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The economics of innovative startups

in construction: a methodology

for selecting startups

to be financed by a corporate venture fund

The article addresses the future of the task of developing a diversified innovative economy in Russia by means
of drawing the attention of the state (as evidenced by the establishment of numerous funds, accelerators, and
business angels), Russian and foreign private investors to the venture business activity. In our country, the
venture industry is at its inception, but its core players are already in place: they are Russian and foreign venture
capital funds, associations of business angels, corporate venture funds, public-private venture funds and the
“fund of funds” (the Russian venture company). The intensity of the venture capital investment activity is low, and
there is no state support system available. Financial transformations can decelerate the slow formation of the
venture industry if there is no awareness of the importance of this activity for the development of the economy of
the Russian Federation. At the same time, the availability of a significant amount of innovative research, needed
for commercialization, creates the need for venture financing and the future change of the venture industry. High-
quality management of venture investments can be implemented within the framework of a consolidated method:
investment; control; formation and increase of importance for owners, institutional investors and society.

At the same time, the examination of the investments, that have already been made, contributes to the development
of certain knowledge, skills, avoidance of fatal mistakes in the selection of projects, conclusion of agreements and
management of companies.

The conference speakers addressed the most relevant issues of construction cost examinations which are
essential when the cadastral value of real estate facilities is contested in court and when causes, conditions,
circumstances and the mechanism of accidents, failures, and casualties in the course of construction and operation
of construction facilities are identified. Hence, the most relevant problems of forensic structural engineering and
construction cost examinations were considered, and the most effective solutions were developed.

Keywords: digital innovative solutions, venture business, innovative developments, investment management

he formation of venture financing in Russia, the

dynamic phase of which dates back to the ear-

ly 2010s and the beginning of the present de-
cade, has resulted in a situation where venture funds
are mainly established at the expense of the state
budget and with the proactive involvement of state
development institutions, namely the “Russian Ven-
ture Company” (RVC), as well as private venture in-
vestments, although there is a need for the venture
funds to be established by large corporations. Fo-
reign researches have proven the fact that corpora-
tions, analyzing their innovative progress as an inse-
parable component of their business activity and ap-
plying various relevant theories for this purpose (the
“open innovation” model, the “design thinking” model,
and others), have long been focused on the establish-
ment of their own venture funds (the first ones ap-
peared half a century ago). And the companies on
the Russian construction market are no exception. We
can address the cases of large development compa-
nies as GC PIK, MR Group, GC Osnova, and others.
As of 2018, corporate investments in Europe reached
11...14 % of the total share of venture investments,
while there were more than 15,500 corporate venture
capital programmes'. As a matter of clarification,
about 35 % of the world’s largest corporations, that
are on the Fortune 500 list, have their own corporate

1 Rusbase Company. URL: http://rusbase.com/news/5facts-cvc/

venture funds. Up to 55 % of the largest companies in
Europe and 70 % of US companies contribute funds
to corporate venture programmes. Such global
brands as General Electric, Philips, Microsoft, BMW
Group maintain their own venture funds. At the mo-
ment, large Russian holding companies are also try-
ing to follow their example (Promsvyazbank, AFK Sis-
tema, Gazprom, and others). The interest in this topic,
together with the lack of expertise in this sector in
Russia, led to the launch of the programme “The
practice of Forming Corporate Venture Funds at Rus-
sian Companies” in 2018. The purpose of the pro-
gramme is to increase motivation and encourage
large holding companies to establish their proprietary
venture funds, increase core competencies and skills
of their employees in the corporate venture invest-
ment sector?.

Parameters for evaluating startups in the
construction industry. Analysts advise using cer-
tain norms as startup evaluation parameters®: 1) rev-
enue dynamics, revenue-to-expenses ratio, raised
investments, number of patents or patent applica-
tions (except trademark patents), these data are re-
quested directly from rating residents; projects that
do not submit the initial data are excluded from the

2 Club of Directors for Science and Innovation. URL: http://ird-
club.ru/activity/vent

3 Top-50 Russian venture startups. Secret of the firm. Kommer-
sant.ru — 2013. URL: http://www.kommersant.ru/doc/2266343
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study; 2) uniqueness (the number of competing startups in this sec- The principal startup evaluation methods
tor) is calculated on the basis of the number of initial participating
projects across market sectors; 3) market development strategies The evaluation method Indicator level
by the beginning of the next year to be selected by the experts of o From 10...50 %
investment funds. Further, values of all coefficients go up by match- Principle From 50...100 %
ing them with the maximum value. The final parameter is analyzed
for each startup by summing indexes for each of the indicators, and The Berkus method | The assessment is based on 5 main success factors
a rating is made on the basis of this parameter (Table). The method of

It is necessary to rely on the main assessment tools for under- summation of risk The assessment is based on the base cost, based
standing the pre-investment value to set up a corporate venture factors on 10 classical reasons for risk
fund in the construction industry*.

The Berkus method. This is the principal effective way of The estimate is based on the weighted average
evaluating a product. The Berkus method is applicable, if the pre- The scoring method parameter of the cost selected for the target
investment cost does not exceed $ 2 million; this requirement per- company
fectly complies with requirements for construction startups due to The method of o . . )
costly innovative solutions in the construction sector. The Berkus comparable The evaluation is c.onducted. u.smg atriple rule with
method is used for startups that are not profitable yet. operations 2 KPl applied to a similar company

The method of summation of risk factors or the SFR me-
thod. This is a more progressive modification of the Berkus method. The balance sheat | The assessment is made using th‘? value of tangible
It requires to determine the initial price as a weighted average para- valug method assets of acorporation
meter for similar results across the construction sector. Risk factors The liquidation value | The valuation is based on the liquidation price of
are estimated in multiples of $ 300,000; above $ 600,000 for a very method tangible assets
low risk and below 400,000 for a very high risk. Here is an example ) i ) ) i
of the Trace Air product and its competitors in the Russian market. In The discounted cash | The estimate is based on the totality of all potential
this situation, the most problematic thing, as in many assessment flow method cash flows to be generated
tools, is to generate up-to-date data for similar products. The SFR The first Chicago The assessment is conducted using the weighted
method is used for startups that are not yet integrating profits. method average analysis of three scenarios

The method of comparable operations. For the specified ) . ]
methodology, it should first of all be necessary to develop a metric The venture capital | The valuation is bgsed on the return on investment
that will acceptably demonstrate the product price. This may be a method projected by investors
non-classical metric for the sector in which the product is formed:

MRR is the constant monthly income (SaaS), the number of special- The First Chicago Method. The first Chicago method gener-
ists (recruitment agencies), the number of retail outlets (retail), the ates revenues by analyzing three predictable scenarios: the lowest
patent fund (construction), WAU as the number of active customers profitability scenario, the average profitability scenario, the highest
per week (messengers), etc. In most cases, information extracted profitability scenario. This is a classical method that can also be
from profit and loss statements should be used, including sales, applied to the construction sector of startups.

gross profit, EBITDA. The method of comparable operations is The venture capital method. At any moment of the product
used both for startups that are not yet making a profit, and for those implementation, the investor has the opportunity to identify the re-
who are profitable. It can also be applied to startups in the con- quired level of return on investment (ROI). The venture capital me-
struction sector, since all core parameters correspond to the con- thod is generated both for startups that are not yet making a profit,
struction and innovation sector of the economy. and for profit makers (Fig.).

The balance sheet value demonstrates the net value of the Selection of projects for participation in the corporate ac-
company, i.e. the material balances of the product. The balance celerator (a corporate venture fund). The procedures for select-
sheet value method is difficult to use in relation to startups, due to ing participants of a corporate accelerator differ for external and
the fact that it is based on the price of tangible assets of a holding internal projects®.
company, whereas most startups own intangible assets, such as The procedure for selecting construction projects by stages
research mechanisms in a biotech startup, a user registry and inte- and the class is similar to the process developed in the form of
grated software in an Internet startup, etc. It is also relevant for the business accelerators, and it includes 3 stages: the implementation
market of construction innovations, since the assets of startups are of the off-site examination of projects, the implementation of face-
of great importance if compared to the production capacities of to-face examination of projects, and final selection. The require-
large Russian corporations. ments applied in the process of selecting projects for the corporate

The discounted cash flow method. Provided that the product accelerator differ from those used in the business accelerator. It de-
functions correctly and generates certain revenues every year, it pends on the difference between the business models of business
can be noted that the relevant product cost is an integrated amount accelerators and corporate accelerators. The corporate accelerator
of all projected cash flows for the subsequent years, if the construc- of a development company, when selecting projects, uses both pa-
tion startup will be well-demanded with account taken of the fea- rameters that are applied when selecting projects for a business
tures of its operation. accelerator (for example, the correspondence between the product

4 The main methods of evaluating startups. URL: https://www.iidf.ru/media/articles/ 5 Research of the world and Russian experience in the development of corporate
money/9-metodov-otsenki-startapa-s-kommentariyami/f accelerators. URL: https://www.rvc.ru/upload/iblock/dfd/o2_rvc_accl_otchet.pdf >
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Start of the process

External projects

Preliminary correspondence
examination of project

Face-to-face examination of
projects (if necessary)

Final selection of projects

Internal projects

Project expertise

Final selection of projects

\/

End of the process

Description of the business process “Selection of projects for participation in the corporate accelerator’

vector to the technology focus of the accelerator in the construction
industry; the availability and capacity of the market for the gene-
rated idea; the chances of commercialization of the proposed idea;
the project development stage), as well as the secondary parame-
ters, used to assess to what extent the idea generated by the par-
ticipants of a construction startup is suitable for solving the task of
a development company, whether startup participants have the op-
portunity to interact with a construction corporation, whether a syn-
ergistic effect can be triggered with the help of the company in re-
spect of the generation of the technology proposed by the
participant. The control over internal products, as a rule, is execut-
ed pursuant to a well-balanced procedure, which does not include
the stage of face-to-face examination due to the lack of the need for
a special procedure for evaluating the team, namely the involve-
ment of the team in the project development and well-balanced
cooperation with the development company.

To perform the selection, experts of a corporate accelerator wit-
hin a development company often contract external analysts, having
strong skills and expertise in the field of interaction with real estate
startups (PropTech, Constech) and their establishment: members of
teams of successful construction startups, consulting companies
(the big four leading audit companies and venture funds (the largest
Russian companies)®. To get the necessary experts involved, corpo-
rate accelerators can seek support from their partners (general de-
signers, general contractors, external consultants).

The main criteria of successful selection of products and teams for
the corporate accelerator of a development business company are:

e the availability of a consolidated product selection system,
which includes the necessary register of parameters needed
to assess the prospects for commercialization by construc-
tion startups that are at an early stage;

e the availability of partners who provide access to various

6 The Microsoft Startup Accelerator Program Opens for Business. URL: https:/
news.microsoft.com/2007/10/03/the-microsoftstartup-accelerator-program-opens-for-
business

high-level experts in the construction sector and are able to
perform a high-quality examination of innovative products in
the construction sector.

The establishment of a corporate venture fund in the construc-
tion industry, namely, at development companies, can be imple-
mented from the pattern of Build Up, an accelerator of technology
startups, headquartered in Skolkovo, as well as the Internet Initia-
tives Development Fund (IIDF) [1]. The following relevant selection
criteria can be identified, which are necessary for funds, accelera-
tors, business angels in 20217

1. The team, its functionality and capabilities. It is important that
the skills of the founders complement each other.

2. How effectively the founders communicate, both within the
team and with the outside world.

3. A strategic vision shared by all founders. If, when an offer to
buy a startup is made, disagreements arise within the team, and
one founder wants to sell the startup, while the other wants to con-
tinue its development, this situation means that such a vision does
not exist.

4. A proof of the product’'s meeting the market expectations.

Itis also possible to rely on methods of selection criteria that will
help funds to evaluate startup®:

Evaluation method 1: Comparison. The most optimal me-
thod is to determine the estimated cost of a construction startup
by analyzing it in comparison with competitors in the construction
market. The basic idea of this method is to evaluate a startup in
comparison with other similar construction products. The com-
parison method allows to analyze startups, operating in the same
sector and offering potentially similar construction services, and
provides an overview of how their valuation compares with the

7 GOST R 57363-2016. Project management in construction. Activities of the pro-
ject manager (technical customer).

8 SP 333.1325800.2017. Information modeling in construction. Rules for the forma-
tion of an information model of objects at various stages of the life cycle.
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cost of the proposed startup. It enables to optimally use non-
standard indicators, as well as classical coefficients of sales,
gross revenues, EBITDA, and other values. The comparison me-
thod has the advantage that, depending on the parameter,
it should be used both for initial and post-investment evaluation.
In a successful case, when an assessment is made, it is neces-
sary to add the available data about another product compared
with the original one.

Assessment method 2: Compliance. This is a method of
evaluation that is focused directly on the wishes of an investor. At
this stage, an investor has specific investment wishes, and in the
course of the selection process, he will choose construction start-
ups that “meet” these specific parameters. If an investor wants to
provide an amount of $ 100 thousand to $ 250 thousand to a con-
struction startup and get about 10 % of the company’s capital, it is
necessary to select the products that meet certain requirements
and at the same time can be part of a certain exit plan, which is
absolutely necessary. This method of assessment is the least sci-
entific of all seven methods. It is more about what it is more con-
venient for an investor to work with, rather than how much a startup
actually costs. In fact, this method is not so much about a detailed
analysis of each construction startup, as about finding those start-
ups that will be able to achieve the investor's goals.

Valuation method 3: Discounted Cash Flow (DCF method).
The analysis of a real estate startup can be performed by projecting
a specific cash flow. The idea of this mechanism is to look at a
startup as an entity owning some other investment asset, namely,
real estate. It is necessary to evaluate and discount the future cash
flows of a construction startup in order to arrive at the current valu-
ation. This method is not suitable for construction startups with any
type of financial reporting. In addition, it is necessary to apply the
projected cash flows and in the future discount them back to the
present time to obtain an evaluation. This factor can be used at
subsequent capital raising stages, when the startup has specific
reliable financial indicators and higher predictability®.

Evaluation method 4: The Venture Capital Method. The ap-
plication of the venture capital method is performed by the cen-
tralization of the three above-mentioned methods: comparison,
matching (compliance) and cash flow. A comparison method is
used to find out the selling value of a construction startup. Next,
it is necessary to apply this assessment to move back and make
an assessment that will meet the investor's goals. To understand
how this method is implemented in practice, it is necessary to
analyze it more carefully. In a situation when an investor intends to
invest in a construction startup, the optimal exit time will come in
three years. To move on to the current assessment, it is necessary
to focus on the projected revenues of a particular construction
startup in three years. At the next stage, it is necessary to take
income, multiply it by the profitability coefficient and get the final
cost (to know the amount for which a construction startup can
actually be sold in three years at an IPO or through an industry
sale) [2]. The investor (fund, accelerator, incubator) also needs to
get repaid, and for this purpose, the Internal Rate of Return (Inter-
nal Rate of Return, IRR) is calculated. It can be 25 %, or the mar-
ket value for startups in the construction sector.

9 GOST R 58439.1-2019. Organization of information about capital construction
projects. Information management in construction using information modeling technology.

Evaluation method 5: De- or reconstruction. This methodol-
ogy uses a straightforward approach to determine the value of a
startup based on deconstruction or reconstruction of an enterprise.
Deconstruction analyzes the liquidation of an enterprise, for exam-
ple, in connection with bankruptcy. Deconstruction does not take
into account the cost of a business idea or other similar intangible
assets'?. Reconstruction, on the other hand, approaches the as-
sessment from the viewpoint of the leading assets of a startup and
analyzes how much it will cost to reproduce them, that is, to perform
the reconstruction of assets.

Evaluation method 6: Combination. This technique com-
bines the value of various elements of a construction startup to
identify its current cost. The method is close to the comparison
method: 5 principal parameters are generated to launch a construc-
tion startup, and the startup is analyzed in comparison with similar
startups in the construction sector. In fact, the potential cost of a
construction startup is estimated by considering what other start-
ups could do, if they had these specific elements [3].

The establishment of a corporate venture fund in the construc-
tion industry, let alone, in development sector, is still an understud-
ied topic in our country, despite the fact that over the recent years
leading Moscow development companies have been actively de-
veloping digital products, software, as well as partner digital pro-
ducts, when a development company integrates its solutions with
a company that provides comprehensive artificial intelligence and
cloud services.

Itis important to develop a proper strategy for the selection and
future interaction with the winning companies to design the way the
company’s product will be implemented in the operational manage-
ment of development companies and general contractors.

Will it be aimed at improving the company’s own business pro-
cesses, such as the on-site construction monitoring? Will it improve
the quality of the company’s digital services or increase the per-
centage of involvement of artificial intelligence products in the ope-
rational business processes of companies?

An integrated macroeconomic environment, the transformation
of customer requests, the need to reduce costs boost the demand
for technology among development structures. At the same time,
they themselves turn into startups by establishing their own IT de-
partments and developing IT products. Development companies
plan to independently automate business processes that have al-
ready been created, and they start looking for external products in
those areas in which they have not worked before, where it is ne-
cessary to create a new business model from scratch (in particular,
products for dynamic pricing or platforms that bring a developer
together with the property technologies market players). At the
same time, if low-tech products are generally popular in the West,
in Russia it is a utopia, because developers need productive tech-
nologies that ultimately bring results [4].

Leading Russian development companies, when searching for
startups and solutions, encounter several major complications:
a lack of ready-made products on the market, problems with com-
bining existing solutions: basic solutions are often not suitable, be-
cause most leading companies have their own business processes.
At the same time, it is problematic to integrate several similar or
complementary solutions.

10 GOST R 57363-2016/ Project management in construction. The activity of the
project manager (technical customer).
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P CONCLUSIONS

Based on the above, we can identify a number of proposals
that should be taken into account by startups operating on the mar-
ket of venture investments or planning to enter it and have equity in
corporate venture funds:

1. Have more contacts with potential consumers, because most
startups have insufficient sectoral experience and understanding of
internal business processes of customers. One of the acceptable
tools for solving this issue is an accelerator, that helps to better
analyze customer requests, formulate a valuable proposition more
clearly and improve the product.

2. It is not necessary to copy successful Western business
models. The practice of using business models of foreign large
companies, with regard for the local features of the industry, may
not always be in demand and feasible in Russia.

3. Itis necessary to pre-calculate the merger of a new product
with existing/related products''. Most development companies con-
sider this as one of the main problems they encounter when looking
for external ideas on the market.

4. The client needs not only a methodology, but also its applica-
tion scenarios and certain measurable results of using a new solu-
tion (for example, cost optimization, a higher number of users).

5. If the user of the solution is a development company, it is
better to focus automation solutions on the new business proces-
ses rather than the relevant ones. The following competitive niches

11 GOST R 522922004. Information technology. Electronic exchange of information.
Terms and definitions.

OKOHOMMKA MHHOBALMOHHbIX CTapTanos
B CTPOUTENIbLCTBE: MeTOAMUKa OT6Oopa
Ansa hMHaHCMpPOBaHUA KOPNoOpaTUBHbLIM
BEeH4YypHbIM (hoHAOM

B paHHoM cTaTbe paccmartpuBaeTcs 6yayliee 3agadn opraHu-
3aumm B Poccun nHHOBaLUMOHHOW AMBEPCUDULMPOBAHHOW 3KO-
HOMVIKM MyTEeM MOBbILLIEHNA BHMMaHWA K BEH4YPHOMY 6U3He-
Cy Kak CO CTOPOHblI rocygapctea (06 3TOM CBUAETENbCTBYET
co3faHvue MHOrMx PoHAO0B, akcenepaTopos, GU3HEC-aHrenos),
TakK U CO CTOPOHbI POCCUNCKNX N 3apyBeXXHbIX YaCTHbIX UHBE-
CcTOpOB. BeHyypHas oTpacnb B HalLeWn CTpaHe TONbKO Ha4nHa-
eT co3faBaTbCsl, HO y>Xe OpraHn30BaHbl U peanuayTcs ee oc-
HOBHbIE YYaCTHUKK: POCCUNCKME N 3apybeXHble BeH4YypHble
oHabl, accoumaunm GU3HEC-aHrenoB, KOpNopaTuBHbIE BEH-
YypHble OHAbI, FOCYAAPCTBEHHO-YACTHbIE BEHYYPHbIE POHAbI
n «poHp choHpoB» (Poccurickas BeHYypHas komnaxus). duHa-
MUKa BEHYYPHOro Kanurtana npoMcxoauT He cnella, a onpepge-
NEHHOWM CUCTEMbI FOCY[apPCTBEHHOW MNOAAEPXKKM HE CHOPMUPO-
BaHOo. ®MHaHCOBbIE TpaHcopmMauum MoryT TOPMO3nUTb N 6e3
TOro cratuyHoe (hOPMUPOBAHNE BEHYYPHOW MHOYCTPUU, eCcnun
He 6yfdeT CO3HaHWA BaXKHOCTU OaHHOW cdepbl Ana pasBuTuA
3koHoMuKKn Poccuiickon ®depepaumun. Bmecte ¢ Tem npucyT-
CTBME BECOMOrO KONMYeCTBa MHHOBALMOHHBLIX UCCIe[0BaHUN,
HYXHbIX A8 KOMMepuuanu3auuu, cosfgaet HeobxoAnMOCTb
B BEHYYPHOM (PUMHAHCUPOBaHUW U OyayLeM U3MEHEHWUU BEH-
YypHou oTpacnu. KayecTBeHHOe ynpaBneHue BeH4YYpHbIMU
VWHBECTULMSAMM MOXET 6biTb peanM3oBaHO B npouecce COBO-
KYMHOro MeTofa: BIOXEHNE; KOHTPONb; (hOPMUPOBAHNE 1 YBE-
NMYeHVe BaXHOCTU ANs BNafenbLeB, MHCTUTYLMOHANbHBIX UH-
BECTOPOB U 06LLIeCTBa.

BmecTe ¢ Tem akcneptusa yxe peanu30oBaHHbIX MHBECTULUMA
Crnoco6CTBYET BbIpaboTKe onpefeneHHbIX 3HaHWW, HaBbIKOB,
YKIOHEHMIO OT haTanbHbIX OLUMGOK MPU CEeNeKuMn NpPOeKTOoB,
3aK/0HEHNIO COrnalleHnii U pyKoBOACTBY KOMMAHNSAMMU.

are of particular attention: products for improving the customer ex-
pertise and adding value for the client, ERP systems for real estate
management during the entire life cycle, communication platforms
for different market players, digital solutions in construction.

6. A solution should be as optimal as possible both from the
standpoint of control (the “one button” principle), and from the
standpoint of the customer’s costs for its application and reconcili-
ation with the present solutions.
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