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INSURANCE OF RESIDENTIAL REAL ESTATE IN THE PROCESS OF
REALIZATION THE FINANCIAL SERVICE THROUGH CONSTRUCTION
FINANCING FUNDS

Investment in residential real estate is one of the most popular way for people
to save their money in the long term. Laws of Ukraine "About financial and credit
mechanisms and management of property under construction housing and real estate
transactions” [3], "About financial services and state regulation of financial services
markets"[2] define a list of funding instruments that allow interested investors
(principals) to invest funds in financial services in the housing market. Funds of
finance the construction (FFC) is one of such tools. FFC is funds transferred a
manager of FFC to the management, which manager uses or will use in future in
terms of fund rules and agreements about participation in FFC.

Law of Ukraine "About financial and credit mechanisms and management of
property under construction housing and real estate transactions” [3] necessarily
involves the creation of FFC by a financial institution (manager of the FFC), which is
the intermediary between investors and developers, attracting funds from individuals
and entities, directs them to the financing of construction, controls the process of
housing construction and targeted use of monetary funds and credits of all
participants on the security of housing, which is only built [4, c. 22]. This service
requires a structural vision as the lack of well-formed structure complicates the
choice of investors toward financial asset that is sold. In addition, an important part
of the process of providing financial services is reliability of service, which includes
a complete understanding of the actions of all stakeholders and their own.

In general, the financial service through FFC can be presented in view of
interactions. That is, the trustee transfers the money to the FFC account in the FFC
bank after signing a contract about participation. Steward during 3 days gives the
trustee a certificate of participation in FFC, where personal data of trustee, investment
object, the number of units fixed object in square meters, the amount of funds are
listed.

All features of the interaction of participants of the mechanism of financial
services are regulated by the Rules of the FFC [1]. According to the rules of FFC
manager reserves the right to detach from the investor reserved the facility in case of



default of the contract of participation. The main reason for such action is a violation
from the investor the schedule of cash payments with FFC. Detachment procedure is
not momentary, it is accompanied by a written notification, applications of the
sample, in some cases, lawsuits against the principal or the developer. Manager must
protect investor actions, as the manager is a guarantor of the service on housing
finance, but actually, the investor controls the provision of services.

Steward provides full management process, which is one of the stages in the
technology of providing financial services at the real estate market. Its first
responsibility is to elect the insurer for the builder that obliged to sign agreement of
compulsory insurance of construction works (contract of property interests) on all the
time the construction of object of building and the warranty period against risks of
damage or destruction due to anthropogenic accidents and natural events in favor of
the manager as trustee.

The purpose of insurance of construction works is to ensure the protection of
participants against the construction risks of accidental loss or damage of
construction, equipment, materials and other property and liability for damage to
third parties. Contracts of insurance the technical risk is the biggest in size of
insurance coverage at present time. Cost of construction contract includes cost of
insurance. Insurance compensation is paid only for unexpected damages related
mainly to damage or destruction and violation of construction schedule. Feature of
insurance contracts of construction works is the responsibility of the insurer begins at
the agreed time, e.g. after unloading at the construction site materials and equipment,
and ending date of commissioning, unless the contract is due to a different time. All
these moments investor should pay attention, as it may suffer financially if the
insured event.

The subject of the system of financial and credit mechanisms (insurance
company), who is obliged to insure the property interests of the principals in the
investment residential construction rules defined by the FFC [1] and the contract
must obtain the written consent of the manager on choosing a particular insurer. If
according to the rules of FFC developer obliged to insure the property interests of
investors in the financing of housing, the developer must provide a copy of
agreement of obligatory insurance of property interests of the trustees in the
investment and financing of housing within three business days after its conclusion.
The contract of compulsory insurance of property interests of the trustees in the
financing of housing is concluded during ten working days from the date of the
contract between the developer and manager of FFC. Date of end of the contract of
compulsory insurance in the investment object for housing construction is determined
by agreement, but it cannot occur earlier 12 months from the date of acceptance of
the construction project specified in the contract between the developer and manager
of the FFC [6, 7].

Thus, the process of insurance of residential property, which is a financial
service investment housing, is the stage that requires the control by investors
(trustees), although FFC rules are defined otherwise, such as fund manager involved
as a guarantor trustee’s interaction with the developer. Insurance is an integral part of
this interaction that allows the investor to carry out construction work safety, but



confusion in terms of the obligations of the insurance company and the insured
subject to the insurance contract may lead to material losses of investors, which they
may miss due to the uncertainty of risks and lengthy of time [5]. Control of the
trustees of this process can reduce these risks and, if necessary, to recover their costs
from the responsible persons.
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