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Abstract

Purpose — Crowdfunding has become one of the preferred mechanisms to raise funds by startups and small
entrepreneurs. As such, this paper aims to develop an appropriate framework for Shari‘ah-compliant equity-
based crowdfunding (SEC) for entrepreneurship development in Malaysia.

Design/methodology/approach — The research begins by analyzing the intention of 200 entrepreneurs
in Kuala Lumpur and Selangor regarding the use of crowdfunding to raise capital. The analysis is based on
the theory of reasoned action (TRA), which is also associated with the technology acceptance model (TAM)
and is effected by using structural equation modeling (SEM).

Findings — The entrepreneurs agree on the ease of use of crowdfunding in raising capital, although it
appeared that they are quite reluctant to share their business ideas online. Subsequently, an SEC framework
is proposed, to further enhance entrepreneurship development in Malaysia particularly in meeting the need
for raising funds in line with Shari‘ah (Islamic law) principles.

Practical implications — This paper aims to contribute more to the development of a blueprint for an
SEC platform for market players and regulators in Malaysia.

Social implications — This paper also aims to highlight the growing needs of entrepreneurs, particularly
in Malaysia to have a Shari‘ah-compliant alternative to raise funds via crowdfunding.

Originality/value — This paper makes two main contributions. First, it provides evidence on Malaysian
entrepreneurs’ intention to use crowdfunding for fundraising through TAM and SEM analysis. Second, it
proposes an SEC framework for the development of entrepreneurs in Malaysia.
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Introduction

Crowdfunding is certainly not something new in the global capital markets. Since 2012,
crowdfunding has become a trendy fundraising mechanism for entrepreneurs globally.
Popular crowdfunding platforms such as Kickstarter and Indiegogo exist in the United
States of America (USA). Malaysia is also proud to have its own local crowdfunding
platforms such as pitchIN, mystartr and Ata Plus, to name a few. In 2015, Malaysia made
history by being the first country to legalize equity crowdfunding in Southeast Asia, issuing
six licenses for equity crowdfunding (ECF) platforms to operate in the country (Rahman
et al., 2016). Subsequently, six peer-to-peer (P2P) crowdfunding licenses were issued in
November 2016, which have increased to 11 as of March 2020 (Securities Commission
Malaysia, 2020, (SC)). Collectively, P2P has successfully raised RM 739m from 9,989
campaigns while ECF has raised RM 86m from 89 campaigns (SC, 2020).

It is essential to appreciate that transparency is one of the many reasons for the ready
acceptance of crowdfunding by both entrepreneurs and investors. Entrepreneurs seeking
funds through the crowdfunding mechanism must disclose all related information in a short
video, which is then uploaded on a specific crowdfunding platform. This video informs
investors about the company’s background, the purpose of the fundraising, the fund target
level and the rewards (or returns) that can be obtained. The rewards may be in monetary or
non-monetary form. For example, some projects are philanthropically driven with the
purpose of relieving specific issues among certain communities; hence, supporting such
plans provides pure satisfaction and inner happiness to the investors. This is known as
donation-based crowdfunding. On the other hand, reward-based crowdfunding offers
material incentives to investors, generally in the form of items that are related to the cause of
the fundraising exercise.

Another type of crowdfunding is known as P2P lending, which operates similarly to
conventional lending, yielding interest as the return to the investors. Equity-based
crowdfunding is another type whereby investors obtain a percentage of ownership of a
company in proportion to the amount invested. The entrepreneurs raising funds through
equity-based crowdfunding must convince investors that the company will grow in value
over time and provide them with options to exit the investment and obtain a capital gain in
the future. In addition, entrepreneurs must also be able to induce investors with the
possibility of a good income stream (in the form of a dividend) over the holding period,
similar to an investment in shares in the equity market. On this note, it is believed that this
mechanism would encourage Muslim entrepreneurs to take part in such investments,
especially with the potential development of a Shari‘ah-compliant equity crowdfunding
(SEC) framework, which would allow them to grow hand-in-hand with the dedicated
investors and benefit from economic prosperity.

This paper aims to shed light on how Muslim entrepreneurs can benefit from equity
crowdfunding and introduces the concept of an SEC framework. Even though it is known
that several crowdfunding platforms — such as Ethis and Kapital Boost, to name a few — are
using the Islamic concepts for fundraising, a fundamental study on the acceptance of these
models in the Malaysian market has yet to be undertaken. This study attempts to fill in this
research gap. Accordingly, this study begins by gauging entrepreneurs’ general
understanding and acceptance of crowdfunding by conducting a survey in the Klang Valley
area and analyzing the data based on the theory of reasoned action (TRA).

This paper is organised as follows. The next section highlights the development of
crowdfunding and pertinent issues associated with it. This is followed by a presentation of
the survey analysis, measuring the entrepreneurs’ intention to use crowdfunding in
Malaysia through structural equation modelling (SEM). Subsequently, the conceptual



framework of SEC for Malaysia is discussed. The last section concludes with some Crowdfunding

recommendations for future research.

Crowdfunding development and current issues

Raising sufficient capital has been one of the main challenges for businesses, especially
start-ups. After the 2008 financial crisis, financing was further tightened, leaving minimal
options for entrepreneurs and early-stage enterprises to raise funds. Nonetheless, with the
advancement of technology, entrepreneurs have become more independent and innovative
in raising capital, extending what was known as traditional financing by friends and family
to the most significant new means of fundraising in the world, known as crowdfunding.
Crowdfunding has become a practical tool to overcome the funding gap and risk
implications faced by financial institutions.

The World Bank (2013) defines crowdfunding as an internet-enabled way for businesses
or other organizations to raise money in the form of donations or investments from multiple
individuals. Crowdfunding platforms circumvent the tedious process of raising funds from
the capital market or loans from financial institutions by bridging the gap between
entrepreneurs and the mass public. Kickstarter and Indiegogo are, perhaps, the most
prominent examples of such platforms; however, to date, there are more than 1,000
crowdfunding platforms globally, concentrated mainly in North America, Europe and
Oceanic and Asian countries (Fundly, 2020).

The recent introduction of equity-based crowdfunding in Malaysia provides more
alternates for Muslim entrepreneurs to raise funds. It is believed that equity-based
crowdfunding represents a significant opportunity to deliver the essential expectations from
Islamic finance by combining the benefits of social development and investment
opportunities for a wide range of entrepreneurs and investors. Shari‘ah-compliant
crowdfunding is seen to further provide an opportunity for entrepreneurship development,
especially to those focusing on offering Shari‘ah-compliant goods and services in Malaysia.
Before discussing the Shari‘ah perspective on the current crowdfunding mechanisms, it
would be beneficial to highlight the growth of the crowdfunding industry, thus far.

The growth of the crowdfunding industry

Crowdfunding has become the preferred mechanism for small businesses and start-ups, in
particular, to raise funds because of its swift and easy process as compared to seeking funds
from banks and financial institutions. The global funding volume is estimated to be over US
$34bn, which has grown by more than 1,000%, as its inception in 2012. It is estimated that it
will further triple by 2025 (Hoegen et al., 2017; Statista, 2020).

According to Massolution (2015), a total of 1,250 crowdfunding platforms are in
operation globally, with more than 70% of them based in North America and Europe. It was
reported that over the past five years more than 40% of the funding volume was raised by
business and entrepreneurial ventures. Other recipient categories include real estate (6.25%),
film and performing arts (12.3%) and social causes (19%). With the growing interest in
crowdfunding, researchers have been conducting studies on its various aspects. One
interesting subject of study is what motivates entrepreneurs to participate in crowdfunding.
Ferrary and Granovetter (2009) highlight that from the entrepreneurs’ perspective, apart
from addressing immediate capital needs, crowdfunding can be used — and indeed has been
used — as a means of demonstrating demand, which, in turn, can lead to obtaining funding
from traditional sources, usually via venture capital or angel investors. In addition to that,
crowdfunding has also been used as a marketing tool to generate interest in new projects or
products. Another study by Gerber et al. (2012, p. 8) argues that creators “are motivated to
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Table 1.
SWOT analysis on
crowdfunding

participate to raise funds, receive validation, connect with others, replicate successful
experiences of others and expand awareness of work through social media”.

Valanciene and Jegeleviciute (2013) analyzed crowdfunding and presented a strengths,
weaknesses, opportunities, threats (SWOT) analysis as described in Table L.

This SWOT analysis is essential to highlight the strengths and opportunities of
crowdfunding that can benefit investors and entrepreneurs, as well as to identify any
challenges that need to be addressed by the authorities. For example, the European Union
has regarded crowdfunding as one of the mechanisms to foster entrepreneurship in its
European 2020 strategy, while in the USA, legislation has been enacted on crowdfunding
(Valanciene and Jegeleviciute, 2013).

On another development front, SC Malaysia approved six P2P crowdfunding platform
operators in November 2016 in its effort to widen and provide more funding options for
small and medium entrepreneurs. This makes Malaysia the first country in the ASEAN
region to regulate P2P. On this note, an outstanding 2,505 P2P crowdfunding campaigns
have been successful with RM 212.7m raised (SC, 2020).

Even though Shari‘ah-compliant crowdfunding is still new, several studies have raised
essential points about it. Alonso (2015), for example, undertook a case study on an SEC
platform in Egypt known as Shekra that has developed a business model based on positive
values and social accountability. Interestingly, raising funds through Shekra is done in a
Shari‘ah-compliant manner and entrepreneurs should not use the raised funds for Shari‘ah
non-compliant business activities. Legally, investors take a specific equity stake in the
project, which will gain return based on profit-and-loss sharing. To ensure long-term
commitment, Shekra also acts as a partner and takes an equity stake once funds start to flow
in.

Wabhjono and Marina (2015) highlight the suitability of an SEC framework being used in
countries with Muslim-majority populations such as Indonesia. Some of the suitable
contracts mentioned are musharakah (profit-and-loss sharing) and qard hasan (interest-free
loan). In light of this, Achsien and Purnamasari (2016) deliberated on possible rules to

Strengths Weaknesses
*  Accessibility of capital ¢ Possibility of ideas being stolen,
e Benefits to communities weaker investor protection and
potential for fraud

¢ Rights to make a company’s decisions

stay in the hands of entrepreneurs ¢ Investors might lack advice as
crowdfunding is exceptionally

internet-based
¢ Administrative and accounting

¢ A chance to test the marketability

challenges
Opportunities Threats
¢ Existence of niches ¢ Unsuitable legal restrictions arise
» Positive effects are expected for the » Risky nature of small business

economy
¢ Information society

Source: Valanciene and Jegeleviciute (2013)




incorporate an SEC framework, which was expected to encourage the growth of Islamic
finance in Indonesia. On this note, EthisCrowd, founded in 2014, is in the forefront as it is the
first Indonesia-focused real estate crowdfunding platform. It is also known as the first
Islamic real estate crowdfunding platform in the world. Besides, EthisCrowd is known as
the first ethical and Islamic real estate crowdfunding platform in the world.

In light of the review of the previous literature, there is a need to develop a crowdfunding
model for the development of entrepreneurship in Malaysia. More specifically, it is foreseen
that the equity crowdfunding model will benefit Muslim entrepreneurs with its risk-sharing
element that is in line with the Shari‘ah. However, before that, a survey is undertaken to
gauge Malaysian entrepreneurs’ understanding of crowdfunding and their intention to use
it. This is to justify the need to introduce an SEC framework.

Entrepreneurs’ intention to use crowdfunding in Malaysia

A survey to assess the awareness of and experiences with, crowdfunding was undertaken to
measure entrepreneurs’ willingness to raise funds through this mechanism. This survey
finding is important to justify the need to develop the conceptual SEC framework for
Muslim investors in Malaysia. This survey will be able to address concerns raised by
crowdfunding operators that most start-ups, micro-enterprises and small and medium
enterprises (SMEs) are still not aware of raising funds through ECF or P2P. Focusing on the
Klang Valley area, the survey conducted targeted entrepreneurs based on the random
sampling method within different types of business areas. Questionnaires were distributed
and the authors managed to collect data from 200 respondents, representing a sufficient
number for quantitative analysis.

Demographic information on entrepreneurs

Table II provides descriptions of the entrepreneur sample collected in areas covering Kuala
Lumpur and Selangor. Business activities include construction and provision of services,
etc. Most of the entrepreneurs surveyed are sole proprietors with less than five years of
business experience. In terms of turnover, half of them have annual sales turnover within
the range of RM 10,000-RM 50,000, which categorizes them as SMEs.

The survey comprises questions on their knowledge of crowdfunding as a mechanism
for raising funds. To measure their willingness to use it, several situations are presented for
them to indicate their responses based on the five-point Likert scale, namely, strongly agree,
agree, neutral, disagree and strongly disagree.

Technology acceptance model

Technology acceptance model (TAM) is a theoretical model that explains and predicts user
behavior vis-a-vis information technology. It is an influential extension of the theory of
reasoned action (TRA). Originally introduced by Davis (1989), TAM is a frequently used
model that provides a foundation to trace how external variables influence belief, attitude
and the intention to use a particular idea or framework. The theory is built based on the two
cognitive beliefs of “perceived usefulness” (PU) and “perceived ease of use” (PEU). It posits
that these beliefs are able to directly or indirectly influence users’ behavioral intentions (BI)
to actually use that idea or framework. TAM also suggests that intention and actual use can
be affected by external factors through mediated effects on PU and PEU (Figure 1).

TRA has been extensively used by researchers to analyze the behavior of respondents
regarding ideas or frameworks in various areas; for example, the intention to use cash wagqf
(Sakti et al., 2016), the intention to choose Islamic banking products (Abduh et al., 2011) or
students’ intention to choose ar-rahnu (Islamic pawnbroking) (Amin and Chong, 2013).
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0,

12’ 2 Number of respondents Total (%)

Total 200 100.0

Gender

Male 91 455

Female 109 54.5
244 Activity

Services 121 60.5

Agriculture 12 6.0

Construction 2 1.0

Others 65 325

Ownership

Sole proprietorship 131 65.5

Partnership 42 21.0

Private limited 27 135

Business years

0-5years 112 56.0

6-10 years 47 235

>10years 41 20.5

Sales turnover (RM)

10,000-50,000 101 50.5
Table II. 50,001-100,000 43 215
Description of 100,001-150,000 26 13.0
entrepreneurs in 150,001-200,000 12 6.0
Kuala Lumpur and  200,001-300,000 8 40
Selangor >300,000 10 5.0

Perceived
Usefulness (PU) \
A
Attitude Behavioral Actual
External towards [~ Intentionto [P System Use
Variables Using (A) Use (BI)
\ Perceived Ease /
. of Use (PEU)

Figure 1.
TAM

Source: Davis (1989)

Hence, in our study to measure the intention of entrepreneurs to use crowdfunding, we also
base our analysis on the same theory.

As mentioned above, one of the important components of TAM is “PU”. PU is defined as
the degree to which an individual believes that using a proposed system or model would
enhance his or her performance. In the case of crowdfunding, it is expected that
crowdfunding will have a positive effect on the performance of entrepreneurs in raising
funds for project financing. In addition to that, attitude can also be influenced by “PEU”. If
raising funds through crowdfunding is perceived to be easy, it would encourage more
entrepreneurs to use it. Hence, crowdfunding is expected to have a positive impact on the



behavior of entrepreneurs. As such, in this study two hypotheses are tested for measuring  Crowdfunding

the willingness of entrepreneurs to use crowdfunding:

HI. There is a positive and significant relationship between PU and BI to use
crowdfunding.

H2. There is a positive and significant relationship between PEU and BI to use
crowdfunding.

Methodology

The statistical method used in testing the path model is SEM, a second-generation method of
statistical analysis developed to analyze conceptual relationships, especially when dealing
with latent constructs in a model. Two main advantages of using SEM are as follows: its
ability to estimate multiple and interrelated dependence relationships and its ability to
measure unobserved concepts in the model and to account for measurement error in the
estimation techniques (Sakti ef al., 2016). The latent constructs for this model are PU, PEU
and BI. Each of these latent constructs is made up of items, which refer to the questions
asked in the survey. To ensure that each item is relevant to the respective latent construct, a
confirmatory factor analysis (CFA) needs to be undertaken. In this analysis, the validity and
reliability of the constructs are affirmed when the factor loading of each item is more than
0.70 (Anderson and Gerbing, 1988).

Subsequently, to examine the possible causal link between statistical variables in SEM,
we look at the path coefficients, which are the standardized versions of linear regression.
They are obtained by multiplying the ordinary regression coefficient by the standard
deviations of the corresponding explanatory variable. The values can then be compared to
assess the relative effects of the variables within the fitted regression model.

Research findings

Before running the SEM, an initial measurement model is developed that incorporates three
latent constructs indicated by the respective items pertaining to each scale, namely, PU,
PEU and BIL.

To test the goodness of fit of the initial model, the Normed y2 statistic should be more than
the recommended level of 0.50. One of the reasons for a poorly fit model could be due to the low
factor loading of several items in the latent construct (below 0.70). If this happens, it is
suggested that these items be deleted and the new measurement model then needs to be rerun.
In our case, items BI2 and BI3 in the initial model were deleted as their factor loading was less
than 0.70. The final measurement model was then rerun and the result is presented in Figure 2
and Table III, which show a measurement model that is a reasonable fit for the data.

Table IV shows the final CFA for the final measurement model. The standardized factor
loadings are observed to be fairly significant and high, ranging from 0.882 to 0.934, which
suggests a convergence of the indicators with the underlying factors (Anderson and
Gerbing, 1988). in addition to that, the values for average variance extracted (AVE) for each
construct are all above 0.50 (Fornell and Larcker, 1981). Hence, these results indicate reliable
findings on the uni-dimensionality, reliability and validity of the measures

A structural model is then estimated to test the hypotheses of the study as shown in
Figure 3 below. The statistics of the goodness of fit of the model indicate that it reasonably
fits with the current data. The Chi-square value of the model (y? = 76.24, df = 39, p = 0.000)
and some other goodness-of-fit indices (Normed %* = 1.955; root mean square error of
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Figure 2.
Final measurement
model

Table III.
Final measurement
model — fit indices

Chisquare = 76.241
df = 39
P = 0.000
Normed Chisqure = 1.955
CFl = 0.968
RMSEA = 0.069

Source: Authors’ own

Model X df  Normed > RMSEA CFI Comment
Final measurement model 76.241 39 1.955 0.069 0.968 The required level is
achieved

Table IV.

The CFA results for
the measurement
model

Construct  Items  Factor loading  Cronbach’s alpha (above 0.7)  CR (above 0.6)  AVE (above 0.5)

PU 0.846 0.846 0.581
PU1L 0.903
PU2 0.911
PU3 0.925
PU4 0.923
PEU 0.835 0.835 0.560
PEU1 0.904
PEU2 0.924
PEU3 0.902
PEU4 0.912
BI BI1 0.909 0.756 0.756 0.511
Bl4 0.903
BI5 0.925

approximation (RMSEA) = 0.069; comparative fit index (CFI) = 0.968) also show the fitness
of the model.

The hypotheses are tested by examining the significance, signs and magnitude of the
estimated coefficients (Hair ef al,, 2006). To examine the possible causal link between the
statistical variables in SEM, path coefficients, which are the standardized versions of linear



Chisquare = 76.241
df = 39
P = 0.000
MNormed Chisqure = 1.955
CFl = 0.968
RMSEA = 0.069

Source: Authors’ own

regression, can be used. They can be obtained by multiplying the ordinary regression
coefficient with the standard deviations of the corresponding explanatory variable. The
values can then be compared to assess the relative effects of the variables within the fitted
regression model.

As displayed in Table V, the result of the relationship between PU and BI is not
statistically significant (81 = 0.182, f-values = 1.897, p > 0.01) and does not support the
hypothesis. This could be interpreted as some of the entrepreneurs being quite cautious
about sharing their business ideas online. This assessment is in line with the feedback from
the crowdfunding platform operators in Malaysia that some entrepreneurs, especially those
who lack information and computer technology skills, are quite reluctant to participate in
crowdfunding (Rahman et al., 2016).

Nonetheless, the result of the relationship between PEU and Bl is statistically significant
(B1 = 0.667, t-values = 5542, p < 0.01), which supports the research hypothesis. The
standardized coefficient result indicates that if PEU goes up by one standard deviation, BI
goes up by 0.667 standard deviations. As such, it is perceived that the entrepreneurs do
agree on the ease of use of crowdfunding in meeting their capital needs, given the dedicated
support offered by the crowdfunding platforms.

Hypothesized path Standardized coefficient ~ f-value  p-value  Decision

H1 PU — BI 0.182 1.897 0.058 PU and BI are not significant

H2 PEU — BI 0.667 5.542% 0.000 PEU and BI are significant and
positively related

Note: *p-value < 0.01
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Figure 3.
Structural model

Table V.
Results of hypothesis
testing
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Even though one of the hypotheses tested is not significant, it is generally deduced that
crowdfunding is still perceived to be useful for Malaysian entrepreneurs, particularly
because of the rapid growth of equity crowdfunding and P2P lending locally. Hence, with
that in mind, to offer a better alternate for Muslim entrepreneurs, in particular, an SEC
framework is proposed in the following section that incorporates crowdfunding qualities
blended with Shari‘ah requirements and current practices.

En route to Shari‘ah-compliant crowdfunding

Islamic finance promotes alternate financing that is supported by ethical and socially
accountable standards, emphasizing the just distribution of benefits and obligations among
all parties involved in the financial transactions. Generally, crowdfunding exemplifies these
features as it requires all information related to the entrepreneurs (fundraisers) to be
disclosed to the investors (funders) and close connections are built between them through
the updates and project progress reports once funding has been secured. The mechanism of
equity-based crowdfunding, which is similar to a partnership arrangement, is seen as a
positive step forward for crowdfunding in the Muslim world.

It is also important to highlight that the /alal market is estimated to be more than US
$2.2tn a year, with over 1.6 billion Muslims across the world and it is expected to increase
exponentially in line with the growing numbers of Muslim population around the world
(Thomson Reuters, 2019). Apart from Shekra, another well-known equity crowdfunding
platform is Kapital Boost, which offers a financing facility known as SME crowdfunding.
Kapital Boost predominantly uses two Shari‘ah contracts: murabahah (cost-plus sale) and
mudarabah (silent-partner partnership). While the murabahah arrangement is more suitable
for start-up entrepreneurs, the mudarabah contract suits projects, which have good
clarifications in terms of costs and revenue.

Developing a Shari* ah-compliant equity crowdfunding framework for Malaysian
entrepreneurs

By analyzing the current equity-based crowdfunding stages and procedures, a conceptual
SEC framework is developed that involves three main phases as follows: the pre-funding
phase, funding phase and post-funding phase. Figure 4 below presents a proposed SEC
framework during the pre-funding and funding phases with the following detailed modus
operandi:

» Entrepreneurs who wish to raise funds through SEC will need to establish a
relationship with a dedicated equity-based crowdfunding platform operator. It is
suggested that their relationship be based on the wakalah (agency) contract, as the
platform will be acting as an agent or middleman for the entrepreneur in
fundraising activities.

¢ Upon registering with an approved equity-based crowdfunding platform, the
entrepreneurs will undergo an assessment process, which is standard practice in the
crowdfunding industry. This will involve the screening process, due diligence and
SharT ah-compliance assessment. In the proposed framework, Shari‘ah compliance is
proposed to be undertaken by two parties, namely the equity-based crowdfunding
platform, as well as an independent Shari‘ah advisor, to ensure that the business and
fundraising causes are in line with the Shari‘ah. This follows the current practice of
equity-based crowdfunding whereby the regulator, Securities Commission Malaysia,
oversees the conduct of fundraising together with the platforms. If the assessment
process gets approved, it will proceed to the funding phase (2A in Figure 4). Otherwise,
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Figure 5.
Proposed SEC
framework — post-
funding

the whole fundraising initiative will be halted (2B). It is important to highlight that it is
at this stage that appropriate contracts are decided for the entrepreneur to use to raise
the funding target. The proposed contracts could be in the form of murabahah,
musharakah or mudarabah. For each of these contracts, there are some specific
elements, which should be made transparent; for example, if murabahah contract is
used, the cost and profit must be clearly disclosed.

e Once the projects are made available on the equity-based crowdfunding platform,
mvestors can start registering themselves and evaluating the projects for the purpose of
investment. It is very important to emphasize that at this stage, the equity stake,
potential return, exit strategies and other benefits to be obtained by the investors are to
be clearly spelled out. Progress and updates throughout the funding period, which
normally ranges from 45 to 60 days, must also be made available on the SEC platform.
During this stage, it is important for the entrepreneurs to keep updating the potential
investors on the relevant information such as the amount of funding secured and the
balance of days remaining to make an investment. Face-to-face meetings may also be
arranged with investors. Should the project meet the investors’ appetite, they can
commit their monies through the platform, which is normally done via the online
payment mechanism (including PayPal). This proposed framework proposes the “All or
Nothing” concept, whereby the contract will be executed if the fund target is met (3A);
otherwise, the investors’ money will be returned (3B).

e When the funding phase is concluded and the funding target has been achieved
(3A), all the necessary and legal documents must be produced such as the
shareholder agreements, which clearly spell out the obligations of the entrepreneurs
to their investors. A binding Shari‘ah contract between the entrepreneur and
investors (musharakah, mudarabah or murabahah, as proposed earlier in the pre-
funding stage) will stipulate all the details relevant to the invested project.

¢ The collected funds will then be transferred from the equity-based crowdfunding
platform to the entrepreneurs, after deducting all related fees.

It is important to emphasize that the relationship established between the entrepreneurs and
investors continues to be nourished and strengthened via periodic updates, board presentations,
milestones of financing and so forth, which are categorized as the post-funding phase. This
information can be published via the equity-based crowdfunding platform or the entrepreneurs’

9
ENTREPRENEUR Equity-based Crowdfunding Platform I——@

COMMUNICATION VIA THE PLATFORM

POST-FUNDING PHASE
e Periodical reporting or updates
e Board Presentation
e Milestones of Financing and
Proiect

DIRECT COMMUNICATION VIA COMPANY WEBSITES

Source: Authors’ Own



own websites as shown in Figure 5. Nonetheless, it is noticed that communication between the  Crowdfunding

entrepreneurs and investors is done via the crowdfunding platform.

It is expected that by going through these three phases meticulously, the objectives of
entrepreneurs to raise funds via an alternate Shari‘ah-compliant mechanism such as SEC
can be achieved. Most importantly, this could also be an additional funding mechanism that
could strengthen the financial ecosystem, particularly in Malaysia.

Conclusion and recommendation

This paper evaluates the concept of crowdfunding and how it could benefit Muslim
entrepreneurs, particularly in Malaysia. With the emergence of many equity crowdfunding
platforms, this paper examines the current crowdfunding platforms and highlights the
Shari‘ah contracts mainly used in the effort to develop an SEC framework for Malaysia. The
identification of issues related to crowdfunding has led to introducing an SEC framework for an
alternate method of financing.

Nonetheless, before developing a conceptual SEC framework for use by entrepreneurs, their
general understanding of crowdfunding and their willingness (or intention) to use it have been
assessed. To that end, a survey sample of local entrepreneurs in Malaysia has been undertaken
and analyzed based on the extended TRA, which is TAM, through the use of SEM.

This paper makes two main contributions to the existing literature. First, it provides
evidence on Malaysian entrepreneurs’ intention to use crowdfunding for their fundraising
exercise through TRA and TAM by applying the method of SEM accordingly. Second, it
proposes a conceptual SEC framework for the development of entrepreneurship in Malaysia.

For future research, there is a plan to share the proposed SEC framework with stakeholders to
obtain feedback for further improvement. Apart from that, additional analysis can also be
undertaken by extending the proposed framework outside Malaysia; for example, Indonesia and
Singapore. It is an aspiration for this framework to become the standard operating procedure on
the offering of SEC not only to entrepreneurs in Malaysia but also to the rest of the world.
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