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Objective

This paper presents a spreadsheet model of the financial environment facing a Muslim School in the United Kingdom and identifies key drivers of financial performance for those wishing to establish such a school. An examination of Islamic funding alternatives highlights some practical means of meeting the various start-up and running costs in a manner that falls within the Shariah. A brief comparison of economic and financial conditions in the education sector for various European countries is also provided, based upon information collated by Eurydice for 1996. The paper should be read in conjunction with the spreadsheet model itself. 

A Muslim School is defined here as one that adopts an Islamic constitution, as opposed to a school that has a high proportion of Muslim pupils. Inevitably, therefore, the following discussions will focus upon the financing of Muslim education in the private sector. However in some cases, for example when making assumptions about average costs, reliance has been placed upon data drawn from public sector schools on the assumption that this accurately reflects conditions experienced in the private sector.

This paper and the accompanying spreadsheet model are available for download at www.islamic-finance.com >> Our Projects >> Financing a Muslim School.

Background

A discussion of the financing of Muslim education brings into play a combination of issues that do not normally arise elsewhere in the education system. Firstly, in order to remain true to their religion, Muslims should avoid forms of finance such as interest based lending that are prohibited under the Shariah. A variety of acceptable financing mechanisms are therefore presented in this paper for consideration by financiers of Muslim education, many of which have a counterpart within the conventional financial sector. 

Secondly, many (probably most) schools operating under an overtly Islamic constitution in the various countries of Europe are private, and therefore do not have access to the normal flow of public sector funding. This fact introduces certain financial pressures that are often insuperable on a purely commercial basis. For example, the level of fees required in order for a Muslim school to achieve break-even is often beyond the reach of Muslim parents. This in turn produces the need for a substantial element of charitable funding in private Muslim education. Some attention is therefore paid in this paper to identifying attractive and appropriate methods of structuring charitable financing for Muslim schools.

Thirdly, because the movement towards establishing private Muslim schooling is in many cases recent, a large proportion of such schools are small and therefore experience higher than average costs per pupil compared to larger schools. The analysis presented here therefore focuses on empirical evidence drawn from smaller schools (these defined as having less than 200 pupils) in the United Kingdom’s public and private sector. 

Sources of data include survey results summarised by the United Kingdom’s Funding Agency for Schools (now part of the DfES) in Cost and Performance Comparisons for Grant-Maintained Schools 1997/1998, the Key Finance Guide – Part 1 of the Grant Maintained Schools Centre  (1997), the Eurydice European Unit in Brussels (2001) and the Independent Schools Council Guide in (ISCis, London, 2002) . Cost and revenue figures employed within the spreadsheet model are based upon these sources. Real life data is also used in two of the case studies, one drawn from a small private primary Muslim school located in London and the other from a small private secondary Muslim school also in London, for comparison.

In each case study, data is applied to the worksheet model as a set of inputs on costs, revenues and financing commitments. The model then produces an income, cash-flow and balance sheet forecast for each data set. (Tax computations are not included as it is assumed that the school will in each case operate beyond the scope of most taxes.) Input values can be varied individually so that users can conduct a proprietary analysis.

European Perspectives

Funding and Expenditure Comparisons

Public funding of EU public-sector and grant-aided private schools in primary and lower secondary education, as a % of GDP, 1996, Eurydice

	EU
	B
	DK
	D
	EL
	E
	F
	IRL
	I
	NL
	A
	P
	S
	UK

	2.3
	3.4
	2.9
	2.1
	2.3
	1.8
	2.7
	2.2
	2.1
	2.2
	2.7
	2.8
	3.1
	3.7


Source: Eurostat, UOE.

The basis for calculation varies. The table shows the total amount of resources awarded by the State (regardless of the administrative level concerned) to schools, as a percentage of Gross Domestic Product. All public-sector and grant-aided private schools in primary and lower secondary education are taken into account. EU comprises: Denmark (DK), Germany (D), Spain (E), France(F), Ireland (IRL), Italy (I), Netherlands (NL), Austria (A), Portugal (P), Finland (FIN), Sweden (S) & United Kingdom (UK).

Expenditure per pupil in public-sector primary and lower secondary

Schools (ISCED 1 and 2) in thousands of PPP/ECU, 1996, Eurydice
	
	EU
	B
	DK
	D
	EL
	E
	F
	IRL
	I
	NL
	A
	P
	S
	UK

	ISCED1
	3.5
	4.1
	6.3
	3.2
	1.9
	3.0
	3.4
	2.1
	4.7
	3.4
	5.7
	2.7
	5.2
	3.2

	ISCED2
	4.7
	6.3
	5.9
	4.3
	1.9
	3.3
	5.7
	3.2
	6.2
	4.2
	6.5
	3.2
	5.0
	4.7


Source: Eurostat, UOE.

The basis for calculation varies. The table shows, for both primary (ISCED1) and lower secondary (ISCED2) education, the result of dividing the total amount of resources awarded by the state (regardless of the administrative level concerned) to public-sector schools, by the number of pupils attending them. National currencies have been converted using purchasing power parity rates.

% country breakdown of expenditure by lower secondary schools, by capital, operations and staff, 1996, Eurydice
	
	EU
	B
	DK
	D
	EL
	E
	F
	IRL
	I
	NL
	S
	UK

	Capital
	7.0
	0.5
	3.6
	8.6
	15.1
	3.6
	10.6
	3.9
	2.5
	6.5
	0.0
	5.2

	Operations
	17.6
	20.1
	18.2
	10.1
	5.1
	11.4
	14.9
	14.6
	8.9
	18.4
	40.1
	35.4

	Staff
	75.4
	79.4
	78.2
	81.3
	79.8
	85.0
	74.5
	81.5
	88.6
	75.2
	59.9
	59.4


Source: Eurostat, UOE.

The basis for calculation varies

Funding Structures

In each national case, there may be a differing number of bodies providing finance. Some countries centralise funding through a single body (either a local body, for example in the Nordic countries, or through central government as in Greece, Ireland and Austria). Most combine central funding (often for staffing costs) with local funding (for operational costs) as in the United Kingdom. In some cases, funding bodies may consider subsidising private education. For example, United Kingdom local authorities may provide a private school with Standard Spending Assessment (“SSA”) in respect of pupils who opt out of public funded education. European states differ markedly in the degree of decentralisation (the tendency for central government to provide the same level of funding per pupil nationally irrespective of regional differences in funding capacity). In the case of private Muslim schools, there is by definition little decentralisation, in other words the best funded schools tend to be located where the Muslim community is wealthiest. 

Potential Sources of European Grant Funding

European Social Fund (ESF)

Funding for “activities that develop employability and human resources in line with the European Employment Strategy” including “… active labour market policies; equal opportunities for all and promoting social inclusion; improving training and education and promoting lifelong learning; adaptability and entrepreneurship; improving the participation of women in the labour market.”

Contact: Director General, Employment & Social Affairs, Information Service 

Tel: 0032 2 299 1111 (Commission switchboard)

Email: empl-info@cec.eu.int
The eLearning Initiative

Designed to “… encourage improvements in resources for education, culture and training in the knowledge-based economy.” 

Educational organisations.

Contact: Director General, Education and Culture, Unit C4 Multimedia

Tel: 0032 2 299 1147/0233

Email: elearning@cec.eu.int

Website: http://europa.eu.int/comm/education/elearning/

Lingua

“LINGUA is designed to encourage and support linguistic diversity throughout the EU; improve the quality of language teaching and learning, and promote access to lifelong language learning opportunities.”

Contact: Director General, Education & Culture, Technical Assistance Office

59-61 rue de Trèves

B-1000 Brussels 

Tel: 0032 2 233 0111

Email: info@socrates-youth.be

Email: eac-info@cec.eu.int

Website: http://europa.eu.int/comm/education/socrates.html

Culture 2000

“The Culture 2000 programme aims to promote both cultural diversity and a common cultural heritage, through support for cultural cooperation projects in all artistic and cultural sectors (e.g. performing arts, literature, heritage, tourism). The programme encourages creativity and mobility, public access to culture, distribution of art and culture, inter-cultural dialogue, and knowledge of European cultural history. The programme recognises culture’s role in respect to social integration and socio-economic development.”

Contact: Director General, Education & Culture, Unit C1

Tel: 0032 2 299 1111 (Commission switchboard)

Website: http://europa.eu.int/comm/culture/index_en.html

Anti-Discrimination Project 

“This programme aims to support organisations active in fighting discrimination of all kinds: racial, ethnic, religious, disability, age or sexual orientation. Activities may include: analysis and evaluation, promotion of networks, trans-national cooperation, meetings, studies, reports, and other projects which raise the awareness of Europe’s fight against discrimination.”

Contact: Director General, Employment & Social Affairs, Unit D4

Tel: 0032 2 295 5152

Email: empl-antidiscrimination@cec.eu.int

Website: http://europa.eu.int/comm/dgs/employment_social/tender_en.htm

Expenditure

Main Cost Centres

The main cost centres that are identified in the spreadsheet model apply to a school that does not have a substantial special needs element. They are as follows: 

· Staffing (e.g. teachers, administrators, maintenance)

· Premises (e.g. buildings, school bus, buildings maintenance)

· Supplies and Services (e.g. books, catering, heating)

Comparison of Expenditure per pupil in UK Grant Maintained Schools

The following data compares the costs per pupil for various sizes of UK grant maintained school across each of the above mentioned cost centres, from FAS 1997/1998. Notice that the cost inefficiency of smaller schools as against larger schools is more pronounced at primary level than at secondary level. Also, there is a far higher interquartile range of staff expenditure among primary schools as compared to secondary schools

Comparison of mean expenditure per pupil (UK GM primary schools)

	
	Small (126)
	Medium (280)
	Large (85)

	Staff
	1,630
	1,400
	1,392

	Premises
	218
	205
	205

	Supplies and Services
	471
	350
	331

	Totala,b 
	2,322
	1,961
	1,938


Interquartile range of expenditure per pupil (491 UK GM primary schools)

	
	Mean
	Interquartile range

	Staff
	1,457
	1,434
	1,987

	Premises
	208
	151
	231

	Supplies and Services
	378
	290
	438

	Totala,b  
	2,050
	1,804
	2,158


Comparison of mean expenditure per pupil (UK GM secondary schools, no 6th form)

	
	Small (26)
	Medium (115)
	Large (26)

	Staff
	1,941
	1,888
	1,857

	Premises
	397
	290
	394

	Supplies and Services
	499
	472
	463

	Totala,b 
	2,951
	2,670
	2,734


Interquartile Range of costs per pupil (649 UK GM secondary schools)

	
	Mean
	Interquartile range

	Staff
	1,964
	1,838
	2,046

	Premises
	324
	228
	357

	Supplies and Services
	488
	408
	N/a

	Totala,b  
	2,813
	2,573
	2,958


a excludes capital related expenditure

b totals may not add correctly because detailed mean figures are calculated only for those schools that reported data
Income Sources

Main Sources

Five main revenue centres can be identified as the basis of funding in private education. Except for asset sales, these centres are incorporated into the spreadsheet model. They are: 

· Fees

· Grants and Subsidies (Local and Central Government, European Union)

· Commercial Activities (e.g. sponsorships, letting (liability issues), advertising)

· Charitable Donations (e.g. endowments, fund-raising events)

· Sale of assets

Comparison of Income per pupil in UK Grant Maintained Schools

The level of grant funding gives an indication of operational costs of the various sizes of public sector school. In recent years, capital grant levels have been criticised as insufficient.

Comparison of Income per pupil (UK GM primary schools)

	
	Small (126)
	Medium (280)
	Large (85)

	Total income excluding capital grant
	2,393
	1,992
	1,949

	Capital grant
	484
	216
	112

	Total Income per annum
	2,877
	2,208
	2,061


Interquartile Range of income per pupil (491 UK GM primary schools)

	
	Mean
	Interquartile range

	Total income excluding capital grant
	2,087
	1,828
	2,229

	Capital Grant
	265
	N/a
	N/a

	Total Income per annum
	2,352
	
	


Comparison of Income per pupil (UK GM secondary schools, no 6thform)

	
	Small (26)
	Medium (115)
	Large (26)

	Total income excluding capital grant
	2,955
	2,683
	2,845

	Capital grant
	273
	196
	162

	Total Income per annum
	3,228
	2,879
	3,007


Interquartile Range of income per pupil (649 UK GM secondary schools)

	
	Mean
	Interquartile range

	Total income excluding capital grant
	2,840
	2,617
	2,949

	Capital Grant
	203
	55
	251

	Total Income per annum
	3,043
	2,672
	3,200


Average Accredited Independent School fees in the UK

	
	Approximate Range of Fees per term (£) 
	Approximate Range of Fees per annum (£)

	Pre-preparatory (2-7)
	800 - 1,200
	
2,400 - 
3,600

	Junior day school (7-13)
	1,400 - 2,700 
	
4,200 - 
8,100

	Junior boarding school (7-13)
	2,800 - 4,500
	
8,400 - 
13,500

	Senior Boys’ day school
	1,800 - 3,500
	
5,400 - 
10,500

	Senior Girls’ day school
	1,800 - 3,100
	
5,400 - 
9,300

	Senior Boy’s boarding
	3,600 - 5,700
	
10,800 - 
17,100

	Senior Girl’s boarding
	3,400 - 5,700
	
10,200 - 
17,100


Source: The Independent Schools Council Guide (ISCis, London, 2002)

Funding Sources

Conventional Versus Islamic Financing Contracts

Various conventional and Islamic sources of funding that may satisfy the various classes of expenditure in education provision are listed below.

	Conventional Funding Sources
	Islamic Funding Sources

	Operating lease
	Ijara

	Finance Lease
	Ijara wa iqtina

	Interest-bearing loans
	No counterpart

	Not commercially available
	Qardul hassan (interest-free loan)

	Equity investment
	Musharakah & Mudarabah adaptations

	Instalment purchase, vendor finance
	Bay mu’ajjal

	Charitable Endowment
	Waqf

	Outright gift
	Hiba


Ijara is a leasing mechanism permitted in Islam which can be applied to moveable or immoveable property. In an Islamic lease, the lessor is seen to sell the usufruct of the asset in question for a price. The lessor continues to incur the risks of ownership during the life of the lease.

Ijara wa iqtina. Some Islamic finance institutions combine an ijara facility with a purchase contract at the end of the ijara term such that they produce something analogous to a conventional full payout finance lease. Here the lessee obtains ownership of the leased item at the end of the lease term. This contract is called ijara wa iqtina and has been criticised by the ulema in some quarters due to its similarity with the financing of an asset purchase by means of an interest-based loan.

Murabahah is a sale contract under Islamic taxonomy. It constitutes the sale of an item at a stated profit margin over the seller’s cost, such margin agreed between the buyer and the seller prior to the signing of the murabahah contract. For example, an Islamic bank may purchase a building for 100,000 Euros and then sell it to the buyer for 150,000 Euros. Typically, the 150,000 Euros would be payable in instalments over a period of years. This contract is also sometimes referred to as bay al-mu’ajjal.

Mudarabah & Musharakah. A profit-sharing partnership financing in which executive investors pool their cash resources (under musharakah) or non-executive investors finance an entrepreneur (under mudarabah) in order to undertake a business enterprise. This form of financing can be undertaken under an equity structure within a limited liability company according to some modern scholars. Other scholars would seem to support the use of a traditional partnership structure, since here the contentious element of limited liability is not present (limited partnerships excluded).

Qardul Hassan. A goodly loan (free of interest). All money loans in Islam are seen as charitable contracts, not as investments. No reward should be contracted for the lender’s benefit, for this would be seen as riba. A repayment date should be set by the lender but punitive sanctions, such as penalty fees and other charges cannot be charged in the event that the borrower is unable to repay at the contracted date. Collateral can however be sought by the lender so that the outstanding amount due can be realised through the sale of the security in the event that the borrower is unable to repay on the due date.

Waqf. An endowment in which the usufruct is donated for use by the charity, with the condition that the asset itself (for example a building) cannot be sold by the charitable beneficiary.

Hiba. An outright gift.

Application of Islamic Finance Contracts

The following table describes the types of expenditure to which the various Islamic financing contracts are suited.

	Islamic Funding Type
	Applied to …

	Ijara
	Fixed assets

	Ijara wa iqtina
	Fixed assets

	Qardul hassan (interest-free loan)
	All expenditures

	Musharakah, Mudarabah
	Start-up capital and business expansion

	Murabahah or bay mu’ajjal
	Fixed asset purchase & trade finance

	Waqf
	Usufruct (e.g. use of buildings or vehicles)

	Hiba
	All expenditures


Features of the Islamic Banking and Finance Sector

There is clearly much scope for disagreement among market participants as to what precisely constitutes Islamic financing. Nevertheless some essential principles have gained wide modern acceptance. These include observance of the various prohibitions found in the sources of Islamic law and the promotion of desirable aspects of human relations at the commercial level such as justice and economic stability. Prohibited financing activities encompass riba (this including interest), gharar (contracts displaying uncertainty and the sale of risk) as found under modern insurance contracts, and maisir (gambling) which has something in common with gharar but which is generally defined as a separate prohibition.  The promotion of trade is encouraged, as is risk sharing such that investors and entrepreneurs share their mutual good or bad fortune in a just manner. This approach contrasts with many processes in the modern interest-based world where counterparties profit at the expense of one another rather than with one another, for example in speculative trading where one person’s loss is another’s gain.

Islamic banks and investment companies will usually have a Shariah board comprised of knowledgeable individuals in both Shariah and conventional finance. The Shariah board’s responsibility is to oversee and approve the financial institution’s practices from the Islamic perspective for the protection of clients. Often their efforts will be directed at finding compromises between the realities of the wider economy and the requirements of Islam. As a result, the “lesser of two evils” and “necessity” are frequently cited as guiding principles. 

Technically speaking, Shariah based contracts can often be adapted to satisfy both local secular laws as well as the various commercial requirements. Solicitors such as Trowers & Hamlins (in London) and King and Spalding (in New York) are usually happy to advise on structuring medium to larger sized deals here. 

The Islamic banking and finance sector has been beset by various problems since concerted efforts were made to promote it in Europe and the Middle East during the middle of the 1970’s. Western regulators were reluctant to provide the approvals necessary for Islamic financial organisations to offer the various Islamic contracts to potential clients. In particular, some commentators were dubious of the possibility that an Islamic version of banking could be established, this on the basis that banking is by nature un-Islamic much in the same way that alcohol consumption is. A further obstacle proved to be the existing legal framework which encouraged (and still does encourage) interest based finance at the expense of profit-based investments. For example, interest is tax deductible whilst dividends are not, and banks must offer ‘capital certainty’ to their depositors thus effectively barring genuine profit-sharing bank accounts from coming into existence. Equally important in holding back the Islamic banking and finance industry during the early years was a lack of professionalism and innovation within the industry. Often, existing interest based products were simply relabelled with little fundamental change of structure, and at other times institutions failed to properly promote their services or adopt a coherent vision for their business. 

Today, Islamic banking and finance is most active in the Gulf and Middle East with over 200 institutions globally offering various Islamic services. With a few notable exceptions, the non-Muslim world is however still rather poorly served by the industry. Here, two features are notable. Firstly, the funding capacity of Islamic banks remains weak since the size of their retail deposit base compares poorly with banks in the interest based sector. Secondly, there is a tendency for Islamic banks and finance companies to avoid retail business (serving the man in the street) in preference to serving wholesale customers (larger corporate and public sector clients) and high net worth individuals. One notable exception to this trend in the United Kingdom is the property mortgage sector where smaller sized deals (under £100,000) are now being offered by United Bank of Kuwait and HSBC Amanah Finance (both based in London) and Ansar Finance in Manchester.

Rather surprisingly, genuine profit sharing is often hard to identify in contracts that are described as ‘Islamic’ by the various institutions in the market. Murabahah contracts, being contracts of exchange rather than contracts of investment, display this feature in particular since financial rates of return for the Islamic bank are fixed at the outset of the transaction and sometimes guaranteed by third parties. Established clients with solid credit ratings will tend to be more successful in attracting this kind of finance than start-ups with little equity or trading history. However, for the start-up business in particular, what is usually required is seed capital on a purely profit sharing basis and it is here that Islamic finance practice delivers rather less than is promised by the theory. Faced by this situation, entrepreneurs sometimes try the alternative approach of identifying potential private investors and charitable donors in the local community (or internationally) in order to arrange dedicated Islamic financing structures. Of course, specialist legal advice may be sourced at any stage if necessary.

Islamic Finance in Practice

Ijara-based proposals for property financing are the most likely to be welcomed by the Islamic banks (UBK and HSBC in London are currently the most active). The rent-to-buy form of contract that is currently in vogue typically requires that the lessee contributes a substantial portion (say, between 10% and 30%) of the purchase price from his own funds. The bank and the lessee then jointly purchase (legally or nominally) the property and the lessee then occupies it. The portion of the property that is deemed to be owned by the bank is rented by the lessee for a monthly rental payment and regular payments in addition to the rent are made by the lessee in order to purchase portions of the bank’s share of the property. The recipient will need to provide evidence of suitable cash-flow (either from income or, in the case of a business, from sales revenues) such that ijara rentals may be paid as they fall due. Start-up businesses, businesses where the owner’s seed capital is not substantial, and organisations that do not have a healthy surplus cash-flow will not usually find themselves in the best position to satisfy a bank’s various ijara financing criteria. 

Under the murabahah property financing model, the bank buys a property that the client has identified as being suitable, paying the price agreed between the client and the vendor. The bank then sells the property to the client at a higher price for deferred payment. Thus, for example, the bank might buy a £100,000 property and sell it to the client for £150,000 payable over 20 years. The bank typically takes a mortgage on the property as security. The cash-flows in this kind of transaction are similar to those on a conventional mortgage.

Where working capital is concerned, murabahah tends to be the only practical method of providing finance on a basis that avoids interest. Whilst inventory requirements can be satisfied in this manner, once again Islamic banks outside the Muslim countries have little appetite for smaller sized requirements.

Venture capital financing, where it occurs, tends to be provided by Islamic investment companies not Islamic banks. These deals can often be moulded upon conventional legal structures (such as the limited company) whilst allowing the entrepreneur and the investor to operate under the basic rules of mudarabah or musharakah. 

Under mudarabah, the entrepreneur (the mudarib) need not invest anything more than a nominal amount of capital but will receive a pre-agreed share of the project’s profit in respect of his entrepreneurial efforts. Any losses will be fully borne by the investment company (the rabb al-mal). In contrast, under the musharakah contract, all partners invest capital into the project, sharing profits in a pre-agreed ratio and sharing losses according to the ratio of their respective investments. (One important difference between traditional mudarabah and musharakah is that under the former it is not intended that the investor should exercise executive power in the venture, whilst in the latter all investors may do so.)

In order to implement a musharakah or mudarabah contract, a special purpose vehicle can be established (for example as a limited company, a partnership or a trust) in which the parties (here, the investor and the school operator) agreed financing terms and proceed to establish the school. The Memorandum and Articles of Association of the limited company (or the Partnership Agreement or the Trust Deed) could cover such issues as voting rights, scope of commercial activities, permitted means of raising finance and so on. 

Investors will usually consider security, liquidity and investment performance when deciding whether or not to invest. The ‘liquidity’ of an investment describes the ability of the investor to turn his investment into cash (usually easy with shares in a major listed company, usually not so easy with a school building) and exit from his investment. Long term projects in which the investor cannot clearly see where and when he will recoup his investment display poor liquidity and may therefore not prove commercially attractive.

Security considerations relate to the level of protection that the investor has for his investment (for example, can the school board decide to sell major school assets and spend the proceeds on higher salaries, thereby stripping the special purpose vehicle of its value?). Such fears can often be addressed within the Memorandum and Articles of Association, or by means of a shareholders’ agreement, or within the Partnership Agreement. Security concerns may also be addressed in the financial structuring. For example, an investor may not be willing to purchase shares in a special purpose vehicle, but he may be willing to purchase a building and rent it at a market rental to the school. This approach can also be used to provide security to a benefactor who wishes to ensure that his contribution is not diverted in order to satisfy undesired objectives. Here, the benefactor purchases a premises in his own name and subsequently rents it to the school at a nominal annual rent (say £1 per year) for an agreed period of time. At the end of this period the terms of the rental agreement could be renegotiated, although contingency plans would need to be drawn up well in advance in order to cater for the possibility that the renegotiation failed, leaving the school without a premises. 

Given the notorious lack of profitability within the Muslim education sector, one of the few sources of investment return that an investor could perhaps expect takes the form of capital appreciation on land and property. In this case, rental based financing may prove attractive to investors even if rental levels were set at below market rates. School operators should however attempt to maximise commercial revenues through such activities as hiring out of premises during vacations or the establishment of Summer language schools. In this way, the commercial feasibility of the school can be improved.

Islamic Finance Institutions Providing Finance in Europe

The following table lists a selection of sources for Islamic financial services.

	Institution
	Offices
	Funding Type

	Al Baraka Group
	Paris, London Istanbul
	Diverse banking and investment company businesses, mainly US$, restricted availability

	DMI Group
	Geneva
	Ijara, murabahah, mainly US$ based, poor availability of finance

	HSBC 

Amanah Finance
	London
	Murabahah and ijara wa iqtina for commercial and residential property purchase, well capitalised, soon to offer Islamic mortgages in the UK.

	United Bank of Kuwait
	London
	Murabahah and ijara wa iqtina for commercial and residential property purchase, well capitalised, reasonable availability.


Financial modelling

Worksheet Structure

The spreadsheet model contains five worksheets. The first is the inputs sheet where all financial variables relating to cost, revenue and financing structure can be entered. The second, third and fourth worksheets contain the output of the model in the form of the income forecast, cash-flow forecast and balance-sheet forecast covering five years of operations. The final worksheet is a repository of data for six financial scenarios that can be imported into the inputs sheet (by clicking the appropriate button on the inputs sheet).

Inputs sheet. Inputs can be entered manually onto the inputs sheet in order to construct any desired scenario of cost/revenue or financing structure. Alternatively, pre-defined scenarios can be imported from the Data Set worksheet. Some cost centres on the inputs sheet can be specified either on a per pupil per annum basis or on a total amount per annum basis. For example, cleaning costs can be entered as an amount per pupil or as a total yearly cost for the whole school. The per pupil basis is preferred because of its common usage in data provided by governmental and other research institutions, and so as to facilitate comparative study. 

Income Forecast. The income forecast commences with the various revenue sources and calculates costs on a monthly basis out to year 5. Financing and other expenses (depreciation, for example) are included under a separate section as normal. Year 1 is shown on a monthly basis, with years 2 to 5 being summarised as a single column of yearly data. If the school operates on a commercial basis, a dividend is paid out of any profits in the ratio entered on the inputs worksheet.
Cash-flow Forecast. The cash-flow forecast is derived from the figure for net income. It should be used to highlight where cash shortages may affect the ability of the school to continue day to day operations.
Balance Sheet Forecast. The balance sheet forecast sets out a snap-shot of the school’s asset and liability structure. The figure for net assets describes the net-worth of the school from a purely quantitative commercial perspective, and may be used by potential financiers (e.g. lessors) as the basis of a credit risk assessment.
Data Set. Each of the six scenarios on the data set worksheet describes a different cost, revenue or financing structure for a school with less than 200 pupils. The worksheet inputs page can import one of these six sets of data and produce the related output on the income, cash-flow and balance sheet worksheets. Each data set depicts a different financing scenario and set of assumptions on costs and revenues as follows:

Case 1 depicts the average small primary school based upon data supplied by the Funding Agency for Schools in 1997

Case 2 shows actual published figures for a UK private primary Muslim school in 2000.

Case 3 depicts the average small secondary school without a sixth form based upon data supplied by the Funding Agency for Schools in 1997. 

Case 4 shows an actual budget for a UK private secondary Muslim school in 2001/2.

Case 5 shows a hypothetical small secondary school operating within an entirely commercial environment, financed using Islamically acceptable means of finance at commercial rates and setting fees at the break-even level. Average case cost and revenue assumptions are employed, as detailed in the FAS 1997 data.

Case 6 shows a hypothetical small secondary school in a start-up situation, financed on a part-commercial part-charitable basis, growing to capacity. Average case cost and revenue assumptions are employed, as detailed in the FAS 1997 data.

Case Study Summaries

Case Study 1 – average small primary school

Grant £2,635 p.p.p.a., Other revenue £242 p.p.p.a., 180 pupils (constant),

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	518
	518
	518
	518
	518

	Net Income
	108
	108
	108
	108
	108

	End Year Cash a/c
	99
	208
	316
	424
	533

	Net Assets
	108
	216
	325
	433
	542


Case Study 2 – actual published figures for a UK private primary Muslim school

Fees £2388 p.p.p.a., Donation £1416 p.p.p.a., 180 pupils (constant), nominal premises rental

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	685
	685
	685
	685
	685

	Net Income
	(21)
	(21)
	(21)
	(21)
	(21)

	End Year Cash a/c
	63
	50
	37
	25
	12

	Net Assets
	97
	75
	54
	33
	11


Case Study 3 – average small secondary school without a sixth form

Grant £2930 p.p.pa., Other revenue £298 p.p.p.a., 125 pupils (constant)

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	404
	404
	404
	404
	404

	Net Income
	52
	52
	52
	52
	52

	End Year Cash a/c
	48
	99
	151
	203
	255

	Net Assets
	52
	104
	156
	207
	259


Case Study 4 – actual budget for a UK private secondary Muslim school 

Fees £2881 p.p.p.a., Donation £577 p.p.p.a., 130 pupils (constant), nominal lease rental

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	466
	466
	466
	466
	466

	Net Income
	(3)
	(3)
	(3)
	(3)
	(3)

	End Year Cash a/c
	(2)
	(4)
	(6)
	(8)
	(10)

	Net Assets
	24
	20
	17
	14
	11


Case Study 5 – fully Commercial Secondary School

Fees £4400 p.p.p.a., 125 pupils (constant), commercial lease (£1000000 at 12% p.a.)

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	550
	550
	550
	550
	550

	Net Income
	20
	20
	21
	22
	22

	End Year Cash a/c
	142
	141
	140
	139
	139

	Net Assets
	158
	157
	156
	155
	155


Case Study 6 – mixed Commercial / Charitable Secondary School Start-up

Fees £2900 p.p.p.a. (20/40/80/125 pupils in years 1/2/3/4) , initial donation of £1000000 

	(£ 000,s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Turnover
	65
	123
	239
	369
	369

	Net Income
	(71)
	(50)
	7
	2
	2

	End Year Cash a/c
	65
	47
	83
	120
	156

	Net Assets
	1079
	1019
	1015
	1007
	999


Key Points

The level of fees required in order to achieve break-even under purely commercial assumptions will be beyond the reach of the average Muslim in many communities. However, an achievable mix of charitable funding and affordable fee revenues can allow the smaller Muslim school to achieve break-even against operating costs in the longer term.

Teaching staff costs are a major determinant of financial performance. Operating a higher pupil:staff ratio on an efficient roster will have a major impact upon profitability. 

Smaller schools are pressured by their inability to achieve economies of scale. In order to break-even using market levels of staff remuneration and average pupil staff ratios, school operators in the United Kingdom should aim for a pupil roll in excess of 100 pupils.

The sensitivity of financial performance to fee income is high. A small number of defaulting fee payers or unplanned vacancies can severely hinder the ability of the school to break-even. Muslim schools might endeavour to minimise unfilled vacancies by establishing themselves in areas with large Muslim populations. Schemes to allow parents to save for future fees from the birth of a child might be considered by a Muslim school, possibly in conjunction with an Islamic financial institution, in order to assist parents and decrease default rates.

Premises are a key financial cost centre. If premises can be funded through charitable donation or nominal rental, a major financial constraint upon the successful financial operation of a Muslim school will have been removed. During the early years of establishment, financing of owned property at commercial levels of pricing and financing cost will probably represent an insurmountable financial barrier. School governors may wish to seek rented premises in order to conduct operations during the start‑up phase.

Charitable funding is necessary in order to alleviate commercial pressures in both of the real life case studies. Given this reality, newly established schools should endeavour at an early stage, irrespective of financial circumstances, to identify friendly patrons who can give a commitment to provide financial assistance in the event of a deficit.

The minimisation of loss during the early years of the school’s formation are critical. Substantial losses incurred here may never be made up through commercial income generated by the school in later years. A substantial contingency reserve and source of working capital is advisable during the first two years of the school’s life.

The non-financial aspects of establishing and running a school can easily be overlooked when conducting a feasibility study on a purely commercial basis. Sponsors of a Muslim school should endeavour to highlight its social benefits to the local community and potential benefactors like. Such benefits cannot be measured in monetary terms but are among the building blocks of a successful Muslim community.
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