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In the slides to come

• Redemption of  debentures

• Methods of  redemption

• Accounting for debenture redemption

• Redemptions of  preference shares

• Rules and Accounting



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.



Methods of  Redemption of  Debentures

• 1. Payment in lump sum 

• 2. Payment in instalments 

• 3. Purchase in the open market 

• 4. 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 debentureholders at the maturity thereof  as per 

terms of  issue.

• Payment in instalments : Under this method, normally redemption of  

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

the debentures. 



• Purchase in the open market: Under this method, normally redemption of  

debentures is made by purchasing own debentures from the market by using 

accumulated profits of  the company.

• 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.
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Redemption of  preference shares Sec 80

• A company limited by shares if  so authorised by its Articles, may issue preference 

shares which at the option of  the company, are liable to be redeemed.

• the ‘gap’ created in the company’s capital by the redemption of  redeemable 

preference shares must be filled in by:

• (a) the proceeds of  a fresh issue of  shares;

• (b) the capitalisation of  undistributed profits; or

• (c) a combination of  (a) and (b).



Accounting Entries

• 1. When new shares are issued at par

Bank Account Dr.

To Share Capital Account

(Being the issue of….shares of  Rs… each for the purpose of  redemption of

preference shares, as per Board’s Resolution No….dated…..).



• 2. When new shares are issued at a premium.

Bank Account Dr.

To Share Capital Account

To Securities Premium Account

(Being the issue of…..shares of  Rs…. each at a premium of  Rs….each for

the purpose of  redemption of  preference shares as per Board’s Resolution 
No…..dated……)



• 3. When new shares are issued at a discount

Bank Account Dr.

Discount on Issue of  Shares Account Dr.

To Share Capital Account

(Being the issue of  …….shares of  Rs……each at a discount of  Rs….. each for 

the purpose of  redemption of  preference shares, as per Board’s Resolution 

No…dated…..)



• 4. When preference shares are redeemed at par

Redeemable Preference Share Capital Account Dr.

To Preference Shareholders Account

• 5. When preference shares are redeemed at a premium

Redeemable Preference Share Capital Account Dr.

Premium on Redemption of  Preference Shares Account Dr.

To Preference Shareholder Account



• 6. When payment is made to preference shareholders 

Preference Shareholders Account Dr.

To Bank Account

7. For adjustment of  premium on redemption

Profit and Loss Account Dr.

Securities Premium Account Dr.

To Premium on Redemption of  Preference Shares Account
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