
  
EQUITY VS DEBENTURE VS 

BONDS 



EQUITY 

• Equity is the amount of capital invested or owned by the owner of a 
company.  

• The equity is evaluated by the difference between liabilities and assets 
recorded on the balance sheet of a company.  

• The worthiness of equity is based on the present share price or a value 
regulated by the valuation professionals or investors. 

•  This account is also known as owners or stockholders or shareholders 
equity. 



BONDS 

• Bonds are debt financial instruments that both public and private sector 
companies use to raise funds for their operations.  

• The government agencies, financial institutions as well as private 
enterprises issue these instruments to investors. 

•  Bonds are secured by their physical assets. 

•  The holder of these bonds is the lender, while the issuer of these bonds is 
the borrower. The borrower can issue these bonds to the lender, only by 
promising to pay back the loan at a specific maturity date with a fixed 
interest rate.  

• This interest rate is generally lower than debentures because the physical 
assets of a company secure bonds whereas the debentures are unsecured 
instruments. 

 



DEBENTURES 

• Debentures are also debt financial instruments like bonds. 

•  Organizations use these instruments to get funding for their daily 
needs. 

•  They are generally not secured by any physical assets of the issuers, 
which makes them riskier than bonds.  

• They also carry a fixed or floating interest rate.  

• The debenture holders get first preference over shareholders of a 
company when it comes to the payment of interests/dividends.  

• The interest rate on debentures is generally higher than bonds 
because they are not secured by the physical assets of a company. 



Bonds Debentures 

Definition 

Bonds are debt financial instruments issued by large 

corporations, financial institutions and government 

agencies that are backed up by collaterals or physical 

assets. 

Debentures are debt financial instruments issued by 

private companies, but any collaterals or physical assets 

do not back them up. 

Owner 

The owner of a bond is called a bondholder. The owner of a debenture is called a debenture holder. 

Collateral 

Bonds get secured by the collateral or physical assets of 

the issuing company. 

Debentures do not get secured by the collateral or 

physical assets of the issuing company. Lenders purchase 

these instruments solely based on the reputation of the 

issuing company. 



Tenure 

Bonds are long term investments and their tenure is 

generally higher than debentures. 

Debentures are generally short to medium term 

investments and their tenure is usually lower than bonds. 

Issuer 

Large corporations, financial institutions and government 

agencies issue these bonds for their long term capital 

requirements. 

Private companies generally issue debentures for their 

immediate capital requirements. 

Rate of Interest 

The bonds carry a fixed or floating interest rate that is 

generally lower than debentures because they are more 

stable in terms of repayment, and they get backed by 

collateral of the issuing company. 

The debentures carry a fixed or floating interest rate that 

is generally higher than bonds because they are less stable 

in terms of repayment, and they are also not backed by 

collateral. 



Priority During Liquidation 

If the company is on the verge of liquidation, the 

bondholders are given priority over debenture holders for 

repayment of capital and interest amount. 

If the company is on the verge of liquidation, the 

debenture holders are given second priority over 

bondholders for repayment of capital and interest 

amount. 

Payment Structure 

The payment of interest for bonds is on an accrual basis. 

The issuing company pays this amount on a monthly, half-

yearly or yearly basis and this payment is not dependent 

on the performance of a company. 

The payment of interest for bonds is done on a periodical 

basis and depends on the company’s performance. 

Risk 

Bonds are less riskier than debentures because they have 

the security of the physical assets of the issuing company. 

Debentures are riskier than bonds because they do not 

have the security of the physical assets of the issuing 

company. 


