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 The Bulgarian economy requires priority and scale infrastructure investment under condi-
tions of limited state funds. Institutional investors manage significant resources that can be 
included in the financing of infrastructure projects, but respect the strict restrictions gov-
erning their activities. The infrastructure projects risks are serious and their assessment is 
more precise after the design phases and the initial construction stages. 
The aim of the survey is to draw on the existing legal framework opportunities for in-
volving institutional investors in the process of financing infrastructure projects. Re-
ceivables investment trusts offer such alternatives for institutional investors to refinance 
the companies building the projects while providing investors with professional valua-
tion of claims under performance contracts, interest and principal, institutional man-
agement of risks and cash flows. 
 

© 2017 University of Economics – Varna

Citation: NAYDENOVA, К. (2017). Receivables Investment Trusts as an Alternative for the Participation of Institutional 
Investors in Infrastructure Projects. Izvestiya Journal of Varna University of Economics. 61 (3). p. 291 – 302. 

 

Introduction 

The rapid development of the catching-up Bulgarian economy requires priority 

and scale investment in infrastructure, and Bulgaria's membership in the European 

Union requires the maintenance of a modern image through the use of green technol-

ogies. The state budget funds are limited, while institutional investors manage a sig-

nificant resource. Because of the European and national financial regulation, huge 

funds can not be directly targeted at the infrastructure investments, including green 

projects. 
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The issue is relevant for two reasons - the need for large infrastructure invest-

ments to provide for fast economic growth and the availability of huge funds to insti-

tutional investors. Due to the financial regulations in Bulgaria and the specifics of the 

national capital market, their funds can not directly finance infrastructure projects. 

The securitization and financial engineering facilities through the receivables invest-

ment trusts enable the above-mentioned topical issues to be addressed. 

The object of the material is the investment in infrastructure by Bulgarian insti-

tutional investors. The subject of the study is the inclusion in the process of the re-

ceivables investment trusts. The aim is to provide a mechanism by which institutional 

investors get access to the process of financing infrastructure projects. The study at-

tempts to solve the following tasks: to identify the reasons that require additional fi-

nancial instruments to ensure the involvement of institutional investors, to emphasize 

the role of receivables investment trusts and to provide a mechanism for the securiti-

zation of receivables, claims on bond issues, bank loans, and contracts for the con-

struction and operation, which are initial financial instruments. 

The research builds on the existing regulatory framework and points out possi-

bilities that already exist in Bulgarian legislation. 

Insufficient infrastructure and "dormant" cash funds 

to institutional investors  

Ensuring access to adequate infrastructure is a basic requirement for rapid eco-

nomic growth. The investment and pace of development of the regions around Plov-

div, Sofia and Burgas on the one hand and Varna on the other hand is an up-to-date 

example. In addition, modern social and political requirements for increasing green 

projects pose new challenges for the authorities - it is no longer just necessary to pro-

vide infrastructure, it must also meet the requirements of not polluting the environ-

ment and creating conditions for the restoration of natural resources. 

The problem is compounded by the increasing needs of modern infrastructure, 

the very product of new technologies or a mediating unit for their use. In this sense, 

infrastructure is expected to continue to play a key role in economic and social devel-

opment in the future, as the importance of the network economy is growing and socie-

ty is becoming increasingly dependent on the wide range of infrastructure services 

(Beneva, 2017). 

Governments have serious problems in financing infrastructure projects due to 

budget deficits, national debt growth as a percentage of GDP and often due to the 

public sector's inability to ensure effective investment. These reasons lead to a rela-

tive decrease in state resources directed to infrastructure (OECD, 2015). 
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According to a McKinsey study (2012), funding for infrastructure projects re-

quires extra private investment due to growing needs. The report points out that the 

need to introduce new facilities is growing faster than the country's gross domestic 

product and tax revenue. The group expects investment to grow from the current 

3.8% in developed countries to 5.6% of GDP by 2020. In addition, according to a 

G20 report (G20, (2013)), developing countries will have to invest an additional tril-

lion dollars annually. 

In the context of restrictive government budgets and the existence of important 

sectors that do not receive sufficient funding, the inclusion of private capital in infra-

structure investment has long been on the agenda.  

Table 1 presents some of the most important infrastructure facilities that the 

Bulgarian government has implemented or plans to implement in recent years. In ad-

dition, the regions have their priority projects, such as for Varna this is the second 

bridge over the Varna Lake and the Varna-Constanta highway as part of Constanta-

Istanbul corridor. The data in the table is from the websites of National Company 

"Strategic Infrastructure Projects", Wikipedia and the financial press through Dnevnik 

and Profit. 

Table 1 

Important infrastructure sites in Bulgaria 

Type object value in million BGN 

railway infrastructue Sofia-Vidin 5    

  Svilengrad 80    

  Sofia-Plovdiv 2 015    

  Plovdiv-Burgas 325    

  Sofia-Dragoman 220    

Highways Trakya 1 250    

  Struma 3 300    

  Hemus 1 560    

  Black Sea 550    

  Maritsa 500    

  Lyulin 383    

Facilities Danube Bridge 510    

  Total in million BGN 10 698    
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According to a recent World Bank report, overall, private investment has im-

proved infrastructure performance in emerging economies. Although experiences var-

ied from country to country, private sector participation efforts have improved the 

levels of investment and thus service expansion, operating efficiency, and distribu-

tional equity, i.e., distribution of benefits across all income classes (Kessides, 2004). 

On the other hand, institutional investors looking for adequate profitability with 

measurable risk, inflation protection and a long-term investment horizon appreciate 

infrastructure projects as appropriate. 

Private investment in infrastructure is possible through several mechanisms: 

public-private partnerships that are contractual agreements allowing the private sector 

to provide public goods against compensation for participation; the instruments of 

privatization - complete or partial, to offer the private sector some participation in at 

least one of the phases - design, construction, maintenance or operation. 

The current public sector budget in Bulgaria is insufficient, but the financial in-

stitutions manage serious capital funds. Table 2 presents the funds available to Bul-

garian institutional investors over the last 10 years. The data are systematized on the 

basis of information provided by the Bulgarian National Bank and the Financial Su-

pervision Commission. According to the information provided, the funds available for 

investment at the end of 2016 are close to 90 billion BGN. 

Institutional investors also have another serious reason to look for different as-

sets to target funds. This is unprecedented, according to Bean, Broda, Ito, and 

Kroszner ((2015), by Beneva (2017)), a current configuration of low real interest rates 

and low inflation over such a long time span. From two-digit values in the late 1970s 

and early 1980s, now the return on long-term government securities is below 2%. Ex-

tremely low levels of long-term, risk-free interest rates in developed economies are 

unusual. Similar is the situation in emerging economies, although the downward trend 

has stalled for the time around the financial crisis. 

The attraction of private capital to infrastructure projects has another important 

objective in Bulgarian society. Historically, our economy is characterized by the 

compensating presence of the state, leading to a "transfer economy", in which capital 

is not allocated to the market-related allotment efficiency (Avramov, 2007). The at-

traction of the Bulgarian investors in the process of financing and exploitation of the 

important infrastructural sites will lead to more "market" in the public relations. 
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Table 2 

Assets managed by the Bulgarian institutional investors 

year 
investment funds pension funds banks total for 

assets in million BGN assets in million BGN deposits in million BGN the year 

2007 911    2 317    39 005    42 233    

2008 326    2 299    41 942    44 567    

2009 383    3 156    43 436    46 975    

2010 479    3 987    47 128    51 595    

2011 786    4 598    53 046    58 430    

2012 816    5 709    57 639    64 164    

2013 981    6 821    62 571    70 373    

2014 1 147    8 165    63 825    73 137    

2015 1 143    9 338    74 373    84 854    

2016 1 484    8 999    78 585    89 068    

An additional effect of attracting institutional investors stems from the relation-

ship "growth - quality of functions delivered by the financial system" established by 

Levine (1996). As part of the financial system, institutional investors and the capital 

market will offer new sources of a national product if they are involved as partici-

pants in the process 

Conventional options for infrastructure investments 

of institutional investors 

Private funding of infrastructure projects involves both bank lending and bond or 

share issues. Infrastructure funds are also used. They combine public and private capital. 

If the companies involved in the projects are listed, the issues are traded on a regulated 

capital market. Then institutional investors and other market participants have standard 

access to the financial instruments proposed by the issuers. In cases where infrastructure 

companies are not listed or financed through bank loans, the ability of market participants 

(especially supervised entities) to buy shares or bonds is severely limited. 

Bulgarian institutional investors are subject to all European regulations and re-

strictions on the financial instruments they can hold in their portfolios. In addition to 

the requirement that the instruments be publicly traded, there are thresholds for the 

concentration of capital in one company. Another problem is the ban on investing in 

receivables as well as the direct or indirect lending of activities.  
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Restrictions on investment by the most resourceful and long-term investors - 

pension funds - are all the more serious. Their participation in the conventional 

schemes is virtually impossible because of the requirements to invest only in listed 

stock, in mortgage bonds issued under the Mortgage Bonds Act and admitted to trad-

ing on a regulated securities market, corporate bonds admitted to trading on a Bulgar-

ian regulated market and in corporate bonds issued or guaranteed by banks with more 

than 50% state participation in order to finance long-term and medium-term infra-

structure and investment projects that will be listed. 

Several additional standard opportunities for institutional investors to participate 

in financing infrastructure projects are: 

- Companies set up to invest in fixed income securities (YieldCo) - they invest 

in the bond issues of the companies building the infrastructure sites; the problems 

arising from investing in such companies are linked to the huge capital requirement, 

management difficulties (there are no specific requirements for management as for 

listed investment trusts), taxation, the lack of a distribution of profits and the possible 

treatment of the company as unregulated investor on own account by profession - un-

der the laws on financial conglomerates and collective investment schemes; 

- Multiple listed companies for individual projects that issue publicly traded 

bonds - problems arise because of the low probability that they are listed, as well as 

the possibility to finance through bank loans.   

Serious infrastructure investment problems stem from the genesis of financing 

these projects. The risks associated with such long-term investments are related to the 

ex-ante assessments of market demand and supply, operational problems, environ-

mental risks, maintenance of infrastructure, unforeseen circumstances (force 

majeure), problems related to the construction of large sites, the problems stemming 

from project participants (one of them is the state represented by political power, of-

ten municipalities are also a factor, and public opinion is particularly important), fi-

nancial risks associated with the interest rate on loans, exchange rates and syndicates 

financing, legal and regulatory risk, political risk (Tinsley, 2000). 

Political risk is particularly important as government or municipal decisions can 

lead to suspension of projects before they are completed, termination of operation, 

change in pricing conditions, delays in expropriation of private property, changes in 

the regulatory environment, changes in tax laws. In the case of incompetent judicial 

systems and inefficient institutions, these risks may be at the root of the failure of 

companies building or operating the infrastructure. Part of the political risk is also the 

public mistrust of a situation where important infrastructure sites are in private hands 

(Kim, Little). An additional problem is the institutional capacity required to ensure 
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the procedures for the preparation of the sites, their completion and operation, as well 

as to position the private companies in the field of public goods in a way that does not 

contradict public opinion. 

Developed economies with liquid capital markets available solve problems by 

creating new segments of infrastructure assets. In contrast, emerging markets are too 

small and illiquid to develop markets for infrastructure assets and products of any 

substantial size. This prevents them from developing such specific investment instru-

ments and these instruments are not liquid and not attractive to the investment audi-

ence (Inderst, Stewart (2014)). 

Alternative opportunity for institutional investors 

to participate in infrastructure projects 

Regulations on institutional investors' portfolios are a limiting factor, despite the 

critical need for increased investment in infrastructure. In addition, the different risk 

categories, in particular political, institutional and legal, lead to high levels of uncer-

tainty, especially in the long design and construction phase.  

According to Inderst and Stewart (2014), the key to the successful involvement 

of institutional investors in infrastructure projects in emergent markets is isolating and 

packaging risks so that the players which can best take them on are able to. Well-

designed infrastructure financing vehicles can help achieve this goal while creating a 

predictable environment. This environment makes it possible for investments that re-

quire long-term liquidity, yield, protection against inflation and acceptable risk.  

The involvement of the private sector in the construction and operation of large 

infrastructure projects requires the mobilization of significant capital. The sources of 

this capital are own funds, bank loans (including syndicates - due to the large amount 

of investments) and issues of shares and bonds. While “going public” procedures are 

justified if the infrastructure companies are large and involved, the inclusion of multi-

ple participants means that they will remain non-public and will not benefit from the 

regulated market. The very possibility of financing by credits also excludes the capital 

market as a source of funds for the objects. The third source of capital - the financing 

with own funds - also excludes the need for external funds. 

Bonds’ issues (private or public) enable multiple market participants to be in-

volved in raising capital and implementing the securitization toolkit. Financing of in-

dividual partnerships to build infrastructure can thus be done through long-term debt, 

postponed coupon payments (to enable the entity to start generating revenue), and 

consols. An important advantage of these debt instruments is their consideration as a 

set of cash receivables - for the principal of the debt and the due interest on the debt. 
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Financing of individual partnerships with bank loans may also be an opportunity 

to apply financial engineering methods, with outstanding payments on loans being 

considered as receivables, respectively on the principal and on interest payable. 

Coupons strippings from the principal due to debt is not a novelty for the capital 

market. The processes represent a kind of pooling and the result is the creation of 

several new securities each providing income to its holder consisting of a certain per-

centage of principal payments, interest, or a combination of both. The financial theory 

divides these flows into two types: interest only where a given class of investors only 

receives cash flows from the interest paid on the pool loans; principal only - a given 

class of investors receives only cash flows from the principal paid out of the pool 

loans. While the separation of the two bond payments is subject to financial innova-

tion and engineering, the separation of receivables from the principal of the bank loan 

and the interest on it is possible through cessions to specify the holder of each of the 

receivables.  

Self-financing is also an option for infrastructure companies. In these cases, they 

have the option of refinancing their investments by selling their claims under the con-

struction or exploitation contracts. The fact that a partner to these contracts is state 

and municipal bodies significantly increases the credibility of the assets subject to se-

curitization. 

In the initial stage of financing and building of infrastructure sites, risks of all 

categories are highest and their assessment is hampered by the lack of reliable infor-

mation, including on future public attitudes and policy decisions. Calculating the 

market value of such a debt at such a point in time will lead to extremely low stock 

levels and will sharply reduce their supply to institutional investors.  

In this sense, it is important to provide the possibility for financing and refinanc-

ing in two stages. In the first stage, the infrastructure companies will launch capital 

through a method chosen by them - bank loan or issue of shares or bonds, including 

private ones, they also can invest their own funds. In the second stage, refinancing 

(closer to exploitation when uncertainty is significantly lower), the risks could be ob-

jectively evaluated and the cost of the debt will be closer to its fair market value. 

Refinancing of investments in the second phase can be done through trusts for 

securitization of receivables (receivables investment trusts
1
). It is they who can offer 

the financial instruments to fulfill the two main objectives - capital for infrastructure 

companies and the opportunity to involve institutional investors. Additionally, these 

companies also provide the opportunity for professional risk assessment as well as the 

separation of different receivables according to the specificity of the individual clas-

ses of uncertainty.  
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The aforementioned options for separating the receivables of infrastructure com-

panies and of their investors and creditors are fundamental to the option to include re-

ceivables investment trusts (special purpose vehicles for securitization of receiva-

bles). These companies operate under a special arrangement, are supervised entities 

(act under the Security Exchange Commission regulations) and offer a number of 

benefits from which institutional investors could benefit. Firstly, they are public, their 

shares are traded on a regulated market. Their investments in receivables are neces-

sarily preceded by a valuation of assets at market prices, which takes into account all 

the risks of the projects of the various companies whose interest and principal liabili-

ties and contractual claims are the subject of the investment. Companies do not owe a 

tax on profits and have a legal obligation to distribute 90% of the profit, which pro-

vides liquidity to their shareholders through the annual dividends. Last but not least, 

these companies are professional investors and have the toolbox to increase their 

capital if additional securitization funds are needed. 

Including receivables investment trusts in infrastructure investments 

of institutional investors 

The proposed mechanism does not require companies building infrastructure fa-

cilities to be public or to issue debt or equity on a regulated market. They are funded 

in a way they choose, including through their own funds, private bond issues or bank 

loans. At an appropriate time after the infrastructure project's prospects are subject to 

objective assessment, the investors and creditors of the builders choose an investment 

firm to restructure their receivables. The restructuring of the obligations on bank 

loans and bond issues will divide their payments into two different receivables - inter-

est and principal. 

Receivables investment trusts invest in interest and principal claims both on the 

banks that fund the sites and the bondholders, including in non-public issues. These 

investments can not be carried out directly because the receivables investment trusts 

have the option of buying only receivables, not financial instruments such as bonds. 

This requires the bonds to be divided into two different receivables - the principal and 

the interest payments, as well as the splitting of the receivables on the bank loans also 

in two - again on the principal and on the interest payments.  

The above described process of dividing interest and principal claims is complex 

and requires an initiative from creditors of infrastructure companies. A shorter path is 

also possible, namely direct refinancing of project contractors. This is achievable by 

selling the receivables of infrastructure companies under the construction contracts or 

the operation of the sites. These contracts are concluded by a state or municipal body 
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and the claims on them are accepted by investors as low-risk. This allows companies 

to not use debt and manage their capital structure more efficiently. 

Market participants (mostly institutional investors) buy shares of publicly traded 

receivables investment trusts, thus fulfilling the main regulatory requirements for 

them - investments in listed companies. The interest in such investments will lead to 

an increase in the demand for such securities. Through the capital increase procedures 

of the receivables investment trusts, they will attract additional resources that will 

once again be included in the refinancing process for infrastructure companies. 

The underlying financial instruments are operating or construction contracts, 

loans and non-public bond issues. Interest receivable, principal receivables and claims 

under construction or exploitation contracts will be formed on them. These underly-

ing instruments have important advantages, especially in comparison to standard 

stocks and bonds traded on a regulated market. First, investments in unlisted instru-

ments provide low correlations with other asset classes (Inderst and Stewart, 2014), 

which significantly reduces overall portfolio risk. Also important are the premiums 

due to the illiquidity of securities, which are especially characteristic of non-publicly 

traded instruments, which increases the return on portfolios (Amihud, Hameed, Kang, 

Zhang, 2015). 

Conclusion 

The need for priority and scale investment in infrastructure, including green, is 

objective for Bulgaria. At the same time, modern restrictions binding on institutional 

investors do not allow their direct engagement with long-term investment projects in 

the real, including public sector. The opportunities provided by receivables invest-

ment trusts extend the alternatives to institutional investors while adding new pro-

spects for financing and improving the infrastructure environment. 

The material identifies a mechanism for restructuring and securitization of re-

ceivables, with underlying assets being construction and operation contracts, bank 

loans and bond issues. The mechanism does not require a change in existing regulato-

ry documents or the creation of new ones. This approach generates a number of posi-

tive effects for both creditors and infrastructure companies as well as for all market 

participants.The main ones are: 

- Refinancing creditors of infrastructure companies; 

- Refinancing the infrastructure companies themselves, whether or not they use 

external financing; 

- Debt restructuring of these companies, including a change in maturity and 

payment structure; 
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- Investment opportunities for all investors, especially for institutional inves-

tors; 

- Increase demand and supply of financial instruments issued to finance infra-

structure; 

- Increasing opportunities for issuers and investors, increasing interest in the 

capital market and increasing liquidity. 

Investments in infrastructure provide new opportunities for institutional inves-

tors. Besides being long-term, they also add social responsibility to their profile. If 

investments are in green infrastructure, the added benefit of many of them is a mod-

ern image that attracts new customers. 

Part of the institutional investors' interest in infrastructure investment is also due 

to the weak performance of stock and bond markets over the past ten years, and this is 

also the case for emerging markets. Institutional investors have a lot of expectations, 

and among them the adequate profitability is important. While high returns are a 

standard target for capital management companies, it is even more important for pen-

sion funds because of their liability. 

End Notes 

1
 Such kind of a trust can be founded in Bulgaria. According to the Special Purpose 

Investment Companies Act such company shall be a listed, joint-stock company 

which, under the conditions and by the order of the Act, invests the funds raised by 

issuance of securities in real estates or receivables (securitization of real estates and 

receivables). Receivables investment trust is the author’s preffered term because of 

the association with real estate investment trusts, and the huge differences between 

special purpose vehicles and trusts.  
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