
 

 

A Study on Issue and Problems on Redemption of 

Debentures  
1
B. Asvini and 

2
M. Kannappan 

1
Saveetha School of Law,  

Saveetha Institute of Medical and Technical Sciences,  

Saveetha University, Chennai. 

asvinikvp52@gmail.com 
2
Saveetha School of Law,  

Saveetha Institute of Medical and Technical Sciences, 

Saveetha University, Chennai. 

kannappanm.ssl@saveetha.com 

 

Abstract  
A company raises its capital by means of issue of shares. But the funds 

raised by the issue of shares are seldom adequate to meet their long term 

financial needs of a company. Hence, most companies turn to raising long-

term funds also through debentures which are issued either through the 

route of private placement or by offering the same to the public. The 

finances raised through debentures are also known as long-term debt. This 

research paper deals with the accounting treatment of issue and 

redemption of debentures and other related aspects. 
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1. Introduction 

Issue of debentures is a method of raising loan from the public. Thus, a 

debenture may be defined as an instrument acknowledging a debt by a company 

to some person or persons which may or may not be secured by a charge on its 

assets. According to Mr. Topham "A debenture is a document given by a 

company as evidence of a debt to the holder usually arising out of a loan and 

most commonly secured by a charge". Section 2(12) of the Indian Companies 

Act slates, "Debenture includes debenture stock, bonds and any other securities 

of the company whether constituting a charge on the company's assets or not". 

1. A debenture is in the form of a certificate like a share certificate. 

2. It is issued under the common seal of the company. 

3. This certificate' is an acknowledgement of debt by the company to its 

holder. 

4. A debenture usually provides for the repayment of a specified principal 

sum on a specified date. However, there is no restriction on issue of 

irredeemable debentures. 

5. It usually provides for the payment of interest at regular intervals at 

fixed dates until the principal sum is completely paid back. 

6. It is normally secured by a floating charge on the assets of the company. 

2. Objectives 

● To state the meaning and types of debentures. 

● To calculate interest on debentures. 

● To explain issue of debentures as collateral security 

3. Review of Literature 

Debentures are invariably redeemable. The company may cancel the debentures 

immediately after their purchase in open market,(Vinita B). Issue at par, 

redeemable at par. Issue at discount, redeemable at par, Redemption in lump 

sum. (K. Agarwal,). Debentures amount due, redemption at discount. 

Redemption out of capital, debentures may be redeemable on or before 

maturity. (K. Agarwal). Function of debentures trustee, various way of issue of 

debentures. Methods of redemption under section 117 of companies act (V. 

Rajasekaran, R. Lalitha). Fresh issue of debentures, mortgage debentures, 

simple mortgage has no security(V. K Goyal and Ruchi Goyal). The methods 

for issue of debentures for cash and for consideration other than cash. Issue and 

redemption including conversion of debentures (Vaishali Heggeri). A 

debentures have no voting rights. Debentures cannot influence the management 

for the affairs of company (Mohammed hanif). The procedure for the issue of 

debentures is the same as that for issue of shares. Issue of debentures is a 

methods of raising loan from the public (S. M. Melamed). A company raises its 

capital by means of issue of shares. Redeemable debentures are those payable 

on the expiry of the specific period(Avtar Singh). Debentures may be secured or 

unsecured, redemption is the payment of debentures.(Narayanaswamy. R). 
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Redemption out of profit, redemption out of provision, redemption by 

conversion (Nilama M). Secured debentures may be issued by a company 

subject to such terms and condition (Taxmann publication). Redemption must 

be effected on the expiry fixed period, irredeemable debentures, there is no 

fixed redemption or expiry period (Amar Narain Agarwala). Issuing debentures 

is one of the ways to raise money for the working of company. Eligibility for a 

debentures trustee (Mridul Gupta). Section 71 of companies act, 2013 deals 

with the debentures, premium payable on the redemption of any redeemable 

preferences shares of any debentures of company (G. Sekar). 

 Research Question  

Whether the companies act doesn’t cover the redemption of debentures fully? 

 Hypothesis  

NULL HYPOTHESIS: Companies act has not laid down any condition for the 

redemption of debentures the terms has been laid down by the prospectus of the 

company and so, debentures are invariably. 

ALTERNATIVE HYPOTHESIS: Companies act has laid down any condition 

for the redemption of debentures the termshas been laid down by the prospectus 

of the company and so, debentures are invariably. 

4. Chapter 1: Issue of Debentures  

A company may issue debentures at different terms. These terms may not only 

relate to the issue of debentures but also to their redemption. For example, just 

as the issue can be made at par, at a premium or at a discount, the redemption 

can also be stipulated at par, at a premium or at a discount. In practice, however, 

the redemption is never made at a discount. Thus, combining such terms of 

issue and redemption of debentures, the following five possibilities are 

commonly found in practice. 

 Debentures issued a par and redeemable at par. 

 Debentures issued at a premium and redeemable at par. 

 Debentures issued at a discount and redeemable at par. 

 Debentures issued at par and redeemable at a premium. 

 Debentures issued at a discount and redeemable at a premium
1
. 

 Debentures 
 A company may issue debentures with an option to convert such 

debentures into shares, either wholly or partly at the time of redemption:  

Provided that the issue of debentures with an option to convert such 

debentures into shares, wholly or partly, shall be approved by a special 

resolution passed at a general meeting. 

 No company shall issue any debentures carrying any voting rights. 

                                                           
1
 http://www.investinganswers.com/financial-dictionary/bonds/debentures- 1047 
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 Secured debentures may be issued by a company subject to such terms 

and conditions as may be prescribed. 

 Where debentures are issued by a company under this section, the 

company shall create a debenture redemption reserve account out of the 

profits of the company available for payment of dividend and the 

amount credited to such account shall not be utilised by the company 

except for the redemption of debentures. 

 No company shall issue a prospectus or make an offer or invitation to 

the public or to its members exceeding five hundred for the subscription 

of its debentures, unless the company has, before such issue or offer, 

appointed one or more debenture trustees and the conditions governing 

the appointment of such trustees shall be such as may be prescribed. 

 A debenture trustee shall take steps to protect the interests of the 

debenture holders   and redress their grievances in accordance with such 

rules as may be prescribed. 

 Any provision contained in a trust deed for securing the issue of 

debentures, or in any contract with the debenture-holders secured by a 

trust deed, shall be void in so far as it would have the effect of 

exempting a trustee thereof from, or indemnifying him against, any 

liability for breach of trust, where he fails to show the degree of care and 

due diligence required of him as a trustee, having regard to the 

provisions of the trust deed conferring on him any power, authority or 

discretion
2
: 

Provided that the liability of the debenture trustee shall be subject to 

such exemptions as may be agreed upon by a majority of debenture-

holders holding not less than three fourths in value of the total 

debentures at a meeting held for the purpose. 

 A company shall pay interest and redeem the debentures in accordance 

with the terms and conditions of their issue. 

 Where at any time the debenture trustee comes to a conclusion that the 

assets of the company are insufficient or are likely to become 

insufficient to discharge the principal amount as and when it becomes 

due, the debenture trustee may file a petition before the Tribunal and the 

Tribunal may, after hearing the company and any other person interested 

in the matter, by order, impose such restrictions on the incurring of any 

further liabilities by the company as the Tribunal may consider 

necessary in the interests of the debenture-holders. 

 Where a company fails to redeem the debentures on the date of their 

maturity or fails to pay interest on the debentures when it is due, the 

Tribunal may, on the application of any or all of the debenture-holders, 

or debenture trustee and, after hearing the parties concerned, direct, by 

order, the company to redeem the debentures forthwith on payment of 

principal and interest due thereon. 

                                                           
2
 http://www.ncert.nic.in/ncerts/l/leac202.pdf 
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 If any default is made in complying with the order of the Tribunal under 

this section, every officer of the company who is in default shall be 

punishable with imprisonment for a term which may extend to three 

years or with fine which shall not be less than two lakh rupees but which 

may extend to five lakh rupees, or with both. 

 A contract with the company to take up and pay for any debentures of 

the company may be enforced by a decree for specific performance. 

 The Central Government may prescribe the procedure, for securing the 

issue of debentures, the form of debenture trust deed, the procedure for 

the debenture-holders to inspect the trust deed and to obtain copies 

thereof, quantum of debenture redemption reserve required to be created 

and such other matters
3
. 

 Types of Debenture 

A ‘company can issue various types of debentures which can be classified on 

the basis of security, permanence, convertibility and records 

 Redeemable and Irredeemable Debentures: Redeeinable Debentures 

are issued for specified period after which the company must repay the 

amount of debentures on specified date or after notice or by periodical 

drawings
4
. Irredeemable Debentures, on the other hand are those 

debentures for which no fixed date is specified for repayment and the 

holders of which cannot demand payment as long as the company is 

functioning and does not make default in interest payment. Normally 

companies issue redeemable debentures. 

 Registered and Bearer Debentures: Registered debentures are those 

which are registered in the name of the holder by the company in the 

Register of Debenture holders. Such debentures are made out in the 

name of the holder which appears in the debenture certificate. Such 

debentures are transferable in the same manner as shares by transfer 

deeds. Interest on such debentures is payable to the person whose name 

is registered with the company in the register of Debenture holders. 

Bearer debentures are those which are transferable by mere delivery. 

Interest on such debenture is payable on the basis of coupons attached 

with the debenture certificate
5
. 

 Secured and Unsecured Debentures: Secured debentures are those 

debentures which are secured either by the mortgage of a particular asset 

of the company known as Fixed Charge or by the mortgage of general 

assets of the company known as Floating Charge. Secured debentures 

are also known as Mortgaged Debenture's. Unsecured ‘debentures, on 

the other hand are those debentures which are not secured by any charge 

                                                           
3
 Ibid 

4
 http://www.yourarticlelibrary.com/finance/company-debentures-its-types-advantages-and-

disadvantages/26209 
5
 https://studypoints.blogspot.com/2011/03/kinds-or-types-of-debentures_3262.html 
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or mortgage on any property of the company
6
. Unsecured debentures are 

also known as 'Naked Debentures'. Only good companies of strong 

financial standing can issue such naked debentures. 

 Convertible and Non-convertible Debentures: Convertible debentures 

are those debentures wherein the debenture holder is given an option to 

exchange a pat or whole of the debenture amount for equity shares in the 

company on the expiry of a specified period. Some companies issue 

convertible debentures wherein a part or whole of the debenture amount, 

after the specified period, is compulsorily converted into equity shares 

of the company. Where only a part of the debenture amount is 

convertible into equity shares such debentures are known as 'Partly 

Convertible Debentures' but when the full amount of the debenture is 

convertible into equity shares such debentures are known as 'Fully 

Convertible Debentures'. Non-convertible debentures, on the other hand, 

are those debentures for which the debenture holder does not have any 

right for conversion into equity shares
7
. 

 Issue of Debentures as a Collateral Security 

Issue of debentures as a collateral security means the issue of debentures as 

secondary security against some loan taken by the company. If the loan is paid 

back, those debentures are returned to the company. If the lender's claim is not 

fully satisfied by the sale proceeds of the principal security, the lender will 

claim the remaining balance of his claim against these debentures issued as 

collateral security. There are two methods of recording the issue of debentures 

‘as a collateral security. Under the first method, no entry is made for such issue 

but only a note is given in the Balance Sheet regarding debentures issued as 

collateral security. Under the second method, an accounting entry is made for 

the issue by debiting the Debentures Suspeilse Account and crediting the 

Debentures Account
8
. 

 Issue of Debentures 

By issuing debentures means issue of a certificate by the company under its seal 

which is an acknowledgment of debt taken by the company. The procedure of 

issue of debentures by a company is similar to that of the issue of shares. A 

Prospectus is issued, applications are invited, and letters of allotment are issued. 

On rejection of applications, application money is refunded. In case of partial 

allotment, excess application money may be adjusted towards subsequent calls. 

Issue of Debenture takes various forms which are as under:  

 Debentures issued for cash  

 Debentures issued for consideration other than cash  

                                                           
6
 https://www.lawfarm.in/blogs/different-types-of-shares-and-debentures 

7
 https://efinancemanagement.com/sources-of-finance/types-of-debentures 

8
 http://www.accountingnotes.net/debentures/redemption-of-debentures-with-illustrations/8403 
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 Debentures issued as collateral security. Further, debentures may be 

issued (i) at par, (ii) at premium, and (iii) at discount Accounting 

treatment of issue of debentures for cash
9
. 

5. Chapter 2: Redemption of Debentures  

Redemption of debentures refers to extinguishing or discharging the liability on 

account of debentures in accordance with the terms of issue. In other words 

redemption of debentures means repayment of the amount of debentures by the 

company. There are four ways by which the debentures can be redeemed. These 

are : 

 Payment in lump sum 

 Payment in instalments 

 Purchase in the open market 

 By conversion into shares or new debentures. 

 Payment in lump sum : The company redeems the debentures by paying the 

amount in lump sum to the debenture holders at the maturity thereof as per 

terms of issue
10

. 

Payment in instalments: Under this method, normally redemption of 

debentures is made in instalments on the specified date during the tenure of the 

debentures. The total amount of debenture liability is divided by the number of 

years. It is to note that the actual debentures redeemable are identified by means 

of drawing the requisite number of lots out of the debentures outstanding for 

payment. 

Purchase in open market: When a company purchases its own debentures for 

the purposes of cancellation, such an act of purchasing and cancelling the 

debentures constitutes redemption of debentures by purchase in the open 

market. 

Conversion into shares or new debentures: A company can redeem its 

debentures by converting them into shares or new class of debentures. If 

debenture holders find that the offer is beneficial to them, they can exercise 

their right of converting their debentures into shares or new class of debentures. 

These new shares or debentures can be issued at par, at a discount or at a 

premium. It should be noted that only the actual proceeds of debentures are to 

be taken into account for ascertaining the number of shares to be issued in lieu 

of the debentures to be converted. If debentures were originally issued at 

discount, the actual amount realised from them at the time of issue would be 

used as the basis for computing the actual number of shares to be issued. It may 

                                                           
9
 https://accountlearning.com/debentures-meaning-issue-features-types-advantages-disadvantages/ 

10
 http://www.yourarticlelibrary.com/accounting/debentures/redemption-of-debentures-in-lump-sum-

accounting-entries/46945 
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be noted that this method is applicable only to convertible debentures.
11

 

 SEBI’s Guidelines 

Securities and Exchange Board of India (SEBI) has issued guidelines for 

redemption of debentures. The salient points of these guidelines are: 

 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. 

 The creation of Debenture Redemption Reserve is obligatory only for 

non-convertible debentures and non-convertible portion of partly 

convertible debentures. 

 A company shall create Debenture Redemption Reserve equivalent to at 

least 50% of the amount of debenture issue before starting the 

redemption of debenture. 

 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: 

 Infrastructure company (a company wholly engaged in the business of 

developing, maintaining and operating infrastructure facilities); and 

 A company issuing debentures with a maturity period of not more than 

18 months
12

. 

When a company gets loan, company issues debentures. Company gets this loan 

through debentures for a fixed time. After that fixed time, company will return 

the money of debentures to debenture holders. The refund of money to 

debenture holders is called redemption of debentures. Following are the various 

methods of redemption of debentures giving accounting treatment. 

 1st Method of Redemption of Debentures - Redemption Out of  
  Profitability  

In this method, we repay the money of debentures out of profit. Now, 

understand, how is it possible? Suppose, you have estimated that you will get $ 

1,00,0000 profit in march 2011 and in same month, you have to redeem $ 

10,000 debentures. Now, one side, you will pay $ 10000 through your cash or 

bank account and other side, you will deduct same $ 10000 from your profit and 

loss account by making redemption reserve account.  

Following entry will be passed: 

 Transfer of Profit to debenture redemption reserve account 

 Redemption of Debentures 

  

                                                           
11

 http://download.nos.org/srsec320newE/320EL26.pdf,  accessed on: 26/5/2018 
12

 https://www.indiafilings.com/learn/sebi-regulation-preferential-share-issues/ 
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 2nd Method of Redemption of Debentures-Redemption  
 Out of Capital 

It means we directly repay the debentures out of capital. We just pass following 

entry after repay of debentures by cheque. 

Debentures account Dr. Bank account Cr. 

This entry's effect on our capital and it will reduce by same amount. There is no 

need to transfer of profit to redemption reserves in this method. 

 3rd Method of Redemption of Debentures-Redemption by Conversion 
 Old Debentures account Dr. 

 New Debentures account Cr 

 Or Equity Share capital account Cr. 

4th Method of Redemption of Debentures - Redemption by Buying 
Own Debentures 

In this method, directors go to debenture market and for redemption of 

debentures, they have bought own debentures. For this, following entry will be 

passed. Own Debenture or investment in own debentures account Dr. Bank 

account Cr. Investment in own debentures account or simply own debentures 

account will be shown on the assets side of the balance sheet. Debentures will 

continue to be shown on the liabilities side of the balance sheet. Here, it is 

assumed that the debentures are purchased immediately after the payment of 

interest. 

5th Method of Redemption of Debentures-Redemption by Making 
Provision 

In this method, we create provision for redemption of debentures when we issue 

debentures. To making provision for redemption is good method to repay the 

amount of debenture on the time. We keep a small amount of provision and 

invest in good scheme. At the time of redemption, we liquidate our provision 

and repay the amount of debentures, it has two sub-methods
13

. 

Sinking Fund for Redemption Method 

Sufficient funds are required to redeem debentures at the end of a specified 

period. To meet this requirement, the company may decide to create a sinking 

fund and invest adequate amount in marketable securities or bonds of other 

business entities. Normally, a company ensures that an equal amount is set aside 

every year to arrange the necessary funds at the time of redemption. This is 

called Sinking Fund method according to which the company makes necessary 

arrangements is sets aside a part of divisible profit every year and invest the 

                                                           
13

 http://www.yourarticlelibrary.com/accounting/debentures/redemption-of-debentures-sources-and-

methods/57164 
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same outside the business in marketable securities. An appropriate amount is 

calculated by referring to on Sinking Fund Table depending upon the rate of 

return on investments and the number of years for which investments are made. 

The amount thus ascertained is transferred from profits every year to Debenture 

Redemption Fund and its investment is termed as Debenture Redemption Fund 

Investment. These investment earn certain amount of income (call it interest) 

which is reinvested together with the fixed appropriated amount for the purpose 

in subsequent years In last year, the interest earned and the appropriated fixed 

amount are not invested. In fact, at this stage the Debenture Redemption Fund 

Investments are encashed and the amount so obtained is used for the redemption 

of debentures. Any profit or loss made on the encashment of Debenture 

Redemption Fund investments is also transferred to Debenture Redemption 

Fund Account. The creation of Debenture Redemption Fund Account serves the 

purpose of Debenture Redemption Reserve as required by law and the SEBI 

guidelines, and is, after redemption is transferred to general reserve. 

Thus, the steps involved in the working of sinking fund method are: 

 Calculate the amount of profit to be set aside annually with the help of 

sinking fund table. 

 Set aside the amount of profit at the end of each year and credit to 

Debenture Redemption Fund (DRF) Account. 

 Purchase the investments of the equivalent amount at the end of first 

year and debit Debenture Redemption Fund Investment (DRFI) 

Account. 

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

 Purchase the investments equivalent to the fixed amount of profit set 

aside and the interest earned every year except last year (year of 

redemption). 

 Receive interest on investment for the last year. 

 Set aside the fixed amount of profit for the last year. 

 Encash the investments at the end of the year of redemption
14

. 

Insurance Policy Method 

6. Conclusion 

Several companies decide to issue debentures to raise capital, along with the 

other sources of long-term finance. The companies need to follow the 

regulations and the procedure associated with the issuance of debentures. 

Further, they also need to account debentures issued at a par, premium or 

discount accordingly. As stated earlier 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 will take advantage of this offer. The new 

                                                           
14

 http://www.yuvaneeds.com/forum/acco/financial-accounting/what-are-the-methods-of-redemption-of-

debentures.html 
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shares or debentures may be issued at par, at a discount or at a premium. It may 

be noted that no Debenture Redemption Reserve is required in case of 

convertible debentures because no funds are required for redemption. 
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