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‘P
sst! This one’s going to 
make us rich,’ is per-
haps the worst kind 
of advice an investor 
can follow. But that’s 

not true of all tip-off s, just the ones that 
come from overexcited investors spell-
bound by, say, the energy-generating 
potential of potatoes, wonder drugs or 
devices that promise to erase Russell 
Brand from our television screens.

Concept stocks are dangerous 
because they shortcut investors’ grip on 
reality, distracting them from checking 
that the product actually works, or even 
exists, and whether a company’s shares 
are good value.

When a friend of mine started talk-
ing about Education Development 
International (EDI), though, I listened, 
because he works for one of the com-
pany’s competitors. This kind of tip-off  
is more likely to pay off , since praise 
from a competitor really is the sincerest 
form of fl attery, and it comes 
from an insider who can 
explain how the examination 
industry makes money.

BROAD BUSINESS
EDI is ‘more than an exami-
nation board’, says its chief 
executive, Nigel Snook. It pro-
vides mainly vocational quali-
fi cations, such as national 
vocational qualifi cations, and 
the marking, grade-setting 
and administrative services 
involved in running exams. It 
supplies syllabuses, schemes 
of work, teacher training and textbooks, 
and it has sidelines in internet-based 
assessment in schools and in licensing its 
technical infrastructure to other organi-
sations .

 EDI made its fi rst profi t in 2004, and 
its profi ts rose dramatically again last 

year when  colleges and training cen-
tres started to switch to EDI qualifi ca-
tions. But, as Snook says, this kind of 
success doesn’t happen overnight, and 

the company’s history con-
fi rms this.

EDI started as a concept 
share. Floated at the height of 
the internet bubble in 2000, 
Goal, as it was then, was little 
more than a good idea valued 
at £70 million. Now EDI has a 
market value of just under £20 
million. 

Goal, also the name of the 
internet-based computerised 

testing and learning system the com-
pany hoped to sell to schools, didn’t 
catch on, and the company’s share 
price fell from over 350p to 4p in 2002, 
when it bought the London Chamber 
of Commerce and Industry Examina-
tions Board. 

Since then, it has invested in the infra-
structure to track hundreds 
of thousands of exam papers 
and in the design or acquisi-
tion of new qualifi cations to 
plug into it. By automating 
the administration of exams, 
EDI has cut paper costs and 
layers of management, and 
made it easier to develop new 
qualifi cations. 

In theory, EDI’s profi ts 
should rise with 
each new can-
didate that reg-
isters for one 
of its qualifi ca-

tions, and its share price 
should rise even faster as 
investors gain confi dence. 
Until recently, though, they 
have shunned EDI because 
of its unfortunate history. 
And they are unfamiliar 

If profi ts 
continue to 
grow, 
investors 
will fi nd EDI 
diffi  cult to 
ignore

with exam boards. Many of EDI’s com-
petitors are charities or not-for-profi t 
organisations, such as City & Guilds 
(which supplies 45 per cent of voca-
tional qualifi cations), OCR (formerly the 
Oxford, Cambridge and RSA boards) 
and Edexcel (which awards the BTEC).

Most people would rather forget 
about exams, but if profi ts continue to 
grow, investors will fi nd EDI diffi  cult to 
ignore. The company’s share price has 
tripled in the past year. 

This might make some potential new 
investors worry they may have missed 
the boat, but EDI’s price is low relative 
to its earnings per share – its price/
earnings ratio is about eight. Profi ts are 
on the up, though, and investors prob-
ably don’t yet appreciate the change at 
EDI. One day they might. What a turna-
round that would be for a concept stock 
that crashed and burned.

More information
www.iii.co.uk/LSE/EDD, blog.iii.co.uk/tag/edd/
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 EDI’s price was 32p in mid July. It 
earned 4.1p of shareholders’ profi t 
per share in 2007, giving a p/e 
ratio of about eight. EDI currently 
pays no tax because of its losses 
on Goal, but broker Brewin 
Dolphin estimates it will resume 
paying tax in 2010, which will 
knock roughly 28 per cent off  the 
company’s earnings. If EDI had 
paid tax in 2007, its p/e ratio 
would be closer to 11. Which p/e is 
correct? It doesn’t really matter. 
Neither is particularly demanding 
if EDI continues to grow.

Key stat: clues in the fi gures
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richard.beddard@iii.co.uk) is 
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50 MONEY OBSERVER August 2008  

The EDI approach 
passes the test
Richard Beddard examines the revival of awarding 
body and international education company Education 
Development International

Mobs.0808.SSleuth.p50.indd   50 18/7/08   17:53:10


