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Public Private Partnership (PPP) – Non-Profit Distributing Organisation (NPDO) 

Aberdeen City Council’s 3Rs Project is one of three PPPs where councils have applied the NPDO 
model (the others being Argyll & Bute and Falkirk Councils). What are the implications of this new 
approach?  
 
It is recognised that as a PPP project the 3Rs project shares many of the advantages and 
disadvantages of traditional PFI projects as highlighted by the clerk in his note on the remit. In 
addition, other councils have more experience than Aberdeen City Council in these aspects. Where 
Aberdeen City Council is able to contribute to the current debate is in relation to the specific NPDO 
aspects of the PPP project acknowledging that the Council has only reached the completion of the 
procurement process and has yet to build and operate the schools. 
 
When Aberdeen City Council decided to adopt this model which was then being piloted by Argyll & 
Bute Council one warning was that the market would not be interested and that the Council would 
not be able to generate sufficient competition. What Aberdeen City Council’s experience has 
demonstrated is that if it is a strong project then there will be market interest. The Council had three 
major consortia, competing at short list stage and they were not deterred by the NPDO structure.  
 
A similar concern that had been expressed was the cost of the capital would be higher under an 
NPDO arrangement. This was not the case with any of the short listed companies’ funding 
proposals.  
 
The reason for these threats to the project not materialising was that the construction, life cycle and 
facilities management subcontractors still earn their normal profits subject to satisfactory 
performance. What the NPDO approach does is ensure that, by removing dividend distribution, 
should windfall profits arise in the company (special purpose vehicle - SPV) these do not pass to 
shareholders. Such profits by their nature are not planned for so are not included in the financial 
model and therefore do not reduce the unitary charge in traditional PFIs.  
 
The successful competition process with keen financing are two benefits that have already 
happened in the procurement phase of the 3Rs project. A third and NPDO benefit should arise in 
the operational phase from the presence of a stakeholder director on the SPV that will operate the 
project in Aberdeen. This director will be appointed by rotation by the three charities involved. 
These charities receive surplus monies generated by the project that would normally have gone to 
the shareholders and are to be used by them in accordance with set conditions for the benefit of 
young people in Aberdeen. 
 
Again within the SPV there will be a second non executive director who is independent whose role 
is to ensure that the NPDO rules are maintained. This aids the governance of the structure 
compared to the traditional PFI company. 
 
While the advantage of having the non executive directors with the involvement of the charities has 
still to be realised, it has led to the 3Rs project receiving all party political support on the Council 
which would not have been possible under a traditional PFI.  
 
In summary therefore, Aberdeen City Council’s experience of the NPDO model of PPP to date is 
that it did not deter market interest, did not incur higher capital costs compared to traditional PFI 
and has received all party political support. It is expected going forward to have stronger 
governance with a closer relationship with the communities where the schools are located through 
the presence of the stakeholder director and for surplus funds to be recycled back. 
 
In December 2006, a preferred bidder was selected for the Aberdeen 3R’s Non-profit Distributing 
Organisation PPP Project.  The project involves the construction of 9 new schools in Aberdeen (7 
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primary schools and 2 secondary schools) and the refurbishment of one primary school.  The 
concession period is for 30 years following completion of the first school.   
 
Prudential Borrowing 

The Council is required to manage its capital programme within the regulations set out in  Part 7 of 
the Local Government in Scotland Act 2003.  This allows Council’s to set their own borrowing 
limits, provided that they comply with the Prudential Code. 
 
Prudential Code requires Councils to set a capital programme that is affordable, prudent and 
sustainable.  The main test of affordability will be whether the capital financing costs can be 
contained within the Council’s revenue budget.   
 
The Council has used this facility since it inception to undertake unsupported borrowing to  
supplement previous funding mechanisms of supported borrowing (previously section 94 consent) 
and the use of capital receipts from the sale  of assets to fund its capital programme.   
 
This mechanism has given the Council the opportunity to borrow significant monies through the 
Public Works Loans Board (PWLB) in anticipation of future years proposed spend at advantageous 
rates.  
 
Selling Publicly Owned Assets 

The Council has also used the traditional method of supporting capital investment through the 
income realised from the sale of assets with in years 2003/04, 2004/05, 2005/06 and 2006/07 
achieving the following level of sales of assets respectively £5.504 million, £3.063 million, £3.654 
million and £66.090 million.  The majority of these sales have been credited to the Capital Fund 
which under the Local Government (Scotland) Act 1975 can be used for the repayment of debt 
(excluding interest) and to defray capital investment.  
 
General Comment 

The key features and challenges in the various methods in funding in capital investment is the 
overall cost to the public purse and the affordability of the consequent revenue costs e.g cost of 
borrowing to the authority. 
 
 

 


