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Transforming housing construction: project cost
management challenges

Problems related to the transformation of housing construction based on the transition from shared-equity con-
struction to project financing are being investigated. Along with the socio-economic benefits for consumers and an
increase in the stability of the housing market, there are phenomena that negatively affect developers. The chan-
ges that affected the legislation governing the relationship between equity holders and developers affected not
only the introduction of escrow accounts, but also amended the requirements for the contract of shared-equi-
ty construction, the composition of the rights and obligations of the parties to the contract, the methods of secur-
ing activities, and increased liability for violation of the terms of the agreement of shared participation. This cre-
ates new economic conditions for the activities of developers. The analysis of the changes established by the law
by the analysis of differences in legal regulation of activity of builders in two periods became a research objec-
tive: when obtaining the construction license before and after the date of introduction of new norm. As a result of
the analysis, contradictions are revealed and assessment of their consequences is made for activity of builders.
The basic principles for successful transformation are justified: stage, awareness and system, feedback. The con-
clusions were drawn and concrete proposals were made to amend the legislation, including elimination of con-
tradictions in the dual legal regulation of the activities of developers using various project financing schemes, in
agreement with banks for the phased disclosure of escrow accounts, the introduction of costs for transport and en-
gineering infrastructure into the project budget, as well as interest on loans for its creation and others. These mea-
sures will preserve the effectiveness of housing construction and the sustainable activities of developers as a re-
sult of the transformation of the industry.
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INTRODUCTION

ousing sector still remains problematic in Rus-
Hsian Federation: not enough new square me-

ters are being introduced, decrepit and dilap-
idated housing stock is being slowly liquidated, low
availability and high housing prices are being ob-
served, mortgages are expensive, rental housing mar-
ket is poorly developed, etc. Government makes con-
siderable efforts to create conditions by providing citi-
zens with housing, whose strategic goals are achieved
in the framework of the national project called “Hou-
sing and urban environment”'. Housing for 5 million
families are required yearly, where one needs to pro-
vide 120 million m? of ready-made housing. Significant
role here is assigned to building owners, especially to
systemically important ones, who build about a quarter
of housing put into operation. However, the transition
of industry to new business conditions has created dif-
ficulties in its functioning due to changes in the system
of funding and contractual obligations?.

Currently, the legislation in the field of shared-
equity construction in the housing sector is undergo-
ing drastic changes. Along with the visible and unde-
niable social positive effects, the implementation of
these changes creates issues the building owner
faces. Researches have been theoretically and prac-

management while the life cycle of the project and
a capital construction facility [1, 2]. Related conse-
quences have been analyzed for participants in the
investment and construction process, the real estate
market as a whole, as well as for consumers of
ready-made housing [3-6]. Meanwhile the entire
business environment, the system of contractual re-
lations, the size and types of economic interests of
their participants are being significantly changed,
new risks are being redistributed and appeared, in-
cluding for building owners [7]. Detailed study of the
economic instruments of the current transformation
of housing construction will allow to formulate ap-
proaches to reduce the negative impact of factors
being particularly strong while the transition period.
Shared-equity construction is a form of invest-
ment activity where the construction or investment
entity (building owner) attracts monetary funds from
participants in shared-equity construction (share-
holders) — namely citizens or legal entities — for the
construction of real estate facilities®. Considering the
ongoing transformation of economic relations in this
area, it can be stated that shared-equity construction
practically ceases to exist. Investments in the con-
struction are made in the form of project funding with
the participation of the bank, which becomes an in-
termediary between individuals and legal entities and

tically carried out in the field of methodology and
forecast results of innovations in cost and funding

1 Passport of the national project “Housing and urban environ-
ment”. URL: http://government.ru/info/35560/ (accessed 08.01.2021).

2 List of system-forming organizations of the Russian economy
in the field of construction and housing and communal services. URL:
https://minstroyrf.gov.ru/docs/61367/ (accessed 06.01.2021).

the building owner. Monetary funds of the sharehold-
ers remain their property, thus they are put on the

3 Federal Law of December 30, 2004 No. 214-FZ “On participa-
tion in the shared construction of apartment buildings and other real
estate objects and on amending certain legislative acts of the Russian
Federation”. URL: https://www.consultant.ru/document/cons_doc_LA
W_51038 (accessed 08.01.2021).


https://ru.wikipedia.org/wiki/%D0%9D%D0%B5%D0%B4%D0%B2%D0%B8%D0%B6%D0%B8%D0%BC%D0%BE%D1%81%D1%82%D1%8C
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escrow accounts and are a source of lending to building owners at
an optimized interest rate within the framework of project funding*.

According to the authors, the transition to the new funding pro-
cedure cannot be one-time, thus the mandatory period is needed
where the construction of facilities subject to the previous legislation
shall be completed, as well as all contradictions and conflicts be-
tween the old and new legal regimes shall be resolved.

Along with the funding procedure change the requirements for
the contract of shared-equity construction, the composition of the
rights and obligations of the parties to the contract, as well as ways
of making activities have been amended. Liability for breach of eg-
uity investment contract deadlines has been tightened.

MATERIALS AND METHODS

Purpose of this study was to analyze changes in legislation for
participants in shared-equity construction that had a significant im-
pact on the cost of projects and the financial stability of building
owners, as well as to identify issues and develop proposals for the
solution.

Changes related to the legislative introduction of new rules for
shared-equity construction have been identified as the analysis sub-
ject matter. Let us consider the differences in the legal regulation of
the two types of building owner activities:

1) construction of facilities under the permit for construction
(hereinafter — PfC), received prior to July 1, 2018;

2) construction of facilities under PfC received following July 1,
2018.

About half of all shared-equity construction projects (about 50
million m?) are currently being carried out under PfC received prior
to July 1, 2018. This is due to the following two factors:

1) 2.5 to 3 years are required for the construction of a typical
multi-entrance multicompartment building (MCB) (with an area of
about 25 to 35 thousand m2), along with all the procedures for com-
missioning and delivery to regulatory authorities. Accordingly, unless
PfC have been received shortly prior to July 1, 2018, then the con-
struction continues;

2) majority of major building owners have received a large num-
ber of PfC “forward” shortly before the changes in the legislation
announced. Some of them have become unnecessary and related
costs unjustified — those ones being under a “junk” design. Paying
change to permitted use (PU) of the land plots and formal PfC have
become direct damages to building owners, since, contrary to ex-
pectations, changes in legislation have not allowed to continue to
sell such facilities under the same equity funding pattern where the
construction fails to comply the criteria. But majority of these facili-
ties have been able to confirm the compliance with the criteria and
retained the equity funding pattern.

Key issue of regulating the economic indicators of building own-
ers is the list of expenses being carried out at the cost of sharehold-
ers. Thus according to PfC received prior to July 1, 2018, itis a short
and exhaustive list of articles. According to PfC received following
July 1, 2018, the funding streams have been expanded, but more
restrictions involved.

It should be noted that the transformation of construction indus-
try in terms of changes in the legislation on shared-equity construc-
tion with the introduction of new rules and restrictions, according to

4 Federal Law of December 25, 2018 No. 478-FZ “On Amending the Federal Law”
On Participation in the Shared Construction of Apartment Buildings and Other Real Estate
Objects and on Amending Certain Legislative Acts of the Russian Federation. URL: https://
www.garant.ru/products/ipo/prime/doc/72036930/ (accessed 10.01.2021).

the authors, is not a systematic one. Lots of issues are being re-
solved by “point” method, as well as there is no built phased logic
transition to the new regulation of activities of building owners.

Research method was to compare the permitted cost items for
the two funding patterns, depending on the date of receipt of PfC.

Thus according to shared-equity construction pattern the follow-
ing funding streams are allowed, including for: costs of the actual
construction of a residential facility; purchase of a lease or owner-
ship of the land plot and payment of rent for the shared-equity con-
struction; payment for the development of design documentation,
engineering surveys and follow-up examination; construction of en-
gineering networks within the land plot; payment for connecting the
networks to engineering and technical support; reimbursement of
costs under the contract on the development of the territory and
implementing functions of building owner when the construction of
economy-class housing; reimbursement of costs under contracts for
the development of built-up areas, integrated development of the
territory and the complex development of the territory and the fulfill-
ment of contractual obligations of building owner; payment for the
documents registration on the territory planning, as well as for the
construction of infrastructure facilities; payment of interest on the
trust loans; costs of state registration of the co-investment contracts.

All the above-mentioned costs are also provided for by the new
provisions, however the related list has been significantly expanded.
Thus under the project funding pattern the payment of interest and
repayment of principal trust loans are possible; placing temporarily
available funds on deposit are permitted, as well as payment of ser-
vices of the bank, transfer funds to the account in another autho-
rized bank, pay the taxes, revenues, mandatory contributions to the
compensation fund; returning the funds and interest for their use to
shareholder; pay salary along with related taxes, contributions to
insurance, pension, and LPA fund, as well as guarantees and com-
pensation; pay for services of commercial executive body of build-
ing owner; implement the costs of premises keeping and utilities
from the date of entry into operation of the facility up to the registra-
tion of ownership rights.

RESULTS

Thus, the building owners who received PfC prior to July 1,
2018, cannot implement a number of important current operations
of shareholders’ money compared to building owners who received
PfC following the introduction of new provisions and are forced to
use other sources of funding, such as to reimburse the major amount
of debts for the targeted loans and payment of interest and reim-
burse of the major amount of debt of the specific borrowings.

It is necessary to pay special attention to the fact that the exclu-
sion of the opportunity to attract new non-targeted borrowings and
loans since December 25, 2018 jeopardized the funding of the cur-
rent activities of the building owners with PfC received prior to July 1,
2018, since all the costs not provided in the list are prohibited to fund
from the money of shareholders, and the building owner has no
other sources in the absence of profit.

At the same time, in contrast to PfC received following July 1,
2018, more “early” ones also have a number of advantages, namely:

1) simplified control over transactions on the building owner’s
settlement accounts (hereinafter — special accounts), including the
prohibition of costs not related to the project: for instance, purchase
of shares, as well as issuance of new borrowings. According to PfC
received following July 1, 2018, the bank analyzes such indicators
as the share of advances under the general contractor and the
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P share of operating costs in the project budget, which is indicated in

the project declaration, and requests documents confirming the in-
tended purpose of the payment;

2) possibility of further performance of obligations, including the
payment of interest, receiving new tranches of non-targeted credit
contracts and targeted loan agreements, as well as the execution of
the surety agreements, which have been made prior to December
25, 2018 before No. 478-FL entered into force, according to which
all building owners since December 25, 2018 are prohibited to at-
tract new non-targeted loans;

3) possibility to reimburse the previously incurred costs through
receiving the targeted loans and borrowings;

4) in addition, the new restrictions, according to which one build-
ing owner can have only one construction permit, do not apply to
PfC received prior to July 1, 2018. Building owner should not have
obligations under the loans and borrowings not related to the con-
struction. Securities are also forbidden for issuance. Also, the
amount of the building owner's obligations not related to the attrac-
tion of monetary funds from the participants of shared-equity con-
struction and construction should not exceed one percent of the
project cost of construction. Property owned by the building owner
should not be used to ensure the performance of the obligations of
third parties;

5) analysis showed that the building owner who received PfC in
the interim period between July 1, 2018 and July 1, 2019 suffered
additional restrictions that oblige to restructure the business and
conduct part of the operating activities in a different legal field. Paral-
lel operation of different norms indicates the absence of a devel-
oped mechanism for the phased transformation of legislation in
shared-equity construction.

As the effort to consolidate control of the activities of building
owners, since September 1, 2018, the duty of opening bank ac-
counts of building owners (hereinafter — special accounts) for all
building owners, regardless of the date of receipt of PfC (as amend-
ed by 175 FL dated July 1, 2018). But the control of transactions
under these special accounts, as mentioned above, differs from PfC
received at different times. According to amendments made to
214-FL (as amended by 175-FL dated July 1, 2018), the next step
was the mandatory transition to a new funding procedure using es-
crow accounts since July 1, 2019. Starting from 2023, the use of
escrow accounts in order to avoid direct attraction of shareholders'
funds shall become the only way to purchase an apartment under
the co-investment contract.

Funding pattern using the shareholders' funds within the transi-
tion period could be retained only by those projects that have re-
ceived a Criteria compliance statement (CCS) when performance of
mandatory requirements in terms of co-investment contracts
amounts under PfC of at least 10 % of the total area sold, and not
less than 30 % of the facility construction readiness. For systemi-
cally important building owners, as well as for those who have been
involved in the construction of social facilities, these indicators were
reduced to 6 and 15 %, respectively. As a result, a number of build-
ing owners are completing the construction under to the previous
funding pattern along with the attracting money of shareholders to
special accounts.

DISCUSSION

Under current situation, when there are several types of legal
regulation of the same activity in parallel, major building owners face
significant difficulties. Thus, unless the building owner implements
a large project for the construction of residential and commercial

real estate with a single engineering and social infrastructure, have
already received PfC for the land plots and performs building activ-
ity, and other plots are for prospective — this building owner falls
within double (or maybe even triple) legal regulation. For the facilities
with PfC with a date prior to July 1, 2018 and from July 1, 2018 to
July 1, 2019 (subject to receipt of CCS) — this is bank control of
transactions on special accounts plus special restrictions on activi-
ties not related to the target one, and for the facilities attracting funds
from shareholders to escrow accounts — cooperation with banks on
project funding and other requirements for the building owner in
terms of its compliance with the activities performed. At the same
time, the building owner provides reports on its activities to the su-
pervisory authority as a single legal entity, which entails a contradic-
tion in the assessment of compliance with the requirements on be-
half of the supervisory authority.

Another important issue is that the building owner who is forced
to attract project funding faces strict requirements of banks for su-
bordination of the target project loan related to other loans and bor-
rowings the building owner has at the date of applying for project
funding. Unless at the moment the building owner has outstanding
obligations on old non-targeted loans and borrowings, or other tar-
geted loans from other banks — this makes project funding greatly
complicated, and sometimes impossible to do.

It should be noted that the building owner is not always able to
transfer existing new projects to separate legal entities — namely
specialized building owners — without significant losses in order to
avoid this barrier. This is due to the terms of land lease contracts,
developed technical and economic indicators, as well as with a sin-
gle social and engineering load for the entire development, etc.

Thus, the transition period in the ways of control and implemen-
tation of project funding requires substantial and detailed elabora-
tion and changes in a number of related legislative norms to simplify
and accelerate this transition. In other words, it is necessary to
quickly develop and implement a mechanism for regulating this
transformation, namely:

e collect data and analyze the current status of existing building

owners in terms of legal regulation of their projects;

e consolidate and systematize the positions of regulatory au-
thorities regarding each project, especially in regions where
there are significant subjective differences in the regulation of
building owners' activities;

¢ climinate contradictions between the existing regulations, as
well as amend the enactments.

e projects that attract shareholders' funds through escrow ac-
counts, should be provided with a single mechanism for the
building owner's interaction with banking institutions, registry
of Russian Federation, Cadastral Chamber, supervisory au-
thorities, as well as establish communications, build an elec-
tronic document flow, including with the participation of share-
holders.

Since the further activity of building owners is possible only
through escrow accounts and project funding, the development of
such a mechanism with the creation of a single digital information
platform shall become an important step for the planned implemen-
tation of the national project called “Housing and urban en-
vironment”.

As noted, approaches to managing the project cost of construc-
tion in the context of the new funding pattern using escrow accounts
are fully and widely described and analyzed [8-14]. However, the
subsequent changes in the legislation in shared-equity construction
are already aimed at regulating this mechanism for implementing the
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building owners' activities. Thus for instance, No. 841216-7 law draft
(Adopted by the State Duma of the Russian Federation in the third
reading dated July 7, 2020, published on July 13, 2020) introduces
the following amendments: to disclose funds in escrow accounts
following the completion of construction, the building owner shall
only provide the bank with a permit to put the facility into operation.
Previously, it was required to additionally provide an extract from the
USRN confirming the registration of ownership rights in respect of
one shared-equity construction facility. This regulation reduces the
period for receiving funds from escrow accounts by at least 1 month,
which reduces the building owner's costs for servicing the loan and
releases funds for other projects.

Building owners are currently widely discussing the possibility of
phased disclosure of escrow accounts during the construction of
the facility. Banks are not yet ready for this step due to the lack of
a mechanism to ensure funding of the facility construction in the
event of the building owner’s insolvency, since the funds from the
escrow accounts shall be returned to the shareholders by banks in
full. Alternative option is the disclosure of escrow accounts exclu-
sively for the reimbursement of part of the bank's loan [15].

In addition, one should note a single significant change in the tax
legislation, which is directly related to the building owner's activities.
Federal Law No. 210-FL dated July 27, 2019 amended the Tax Code
of the Russian Federation, according to which building owners dat-
ed January 1, 2020 received the opportunity to include in the costs
for profit taxation purposes the expenses incurred for the creation of
social infrastructure facilities that are transferred to state or munici-
pal ownership unpaid. This much-needed regulation shall allow
building owners to partially compensate their expenses in the
amount of income tax on the value of the property transferred®.

In terms of finalizing this regulation, the following should be
amended:

1) Law No. 210-FL, by adding the list of facilities, the costs of
creation of which can be considered by the building owner for the
purposes of profit taxation, transport and engineering infrastructure
facilities;

2) Tax Code of the Russian Federation, which shall allow one to
consider the costs of the building owner in the form of interest on
loans received for the construction of social facilities, as well as
transport and engineering infrastructure facilities;

3) Tax Code of the Russian Federation, which shall allow one to
consider the costs of the building owner for the maintaining built
social facilities, as well as transport and engineering infrastructure
facilities since commissioning up to the transfer into state or munici-
pal property.

Analysis of the current status of the regulatory framework, con-
sidering recent amendments, has shown that the large-scale legisla-
tive reforms affecting all participants in the investment and construc-
tion process, especially in such strategic areas as housing
construction and its cost management, should be based on the fol-
lowing principles:

First principle is phasing, providing the legal transition from one
legal field to another without presence of conflicting regulations,
leading to the complications of operating real estate by the building
owners, along with a clear definition of terms and explanation of
transition.

5 Federal Law of July 26, 2019 No. 210-FZ “On Amendments to Part Two of the Tax
Code of the Russian Federation and Certain Legislative Acts of the Russian Federation”.
URL: base.garant.ru/72332744 (accessed 08.01.2021).

Second principle is awareness and consistency required for the
rapid and successful transition to the new legal regulation and en-
suring readiness for the transition of all participants of process with
the amendments to the regulations of each agency and business
areas: Ministry of construction the Russian Federation, Cadastral
Chamber, Registry of the Russian Federation, State Construction
Supervision and Inspection Service, Bank sector, FTA of the Russian
Federation, insurance sector, shared-equity construction supervi-
sory authorities, etc.

Third principle is feedback, implying a prompt response to the
signals of the participants in the process on the emerging issues in
the new legal regulation along with the development of a solution to
each issue. It is necessary to define a single responsibility center,
which shall accumulate questions and proposals, as well as have
the powers to organize the process of solving.

CONCLUSIONS

In conclusion, let us formulate proposals for improving the regu-
lation of building owners’ activities in the context of economic trans-
formation. To do this, one should base on the principles provided by
existing enactments amended, namely:

1. In terms of regulating the activities of building owners who
attract money of shareholders to special accounts, one should re-
move contradictions in the legal field, as well as eliminate gaps in the
legislation under double legal regulation.

2. In terms of regulating the activities of building owners who
attract money of shareholders to escrow accounts, and coordinate
with banks and to amend the legislation under the phased disclosure
of the escrow accounts, approve the maximum allowable require-
ments of banks over the level of the own funds, the interest rate, the
terms of consideration of applications for project funding, as well as
for requirements to the financial status of the building owner.

3. Tax regulation should be amended by the allocation of costs
for transport and engineering infrastructure, interest on loans for the
construction of this infrastructure to the project costs, as well as re-
tain VAT and property tax benefits.

4. To organize registration activities, one should amend and ap-
prove the terms of consideration of applications for registration of
co-investment contracts, property rights, mortgage agreements,
leases, as well as develop action plans for all known cases of delays
and refusals in registration.

5. In terms of conducting scheduled and unscheduled inspec-
tions, one should specify the final list of grounds and terms of in-
spections made by State Construction Supervision and Inspection
Service, regulatory authorities to verify the performance of obliga-
tions to shareholders, Registry of the Russian Federation, etc.

6. When providing preferential interest rates on loans, along with
one-time measures to subsidize the interest rate, one should con-
sider subsidizing the interest rate on loans to finance the operating
activities of the building owner and its capital investments aimed at
improving business efficiency, including the purchase of software,
licenses and patents for the purpose of digitalization of activities.

All these measures shall improve the efficiency and transpa-
rency of housing construction cost management, accelerate the
commissioning of houses, make the economic situation of building
owners reliable, as well as reduce the risks of the population when
providing housing.
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TpaHccopmaums XUnuULLHOro
CTpouTenbCcTBa: NPo6siemMbl ynpaBneHUs
CTOMMOCTbIO NPOEKTOB

MccnepnytoTes npo6nemsl, CBA3aHHbIE C TpaHchopMaumen Xu-
JILLHOIO CTPOUTENbLCTBA, 6asvpyoLlenica Ha nepexopge OT [o-
JIEBOr0 CTPOUTENBLCTBA K MPOEKTHOMY (hMHaHCMpoBaHuto. Haps-
Zy C couManbHO-3KOHOMUYECKMMUM BbIFrOAaMu Ansi noTpedutenen
N MOBbILLEHVMEM CTABUIIBHOCTU PbIHKA XWUJbs, HAGNIOAAITCS SB-
NeHUs, HeraTUBHO BO3LENCTBYIOLLME Ha 3aCTPOMLLMKOB. I3meHe-
HUsi, 3aTPOHYBLLME 3aKOHOLATENLCTBO, PEryMpyroLLee B3aumo-
OTHOLLIEHMSI OOMbLUMKOB M 3aCTPOMLLIMKOB, KOCHYNUChH HE TOMbKO
BBEJEHMUS 3CKPOY-CHETOB, TAKXe BHECEHbI MoMnpaBku B TpeboBa-
HWS K OrOBOPY [ONEBOro CTPOUTESNbCTBA, COCTaB MpaB 1 0653aH-
HOCTeW CTOPOH J0roBopa, cnocobbl 06ecneveHns [esTeNIbHOCTU.
YxecToumnacb OTBETCTBEHHOCTb 3a HapyLLUEHWEe CPOKOB WMCMOSI-
HeHWsi [OoroBopa A0NEBOro y4acTus. 910 Co3[aeT HOBbIE SKOHO-
MU4YecKue ycrnosusl Ons OesTenbHOCTU 3acTpOMLLMKOB. Llenbto
nccnefoBaHuns cran aHanmM3 U3MeHeHWU, YCTaHOBMEHHbIX 3aKo-
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XEHWsi N0 U3MEHEHUIO 3aKOHOAATENbCTBA, B TOM Y/CNE Mo ycTpa-
HEHVIO MPOTVMBOPEYU NPV ABOMHOM MPaBOBOM PerynMpoBaHun
[AesATeNbHOCTN 3aCTPOMLLIMKOB, MUCMOJb3YIOLLMX pasfinyHble Cxe-
Mbl (OMHAHCUPOBaHWA MPOEKTOB, MO COrNacoBaHWIO C 6aHKamm
No3TarHoOro PackpbITUS 3CKPOY-CHETOB, BHECEHWIO B GroaxeT
npoekTa 3aTpaTt Ha TPAHCMOPTHYIO U UHXEHEPHYIO MHAPACTPYK-
TYpy, @ TaKkXe NPOLIEHTOB MO KpeauTam Ha ee co3gaHue u ap. 9tn
Mepbl NO3BOMAT COXPaHUTb IPIEKTUBHOCTb XUSULLHOTO CTPOU-
TenbCTBa U YCTONYMBYIO AeATENbHOCTb 3aCTPOVLLMKOB B pe3yrb-
TaTe TpaHcdopMaumu oTpacnu.

KnroueBble cnoBa: [o51eBoe XWINLYHOE CTPOUTEITbCTBO, TPaHC-
hopmaLmsi, CTpoUTENbHASI OTPAC/Ib, 3aCTPOVLLMKU, SCKPOY-CHe-
T4, 3aKOHO[ATE/bCTBO
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