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Introduction 

The EDI Group was established in 1989 by The City of Edinburgh Council.  Its first project was 
Edinburgh Park which it acquired, designed and commenced development of and was described 
by the British Council for Offices as ‘one of the best business parks in Europe’; it has gone on to 
develop a wide range of commercial and residential property.  The sole investment by the Council 
of £5 million loan stock has seen growth to £81 million together with which the Council has 
received an income of £70 million. 
 
Of specific interest to this matter EDI has joint ventures (JV’s) with the City of Edinburgh Council 
and North Ayrshire Council together with JV’s with charities that have social objectives such as the 
Royal Zoological Society of Edinburgh, the Phoenix Trust and the National Trust for Scotland. 
 
We have developed one nursery school which has won a number of prestigious awards, including 
being shortlisted for the Prime Minister’s best public building of the year, and is used internationally 
by OECD as one of only seventy examplar educational buildings.  Through the URC we 
established with CEC, PARC Craigmillar Ltd, we are completing construction of two primary 
schools and have commenced design of a secondary school, whilst in North Ayrshire we are in 
detailed negotiations to develop a Health Care Centre for North Ayrshire Health Trust. 
 
Background 

The concerns arising from PFI/PPP are well known and are briefly recited below only in order to 
compare alternatives. 
 

• The lengthy and complex negotiations required to set up the schemes. This adds to the 
cost as compared to developments of a similar scale in the private sector. 

• The large scale of many PFI/PPP projects.  This makes them unwieldy and inflexible and 
excludes many firms from competing. 

• The tie in with facilities management. It is uncommon in the private sector to combine 
capital procurement with service procurement. This contributes to the complexity of the 
schemes and can make it more difficult to find solutions which suit particular buildings. It 
can also add significantly to the time (and costs) of changing the usage of buildings which 
are typically expected to have a 30+yr operational use.  

• The lack of competition. There have been problems in attracting more than one or two 
serious bidders for recent PFI schemes. 

• The conflict between the profit objectives for the ‘supplier(s)’ and the social objectives of 
the public body In the short term this leads to very expensive and cumbersome legal 
agreements with all the attendant costs and delay and remains a conflict throughout the 
length of the contract. 

• Costs.  Borrowing costs for the private sector are higher than for the public sector. 
• Superprofits. Although less of a feature of recent PFI / PPP schemes this has been 

perceived as a problem in the past and may return again. What is clear is that, if there are 
excess profits of any size under PFI/PPP, those resources are lost to the public sector. 

 
Proposal 

This proposal can be established at local, regional or national level, or all of them at the same time. 
 

i. A public body establishes a development company with a small amount of loan stock to 
allow it to commence operation.  The company employs appropriated skilled staff. 
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ii. The public body provides the company with a specification of its requirement, eg school(s), 
health centre(s); given the expertise of the company and the lack of conflict, the company 
can assist in refining the brief. 

 
iii. The company employs private design teams, consultants, etc to develop designs and costs 

(in stages so as to build confidence and certainty) and on conclusion makes a formal 
proposal and timetable for the project, expressing the cost in a rent over a number of 
years. 

 
iv. If the public body wishes to proceed it transfers the land at £1 p.a., restricting the use to 

that of the purpose, and enters into a development agreement and lease with the company 
for the building(s) and the period it has chosen. 

 
v. Finance for the development can be provided in two ways: 

 
a) A lease to a public body is a valuable instrument, being a well known legal form, 

and with the income secured money can be borrowed at competitive rates from 
financial institutions, the interest on the loan being met by the rent. 

 
b) More cost effective is for the public body to invest money under the prudential 

code as loan stock in the company.  That would be a much lower rate than (a) and 
again the interest would be paid from the rent. 

 
vi. The company would employ private contractor(s) through a competitive process to carry 

out the construction. 
 

vii. The company would be responsible for maintenance of the buildings for the length of the 
lease. 

 
One of the smaller failings of PFI/PPP has been the inability of occupiers to deal with the 
interiors of buildings as they see fit.  A solution to that would be to use a lease in which the 
company is responsible for structural and external decoration and repairs and the occupier 
for internal repairs and decoration.  This is a well established format. 

 
viii. At the end of the lease the land and buildings transfer to the public body though a 

continuing maintenance contract can be entered into with the company if required. 
 

a) The company charges profit to reflect the risk.  As the building is pre-let to a good 
covenant this is restricted to the procurement risk and normally would not exceed 
10% return on the project.  Any resulting profit in the company is of course to the 
benefit of the public body. 

 
b) Such a profit would allow the company to provide a guaranteed fixed price thus 

providing certainty of budgeting for the public body. 
The company carries out the project on a cost only basis plus a management fee.  
This means there will be some limited uncertainty about the final cost outcome for 
the public body but it will be cheaper than (a). 

 
Everything described above is carried out on an open book basis. 
 
Benefits  

In comparison with PFI/PPP the proposal has the following benefits: 
 

a) More flexible 
 

• Each company is established to meet its remit whether local, regional or national.  
Public bodies can join together to create a company. 
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• Projects can be of any size and number, thus economies of scale can be obtained 
where justified by the needs of the public body and diseconomies of scale can be 
avoided. 

 
• Leases allow great variety in expressing the public bodies needs but are well 

established legal forms based on centuries of use. 
 

b) Cheaper 
 

• Legal costs are reduced 
 

• Processes are quicker, saving time and therefore money 
 

• Finance costs are the cheapest achievable using the covenant or borrowing power of 
the public body 

 
• Any refinancing gains are delivered to the public body 

 
c) Better competition 

 
• With the development of buildings to suit the needs of the procuring authority rather 

than large projects being packaged to meet the needs of PFI/PPP contractors then a 
much greater number of firms can compete for the work, especially Scottish based 
firms. 

 
d) Transparent 

 
• The company’s shares are owned by the public body, which is therefore directly privy 

to all information within the company. 
 

• All projects are undertaken on an open book basis. 
 
e) No Conflict 

 
• The public body and the company are working together to provide a first class facility 

for its users. 
 

f) Better buildings 
 

• From our practical experience such a process generally delivers better buildings for 
users and the general good. 

 
Conclusion 

Establishing company(s) whose purpose and satisfaction is the delivery of high quality public 
buildings provides flexible delivery vehicles that are focused and clear and allows them to recruit 
the quality of staff required. 
 
By using well established, simple legal forms and structures together with the covenant 
strength/borrowing power of public bodies on a transparent and open basis, opportunities can be 
opened to a much greater range of firms, encouraging better competition and a wider distribution of 
public investment.  Together this will produce more cost effective solutions, and buildings which will 
create a sense of pride in their users and more generally in our national civic estate. 

 


