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[bookmark: _Toc512147980]ABSTRACT
The UK has extensive PFI experience and a complete project database. This article is aimed at the United Kingdom. It mainly describes the basic concepts and advantages and disadvantages of PFI, as well as the role of external auditor. At the end, it puts forward some policy recommendations. In general, PFI is not only a kind of innovation of financing tools, but also a reform of the mode of providing public service and project management. The PFI model can effectively improve the supply efficiency and service quality. PFI also have high requirements on the fund strength, technology and service, management ability and financing ability of the partners. The UK proposed the Private Finance Initiative (PFI).The government has completed 728 PFI projects, 671 of which are in operation. The total capital expenditure of these projects is about 56.6 billion pounds. These projects mainly involve areas such as schools, hospitals, highways, prisons, housing, and waste water treatment facilities.

[bookmark: _Toc512147981]1 INTRODUCTION 
[bookmark: _Toc512147982]1.1 Definition of PFI
PFI is an acronym for Private Finance Initiative. The consensus originated in the United Kingdom in the 1990s. (Telegraph.co.uk, 2018) In 1992, the EU countries signed the Treaty of Maastricht, and the United Kingdom pledged to reduce the fiscal deficit in order to promote economic integration. As a result, under the dual pressure of controlling fiscal expenditures and improving infrastructure, the British government began to actively consider how to adopt policies to bring private capital into public construction. In this context, the British government launched the concept of PFI that year and this concept matured gradually. (The word bank, 2018)

[bookmark: _Toc512147983]1.2 Origin of PFI
The official definition of PFI by the UK Treasury Department is that the public sector purchases high-quality services from the private sector in a long-term agreement or contract, including agreed-upon deliverables, appropriate maintenance and the construction of necessary infrastructure. The essence of this approach is that the government cooperates with the private sector and the private sector provides specific government public goods or public services. The government pays the private sector directly for the purchase of products or services, or it grants private sector fees and concessions. (Investopedia.com, 2017)

According to Chu, the theoretical justification for PFI is that the private sector is more efficient at delivering and managing infrastructure projects than civil servants. (Chu, 2018) According to YuJuan, under the PFI model, the government establishes a contractual relationship by signing a long-term service contract between government procurement and SPV (Special Purpose Vehicle). The two parties remain independent from each other. The UK Ministry of Finance has set up a special project review team to be responsible for the approval and supervision of the PFI project and the government supervision. (Yan Juan&Ye Xiaosu, 2010)

[bookmark: _Toc512147984]2 MAIN BODY 
[bookmark: _Toc512147985]2.1 Overview of UK PFI
United Kingdom is the origin of the modern PFI and it is also the pioneer and leader in the use of PFI. (Sawyer, 2005) The UK has extensive experience of PFI and gradually improved relevant laws, regulations and supporting mechanisms in practice. The British government has issued PFI technical guidelines, PFI contract standards and a series of effective procurement methods and mechanisms. (Gov.uk. 2018) They ensure the stability of the PFI policy and the interests of the private sector, and have greatly stimulated the private sector's interest in entering the PFI project.
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Chart 1  The number of PPP projects in the UK  IUK
During 20 years in the development of the PFI, more than 700 projects have completed financing and attracted a total of nearly 55 billion pounds of private investment, which greatly eased the financial pressure of the British government. According to IUK statistics, PFI financing has accounted for 10-13% of all infrastructure financing in the UK. Moreover, according to a sample survey conducted by the UK Treasury Department, the costs of all PFI projects are within the budget of the public sector, 89% of projects can be completed on time or ahead of schedule, and 77% of public sector managers believe that the project of the PFI financing mode meets Their initial expectations have achieved very good results. Before the introduction of the PFI project, statistical data showed that 70% of the projects could not be completed on time and 73% of projects exceeded the budget. (Siteresources.worldbank.org, 2018)
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CHART 1    Changes in UK GDP from 1992 to 2016    IUK
Due to the impact of the financial crisis, the nominal GDP of Britain has been growing feeble for nearly 5 years. Despite there are some signs of economic recovery recently, it is still difficult to restore the scale before the financial crisis. From 1995 until the current global financial crisis, PFI has been on the rise as a whole and reached its peak by 2006. From 2006 to now, both the number of projects and total capital have shown a downward trend. The deterioration of the financing conditions caused by the financial crisis and the government's fiscal tightening are only a fuse. When comparing the year on year growth rate of the PPP project with GDP, it can be found that the PPP project did not occupy much when GDP level was high in the first ten years, but the importance of PPP is more obvious when the GDP level is down during recent years.

[bookmark: _Toc512147986]2.2 Advantages of PFI
There are multiple advantages of PFI, the following part will choose three typical ones to demonstrate specifically. Firstly, the PFI model can introduce private capital to make up for the lack of financial resources of the local government. (Md Lasa & Takim, 2016) Infrastructure construction generally requires relatively large capital investment. In the event that the local government’s financial resources do not have sufficient channels, local governments tend to issue bonds through urban investment companies, but such financing costs are higher. Therefore, the financing needs of infrastructure construction often pose a greater debt crisis to local governments. (Hellowell, Mark, 2007) However, Private capital tends to invest in stable, high-yield projects. The long-term stable cash flow and operating profits of urban infrastructure have a greater appeal to private capital. Affected by capital's profitability, private enterprises have economic incentives to participate. Therefore, the PPP model can effectively compensate for the lack of financial resources of local governments and reduce the government's debt burden.

For instance, the conclusion of the Canadian PPP project's economic performance evaluation from 2003 to 2012 is that the implementation of PPP has cumulatively increased economic output by nearly 92.1 billion dollars, accumulatively increased household income by nearly 32.2 billion dollars, and cumulatively increased jobs by nearly 520,000 people, which has greatly promoted Canada’s economic market, employment market and residents’ benefits. In addition, in the past ten years, the public sector has saved 9.9 billion U.S. dollars due to the implementation of the PPP project, and the federal and local governments have created 7.5 billion U.S. dollars in taxes due to the implementation of the PPP model. ( Gpc.stanford.edu, 2018)

PFI mode will also reduce the risks to the government. Infrastructure construction includes certain risks in the process of construction and operation management, such as the risk of financing costs, changes in natural conditions and limitations of laws and regulations. In the original case where the government departments contracted the construction of infrastructure projects, these risks were basically borne by the government departments. When introducing the private capital industry, the two parties can achieve the risk sharing through the concession agreement. (National Audit Office, 2006) Based on the cooperation between the two parties, government departments and private companies will make reasonable estimates and assessments of the possible risks of infrastructure projects, and make reasonable contributions. Through the establishment of a risk prevention and control mechanism, the balance between operating income and risk control will be realized. In the early stage of project planning, the private sector and government departments will conduct feasibility studies on the financing and construction of the projects, determine the risk of the project, set the project duration scientifically, and reduce the project construction cost and construction risk.

The PPP model can also achieve value for money and improve economic efficiency. Under the PPP model, the relative advantages of private sector in terms of construction, technology, operation and management can be fully realized. (Tyrie, 2011) The cost of PPP contract will be less than the corresponding cost when the public sector independently conducts the project. Allen Consulting Group has compared 21 PPP projects and 33 traditional model projects in Australia. The results show that: PPP model is significantly superior to the traditional model in terms of cost efficiency. From the project establishment to the completion of the project, the cost efficiency of the PPP model has increased by 30.8% compared to the traditional model. ( Seok Joon Choi, 2013)

[bookmark: _Toc512147987]2.3 Disadvantages of PFI
After more than 20 years of development, PFI has gradually exposed a series of problems. Since 2006, the overall PFI project has shown a downward trend. (Nao.org.uk，2018) The financial crisis has brought a huge impact on the capitalist market. It is not only a fuse, but also makes the PFI deficiencies even more pronounced. The first main problem is contract disputes: Most of the PPP models are applied to the public infrastructure. The government must coordinate the relationship between the parties under the PPP model and be bound by the contract. This may result in a decrease in the control of public service facilities and a decrease in flexibility, causing contract disputes. 

The second one is high cost: First of all, in the PPP model, the private sector is profitable, and private financing costs are significantly higher than the government's borrowing costs. For example, Joan Shaw conducted a survey on the 12 hospital projects that pioneered PFI. It was found that at that time, the yield on British government bonds had been significantly lower than the average equity return rate of 58%. The income of government and enterprises was obviously not balanced. Secondly, in the early bidding process of the project, due to lack of experience, the project needs in-depth research and discussion. The cost of the negotiation process between the government and the company is increasing. A typical example is the PPP project of the London subway reconstruction. It takes 400 million pounds for the government and the company to sign the PPP contract, and the total cost of the project was only 15.7 billion pounds. (The Transport Politic, 2018) Thirdly, it is easy to trigger suspicion of privatization: The private sector plays a pivotal role in the PPP model. It almost takes the entire process of construction or even operation. This leads to the perception that the role of the government is overshadowed and cannot be useful. In the near future, the role may be replaced by enterprise. In order to save the huge financial loopholes in the financial crisis, the British government officially promulgated the PF2 in 2012 and put forward measures to improve the problems of the PFI which can increase the enthusiasm and confidence of the social capita and increase the market's flexibility. (Gov.uk, 2018)

Besides, the franchise system commonly used in the PPP model may lead to monopoly. On the one hand, in the PPP model, high bidding costs and transaction costs, as well as complex long-term contracts have led many smaller private organizations to deter PPP projects, thus reducing the government’s choices of social capital and also making the bidding process cannot achieve good competition. On the other hand, the franchise system actually enables the successful bidder to obtain a certain degree of monopoly, and the benefits can be basically guaranteed by the contract. In some circumstances, the lack of competition will reduce the incentive for the private sector to reduce costs and improve service quality. Of course, the PPP model is not a necessary condition for monopolization. Under the simple government model, the government actually shows monopolization.  

[bookmark: _Toc512147988]2.4 Role of the External Audit in Relation to UK PFI schemes
The premise of the smooth implementation of the PFI project is that the two parties should cooperate with each other to share risks and benefits. They should also exert their respective advantages and dynamics. The audit objectives of the external audit should focus on the sustainability of the project, the reasonable allocation of risks, reasonable disclosure of information, reasonable allocation of resources, reasonable payments from the government or the public, project construction effectiveness, and public service capabilities. (Nao.org.uk, 2018) External audit can accept the opinion of “four-in-one”, which means the audit target system of economy, effectiveness, efficiency, and environmental protection. The ultimate goal is “value for money”. (Audit.gov.cn, 2018)

In the identification phase of PFI projects, external audits should give full play to the responsibilities of “safety officers” in economic operations. They should supervise all departments to make scientific and prudent decisions, and ensure the smooth operation of local finances. During the preparation phase of the PFI project, the external audit shall supervise the risks of the project implementation plan, the project operating methods, and the contract system. During the PFI project procurement stage, the selection of social capital is the key link of the PFI model. The external audit should supervise the project implementation agency to select the appropriate procurement method according to the characteristics of the project. During the implementation phase of PFI projects, contract management is of the highest priority. External audits should supervise whether contract management is effective and whether risk allocation is scientific and rational. During the phase of transfer of PFI projects, the external audit shall supervise the transfer of project assets, intellectual property rights, and technical legal documents that meet the performance requirements and complete the transfer of legal ownership and management rights.

[bookmark: _Toc512147989]3 CONCLUSION 
In the specific implementation process of the PFI project, it will inevitably encounter various problems, but at the same time, it also has the advantages of financing and project value-added. It can also reduce the burden of government investment and improve the quality of infrastructure services. As the main mode of modern government infrastructure construction, the PFI model has achieved effective cooperation between the public and private sectors to achieve complementary advantages. As a market-based supply model of public goods, the PFI model has many advantages and there are also certain risks that require the government's public sector to use it flexibly.

All PFI projects should create proper value for money when providing services. However, there is not always the projects can actually apply the money in a wide way. Some cases are eventually misused or not be completed. Therefore, the external audits should take on their responsibilities to monitor the whole process of project to ensure the smooth implementation. Thus, the external auditors’ role is to safeguard that the public obtains value for money in the provision of public services. 

[bookmark: _Toc512147990]4 RECOMMENDATIONS
(1) Promoting cost-saving plans for operational PFI projects.
Cost-saving methods include efficient and flexible use of PFI assets, re-ranging the scope of services, re-reviewing financing and management costs, and government sharing of corporate profits to reduce financing costs.

(2) Abolishing the government's rating system for PFI projects.
In order to create a fair playing field in project selection, the British government abolished the PFI project rating system and replaced it with a requirement that governments at all levels must make choices in the selection of PFI projects. This prompted the government to study the economic status of the project and make similar comparisons, and at the same time choose the implementation path to achieve the best VFM.

(3) Starting PF2 mode
In view of the shortcomings of the previous PFI model, the British government has implemented the second-generation PPP/PFI model, referred to as the PF2 model, on the basis of combining the opinions of various departments and the above-mentioned reform measures and experiences. (Gov.uk, 2018)

(4) Enhancing auditing and approval of major projects
In order to ensure that the PFI project has a reasonable path and efficient implementation, the UK government should further strengthen the review of the project's strategic planning stage, program development and implementation stages. For example, the UK Ministry of Finance established Infrastructure UK around 2012. (Gov.uk, 2018) IUK has provided professional support for the large-scale provision of infrastructure and services by the UK government and has cooperated with the UK's Major Projects Agency to evaluate large-scale projects.
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