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Abstract. Housing and public utilities is of socio-economic significance. It determines the
conditions and quality of population life. The article deals with investment methods of innova-
tive activities financing in housing and public utilities sector. Authors suggest that develop-
ment of leasing transactions through public-private partnership is a priority tool for reforming
the industry. An analysis of terminology allowed defining the term of leasing operations of
housing and public utilities innovative activities with public-private partnership mechanism
applied. It is worked out an organizational and economic scheme of leasing transaction with
public-private partnership involved for innovative activity in the housing and public utilities
sphere. It allows tracing interaction stages between the leasing participants with the state in-
volved. An innovative technique to calculate leasing payments in operational leasing is worked
out. It allows innovative housing and public utilities organizations to vary both payments sums
and the residual value of the leased property. The authors suggest directions for state incentives
necessary for the effective leasing operations in the housing and public sector. Thus, the study
showed it's necessary to develop leasing operations with public-private partnership involve-
ment. It will influence investment and innovation activities of the housing and public utilities
sector favorably.

1. Introduction

Housing and public utilities (HPU) is an area that involves more than thirty activities, ensures steady

functioning of housing and public services, and constitutes quality indicators of human environment.
Nowadays the HPU sector faces problems (high housing stock and utility networks deterioration,

low quality of services, ineffective HPU management) to be solved immediately as the level of HPU

development hampers socio-economic development of the state. So it's necessary to develop and apply

effective management and modern financing tools for innovative HPU development.

2. Organizational and economic process of leasing transaction with public-private partnership
pattern for innovative HPU development
Leasing pattern with the state involved is, in our opinion, one of the most efficient tool of HPU
financing.

The concept of state-private partnership (SPP) to solve the problems of socio-economic develop-
ment of the country is now widely used.

The term "public-private partnership" is defined differently in Russian scientific literature. Authors
consider V. Varnavskii suggested the most accurate and comprehensive one: "State-private partnership

Content from this work may be used under the terms of the Creative Commons Attribution 3.0 licence. Any further distribution
BY of this work must maintain attribution to the author(s) and the title of the work, journal citation and DOIL.

Published under licence by IOP Publishing Ltd 1


mailto:Love175@yandex.ru

International science and technology conference "Earth science" IOP Publishing
IOP Conf. Series: Earth and Environmental Science 272 (2019) 032220  doi:10.1088/1755-1315/272/3/032220

is legally regulated (usually for a certain period), relations that involve the co-investment and risk
sharing between the state and municipalities, on the one hand, and citizens and legal entities, on the
other. The subject of these relations is the objects of state and/or municipal ownership, as well as ser-
vices performed and provided by state and municipal bodies, organizations, institutions and enterpris-
es" [20].

SPP in HPU sector should function as a special socially-oriented market economy [22] tool that fa-
cilitates the effective HPU innovative activities [15]. The conceptual basis for the notion includes the
interaction of the various HPU management levels, the separation of their powers and responsibilities,
development of innovative and investment processes for innovation-oriented HPU [19] companies
aimed at synergies from adjustment of interests, coordination of efforts and consolidation of resources
of the parties concerned when socially significant projects in HPU area are realized.

An analysis of foreign practice in innovative HPU services shows the willingness of private busi-
nesses to cooperate with state enterprises to be an important factor influencing the effectiveness of the
measures held [14].

Leasing is a contractual form of SPP. It is a type of investment activity which combines the ele-
ments of lease and loan [1], with ownership of the leased asset transferred to the lessee after all pay-
ments [17].

Leasing should be defined as a system of property relations [21] in which property rights between
the participants transformed [3].

Nowadays HPU directions open to leasing operations are leasing of specialized technical equip-
ment and machineries, high-efficiency equipment, automated control systems, etc.

Leasing operations in innovative HPU activities through the SPP is a social and economic institu-
tion of modern economy development in the form of institutionally-organized constructive alliance due
to the lease agreement for innovative activity development of the most important industry in the coun-
try (HPU), the authors consider.

Let us consider the leasing scheme for innovative HPU activities development with SPP.

A lessee, a lessor and a seller (property supplier) are the participants (subjects) of this mechanism.

According to the SPP scheme a lessee is HPU companies or a State, which accepts the leased ob-
jects for a certain period of time for the innovative HPU activities.

A lessor is a person or legal entity which buys the property for innovative HPU development at the
expense of borrowed or own funds and shares that property as a leasing object against payment and on
certain conditions and for a certain period of time in accordance with the terms of the lease agreement
with the right of ownership for the leased asset transferred to the lessor [16].

The seller is an organization [8] which provides the property for the innovative HPU activities
within the time stipulated and under the agreement with the lessor.

Figure 1 shows the organizational and economic relations between the leasing transactions parties
when SPP for the development of innovative HPU activities is applied.

Where 1 is consideration of lease object; 2 is HPU companies applying to authorities (approval of
innovative business plan); 3 is the conclusion of the lease agreement; 4 is the state guarantees; 5 is a
credit agreement; 6 is an insurance contract; 7 is the conclusion of the purchase agreement; 8 is an
advance payment; 9 is supply contract; 10 is property delivery; 11 is lease payments; 12 is the transfer
of ownership.

The scheme enables the participants to exercise relationships consistently at every stage of the or-
ganizational and economic process when investing the innovative HPU activities.

1. The consideration of the leased asset (the property) is an essential provision for the leasing
transaction. Buildings, vehicles, equipment including enterprises [18] and other property complexes
and other movable and immovable property for modernization [4], maintenance and services, etc. as
well can be leased by innovative HPU companies.

2. Consideration of application for innovative HPU project by government. The HPU company ap-
plies to the executive state authorities to have its application for the development of innovative activi-
ties approved and provides innovative project business plan and other documents (feasibility study,
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notary verified copies of constituent documents, balance sheets, bank's statement of accounts, tax
records, etc). The state authorities examine the information provided as to qualitative, political and
social and economic criteria and legal feasibility of the project. Then it makes a decision with respect
to the possibility of the innovative HPU project.

State authorities 2

Lessor

Yy

HPU companies

State authorities

——————

Figure 1. Organizational and economic process of leasing transaction with SPP mechanism for inno-
vative HPU activities.

3. Conclusion of leasing contract. The HPU company or executive state bodies apply to leasing
company for leasing transactions approval and provide the documents that prove financial health and
prospects for HPU company development. Leasing company experts consider the documents submit-
ted and evaluate thoroughly the innovative HPU project, staff qualification and non-payment risks, etc
[5, 9]. State authorities, in their turn [10], provide guarantees to leasing companies. If approved leasing
transaction is issued as a leasing agreement, and monthly payments are scheduled. If HPU company
fails to pay in accordance with the schedule, the lessor is entitled to seize the property which belongs
to the lessor and sell it on the secondary market. If client makes lease payments as scheduled and pay
off the contract, then the property ownership is transferred to that client at the residual value. All in-
comes and profits of the client when he explored the equipment are the property of his.

4. Then the leasing company allocates its own resources to finance the transaction [11], if neces-
sary it gets a loan.

5. Property insurance. In order to minimize risks, i.e. possible loss (destruction), shortage or dam-
age [6, 7], all the leased property is to be insured for the whole term of the contract. Insurance regu-
lates financial and legal relationships between the parties.

6. Then the purchase and leased property delivery contracts for innovative housing activities are
signed. The leasing company buys the property from the seller and sign a purchase contract. When the
contract signed, the seller under the act of transferring and acceptance is required to transfer the prop-
erty to the lessor or HPU company. The leasing company and HPU company control the equipment
delivery and other related matters. That enables to solve the problems related efficiently and effective-

ly.
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A down payment is made the agreement enters into force [12], with a down payment done by state
bodies or HPU companies in accordance with provisions by the state.

The HPU company carries out maintenance of the property [13] and ensures its safety and repair-
men at its own expense.

The leased object transferred for use to a legal entity for innovative activities is property of the les-
sor.

7. It should be stressed at the final stage the transaction is completed, i.e. after the lease agreement
termination and the purchase by lessee of the leased asset according to leasing agreement. Under SPP
system the lessee may be both HPU companies and the state.

All the participants pursue the goals of their own. The state can be subjected to public interests,
perform purposive and control functions, act as a participant of economic cycle and ensure commer-
cial effect. The private partner aims at maximizing profits, i.e. commercial interests. So, as to com-
mercial interests the partners can bargain in regard with possible profits and risks, responsibilities and
terms they are delegated and used.

3. The leasing payments calculation technique for innovative HPU in operational leasing
The article offers the algorithm of the innovative leasing payments calculation technique for the de-
velopment of innovative HPU capacity in operational leasing.

It enables to identify the sequence of actions of all contractors in leasing transaction (the state and
the private partner) in operational leasing. Besides, the formulas for lease payments calculating are
universal as they enable to forecast HPU companies’ profits changes of and consequently will define
the tax base for the profit tax and the tax on the profit for the entire period of the leased equipment
(see Fig. 2).

The innovative technique makes possible calculate how much money the innovative HPU company
can afford for vehicle modernization at different times within the entire lease period, and the income
tax amount to be paid yearly that eventually will produce the best economic effect, i.e. the budget in-
come tax management.

4. State incentives for the development of HPU companies’ innovative capabilities
Despite the advantages, the effective functioning of the leasing mechanism in housing sector requires:
1.Establishment of the State Investment Leasing Fund (SILF) for HPU development.
2.Federal and regional programs for leasing development in innovative HPU activities.
3.Additional tax benefits.
4.Legal framework to ensure legal and property interests of the leasing participants.
5.Recommendations as to partnership in financing innovative projects with the scheme of financial
leasing between the State and HPU companies.
6.Evaluation algorithm for HPU companies leasing within SPP.
The proposed measures will enable effective innovative HPU activities which will contribute to the
development of technologies for HPU services, modernization of networks and equipment, job places,
higher living standards, etc.

5. Conclusions
It can be concluded leasing operations with the state-private partnership for innovative HPU
development is useful as this mechanism promotes successful industry reforming.

New innovative approaches and ways of attracting investment resources in Russia will give the
economy a chance to overcome obstacles in financing subsidized and non-profitable areas, such as
housing and public services, and form a basis for further positive development and effective economy
regulation. The measures will improve the living standards and renew core funds through advanced
technologies.
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Algorithm of leasing payments calculation for innovative HPU
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Figure 2. The leasing payments calculation technique for the innovative HPU activities.

S — actual residual value of the leased property as to the initial lease period (the initial cost of the
leased property); A;— the inflation level (shares) in the i-th year; — y;the depreciation level (shares) in
the i-th year; C — the market value of the leased property at the end of the operational leasing (the re-
demption value of the leased property); i — number of the year; N — number of years; L — lease pay-
ment; K — the difference between the actual residual value at the beginning of leasing period and the
market value of the leased property at the end of the operational leasing (the initial cost); N — number
of years; a - the loan interest rate; f— commission rate; y— the VAT rate; i — is the number of the

year.
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