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STEVE ROBSON
(left), in charge
of privatisation
at the treasury 
in the early
days, is often
referred to as
the govern-

ment’s privatisation “guru”. 
When Labour’s paymaster-general
Geoffrey Robinson gave the private
finance initiative such a boost in
1997, Robson took control of
strategy.

In 2000 he was knighted and a
year later Sir Steve retired from the
treasury. Since then he has become a
non-executive director of Cazenove,
Royal Bank of Scotland, the mining
firm XStrata and Partnerships UK
(PUK). At PUK he is officially the
“treasury nominee” although his
bank, RBS, is one of the biggest
beneficiaries of PFI.

Robson is outspoken in support
of PFIs and privatisation and, despite
his long stint at the treasury, is a
harsh critic of the public sector. In
many interviews he has said
privatisation of the railways was
“absolutely right”. He has addressed a
“power lunch” at the right-wing Adam
Smith Institute on “modernising” (ie
privatising) health and education. And
in a Guardian article in 2001 he wrote
that the public sector was “averse to

improvement”. For good measure he
told the Commons public admin-
istration committee that the idea of a
“public service ethos” was “fantasy”.

In April 2003 Robson led the
right-wing Reform Commission on
reform of public services. His
colleague was New Zealander Roger
Douglas, the man behind the ultra-
free market “Rogernomics” that
produced record unemployment and
poverty in New Zealand in the 1980s.
Among their conclusions was that
increased healthcare costs should not
be funded by the taxpayer.

������������

WHEN a hugely influential transport
conference took place in Rome last
autumn, the hugely influential
businessman appointed to drum 
up support for it was one 
Adrian Montague (above), the
government’s leading expert on PFI
and PPP.

Among the subjects mysteriously
not discussed at the conference were:

� The not very successful privati-
sation of Britain’s railways and the

energetic role played in that by an
ambitious City solicitor at Linklater
& Paines, called A. Montague.

� The not very successful treasury
task force and the key role in it of a
former City solicitor and banker
from Dresdner Kleinwort called A.
Montague.

� The not very successful privatised
successor to the treasury task
force, Partnerships UK, aka PUK,
and the role of its deputy chairman,
one A. Montague. 

� The significance of gongs in
industry – in particular the CBE
awarded in 2001 to A. Montague.

� The role of private finance advisers
to the New Labour government –
and the appointment in 2001 of
one A. Montague to give private
finance advice to the deputy prime
minister and then transport
overlord, John Prescott.

� The stupendous losses at British
Energy and its plight under its
chairman, er, A. Montague. 

���������������

EVEN before they took office, New
Labour ministers were always
hunting for top businessmen to
worship. They were dazzled by the
size and reputation of firms such as
GEC/Marconi, one of the biggest
manufacturing companies in the
country, built up under the legendary
genius of Lord (Arnold) Weinstock.

Almost anyone with any record in
GEC/Marconi could be sure of a warm
welcome in Downing Street and the
ministries. Almost the first
businessman to be made a lord by
Tony Blair was Lord (George)
Simpson, chief executive of Marconi,
whom Blair begged to come more
closely into government, only to be
told by Simpson that he was putting
all his efforts into GEC/Marconi.

Marconi-worship partly explains
the enthusiasm
for Sir Malcolm
Bates (right), a
former GEC
director, as the
man best suited
to launch new
Labour’s PFI;
and the pro-
motion (from
industry) of former Marconi managing
director Sir Peter  Gershon (below) as
head of the Office of Government
Commerce, the leading government
agency on PFI.

While all these men were 
ennobled, knighted and promoted,
what happened to GEC/Marconi itself?
It got hopelessly caught up in the great
telecoms bubble of the late 1990s and
burst with it. It
posted losses
of £5bn and
sacked 6,000
people in Britain
alone, and was
only saved from
bankruptcy by
panic restruc-
turing.

The Perfectly Formed I ndividuals behind PFI
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�� AS these two tables from the public health policy unit at University College London’s School of
Public Policy demonstrate, the private finance initiative in the NHS has been particularly bad for the
nation’s financial health.

Indeed, in the paper Pump-Priming the PFI: Why are privately financed hospital schemes being
subsidized?, Allyson Pollock (left), professor of
health policy research at the school, and Declan
Gaffney conclude: “The PFI has had the effect of
raising the costs of infrastructure development
in the health service. The assumption that
higher capital costs would be offset by savings
resulting from the involvement of the private
sector has proved incorrect.

“Rather, NHS trusts and health authorities
have had to make savings on other budgets in
order to make the high costs of investment
affordable.”

WHY PFI DOESN’T ADD UP

NHS Trust Before PFI   After PFI 
(Capital charges as % (Capital charges +   

of income 1998-9) availability fee as % of 
of operations) projected income in 1st year) 

Dartford & Gravesham 6.7 32.7

Swindon & Marlborough 3.8 16.4

Greenwich Healthcare 2.1 16.2

West Middlesex University Hospital* 9.3 15.5

Carlisle Hospitals 4.0 14.7

Hereford Hospitals 3.8 14.6

South Tees Acute 5.6 13.2

Calderdale Healthcare 3.4 13.1

The Dudley Group of Hospitals* 8.3 12.8

University College London Hospitals* 6.2 12.5

Worcester Royal Infirmary 5.3 12.4

Trust OBC cost (£m) Current cost (£m) Change (%)

Bishop Auckland 26 52 100

Bromley 80 120 50

Calderdale 55 77 40

Carlisle 48 63 31

Dartford 97 137 41

Hereford 50 63 26

Norfolk 90 200 122

North Durham 60 96 60

South Manchester 40 89 123

South Buckinghamshire 35 38 9

South Tees 65 106 63

Swindon 45 148 229

Wellhouse 30 40 33

Worcester 49 116 137

Annual revenue implications of capital costs for 11 PFI hospital schemes
comparing costs before and in the first year in which the PFI scheme is
operating

* Refers to 1999-2000
All calculations include payments to Treasury on existing and retained estate.
Department of Health. Expenditure Questionnaire 2000. Memorandum to the Health Committee, NHS resources and
activity. London: Stationery Office, 2000.
Department of Health. Memorandum to the Health Committee: Public Expenditure Questionnaire 2001. London:
Stationery Office, 2001.

Increase in costs from outline business case (OBC) to current – 1999/2000
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�� PERHAPS the greatest
beneficiaries of PFI are the
accountants, consultants and
advisers who have buzzed
around the PFI honeypot ever
since they first promoted it.

For example, in the
Newcastle Estates Development
Project, in which Amec agreed to
take over and develop the vast
department of social security
offices in the north-east,
financial adviser Dresdner
Kleinwort (those merchant
bankers again) got £404,000 –
four times the tender price.

Meanwhile the bill from
Masons, a law firm, shot up
from £70,000 to £2,355,000. All
this was down to PFI; but the

national audit office (NAO),
which published the figures,
admitted it was “unable to say
whether the deal is likely to
deliver better value than a
conventionally-financed
redevelopment of the estate”
(see Eye 993).

The reason for the NAO’s
difficulty was that on that
occasion there was no “public
sector comparator” to set
alongside the private spending
spree. But even in cases where
there was a public sector
comparator, it could still turn
into a goldmine for the
accountants.

The classic case was the
West Middlesex hospital PFI.

There, the NAO discovered that
the public sector comparator
proved that the public option
was better than the private one.
So KPMG, the accountants,
“reappraised” the figures,
shoved in some highly
questionable risk factors – and,
lo and behold, suddenly the PFI
option became cheaper (see Eye
1069).

As George Monbiot outlined
in the Guardian on 18 June
2002, there are a number of
devices by which the public
sector comparator can be
conveniently (and inaccurately)
tweaked to make it look more
expensive than the private sector
alternative. 

PFI: THE PRICE IS ALWAYS RIGHT
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�� LONG before he took office,
Gordon Brown let it be known that he
wanted to be remembered as the
Iron Chancellor. In a debate in April
2003, Mark Hoban, Tory MP for
Fareham, suggested that a more
suitable nickname might be the
Enron Chancellor.

Enron, a huge international energy
trading scam run by a friend of
President George Bush, went bust in
2002. Its accountancy firm, New
Labour favourite Arthur Andersen,
was later shown to have specialised
in a system of “off balance sheet”
accounting. By the rather simple
device of taking deals and assets off
balance sheets, Enron was able to
pretend that it made healthy profits
(and, incidentally, managed to keep
regulators and inquisitive journalists
off its back).

Mr Hoban’s rather cheeky new
name for Gordon Brown arose, he
suggested, from the way the
government accounted for PFI
projects. In the old days of public
procurement, when the government
built a hospital or a school, the asset
appeared on the government balance
sheet and had to be paid for out of
taxation. But under the PFI system the
asset does not appear on the
government balance sheets. So the
cost of the project is not counted as
government spending and the
government does not have to borrow
money to pay for it.

There can be no doubt this device
was the chief reason for New Labour
ministers’ almost evangelical
enthusiasm for PFI. They could build
hospitals and schools and, although
they would be paying for them for at
least a generation, they would not
have to count the money they shelled
out as public expenditure. More than
anything else, this made it possible

for Brown to keep his promise not to
spend more for at least two years than
the Tories had done.

Whoops! In September 1998,
when Geoffrey Robinson was still
paymaster-general, the accountancy
standards board – the body that sets
out accountancy rules in Britain –
rudely threatened the whole process.
The board stated categorically that 
the capital value of PFI schemes (and
the related borrowing) should appear
on the government’s balance sheet.
Anguished negotiations followed and
ended in a compromise.

In June 1999 the treasury issued
its guidance on how to account for
PFI transactions. These guidelines
went to the heart of the original
rationale for PFI: the transfer of risk to
the private sector. It was agreed that
if the risk was genuinely transferred
to private consortia, nothing need
appear on the government balance
sheet. Naturally, the government
wanted as many as possible of the
new PFI contracts taken off balance

sheet, and this was achieved. On 7
November 2002, in answer to a
question from Matthew Taylor, then
Liberal Democrat spokesman on
treasury matters, Paul Boateng, chief
secretary to the treasury, gave a list of
PFI contracts operational at the end of
the 2001-02 financial year and the
accounting treatment that had been
adopted for them. Of the ten hospital
contracts mentioned, nine were off
balance sheet. These included the
new Norfolk and Norwich hospital
(capital value £158m) and the Queen
Elizabeth Hospital in Woolwich
(£118m).

So all these projects were not
accounted for in the government
accounts. But here’s a strange fact.
They are not accounted for in the
accounts of the consortia either. There
is no reference on the balance sheet
of Octagon, the consortium that built
the Norfolk and Norwich hospital, of
any such hospital. Indeed, the Eye
understands that none of the big PFI
hospitals taken off the government

balance sheet appear on any balance
sheets of the consortia that built
them. They have simply vanished into
a black hole. Why?

One answer may be a new tax
dodge called “corporate trader
status”, sanctioned by the treasury in
late 2003 and keenly promoted by the
big accountancy firms. If a company
can show corporate trader status, it
can get tax relief on the entire cost of
a PFI project, as opposed to the 30 or
40 percent it would otherwise get
relief on.

In the case of the Norfolk and
Norwich hospital, corporate trader
status would save the company 
(and cost the taxpayer) £30m to
£40m. The auditor of Octagon is
KPMG, which advertises its wares on
its voluminous website and is not
apparently too nervous about the
allegations of conflict of interest
between auditors and tax advisers
that so damaged Arthur Andersen
over Enron.

Among KPMG’s other skills, it
boasts, is an ability to help PFI
companies which own property and
evaluate “whether the property could
be accounted for as fixed assets or
financial assets on the company’s
balance sheets and the effect this will
have on the tax position and the
timing of tax liabilities.”

To achieve corporate trader status,
companies cannot keep the assets
built by PFI on their books. And under
accountancy rules they can only keep
them off if they don’t carry the risk of
the PFI deal. So the companies like
Octagon that keep the assets off their
balance sheet are saying that the risks
of PFI stay with the taxpayer, thus
defeating the primary objective of PFI
and effectively calling the government
accountants incorrect into the
bargain.
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