each which were issued at par, at 110
per cent by converting them into equity shares of Rs.10 each issued at a discount of 4%.
Journalise.

Answer
Journal Entries
Date | Particulars LF | Amt. (Dr) | Amt. (Cr)
12% Debenture Alc D] -!_80_0_600_- l
To Debenture Holders Ajc ! | 7,60,000
| ToDiscounton Issus of Debentures Alc 40,000
|(Being amount of 12% debentures dus to |
debenture holdars) |
Debenture Holders Alc Cr 760,000
To Equity Share Capital A/c 7.60,000

[Being equity shares issued to debenture |
holders in lieu of debentures) |

Working Note
Amount due 1o Debenture Holders

Agreed Price of share
_ 760,000
T10

Number of shares to be issued =

= 76,000 shares



34. Z.Ltd. redeemed 2,000, 12% debentures of Rs.100 each which were issued at a discount
of 5%, by converting them into equity shares of Rs.10 each issued at a premium of 25%.

Journalise.
Answer
Journal Entries
Date | Particulars LF | Amt. (O) | Amt. (Cr)
[ 12% Debenture Alc Dr 4,80,000
| Premiurm on Redemption of Debenture Al Dr 48,000
| To Debenture Holders Al | 5,268,000
| (Being amount of debentures due to debenture | |
| holders) J
| Debenture Holdars Alc (55,000 x 9.60) Dr 528,000 |
Discount on lssue of Shares Afc (55,000 % 40) Dr 22,000 ‘
To Equity Share Capital Afc (55,000 x 10) | 5,50,000
|

(Being aquity shares issued to debenture holder [ | |
| in liew of debentures) | | ‘
Working Note

Amoun! due to Debenture Holders = 4,800 x110 =2 5,28,000
Amaount due to Debenture Holders
Agreed Price of Share

= 221320_0_ = 55,000 shares

9.60

MNumber of shares to be issued =

35. X.Ltd. redeemed 1,000, 12% debentures of Rs.50 each by converting them into 15% New
Debentures of Rs.100 each. Journalise.

Answer
Journal Entries
Date|  Paiouas LF | Amt. ©) | Amt. 1
| 12% Debenture Alc br| | 200000
To Debenture Holders Alc | 1,890,000
To Discourtt on issue of Debentures A/c | 10,000
| {Being Amaunt of debentures due to debentura |
| holders) |
Debenture Holders Afc - 1_3; 1,90.000 |
| Ta Equity Share Capital A/c {15,200 x 10) b 1,52,000
| To Securities Prermium A'c (15,200 x 2,50 | 38,000
| (Being 15,200 equity shares @ ¥ 10 sach al 25% | [
premium issued o debenture holders in lieu of = | |
debentures) i
1.90.0
0, 00:15.200 shares

Number of shares to be issued = 125



