NOTES ON REDEMPTION OF DEBETURES:

(A) Theoretical Questions  

State the guidelines of SEBI regarding issue of convertible debentures for disclosure and investor protection.
(8 marks) (Intermediate–Nov. 1998)

Answer

SEBI guidelines regarding issue of convertible debentures for disclosure and investor protection are as follows :

(i)
Issue of Fully Convertible Debentures (FCDs) having a conversion period of more than 36 months will not be permissible, unless conversion is made optional with “put” and “call” option.

(ii)
No company shall make a public issue or rights issue of debts instruments (whether convertible or not), unless credit rating of not less than investment grade is obtained from not less than two registered credit rating agencies and disclosed in the offer document. All the credit ratings including the unaccepted credit ratings shall be disclosed.

(iii)
All the credit ratings obtained during the 3 years preceding the public or rights issue of convertible debentures for any listed security of the issuer company shall be disclosed in the offer document.

(iv)
No company shall issue a prospectus or a letter of offer to the public for subscription of its debentures without the appointment of a debenture trustees or creation of Debenture Redemption Reserve, in accordance with the provisions of the Companies Act, 1956. The names of the debenture trustees shall be stated in the Offer Document and also in all the subsequent periodical communication. Also a trust deed shall be executed within 3 months of the closure of the issue.

(v)
The merchant banker shall ensure that the security created is adequate to ensure 100% asset cover for the debentures and is free from any encumbrances and also the necessary permissions to mortgage the assets or No objection certificate for a second or pari passu charged in cases where assets are encumbered have been obtained.

(vi)
Premium amount on conversion and time of conversion, shall be predetermined by the issuer company and stated in the prospectus. Interest rates for the above debentures will  also be freely determined by the issuer company.

(vii)
Any conversion in part or whole of the debentures will be optional in the hands of the debentureholders, if the conversion takes place at or after 18 months from the date of allotment, but before 36 months.

(viii)
Premium amount at the time of conversion for the Partly Convertible Debentures (PCD) shall be predetermined and stated in the prospectus. Redemption amount, period of maturity, yield on redemption for the PCDs or NCDs shall also be indicated in the prospectus.

(ix)
In case, the non-convertible portions of PCDs or NCDs are to be rolled over with or without change in the interest rate, a compulsory option should be given to those debentureholders who want to withdraw and encash from the debenture programme. Roll over shall be done only in cases where debentureholders have sent their positive consent and not on the basis of the non-receipt of their negative reply.

(x)
Before roll over of any NCDs or non-convertible portion of the PCDs, at least two credit ratings of not less than investment grade shall be obtained within a period of six months prior to the due date of redemption and communicated to debentureholders before roll over and fresh trust deed shall be made.

(xi)
Letter of information regarding roll over shall be vetted by SEBI with regard to the credit ratings, debentureholder’s resolution, option for conversion and such other items which SEBI may prescribe from time to time.

(xii)
The disclosures relating to raising of debentures will contain, amongst other things, the existing and future equity and long term debt ratio, servicing behaviour on existing debentures, payment of due interest on due dates on long term loans and debentures, certificate from a financial institution or bankers about their no objection for a second or pari passu charge created in favour of the trustees to the proposed debenture issues.

(xiii)
SEBI may prescribe additional disclosure requirement from time to time, after due notice.

(B) Practical Questions:
(I) Illustrations : 
Question .1 Libra Limited recently made a public issue in respect of which the following information is available:

(a)
No. of partly convertible debentures issued 2,00,000; face value and issue price Rs.100 per debenture.

(b)
Convertible portion per debenture 60%, date of conversion on expiry of 6 months from the date of closing of issue.

(c)
Date of closure of subscription lists 1.5.1994, date of allotment 1.6.1994, rate of interest on debenture 15% payable from the date of allotment, value of equity share for the purpose of conversion Rs. 60 (Face Value Rs. 10).

(d)
Underwriting Commission 2%.

(e)
No. of debentures applied for 1,50,000.

(f)
Interest payable on debentures half-yearly on 30th September and 31st March.


Write relevant journal entries for all transactions arising out of the above during the year ended 31st March, 1995 (including cash and bank entries).


(15 marks) (Intermediate–May 1995)
Answer

In the books of Libra Ltd.

Journal Entries

Date
Particulars

Amount Dr.
Amount Cr.





Rs.
Rs.

1.5.94
Bank A/c
Dr.
1,50,00,000




To Debenture Application A/c


1,50,00,000


(Application money received on 1,50,000 


debentures @ Rs. 100 each)

1.6.94
Debenture Application A/c
Dr.
1,50,00,000



Underwriters A/c
Dr.
50,00,000



To 15% Debentures A/c


2,00,00,000


(Allotment of 1,50,000 debentures to applicants 


and 50,000 debentures to underwriters)



Underwriting Commission
Dr.
4,00,000



To Underwriters A/c


4,00,000


(Commission payable to underwriters @ 2% on 


Rs. 2,00,00,000)


Bank A/c
Dr.
46,00,000



To Underwriters A/c


46,00,000


(Amount received from underwriters


in settlement of account)

30.9.94
Debenture Interest A/c
Dr.
10,00,000



To Bank A/c


10,00,000


(Interest paid on debentures for


4 months @ 15% on Rs. 2,00,00,000)

30.10.94
15% Debentures A/c
Dr.
1,20,00,000



To Equity Share Capital A/c


20,00,000



To Securities Premium A/c


1,00,00,0000


(Conversion of 60% of debentures into shares





of Rs. 60 each with a face value of Rs. 10)


31.3.95
Debenture Interest A/c
Dr.
7,50,000



To Bank A/c


7,50,000


(Interest paid on debentures for the half year)

Working Note :


Calculation of Debenture Interest for the half year ended 31st March, 1995


On Rs. 80,00,000 for 6 months @ 15%
= Rs. 6,00,000


On Rs. 1,20,00,000 for 1 months @ 15%
= Rs. 1,50,000




Rs. 7,50,000

Question .2 Progressive Ltd. issued Rs. 10,00,000, 6% Debenture Stock at par on 21.1.1984, Interest was payable on 30th June and 31st December, in each year.

Under the terms of the Debentures Trust the owned stock is redeemable at par. The trust deed obliges the Company to pay to the trustees on 31st December, 1995 and annually thereafter the sum of Rs. 1,00,000 to be utilised for the redemption and cancellation of an equivalent amount of stock, which is to be selected by drawing lots.

Alternatively, the Company is empowered as from 1st January, 1995 to purchase its own debentures on the open market. These Debentures must be surrendered to the Trustees for cancellation and any adjustments for accrued interest recorded in the books of account. If in any year the nominal amount of the stock surrendered under this alternative does not amount to Rs. 1,00,000 then the shortfall is to be paid by the Company to the Trustees in cash on 31st December.

The following purchases of stock were made by the Company:




Nominal value of
Purchase price per




stock purchased
Rs. 100 of stock




Rs.
Rs.

(1)
30th September, 1995
1,20,000
98

(2)
31st May, 1996
75,000
95 
(Ex-interest)

(3)
 31st July, 1997
1,15,000
92

The Company fulfilled all its obligations under the trust deed.

Prepare the following Ledger Accounts :

(a)
Debenture Stock A/c

(b)
Debenture Redemption A/c

(c)
Debenture Interest A/c

Note : Ignore costs and taxation

(15 Marks) (Intermediate–Nov. 1998)

Answer

In the Books of Progressive Ltd.

Debenture Stock Account

1995


Rs.
1995


Rs.

Sept. 30
To
Debenture



Redemption A/c
1,20,000
Jan. 1
By
Balance b/d
10,00,000

Dec. 31
To Balance c/d
8,80,000




10,00,000



10,00,000

1996


Rs.
1996


Rs.

May 31
To
Debenture

Jan. 1
By
Balance b/d
8,80,000



Redemption A/c
75,000


Dec.31
To
Debenture



Redemption A/c
25,000


To
Balance c/d
7,80,000




8,80,000



8,80,000

1997


Rs.
1997


Rs.

July 31
To
Debenture

Jan. 1
By
Balance b/d
7,80,000



Redemption A/c
1,15,000


Dec.31
To
Balance c/d
6,65,000




7,80,000



7,80,000

Debenture Redemption Account

1995


Rs.
1995


Rs.

Sept. 30
To
Bank A/c
1,15,800
Sept.30
By
Debenture Stock A/c
1,20,000



(Rs. 1,20,000×0.98



– Rs. 1,800)




To
Capital Reserve A/c
4,200




1,20,000



1,20,000

1996


Rs.
1996


Rs.

May 30
To
Bank A/c
71,250
May 31
By Debenture Stock A/c
75,000



(Rs. 75,000 × 0.95)

Dec. 31
By Debenture Stock A/c
25,000


To
Capital Reserve A/c
3,750



(Profit on cancellation)

Dec.31
To
Bank A/c
25,000



(Shortfall=Rs.1,00,000



– Rs. 75,000)




1,00,000



1,00,000

1997


Rs.
1997


Rs.

July 31
To
Bank A/c
1,05,225
July 31
By Debenture Stock A/c 
1,15,000



(Rs. 1,15,000 ×.92




– Rs. 575)



To
Capital Reserve A/c
9,775



(Profit on cancellation)




1,15,000



1,15,000

Debenture Interest Account

1995


Rs.
1995


Rs.

June 30
To
Bank A/c
30,000
Dec. 31
By Profit and Loss A/c 
58,200

Sept. 30
To
Bank A/c
1,800


Dec. 31
To
Bank A/c
26,400




58,200



58,200

1996


Rs.
1996


Rs.

May 31
To
Bank A/c
1,875
Dec. 31
By Profit and Loss A/c 
50,175

June 31
To
Bank A/c
24,150


Dec. 31
To
Bank A/c
24,150




50,175



50,175

1997


Rs.
1997


Rs.

June 30
To
Bank A/c
23,400
Dec. 31
By Profit and Loss A/c 
43,925

July 31
To
Bank A/c
575


Dec. 31
To
Bank A/c
19,950




43,925



43,925

Working Notes :

Interest paid on Debentures @6% per annum:

Date
Amount of
Period
Interest


Debentures


Rs.

Rs.

1995

June 30
10,00,000
6 months
30,000

Sept. 30
1,20,000
3 months
1,800

Dec. 31
8,80,000
6 months
26,400

1996

May 31
75,000
5 months
1,875

June 30
8,05,000
6 months
24,150

Dec. 31
8,05,000
6 months
24,150

1997

June 30
7,80,000
6 months
23,400

July  31
1,15,000
1 month
575

Dec. 31
6,65,000
6 months
19,950

Notes :
(1)
It has been assumed that debentures are purchased for immediate cancellation.


(2)
The purchases of 30th September, 1995 and 31st July, 1997 have been taken on cum-interest basis
Practice Questions :
Question 1

On 1st April, 2007, in MK Ltd’s ledger 9% debentures appeared with a opening balance of Rs. 50,00,000 divided into 50,000 fully paid debentures of Rs. 100 each issued at par.

Interest on debentures was paid half-yearly on 30th of September and 31st March every year.

On 31.5.2007, the company purchased 8,000 debentures of its own @ Rs. 98 (ex-interest) per debenture.

On 31.12.2007 it cancelled 5,000 debentures out of 8,000 debentures acquired on 31.5.2007.

On 31.1.2008 it resold 2,000 of its own debentures in the market @ Rs. 101 (ex-interest) per debenture.

You are required to prepare:

(i)
Own debentures account;

(ii)
Interest on debentures account; and 

(iii) Interest on own debentures account.





(8 Marks) (PE II-Nov. 2008) 
