SPCS Form 5

Principles of Accounts


Issues of Shares and Debentures – Part II
1.1 Issues of debentures

When a company borrows money on a long-term basis, it usually does so by issuing debentures.
When a public company issues debentures, the procedures are roughly the same as those for issuing shares.  Although debentures are usually issued at the nominal (par) value, they can also be issued at a discount.

1.2 Methods of payment – Full payment on application

(a) Issue at par

100,000 8% Debenture of $100.00 each issued at par.

Explanation:

100,000 
= Number of debentures issued





8%

= Debenture interest rate





$100.00
= Face value of the debenture





at par

= Issued value

	Transaction
	Accounting entries

	Receipt of application money
	Dr: Bank

Cr: Debenture applicants

	Debenture allotted
	Dr: Debenture applicants

Cr: 8% Debenture


	Bank

	Debenture applicants (1)
	$10,000,000
	
	

	
	
	
	


	Debenture Applicants

	8% Debenture (2)
	$10,000,000
	Bank (1)
	$10,000,000

	
	
	
	


	8% Debenture

	
	
	Debenture applicants (2)
	$10,000,000

	
	
	
	


	Balance Sheet (Extract)

	
	
	Long-term Liabilities
	

	
	
	8% Debenture
	$10,000,000

	
	
	
	


(b) Issue at discount

75,000 6% Debenture of $50.00 each issued at a discount of $5.00.

	Transaction
	Accounting entries

	Receipt of application money
	Dr: Bank

Cr: Debenture applicants

	Debenture allotted (nominal value only)
	Dr: Debenture applicants

Cr: 6% Debenture

	Debenture discount
	Dr: Debenture discount

Cr: Debenture applicants


	Bank

	Debenture applicants (1)
	3,375,000
	
	

	[75,000 x $45.00]
	
	
	

	
	
	
	


	Debenture Applicants

	8% Debenture (2)
	3,750,000
	Bank (1)
	$3,375,000

	[75,000 x $50.00]
	
	Debenture discount (3)
	$375,000

	
	
	[75,000 x $5.00]
	

	
	
	
	


	6% Debenture

	
	
	Debenture applicants (2)
	3,750,000

	
	
	
	


	Debenture Discount

	Debenture discount (3)
	$375,000
	
	

	[75,000 x $5.00]
	
	
	

	
	
	
	


	Balance Sheet (Extract)

	Intangible Assets
	
	Long-term Liabilities
	

	Debenture discount
	$375,000
	8% Debenture
	$10,000,000

	
	
	
	


1.3 Debenture discounts written off

The discount originally given was in fact to attract investors to buy the debentures and is therefore as much a cost of borrowing as is debenture interest.  The discount thus needs to be written off during the life of the debentures through the profit and loss account.

Example 1: Debenture discount is $80,000 and to be written off evenly in 5 years’ time.

Debenture discount is $80,000 and to be written off evenly in 5 years’ time.

	Debenture Discount

	Debenture applicants
	$80,000
	Profit and loss account
	$16,000

	
	
	[$80,000 / 5]
	

	
	
	Balance c/d
	64,000

	
	80,000
	
	80,000

	Balance b/d
	64,000
	
	

	
	
	
	


	Profit and Loss Account (Extract)

	Debenture discount
	$16,000
	
	

	
	
	
	


	Balance Sheet (Extract)

	Intangible Assets
	
	
	

	Debenture discount
	$64,000
	
	

	
	
	
	


The unwritten part of the debenture discount should be recorded in the balance sheet as intangible assets.

Example 2: Issues of debentures (with over-subscription)

ABC Company issued 60,000 5% debentures of $8.00 each at a discount of $1.00.  70,000 applications were received.  The excess applications were refunded to the applicants.

	Bank

	Debenture applicant (1)
	$490,000
	Debenture applicant (3)
	$70,000

	
	
	[10,000 x $7.00]
	

	
	
	
	


	Debenture Applicant

	5% Debenture (2)
	480,000
	Bank (1)
	$490,000

	[60,000 x $8.00]
	
	Debenture discount (4)
	60,000

	Bank (3)
	70,000
	[60,000 x $1.00]
	

	[10,000 x $7.00]
	
	
	

	
	
	
	


	5% Debenture

	
	
	Debenture applicant (2)
	$480,000

	
	
	
	


	Debenture Discount

	Debenture applicant (4)
	$60,000
	Profit and loss account
	$30,000

	
	
	($60,000 x 50%)
	

	
	
	
	


	Balance Sheet (Extract)

	Intangible Assets
	
	Long-term Liabilities
	

	Debenture discount
	$30,000
	5% Debenture
	480,000

	
	
	
	


[Assuming that the debenture matures in two years’ time.]
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