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Deposit System and Financial Procurement in PFI projects

By Masamitsu ONISHI and Kiyoshi KOBAYASHI

In this paper, we analyze the implications of a deposit system in PFI (Private

Finance Initiative) projects. For this purpose, a dynamic entrepreneurial model is

used to analyze the decision-making problem of a lender that is requested to provide

additional finance to a SPC. The SPC is assumed to face urgent liquidity needs that

affect the continuation of the project. The lender has to decide whether to provide

additional finance or to go into liquidation, by considering the SPC’s future cash flow.

Since the introduction of a deposit system affects the cash flow during the project

term, it also influences lender’s decisions. As a result, the introduction of a deposit

system decreases the possibility of inefficient liquidation. Moreover, it is argued that

a deposit system can increase the borrowing capacity of the SPC.
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