SOURCES OF PROJECT FINANCE
EQUITY SHARES
Features/Characteristics of Equity Shares
1. Equity shares also known as ordinary shares or common shares, represent the owner’s capital in a company. 
2. The holders of these shares are the real owners of the company. 
3. They have a control over the working of the company.
4.  Equity shareholders are paid dividend after paying it to the preference shareholders.
5.  The rate of dividend on these shares depends upon the profits of the company. 
6. These shareholders take more risk as compared to preference shareholders. 
7. Equity capital is paid after meeting all other claims including that of preferences shareholders. 
8. They take risk both regarding dividend and return of capital. Equity share capital cannot be redeemed during the life time of the company.

Advantages of Equity Shares

1. Equity shares do not create any obligation to pay a fixed rate of dividend.

2. Equity shares can be issued without creating any change over the assets of the company.

3. It is a permanent source of capital and the company does not to repay it except under liquidation.

4. Equity shareholders are the real owners of the company who have the voting rights.

5. In case of profits, equity shareholders are the real gainers by way of increased dividends and appreciation in the value of shares.
Disadvantages of Equity Shares
1. As equity capital cannot be redeemed during the life time of the company, there is a danger of over capitalization.

2. During Prosperous periods higher dividends have to be paid leading to increase in the value of shares in the marker and speculation.

3. Investors who desire to invest in safe securities with a fixed income have no attraction for such shares.
PREFERENCE SHARES

As the name suggests, these shares have certain preferences as compared to other types of shares. These shares are given two preferences. There is a preference for payment of dividend. Whenever the company has distributable profits, the dividend is first paid on preference share capital. Other shareholders are paid dividend only out of the remaining profits, if any. The second preferince for these shares is the repayment of capital at the time of liquidation of company. After paying outside creditors, preference share capital is returned. Equity shareholders will be paid only after preference share capital is returned in full.
Features of preference shares 

The following are the most significant features of preference shares.

(1) Maturity

 Preference shares are repayable after the expiry of stipulated period 
(2) Claim on income
 Whenever the company has distributable profits, the dividend is first paid on preference share capital than to equity share holders.

(3) Claim on assets

Preference shares have a preference in the repayment of capital at the time of liquidation of company. In the event of liquidation their claim is to be settled first before making any payment to the equity shareholders.

(4) Control

Preference share holders do not have any voting rights so they do not have any say in the management or control of the company.

Advanages or Merits of Preference Shares

1. Preference shares provide a log-term capital for the company.
2. Redeemable preference shares have the added advantages of repayment of capital whenever there are surplus funds with the company.
3. As preference share capital is generally regarded as part of company’s net worth, it enhances the credit worthiness of a firm.
4. Preference shares do not carry voting rights under normal circumstances and hence there is no dilution of control.
5. It earns a fixed rate of dividend.
6. It is a superior security over equity shares.
7. It provides preferential rights in regard to payment of dividends and repayment of capital at the time of liquidation of the company. Hence, such investors who prefer safety of their capital and want to earn income with greater certainity always prefer to invest in preference shares.
Disadvantages of Preference Shares

(i) It is an expensive source of finance as compared to debt because generally the investor’s expect a higher rate of dividend on preference shares as compared to the rate of interest on debentures. This is because of high risk factor as companred to debt.

(ii) Cumulative preference shares become a permanent burden so far as the payment of dividend is concerned.
(iii) The rate of dividend on preference shares is usually lower as comported to the equity shares.

DEBENTURE OF BONDS

 A debenture is an acknowledgement of a debt. According to Thomas Evelyn. “A debenture is a document under the company’s seal which provides for the payment of a principal sum and interest thereon at regular intervals, which is usually secured by a fixed or floating change on the company’s property or undertaking and which acknowledges a loan to the company’s property or undertaking and which acknowledges a loan to the company”

Features of Debentures or Bonds
The salient characteristics of debentures are as follows:
(i) Maturity
Generally, the debentures are to be repaid at a definite time as stipulated in the issue. The company must pay back the principal amount on these debentures on the given date otherwise the debenture holders may force winding up of the company as creditors.
(ii) Claims on Income
A fixed rate of interest is payable on the debentures. Even if a company makes no earnings or incurs loss, it is under an obligation to pay interest to its debenture holders.

(iii) Claim on Assets
Even in respect of claim on assets, debenture holders have priority of claim on assets of the company. They have to be paid first before making any payment to the preference or equity shareholders in the event of liquidation of the company.
(iv) Control
Since, debenture holders are creditors of the company and not its owners; they do not have any control over the management of the company. They do not have any voting rights to elect the directors of the company or on any other matters.
(v) Call Feature
Issue of debentures sometimes provides a call feature which entitles the company to redeem its debentures at a certain price before the maturity date. 

Advantages of debentures
1. Debentures provide long-term funds to a company
2. The rate of interest payable on debentures is, usually, lower than the rate of dividend paid on shares.
3. Debt financing does not result into dilution of control because debentureholders do not have any voting rights.
4. Debentures provide flexibility in the capital structure of company as the same can redeemed as and when the company has surplus funds and desires to do so.
5. Debentures provide a fixed, regular and stable source of income to its investors.
6. It is comparatively a safer investment 
Term Loans
Venture Capital 

Leasing 
 Hire Purchase Finance

Public deposits

