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Debentures: Debentures is a debt instrument issued by the company under its common seal acknowledging debt under its obligation. Debentures are issued by the company for minimum period of 6 months and maximum for 5 years.
Redemption of debentures means repayment of debenture capital to debentures holders on maturity. Redemption can be done at par, premium or at discount.
Redemption of Debentures

A. Out of Capital
B. Out of Profits – Debenture Redemption Reserve
– Sinking Fund
C. Conversion



A. Redemption out of Capital: Debentures can be redeem out of capital or out of profit. On redemption debenture holders are paid out of cash/bank thus reduce working capital with the company.
Entry for amount payable on redemption
Debentures A/c	Dr
At Par

To Debentureholders A/c


Debentures A/c	Dr Premium on redemption A/c Dr
At Premium

To Debentureholders A/c


Entry for Payment

Debentureholders A/c	Dr

To Bank A/c




B. Redemption out of Profit
In this case company regularly transfer adequate profits from the profits to a Reserve Account before the redemption of debentures. This may be done by creating Debenture Redemption Reserve (DRR) out of profits every year.
· As per The Company Act, 2013 company requires to transfer the amount at least equal to 25% of face value of debentures to be redeemed.
· AIFIs and NBFC are exempted from creating DRR.
· At least 15% of face value of debenture to be invest by company in the form of DRR investment.
· It should be used for redemption of debentures only.

Accounting Entries

1. Transfer of profits from P/L A/c
P/L A/c		Dr To Debenture Redemption Reserve A/c
2. Entry for investment made @ 15% of the face of debentures to be redeemed
Debenture Redemption Investment A/c	Dr To Bank A/c
3. Interest on Investment
Bank A/c		Dr To Interest A/c
4. Investment sold
Bank A/c		Dr To Debenture Redemption Investment A/c
5. On Redemption

Debentures A/c	Dr To Debentureholders A/c
Debentureholders A/c	Dr To Bank A/c
6. Balance in DRR
Debenture Redemption Reserve A/c	_ Dr To General Reserve A/c




C. Redemption by Conversion
It means redeeming debentures by converting them into new class of shares or even debentures either wholly or partly. The new shares can be issued at par or at premium. The provision of creating DRR is not applicable in case of fully convertible debentures.
1. Entry for amount due to debentureholders Debenture A/c	Dr
To Debentureholders A/c
2. Entry for conversion by new issue at par Debentureholders A/c	Dr
To Equity share capital A/c
To Preference share capital A/c To Debentures A/c (New)
3. Entry for conversion by new issue at premium Debentureholders A/c	Dr
To Equity share capital A/c
To Preference share capital A/c To Debentures A/c (New)
To Security Premium A/c

4. Entry for transfer (FV of debenture redeemed in Cash)
Profit and Loss A/c	Dr To General Reserve A/c
(FV of Debenture converted need nit be transfer to General Reserve)
5. Adjustment of Security Premium
Security Premium A/c	Dr To Premium on Redemption A/c




Q. 1 Noida Toll Bridge corporation Ltd. has outstanding 50,000, 8% debentures of Rs. 100 each issued in 2005 due for redemption on March 31st,2015. It was decided to invest the required amount in investment earning 10% p.a. interest on April 30th, 2014. How much amount of Debenture Redemption Reserve should be credited before the redemption ofdebentures begin? Record necessary entries regarding redemption of debentures.

Q. 2 XESS Ltd had Rs. 10,00,000, 9% debentures due to be redeemed fully out of profits on 1st October 2015 at a premium of 5%. The company had a Debenture Redemption Reserve of Rs. 4,14,000. It was decided to invest the required amount of Debenture Redemption Investment. Pass necessary journal entries at the time of redemption. (Fully out of profit)

Q. 3 MAA Ltd. issued Rs. 38,00,000, 8% debentures of Rs. 100 each on 1st April 2013. The terms of issue stated that debentures were to be redeemed at a premium of 5% on 30th June, 2015. The company decided to transfer out of profits Rs. 5,50,000 to Debenture Redemption Reserve on 31st March,2014 and Rs. 4,00,000 on 31st March, 2015 and make the necessary investments in time. Pass the necessary journal entries regarding the issue and redemption of debentures, without providing for either the interest or loss on issue of debentures.

Q. 4 Vasu Ltd. has 6,000, 8% debentures of Rs. 100 each due for redemption in four equal annual instalments starting from March 31st 2013. Debenture Redemption Reserve has a balance of Rs. 70,000 on that date. Record necessary journal entries. The company complied with the requirements with respect to investment made in Government securities on 30th April, 2012.

Q. 5 Parag Enterprises Ltd. Issued 35,000 6.5% Debentures of ₹ 100 each on 1st October, 2013 redeemable in five equal instalments starting with 31st March, 2017. The BOD transfer to DRR
₹ 50,000 and ₹ 4,00,000 on 31st march, 2014 and 2015 respectively and balance required to be transfer to DRR on 31st March, 2016. Record necessary journal entries.

Q. 6 Akshar Enterprises Ltd. issued 12,000 6% Debentures of ₹ 100 each on 1st September, 2012 redeemable at premium of 7% as under.
On 31/03/2018 4,000 Debentures On 31/03/2019 4,000 Debentures On 31/03/2020 4,000 Debentures

The BOD has also decided to transfer the required amount to DRR in four equal annual instalments starting from 31/03/2014. Record necessary journal entries.

Q. 7 Pass the journal entries for 500, 12% Debentures of ₹ 50 each issued at par, in the following alternatives cases, if the debentures are
redeemed at par by conversion into 10% Preference shares of ₹ 100 each
redeemed at premium of 12% by conversion into Equity shares of ₹ 10 each issued at par.

Q. 8 SK Ltd. Issued 75,000, 8% Debentures of ₹ 50 each redeemable after 3 years by converting theminto shares of ₹ 20 each. Record necessary journal entries for issue and redemption of debentures.

Q. 9 MK Ltd. Issued 42,000 7% Debentures of ₹ 100 each at a premium of of 10% on 1st October, 2011redeemable by conversion of debentures into shares of ₹10 each at a premium of 5% on June, 2015. Record necessary entries for issue and redemption of debentures.




Q. 10 Pass necessary Journal entries in the books of company in following cases for redemption of 1000, 12% Debentures of ₹ 10 each issued at par:
Debentures redeemed at par by conversion into 12% Preference shares of ₹ 100 each. Debentures redeemed at a premium of 10% by conversion into Equity shares issued at par. Debentures redeemed at a premium of 10% by conversion into Equity shares issued at a premium.

