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Abstract 

Under the conditions of financial area globalization, organizations face an acute problem – how to find the best instrument for the 
financing of innovation and investment construction projects. The banking sector and the securities market have accumulated 
sufficient financial assets that can be used to finance this kind of projects in the sphere of construction with the help of such
instruments as investment lending, project financing, securities issue. 
To justify the need to use the above-mentioned instruments in the construction industry, the authors have analyzed the approach
and methods of fundraising of construction projects. The authors have presented the dynamics of the amount and rate of the 
financing of construction projects. Depending on the segment of construction, the authors have suggested a classification map of
project financing instruments, depending on their timing, membership and possibility of implementation in the form of a public 
and private partnership. The benchmarking of instruments for the financing of innovation and investment projects has revealed 
their advantages and disadvantages, recommendations have been drawn up for choosing the optimal instrument for the financing 
of construction projects. 
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1. Introduction 

In the process of implementation of any project the main component of success is choosing the right financing 
instrument. Innovation and investment projects are characterized by a very high degree of risk, since the use of new 
management solutions, technologies and materials may have both positive and negative economic effect. Therefore 
it is necessary to choose the source of financing more carefully.  

The current state of the Russian economy in terms of innovation activity and investment climate is not ideal: the 
amount of state support has decreased, companies’ own capital is insufficient and the management have got no long-
term strategy for the organization of private capital inflow [1,2]. 

In order to identify the instruments for the financing of innovation and investment construction projects, it is 
necessary to research the options for the financing of construction projects of different scale and timing. 

2. Systematization of the instruments for the financing of innovation and investment construction projects 

Using innovations in construction allows applying the company’s new technical equipment, technologies, 
materials and other facilities, and investments can give the investor (company) greater profit, or net present value, in 
other words innovation and investment construction projects allow using new developments to get high profit [3,4]. 
Most funded projects ensure the production of high quality, competitive goods. For the success of the project also 
important is the form of fundraising and the methods of financial support [5]. 

The system of the financing of innovation and investment construction projects is a combination of direct and 
indirect ways of financing. 

Fig. 1. Ways to finance innovation and investment projects. 

3. Benchmarking of Instruments for the Financing of Construction Projects 

D
irect financing 

Indirect financing 

Bankloan (anybank): 
- investment lending; 
- project financing. 

Innovationcredit (innovationbanksor innovation funds) 

Securitiesissue (viadifferentchannels: 
directeconomicrelations, at the stock exchange, via 
investment dealer companies, banks or intermediary 
companies) 

Fundraisingforsettingupaventurescompany: 
- self-financing (fromprofit, from amortization funds); 
- projects’ packaging; 
- leasing; 
- mortgage loans; 
- income from selling know-how and patents. 

Forfaiting

Factoring 

Payment by installments for the equipment 
required to implement the project, or leasing 
(renting) such equipment  

Buying a license (for the technology used in 
the project) with payment in the form of 
royalties (percentage of income from the 
sales of the resulting product, especially of 
the product made using such license)  

Placementofsecuritieswith payment in the 
form of deliveries, or leasing of required 
resources. 

Attracting necessary labor resources and 
investments into the project in the form of 
knowledge, skills and know-how. 

Tax privileges 
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To analyze the instruments for the financing of construction projects, first we should describe the state of this 
branch of industry in Russia at the present moment. The business volume in the "Construction" sphere is gradually 
growing. However, these values are presented at current prices, and taking into account the inflation rate, it is clear 
that in 2014 the dynamics of the business had a trend to decrease by 4.5%. Figure 2 shows the dynamics of the 
business volume. 

Fig.2. The dynamics of the business volume in the "Construction" sphere, at current prices, MIO RUR [6].

The share of investments into construction in the total amount of fixed investments is also decreasing – it’s 
estimated at 2,9%, in spite of the fact that construction takes up about 8,3% of GDP. 

Among the most attractive ways to raise funds for long-term investment projects are investment lending and 
project financing. 

First, let’s note that the share of investment credit of domestic banks in the total amount of fixed investments is 
less than 8%, which is probably the lowest share among different countries [8]. In highly developed countries the 
value of such credit’s share is very different. In these countries investment credit is a major source of investment. In 
the US, of all fixed investments the share of credit is 32.5%, which is 4 times more than in Russia. Still more 
striking is the share of investment credit in buying housing. In the US the share is 82%, in Germany - 84.5%, in 
China - 23.7%, while in Russia it is 11.9% [9]. 

In 2013 banks granted about 2.3 trillion rubles of loans to constructors, increasing the amount of funding by 20%. 
The main lenders were large banks and near-state banks such as VTB, Bank of Moscow and Rosbank, Sberbank, 
Russian Agricultural Bank, Promsvyazbank, Gazprombank. The situation in the real estate market changed 
dramatically in the second half of 2015. After raising interest rates by the Central Bank and the collapse of the ruble, 
banks sent up the rates on mortgages from 11-12% per annum up to 15-20% per annum and tightened lending terms 
(increased minimum down payment, canceled the program that allowed getting a loan against a reduced set of 
documents, etc.) 

In Russia bank project financing (BPF) analysis  is complicated by the lack of systematic information about this 
market. Information about BPF inside a credit institution is reflected partially in its loan portfolio, if in the course of 
implementing a project the bank grants a loan, or in its security portfolio. Revenues from such activities can also be 
presented in such sections as interest, trading and commission income. However, we can make a conclusion about 
high degree of application of bank project financing in commercial and housing construction (banks with state 
ownership, including 30 biggest ones – 25 %; banks with the participation of foreign capital - 69 %; big private 
banks without state ownership, which are among 30 biggest ones - 24 %; commercial banks of the 31-200 group – 
55 %). 

In the innovation and investment construction projects with foreign participation the frequently used instruments 
are forfaiting and factoring. Table 1 shows the trend of using factoring in Russia over the past five years. In 2012 
there was the highest growth rate of this instrument, and by 2015 the turnover of factoring has decreased by more 
than 2 times. The construction industry doesn’t use this financing instrument actively enough. 

Table 1.Total Russian Factoring Market Dynamics [11]. 

Yr Turnover, BLNRUR Growth rate, % 

2010 475073,97  

2011 882087,10 153 
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2012 1439963,93 186 

2013 1904000,00 163 

2014 2057000,00 132 

2015 1845022,64 89,7 

As part of our analysis, let us also consider securities issue for the financing of innovation and investment 
construction projects (initial public offering (IPO)). During the period from 2007 to 2013, in the Russian stock 
market issuers belonging to twelve different industries carried out a public offering of securities. The share of 
companies engaged in real estate and development was 9%, and by 2013 the number of issuers has decreased [12]. 
For the beginning of 2016 559 issuers were registered, 40 of them were construction companies, representing 7% of 
the total number of companies in different spheres of activity [13]. 

High profitability and low investment valuation of construction bonds makes them typical representatives of junk 
bonds. Such position of construction bonds is due to low transparency, confusing organizational structure of 
companies and uncertainty of financial flows. To increase the reliability of construction bonds, at least a security 
(guarantee) of debt repayment and reduction of maturity period are required.  

4. Considerations about Financing Instruments for Innovation and Investment Construction Projects  

If the strategic investor is a bank, it is reasonable to arrange project financing through raising bank capital. Of 
course nowadays not every developer is able to fulfill the requirements of a bank at the stage of contract conclusion, 
and then to service the loan. In practice, such instrument as project financing is available only to large companies 
that have long-term partnerships with banks.  

Nowadays many developers believe that it is more efficient to use own savings, together with loan funds, 
especially as the amount of bank loans may constitute up to 80% of construction costs. If potential customers see 
that a house is being built, they are more likely to purchase an apartment from this developer, and therefore cash 
flows from sales appear earlier.  

Sometimes at the stage of design and approval developers raise money on their own, and after receiving the full 
package of source permits, it is possible to raise shared construction participants’ funds. It turns out that at the 
moment when the bank is ready to finance the project, the developer doesn’t face compelling need for money. 
Generally speaking, fundraising from shared construction participants is a free loan. 

It should be noted that today there are several banking products that allow financing a project already at the stage 
of design and approval. However, most developers still use shared construction participants’ funds as the main 
instrument for financing. According to experts, in the structure of financing housing construction this mechanism is 
used in 60-70 cases out of 100.  

Less commonly, developers use the instrument of public loan. Only big and experienced companies with a 
reliable reputation and an impressive portfolio of successful projects can afford placing their shares or bonds on 
trade floors. In this country such mechanism is seldom used. If the company's market capitalization is less than 2 
billion rubles, there is no point going to the IPO market at all. 

In the classification of forms of financing one may take into account a number of criteria that allow drawing up a 
construction company’s financing map, depending on the timing, amount and conditions, as well as the scale of its 
construction business.  The suggested financing map is presented in Table 2. 

Table 2. Financing Map for Innovation and Investment Construction Projects. 

Forms of financing Scale of the 
company’s 
constructio
n business 

Timing Amounts Conditions Advantages Disadvantages 

Investment lending For SME 
and big 

Up to 15 yrs Up to 80% Collateralizati
on of the 

Any sum of loan; 
delay of payment 

Doesn’t allow using 
the company’s assets 
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companies borrower’s 
assets up to 
the moment 
when the 
object is put 
into operation 

period up to 1 yr. for a long period of 
time. 

Project financing Forbigbusin
ess 

For the period 
of project 
implementation 

Not more 
than 70% 

A loan the 
collateral for 
which is the 
project’s cash 
flows  

 Risk sharing; debt 
moratorium possible 
during 
implementation of 
capital investment 

Loss of independence; 
the investor has 
control over activities  

Innovation credit For SME 
and big 
companies 

Short-term Up to 150 
MIO RUR 

A patent, an 
author 
certificate and 
an expert’s 
conclusion  

Delay of payments 
for the credit start; 
bigger sums of 
credit 

High interest rate; high 
commission fee for  
project support 

Factoring For SME 
and big 
companies 

Short-term 
financing of 
debt (a max of 
180 days)  

100 % Payment for 
deliveries 
with delay 
and presence 
of a guarantor  

No collateral 
required; no equity 
story required; no 
credit risks; no debt; 
delivery of 
construction 
materials and 
equipment is 
possible 

Introduction of 
changes into the 
client’s document flow 
and business 
processes; it is not 
used for major 
construction and in the 
development 

Forfaiting For SME 
and big 
companies 

Short- and 
medium-term 
financing (1-7 
yrs) 

100 % Repayment of 
debt in series 

Fixed rate; financing 
without right of 
regress; 
confidentiality 

Guarantee 
commission; bigger 
transaction amounts 
than for factoring  

Securities issue For big 
companies 

Permanent (the 
company’s 
existence) 

Authorized 
capital 

Transparency 
of finance 
statements 

Long life period; no 
liability to pay a 
fixed margin for 
using this financial 
resource  

Using it is possible 
only if a company has 
got assets that give 
income, the 
preparatory period is 
long 

State financing 

a. Grants 

b. Co-financing 
(public and private 
partnership) 

c. State guarantees 

d. Investments into 
authorized capital 

a. ForSME 

b. For big 
companies 

c. For big 
companies 

d. For big 
companies 

a. Medium-term 

b. Long term 

c. Short-term 
(up to 1 yr) 

d. Long term 

a. Up to 
100% 

b. Up to 75% 

c. Up to 50% 

d. Up to 49%  

Openness of 
the 
development 
and 
implementati
on; social 
significance 
of constructed 
objects 

Possibility of 
providing funds on 
condition of 
irrevocability and  
gratuitousness; 15% 
of total project cost 
is financed by the 
principal’s own 
resources  

Target orientation and 
strictly purposive 
character of financing, 
fiscal control of 
authorities over the 
use of budget funds  

       

Table 2 doesn’t give some of the financial instruments, such as self-financing, pawning of property, sale of 
excessive assets, etc., as these instruments can’t be differentiated in accordance with the selected criteria. 
Nevertheless, the use of a hypothetical model (map) of the financing of innovation and investment projects will help 
to feel confident sooner when selecting a financial instrument. 

5. Conclusions 

The map of financing instruments is based on the generation of cash flow, balance sheet structure, income 
receivable from the innovation and investment project. Therefore, different combinations of financial instruments 
may be used for the financing, it may even be an investment portfolio. 
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The use of one of the financial instruments described above will allow the following: 
1. To apply this or that financing instrument, in accordance with the scale, timing and financing amount of the 

innovation and investment construction project. 
2. To combine financing instruments, basing on the conditions and type of the innovation implemented within 

frames of the construction project. 
3. To determine the option of state support for the implementation of the innovation and investment project of 

constructing socially significant objects for national economy financed from budget funds. 
4. To work out the optimal variant of financing, taking into account the advantages and disadvantages of each 

financing instrument and the possibility of carrying out construction projects. 
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