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STRATEGIES FOR FINANCING INFRASTRUCTURE PROJECTS
IN THE SPHERE OF PUBLIC-PRIVATE PARTNERSHIP

Purpose. Coverage and systematization of the main approaches to the development of strategies for financing infrastructure
projects in the field of public-private partnership, in particular, in the construction sector of Ukraine’s economy.

Methodology. The methodological basis of the article are scientific publications, regulations of Ukraine, analytical reports of
world financial institutions, Internet resources. The research used a systematic approach, methods of analysis and synthesis, com-

parison and logical generalization.

Findings. The most acceptable models of financing infrastructure projects and creating conditions for attracting private capital

on the basis of public-private partnership in Ukraine are identified.

Originality. The work analyzes the classification of projects according to the type of source of cost financing, summarizes the
experience in building contract models for their financing, explores the most common tools for financing infrastructure projects,
identifies the provisions on which project financing is based, and finds out what underlies it.

Practical value. The results of the study can be useful for public authorities, which should encourage private partners to par-
ticipate in long-term projects. The research may be of interest to businesses that are potential investors in public-private partner-

ship projects.

Keywords: public-private partnership, project funding, commercial lending, subordinated debt, hedging

Introduction. The desire to change the model of economic
development, to make it intensive, innovative, resource-saving
and socially oriented, consistent with the concept of sustain-
able development, requires governments to focus on the im-
plementation of programs of human and environmental bal-
ance, economy and social sphere, transformation of different
territories, urban and rural development, internal develop-
ment and external openness. In this context, the algorithm of
the relationship between the state, science, education, entre-
preneurship and society as a whole ensures the achievement of
the highest cumulative effect in the interests of sustainable
economic growth.

Literature review. It is worth noting a number of foreign
and domestic scholars who deal with the issues of financial
analysis and the development of public-private partner-
ships, in particular, in the construction sector of Ukraine’s
economy.

In recent years, it has been reflected in the works by foreign
and domestic scientists, such as: G.Hodge, I.A. Brailovsky,
E.Ya.Weissman, T.I.Yefimenko, F.V.Uzunov, S. M. Frolov,
A. O.Sosnowski, and others.

However, in the scientific works of these authors there is
no comprehensive study on public-private partnership, espe-
cially in a dynamic environment, which is typical of modern
Ukraine.

Analysis of foreign experience in financing infrastructure
projects, which is currently almost non-existent in Ukraine,
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can be useful for both state (public) institutions and private
investors.

Results. Today, in order to form a cohesive country in so-
cial, economic, environmental and spatial dimensions, to in-
crease the competitiveness of regions, it is necessary to care-
fully approach not only to developing a national strategy for
regional development, but also to identifying the most effec-
tive strategies for financing infrastructure projects.

The implementation of infrastructure projects can revive,
and in some cases restore production of the enterprise or in-
dustry. Financing of infrastructure projects is possible for the
purpose of modernization, expansion of existing capacities or
for the purpose of construction of new property complexes.

Increasing investment in infrastructure projects increases
production in the short term, stimulates demand, and in the
long run increases the production potential of the enterprise.

Projects implemented in different countries through pub-
lic-private partnership mechanisms can be classified accord-
ing to the criterion of the type of source of funding for private
partner costs by the following types:

- projects with internal independent ability to generate rev-
enue by receiving payments from users. Commercial revenues
of such projects are aimed at compensating for investments dur-
ing the concession period. Public sector participation is limited
to defining the conditions necessary for the project, taking re-
sponsibility for the initial stages of planning, approving and
providing procedural assistance through the issuance of per-
mits. In the implementation of the public sector management
principles adopted in the private sector, concessions have be-
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come the most used form of this type of financing, as it is a
contract organization in which the public sector transfers an
object (real estate) or the right to provide services to a private
enterprise during a certain period of time. Often, the contract
provides for the design and construction of a facility for the pro-
duction of services. These types of contracts are usually fi-
nanced by the consumer, and the public sector retains the pre-
rogative to exercise constant control over the quality of services;

- projects where a private partner directly provides public
administration services in the field of public works, manages
these services, receiving remuneration mainly from payments
provided by the government on a commercial basis. This mod-
el is based mainly on private financial initiative and was devel-
oped in the 90s of the 27* century in the UK. Unlike the clas-
sic concession model, the financing scheme is different — the
so-called “shadow concession”, when contracts for public
services and works financed by the private sector cover the
same elements but are paid by consumers, and the fee depends
on the amount of transportation and is carried out by the state
at fixed rates. The main element of funding that allows local
governments to pay the private sector for such projects is loans
issued by the central government. Currently, this method of
financing is not always considered as borrowing from the state
budget, although the method of its production at public ex-
pense may be different;

- projects that need funding from public authorities, as
revenues from payments from users are not sufficient to obtain
adequate financial returns, but the implementation of these
projects creates significant positive externalities in the form of
social benefits provided by infrastructure, which justifies the
provision of state or municipal funding.

Today, there are a number of potential sources of funding
for a specially created enterprise (SCE), which may appear at
different stages of project implementation.

Among the sources of funding are the following:

- share capital/equity;

- mixed funding;

- commercial lending;

- financing by issuing bonds;

- leasing;

- financial development organizations;

- export credits or finance and insurance against political
risks provided by export credit organizations;

- derivative financial instruments.

Each institution that provides finance to a specially created
company assumes different risks depending on the level of ex-
pected remuneration. Some of them, after making an appro-
priate analysis, may refuse to assume too great or any risk of
non-implementation of the project: for example, the financial
organization European Investment Bank always insists on
state guarantee, or, in the absence of the latter, on guarantees
from commercial banks for the entire period of construction.
In this case, banks are more responsible for the risk of non-
repayment of the loan than the SCE. Some of the institutions
financing the project assume risks that commercial banks can-
not take, for example, political risks. That is why export credit
agencies are involved in most large-scale projects, especially in
countries with economies in transition, such as Ukraine, be-
cause taking such risks (within certain limits) is the function of
such organizations, one of whose goals is to increase exports.

Typically, a public-private partnership involves the cre-
ation of a tender of a company by a winner to implement a
project (i.e. construction, financing and operation of an asset).
The SCE signs the contract, so all rights and obligations are
assumed by the SCE. Therefore, all cash flows inherent in the
project are channeled through the SCE, and the assets and li-
abilities associated with the project are reflected in its balance
sheet. This is usually called “cash flow”.

As with any private company, the funds that will be used to
develop the investment (i. e. to finance the project) will usually
be a combination of debt and equity, which ensures tax effi-

ciency and overall efficiency, as it reduces the total cost of all
financial resources.

An effective method of financing can be considered the use
of “project financing technique”, which provides a number of
benefits, including better control over project management
and its effectiveness by creditors, as well as the ability of spon-
sors to raise third party funds without direct responsibility to
creditors. But the project must meet certain conditions to gain
access to this type of funding.

For projects such as construction-management-transfer
(CMT), it is natural that the main source of funding, at least in
part, should be equity, which is an important prerequisite for
providing a state guarantee of SCE and the possibility of at-
tracting commercial credit. Investments at the expense of
share capital, in the full sense of the word, mean a subscription
to shares of the company. But in a broader sense, this action
means forms of investment associated with share capital and
the acquisition of shareholder rights. Depending on the cir-
cumstances and, in part, the jurisdiction, different forms of
investment may be applied

The main shareholders of SCE are the investors of the
project, although other parties may have their share. This can
be the state, investment funds and, in some cases, the public
(as in the financing of Eurotunnel projects) [1].

The ratio of estimated financing needs, which will include
contributions to share capital, will change for each individual
project under the influence of the following factors:

- project economics. This is the only factor that is the pro-
jected source of income from the project. If an enterprise is
exposed to market risks, such as the possibility of selling its
products at a price influenced by the market, project creditors
will require investors to set a higher percentage of project costs
at the expense of share capital than when the company enters
into a “take-and-pay” agreement (payment of penalties),
where a creditworthy third party undertook to buy or pay for
all products of the enterprise;

- market analysis. Risks associated with market demand
require a larger share of the company’s equity needed to cover
them. An enterprise that supplies energy or basic services is
considered less risky than a leisure project;

- cost of fixed capital. As shareholders seek greater payback
of their contributions than commercial creditors, increasing
the share of share capital will increase the cost of the project
for the state. The government will certainly monitor the effi-
ciency of resource use;

- country risk. When implementing a project, the risk may
increase depending on the jurisdiction, especially in countries
with economies in transition, which require greater investment
in equity;

- SCE jurisdiction requirements. The amount and nature
of investments from investors or other sources will depend in
part on financial reporting standards and the law of the coun-
try in which the business is established. For example, some
jurisdictions do not recognize a company’s right to issue more
than one class of shares. In others, it is necessary to have a
special permit to receive shares by foreigners. An important
factor in structuring the investment of the project is the tax
regime in the payment of dividends to investors and in the sale
of funds from the sale of shares, as well as the existence of an
agreement to avoid double taxation. Also, for some jurisdic-
tions, the risk may be that third-party creditors will demand
repayment of their loans, or shareholders will be liable for en-
vironmental damage or pay taxes if the company’s actions do
not comply with local laws;

- state requirements. The state usually requires minimal in-
vestment from equity investors to stimulate their activities for the
successful implementation of the project. The state is also inter-
ested in investing from other parties, including local investors;

- creditors’ claims. Commercial creditors of the project are
also interested in minimal investment by investors, which will
increase their interest in the success of the project.
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One of the main requirements of investors in most infra-
structure projects is to establish from the beginning a limit in
the form of a predetermined amount for the estimated finan-
cial obligations in the event of adverse project development.
The main reasons for these requirements are:

1. Financial resources required for the construction of the
facility almost always exceed the capacity of one investor. An
increase in additional financing may result in investors failing
to meet their financial obligations to banks, and loan collateral
requirements will not guarantee a level playing field for credi-
tors and investors. An increase in loans will have adverse ef-
fects on a number of financial indicators, such as the debt-to-
equity ratio, and, as a result, will adversely affect its attractive-
ness.

2. There is a clear reluctance to take full responsibility for
possible mistakes of those involved in the development or op-
eration of the facility. Investors should be able to forecast their
profits from project activities in different scenarios and deter-
mine whether the estimated return on capital is commensurate
with the risks taken.

Being the main investors, in theory, they are endowed with
the most significant risks, and therefore can rightly expect a
higher rate of return.

3. To obtain finance for other projects that, for one reason
or another, are less suitable for non-recourse credit financing.

The lack of a “common balance” to support a weak project
forces creditors to take some of the risks involved. Once the
project is identified as an operating facility, it begins to make a
profit, and the amount of profit can be calculated with greater
accuracy. At this time, the company together with investors is
reviewing the sources of fixed assets, and future investors and
creditors are evaluating the project from a new perspective.

Mixed financing has both debt and equity features; and the
risks arising from investments of this type are between core
debt and equity financing. Examples of mixed financing in-
clude subordinated debt and preferred stock. It should be not-
ed that the type of subordinated loan provided by SCE inves-
tors is a form of mixed financing. In Ukraine, due to the lack
of practice and experience in implementing public-private
partnership projects (including SMT), this mechanism has
advantages over a more rational mechanism of commercial
lending.

As with lending, under normal circumstances, regular
payments to creditors of mixed loans in the form of interest
and/or payments to repay the principal will be made. These
payments, however, will be subordinated to the principal loan
and can only be made under certain conditions. Such condi-
tions, first of all, concern the success of the project and the
availability of funds for payments.

In the absence of such opportunities, mixed financing ac-
quires more characteristics of capital than debt. Yet, as soon as
these opportunities arise, the loans of these creditors are re-
paid before the profits are distributed among the shareholders.

Risks of creditors from the project with mixed financing
outweigh the risks of major creditors, and therefore, the re-
quirements for profit are higher. Profits can take the form of an
increase in the interest rate on loans and/or a share of project
income, although lenders with mixed financing should expect
a lower share of profits compared to shareholders who are at a
greater risk. A mechanism that allows a lender to receive a
share of the profits from mixed financing involves purchasing
stock options or subscribing to the concessionaire’s shares,
usually at a lower or nominal price, which will bring them ad-
ditional benefits in increasing the market value of shares and
distributing dividends.

In addition, some projects are financed through “corpo-
rate loans” or “corporate finance”; this means that funding
raised by the SCE in the form of debt is fully guaranteed by
the sponsor (equity investor), or the funds are raised at the
corporate level and fully transferred to the project in the form
of equity.

A loan to finance SMT projects is necessarily a credit term
commitment with a developed repayment scheme.

Investors will not want to take risks by agreeing to such a
lending mechanism, where problems may arise under adverse
circumstances. The solution to many problems can be the
placement of the bulk of the loan in several commercial banks
(syndicate), and each of these banks will be willing to provide
credit on the same terms and for the same period.

During the project implementation, funds are needed to
cover costs, but there is no profit at this stage, and if there is
any, it is meager. The relationship between the permitted use
of a commercial loan and the disbursement of equity or share-
holder contributions is an important issue during the negotia-
tions at the stage of drafting an agreement on the basic terms of
a commercial loan (commercial loans). Such negotiations
consider the possibility of using the loan in various aspects: the
ratio of equity to total assets and the desire of creditors to re-
duce their risk, trying to make financing in the early stages of
the project through equity [2].

The largest costs are accounted for by payments at each
stage of the project (fixed terms) of construction in accordance
with the construction contract, taking into account the grow-
ing cost of interest. In addition, additional costs should be
taken into account for the management and remuneration of
architects and engineers who carry out qualified control of the
facility during construction.

With “pure” project financing, only sufficient profits from
the operation of the facility can guarantee the payment of in-
terest and principal on the debt and the fulfillment of numer-
ous obligations. At the time the project object is transferred to
the SCE, the debt reaches its highest point and includes inter-
est accrued during the construction of the project, which will
be capitalized. Debt service and loan repayment directly de-
pend on the profit of the existing facility, which encourages
investors to make forecasts of dividends in the first years of
operation of the facility [3].

Unlike commercial borrowers, projects have a very limited
ability to repay additional amounts of principal if unforeseen
fluctuations in exchange rates have increased the principal
amount of credit. Therefore, the use of multi-currency funds
will not give the desired result. Adequate hedging by lenders
will enable them to secure financing at fixed rates. However,
the possibility of hedging in the markets decreases with in-
creasing maturity, and the project economy must ensure the
absorption of funds.

Banks expect certain commissions from loan agreements
after signing a loan agreement, even if many preconditions re-
main unfulfilled at this stage. The theoretical justification is that
the SCE is the real owner of the funds from the very beginning
of the receipt of funds. In practice, most of these conditions are
controlled by a third party, especially when required by central
and local authorities, which often causes significant delays.

Since in its pure form the financing of a project is a devel-
opment loan with limited recourse, while such development is
carried out, the cost of the infrastructure on a given date, often
cannot be compared with the amount spent on its develop-
ment. It is quite difficult to make the right decision with such
uncertainty about the further development of the facility, but
still, in the interests of creditors, project support continues
even in the event of unexpected complications that may arise
during the project implementation phase [4].

Full control over the activities is what lending banks want,
but what is less desirable for the concessionaire. During the
negotiations on the possibility of raising loans, the organizers
of the loan financing of the project will be most concerned
about the risks for lenders and the fact that the new SCE is just
beginning to create management and executive structures. The
organizers will insist on full control over all aspects of the proj-
ect related to funding. The leaders of the company consider it
inappropriate to approve the budget and other control actions
by bankers. A compromise in this case may be the condition of
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the possibility of revising the agreement in the event that the
project becomes a successful operating company.

Lack of understanding and a number of other reasons,
many of which are beyond the influence of the SCE or the proj-
ect’s investors, lead to non-compliance. The recognition of
such a case is intended to mobilize the shareholders of the SCE
and enable creditors to demand immediate repayment of the
debt. After all, when financing a project, the decision of credi-
tors to provide a loan is based on the expectation of future rev-
enues from its implementation. The occurrence of this case of
default allows creditors to review their options. The most likely
result of such a revision is ignoring this case for purely practical
purposes or, when the project economy is in a very critical state,
appealing to investors to demand additional investment [5].

And the greater the share of a particular lender in financing
the project is, the more problems arise when it is unable to
meet its obligations. For developed economies, a lender that is
unable to provide credit if necessary for financial or legal rea-
sons does not significantly affect the project. It is much more
difficult to address this issue in countries with economies in
transition (such as Ukraine’s economy), which are sensitive to
international embargoes, political changes, or where banks
with insufficient experience are involved in financing. The in-
ability of one of the creditors to provide funds creates a signifi-
cant gap in project financing that needs to be filled in order to
bring the facility into operation. Lenders may refuse to make
joint and individual efforts to provide a loan.

Lenders usually want to be reimbursed for additional ex-
penses (or compensation for reduced profits) caused by chang-
es in legislation, tax regime or regulations relating to project
lending, not only in the country where it is carried out, but
also in the jurisdiction of the lender’s country. Sometimes
there may be differences in the level of priority of the lender in
reimbursing such costs compared to the usual service of the
loan, and whether the loan can be repaid early. Therefore, if
such payments occur, they are undesirable for the SCE.

There are three aspects of a project where a creditor may have
probable liabilities and they relate to: advising on project feasibil-
ity, or creditors’ control of the SCE and, consequently, the need
to meet obligations that the SCE is unable to meet, or using proj-
ect assets to ensure the mortgage of creditors in the event of, say,
damage to the environment or an industrial accident [6].

Whether contingent liabilities are realized also depends on
the applicable law of the respective contracts, on where the
SCE is registered as a legal entity, on the location of the proj-
ect object.

Project lending is also a type of business activity. In addi-
tion to the income tax in the jurisdiction of the creditor coun-
try, taking into account some possible benefits and provisions
of the double taxation agreement, the profits from the project
are also subject to taxation in the country where the project is
implemented [7].

In addition to control in the field of currency exchange,
lending in the country of project implementation can also be
regulated. A separate license may be required to lend or repay
aloan, or local banks may require a higher level of priority over
foreign banks, as in India, where they have an accelerated re-
covery procedure through arbitration courts, regardless of the
usual court system.

Traditional Eurobonds are currently one of the main finan-
cial instruments for many leading corporations in treasury and
financial transactions. The increase in interest in loan financing
of projects was somewhat hampered by the difficulties of using
traditional Eurobonds in project financing schemes. However,
financial methods are becoming more sophisticated, and ways
of financing by issuing bonds are diversifying, investors are will-
ing to take more and more risks in the hope of profits — all this
will contribute to the development of the bond market.

Despite the obvious advantages of bond loans, they have
been implemented rather slowly in the field of project develop-
ment. In Europe, bonds have only recently been used to carry

out large-scale activities. Possible disadvantages of using
bonds in project financing are:

1. Pre-term subscription to bonds reduces the possibility of
phased payments compared to syndicated lending, which can
provide funds for the project as needed. This can have negative
consequences for investors (profits are lower than expected
due to the economical use of cash and liquid investments), es-
pecially during the construction phase.

2. The structure of the project crystallizes when the final
issue prospectus is published in the press. Investors do not
have the opportunity to seek deferrals, discuss amendments or
agree on new approaches that differ from the original project
scheme.

3. Bondholders are more passive when investing in a proj-
ect and are generally not particularly interested in its econom-
ic activities, which limits investors’ ability to make technologi-
cal changes, even when it contributes to the project’s success
in the future.

4. An unfavorable point is the requirement to disclose in-
formation compared to the banking market. This is an addi-
tional source of political and commercial risks that will affect
the behavior of the relevant stock exchanges in relation to the
project, and therefore there is a need to take measures to har-
monize and balance their requirements.

5. Potential instability, especially in countries with econo-
mies in transition, may lead to time constraints and the intro-
duction of some contingency measures in special circumstances.

Although commercial issues such as low profitability and
investor volatility are ultimately addressed through pricing is-
sues, funding schemes that could combine different approaches
and interests of investors and bondholders are not easy to solve.

The traditional structure of a bond loan does not provide
flexibility for monitoring and control in the interests of the in-
vestor. This is a problem, as the ability to respond to changing
circumstances affecting the project is an integral part of suc-
cessful funding. Investors must be able to constantly influence
the course of the project. Despite the fact that the bonds are
issued by the guardian, he/she does not want (in normal cir-
cumstances) to make serious decisions, except for routine is-
sues. The right to actively participate is reserved for bondhold-
ers, but it is difficult to convene them at a general meeting to
make informed joint decisions. The majority of bondholders
want to have a general idea of the progress of the project in
which they are involved, and the ratio of profit and risk, with
minimal involvement in the activities of the issuer [8].

Although several bonds have already been issued for proj-
ects, they have been mainly aimed at private placement in a
limited and complex market of investors, such as most institu-
tional buyers in the United States. In order for the project
company’s bonds to gain a foothold in the market, three main
schemes were used:

- issue of bonds secured by a specialized insurer;

- mixed bank and bond financing regulated by an agree-
ment between creditors;

- appointment of a project agent.

Highly specialized insurers are companies that provide fi-
nancial guarantees to investors, and their activity is to insure
municipal and secured bonds, as well as bonds secured by real
estate and some corporate. Guaranteeing the payment of
bonds, a highly specialized policyholder uses its own credit
ratings for the debt it provides. As a rule, it should have the
highest credit rating according to the main rating agencies, se-
cured by the appropriate level of capital and able to meet the
requirements and diversification and characteristics of portfo-
lio risks. As a rule, bonds should be investment grade, so that
the policyholder, providing their insurance, at the same time
increase their credit rating.

The highly specialized insurer becomes a kind of coordina-
tor with whom investors can negotiate deferrals and discuss
possible changes in the project itself. Bondholders can rely
more on guarantees and less on project management. The risks
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associated with the project will not affect their financial condi-
tion, as it now depends on the balance sheet of the policyhold-
er (except for events that will adversely affect the policyholder).

A relatively inexpensive way to solve the above problems is to
appoint a project agent (whose role can be taken over by a bank
branch or other institution) on behalf of the bondholders. A
number of banks already have experience as syndicate agents in
some projects and can take on this role. The project agent acts in
the interests of bondholders and is accountable only to them.
He/she must be well versed in the relevant sector of the project,
the financial sector, the financing scheme through the issuance
of bonds and documentation. The rating agency will provide ob-
jective information on the current status of the project. The ac-
tivities of the project agent together with the rating agency will
allow bondholders to hardly worry about how their investments
are used. The investor, if necessary, turns directly to the agent,
relying on his/her knowledge and experience in this area.

In search of new approaches and with the growing interest
in bond loans as a way to raise funds for the project, the grow-
ing popularity of this type of financing of infrastructure proj-
ects becomes apparent.

The basic concept of leasing — the owner of the property
(landlord) transfers the right to use and operate the property to
the other party (tenant) for a specified period and receives pay-
ment for its use and operation throughout the period (lease) —
is reflected in law.

The method for calculating the lease may differ depending
on the legal right of ownership in accordance with the provi-
sions of some agreements, or economic benefits in accordance
with others. Depending on the method of calculation, on who
will have the leased property on the balance sheet (the land-
lord or tenant), how the book value, rental income and the
amount to be paid at the end of the lease are calculated. The
calculation of tax on book value, rent income and the amount
payable at the end of the lease is not always carried out in ac-
cordance with the method of calculation.

In some jurisdictions, leasing has its own characteristics,
sometimes quite significant ones. For example, under the
French form of leasing (credit bail), the lessee is required to
acquire ownership of the leased property, while in the UK fi-
nancial leasing implies that the lessee has no ownership of the
property and cannot acquire it at the end of the lease [2].

There are three main reasons for leasing in financing large-
scale infrastructure projects: financial benefits from tax bene-
fits (depreciation deductions) for the project enterprise; at-
tracting new sources of funding (i.e. producers or financial
institutions that are not creditors of the project); opportunity
for the landlord to obtain ownership of the leased property, if
permitted by law certifying the lien.

The term “leasing” is applicable to two types of financial
transactions. In the first case, the landlord is the sole or main
financing entity that provides funds for the purchase of the
leased property and relies on the proceeds of the project under
the SCE lease agreement and a certain final amount upon
completion of the lease. However, most such schemes have el-
ements of commitment or guarantee from the investor, so they
cannot be classified as limited liability financing.

For the second type of operation (which, for example, is
more common in the UK), the leasing scheme is used to finance
the project, where the risks of the project are borne primarily by
creditors and investors, not the landlord. In this case, the land-
lord relies primarily on a guarantee or letter of credit, which
(most often) is provided by several or all creditors of the project
to pay the “agreed value of losses” or to provide cash, which can
also be provided by project investors. The amount that can be
recovered is often taken from these sources as much as possible,
so part of the risk from the project also falls on the landlord. This
is usually due to changes in the tax rate for the project company
or a violation of the structure of the leased object [9].

The leasing described in the second case has been widely
used in the UK to finance independent energy companies for

the cable sector and in various operations under the Private
Finance Initiative. Both types of financial transactions can be
used in CMT projects.

In the United Kingdom, such tax rebates are granted when
a landlord receives depreciation deductions for leased proper-
ty, or if:

- discounts are not granted to the SCE as the owner of the
property;

- discounts are not granted to the SCE as soon as they be-
come available to the lessor (for example, because the SCE has
no sales revenue where discounts can be set or its commercial
revenue is insufficient to absorb them) [10].

The landlord may provide the full amount of the proceeds
of the tax rebate to the SCE or the SCE and its investors, or
take a share of the income on the basis that it makes a profit
from the financing margin and not from tax benefits. Some-
times it is possible to take advantage of depreciation or tax re-
bates in more than one jurisdiction (the so-called “double im-
mersion” rule) due to different rules of law. First of all, differ-
ences in tax legislation are of significance here. For example,
discounts for the owner of property in one jurisdiction togeth-
er with depreciation deductions for the party receiving the
right of redemption (for lease with redemption right) in an-
other jurisdiction, or differences in interpretation when deter-
mining the characteristics of property in different jurisdictions
(under English law) to land — “immovable property”, while in
other jurisdictions it may be treated as “movable property”).

The main advantages of leasing are: increase in cash flow,
which has a positive effect on the attractiveness of the project;
a new or additional source of funding for the project; greater
interest of the landlord-supplier or manufacturer in the suc-
cess of the project.

Risks (for example, increases in liabilities due to changes
in tax law) should be analyzed by investors and creditors and
assessed against the expected cash flow or other benefits of the
lease. It would be best to model and analyze the project so that
all parties can assess the effect of leasing and other methods
from the outset (for example, there is a consortium tax rebate
in the UK). In some jurisdictions, leasing is most beneficial if
it is introduced into the project structure at an early stage,
while the introduction of leasing at a later stage is accompa-
nied by certain complications.

All these forms of financial support are used in both devel-
oped and developing countries. They play an important role in
emerging markets due to common shortages or limited access
to long-term financing.

However, there are other, more sophisticated ways to raise
funds, maintain viability, or increase availability. But, say, un-
like grant funding, they may not be seen as public funding (in
the sense of traditional public funding, which affects the pub-
lic sector investment budget), but then the government acts as
a market lender or investor.

As an alternative to grants, these schemes are revolving
forms of support, i.e. the funds will be repaid. Sometimes it is
provided on market terms at market price, and in others it is
provided on favorable terms, “soft terms” or “preferential
terms”. The latter case is usually a response to the difficulty of
availability, while financing under market conditions is usually
a decision about the availability of funds (for example, because
of the crisis) or market demand [11].

Currently, the most common type of financial investor in
the world is the “infrastructure fund”. Such funds are struc-
tured in the same way as any other investment fund (for ex-
ample, a direct investment fund). These are funds in which
several initial investors contribute their money, and the “man-
agement company” is responsible for managing these funds
throughout the life of the fund [12].

Financial investors in public-private partnerships and in-
frastructure, including infrastructure funds, are more interested
in existing projects (to avoid the risk of construction and gain
more immediate access to “profits”, i.e. distribution from the
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project company). Their investment in assets when they are in
their operating period is also beneficial to the developer indus-
try, as it will help them increase capitalization and have the cost
to invest in new projects. However, investor participation in new
projects should help governments increase the market capacity
of developers in a specific public-private partnership program.

In many infrastructure projects (including transport), the
value of private real estate surrounding the infrastructure is in-
creased by improving connections or directly to rebuild the
city in some projects. This approach is hidden in transit-ori-
ented development projects. Land valuation mechanisms aim
to maintain or capture some of the increased value to offset
some of the cost of infrastructure development; this is achieved
through various means, such as land value taxes, “improve-
ment taxes” or “development impact fees”.

Governments need to be positive about and approach spe-
cialized financial investors when promoting their public-pri-
vate partnership programs. Contracts should be carefully
structured to facilitate the participation of such investors.

Financial structuring and strategy are the responsibility of
the private investor. Thus, the Government should not impose
restrictions on where a private investor should raise funding
(for example, by insisting on local banks) or what instruments
or structure should be discussed, other than setting maximum
leverage or insisting on credit competition.

The government can try to financially support the project
if it is a cost-effective project paid for by the user, but the pro-
jected revenue from the use is not enough to make the project
commercially viable. Another reason is to keep the prices of
services provided by assets at a socially/politically acceptable
level. This is called breakthrough funding.

However, regardless of the mode of receipt and the type of
public-private partnership (paid by the user or the state), the
government may still decide to provide financial support for the
project for several reasons: there is a structural or temporary
lack of affordable private lending; the project is too large or too
risky, its commercial viability and banking viability are at stake.

Governments may decide to supplement the funding re-
quired for the project by freeing the private partner from part
of the capital needs. In these cases, the government will pro-
vide public funding for part of the project’s initial investment
needs by creating a hybrid scheme. These schemes will ideally
retain all the typical features of a normal public-private part-
nership, with the difference that there should be a certain level
of compensation during construction, which will then pay a
fixed part of the cost of the work.

Net co-financing is represented by the provision of grant
funding, i.e. the provision of payments during construction,
which partially offset the cost of work (monthly or quarterly as
work is performed, or on the basis of specific stages during or
at the end of the construction period).

The amount of co-financing in a public-private partnership
should not reduce their total cost by reducing the equalization of
interest associated with a deferred compensation scheme related
to the results of a public-private partnership. Too much govern-
ment funding will reduce the risks and motivation for a private
partner to properly manage a project that can be converted into
regular procurement in terms of risk and incentive allocation.

Conclusions. It is important to emphasize that the structure
of financing infrastructure projects should be designed in such
a way as to optimize the cost of their financing. It should also
facilitate the sharing of risks between the public and private
sectors. In particular, project financing should ensure proper
management of financial and other risks among all PPP par-
ticipants. This should reassure, in particular, the government
that the private partner is encouraged and empowered to ad-
dress issues that may arise under the project. To a very large
extent, the project financing structure should ensure that the
interests of the main creditors of the project are aligned.

Ukraine has an extremely low business initiative for coop-
eration with the state. The situation is complicated by the fact

that potential investors are frightened by the neglected state of
the social sphere and economic infrastructure, where almost
all government facilities need modernization, which in turn
leads to additional costs for the investor.

In practice, the model is chosen in terms of ensuring effi-
cient, quality service delivery and cost optimization. In our
opinion, the most optimal model of public-private partnership
is a mixed model, according to which public and private part-
ners have the opportunity to agree on the distribution of risks,
obligations and benefits from a particular project. At the same
time, all stages of the project implementation should be man-
aged by the state, but carried out by a private partner. A phased
partnership allows public authorities to continue or suspend
cooperation with different partners, depending on the quality of
their work. In addition, participants can form a model of coop-
eration in which they already agree on joint construction, de-
sign, financing, management and maintenance of the facility.

Unlike foreign countries, which are gradually mastering
various forms of partnership — from simple to complex, gaining
experience and improving legal relations, in Ukraine such forms
are developing slowly, as only projects are implemented in the
form of concessions and joint activities. The lack of a strategy
and program for the development of public-private partnership
leads to spontaneous and unreasonable decisions on the choice
of forms of public-private partnership without taking into ac-
count the real needs and capabilities of the economy. There-
fore, it is necessary to improve the implementation of forms of
partnership between the government and business with the es-
tablishment of guarantees to the private partner on the risks as-
sociated with changes in exchange rates, lending, parity liability
of partners for breach of contract. This will attract financial re-
sources of the business in various forms of cooperation.

Infrastructure is important for economic growth, but there
is a shortage of funding to build and maintain infrastructure
around the world, especially in low- and middle-income
countries. The private sector, together with funding institu-
tions, can play an important role in bridging this gap.

Thus, own and borrowed funds of private partners are one
of the main sources of funding for domestic projects. There-
fore, in the financial mechanism of public-private partner-
ship, the corporate form of project financing is important,
which is the investment of investment resources of economic
entities in the form of cash, fixed and current assets, property
rights and intangible assets, loans, etc. in partnership projects
of the state and business. The success of the PPP project de-
pends on the accuracy of the definition of financial tactics by a
private partner, on the solution of financial problems in the
short term, taking into account the most important elements
of the outlined financial strategy.
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Crparerii dinancyBanns iHgpacTpyKTypHUX
MPOEKTIB y cepi AepKABHO-NIPUBATHOTO
NapTHEPCTBA
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KuiBcbkuit HanioHanbHu# yHiBepcUTET OyaiBHULITBA Ta ap-
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Merta. BucpitieHHs it cuctemMaTu3allisi OCHOBHMX ITiIX0-
IIiB 10 pO3pOOKM cTpaTeTili (piHaHCYBaHHS iH(PPACTPYKTyp-
HMX MPOEKTiB Yy cepi AepKaBHO-MPUBATHOTO MapTHEPCTBA,
30Kpema, y OyliBeJIbHOMY CEKTOPi EKOHOMiKM YKpaiHu.

MeTtoauka. MeTon0/I0rYHOI0 OCHOBOIO CTATTi € HAYKOBI
BUJAHHSI, HOPMAaTUBHI aKTU YKpaiHW, aHAJIITUYHI AOMOBIidi
cBiTOBUX (piHaHCOBMX iHCTUTYLIl, IHTepHeT-pecypcu. Ilin
yac AOCHIIKEHHSI BUKOPUCTAHO CUCTEMHUI MiaXid, METOIU
aHaJli3y Ta CUHTE3Y, MOPiBHSIHHS i JTIOTIYHOTrO y3araJbHEHHSI.

Pe3ynabratn. BusHaueHi HaWOLIbLl TPUUHATHI Mopaenli
(hiHaHCyBaHHS iHGPACTPYKTYpHUX TPOEKTIB i CTBOPEHHS
YMOB IUISI 3JTy4eHHsI TIPUBATHOTO KaIliTaly Ha 3acajax Iep-
>KaBHO-TIPUBATHOTO MapTHEPCTBA B YKpaiHi.

Haykosa HoBHM3HA. Y po0OTi 31ilicHEHO aHai3 Kiaacugi-
Kallii TPOeKTiB 3riTHO 3 BUAOM JiXepesa ¢hiHaHCYBaHHS BU-
Tpar, y3arajJbHEHO IOCBil MOOYIOBM MOJIEJEl KOHTPAaKTIiB
CTOCOBHO iX (hiHaHCYBaHHS, NOCTiIXKEeHi HAOLIbII TOIIUpe-
Hi iHCTpyMeHTH (iHaHCYBaHHS iH(MPACTPYKTYPHUX IMPOEK-
TiB, BUSIBJIEHi TOJIOXEHHSI, Ha SIKUX I'PYHTYEThCS (piHaHCY-
BaHHSI MIPOEKTY, Ta 3’ICOBAHO, 1110 JIEXUTb y HOTO OCHOBI.

IIpakTyna 3HayumicTb. Pe3ynbTaTv AOCTIIKEHHS MO-
XKyTb OYTM KOPUCHUMM JISl OpPraHiB AE€p>KaBHOI BJaau, 110
MOBUHHI 3a0XOUYYBaTU MPUBATHUX IApTHEPIB MO YyYacTi B
JIOBTOCTPOKOBUX MpoeKTax. JloCHiIKEHHSI MOXe 3alliKaBUTU
Ccy0’eKTIB rocrogapioBaHHs, 110 € MOTEHUIMHUMHU iHBECTO-
pamu y TIPOEKTH A€P>KABHO-TIPUBATHOTO MMAPTHEPCTBA.

KimouoBi cioBa: depicasno-npusamue napmuepcmeo, i-
HAaHCY8aHHs npoeKmia, Komepuyjiiine Kpeoumyseanis, cybopouHo-
6aHuil 60pe, Xe0HCy8anHs
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