JalS zlla S o dlaa

zaSMZ\ﬁJJJZ\,.\Ab;UQA

ST

YA w2V EYA (ygiaadly 2l o1 Dl m (g it g G )



o1 el ol 32

VYA 0y m oI el
AYHVA i il




AN daaly

:\.ASM:\,.\AJG&:\JJJ;\J.;A

L sy
JtS Tdbo (5 00

gr‘j""‘?‘ Lol

dylalll gulao yusi
AN dada Gusly Goba pad | > e [ yglSud ! Mt ) Auad
3t g0l guusi

[ S VN | Y VY i) it | hame [ yguSild MY


















Al ! Al g
o9 Busells macs 1y Entin Camedl (gm0 - )
s Juaty Leg ol g alaBY| Hemall Jloms (b Eamdl Gy O - ¥
oladly dylall s
il sl 33 (e Woieann Gl gy ¥ 01 Y
9l (e B85y 0525 (3w 4B 9y ¥ O - 8
9 plaiall as Losle d)latl i palall Ml daslgcallypiily 010
iyl nagd) Eaalo M 2y a9 eyl Syl LY
oyl aladll e oo (s Eaoedl Holoin ¥ (3 -1
CD o (nygsican Gl (pa (0839 (e ¥ duke Gl poiy o Y
3B Jalss 7o 3550 yde 73925l AL il @y
Tiade3,al il el o ume ivtysens — 50) Y Dunaloes o M|
oyl (39 ALY g il (e gl @i @il g 5L -
salehkamel@yahoo.com
waased] (et o (A e el Yoy O A
D @ Al 20 elg 3,5 3 adit) Sl 4
éiﬁi Logrsall ol Lidyg Elaes™ , 205 3alel b (3ot et 5yl 5¥ Y -
(W 3Ll 9oyl (995 (553 125 Iang
Mg S 9l Lt AN ] igmms cya Eioms 81 525 T (6 (3 ¥
Mt 3))5f N gyl das W (g5 525
el (e Og-as Jmaall ) (e o ) 3501 g2 L1 Y
Laido 4 e cowlony @3 Lo 33 Lag i o ¥ 90> b 201
el sl ) el WL et Lo g
NPV [ ON PCOMPILSIN 59N T (Y,




AATPCES TP

539ymall die g oLl aadlasd 33yls | aag (Olpmmill Caliis

Oylat) azall b
Oladas (g dasl 75
I gl eyl e dals 7
Jods e 3Ly 7]
Jal38 oy o 7.
dozea B9yl e (5o /.|
Il e e =l dus 73]
>3] 3gamazliall s /sl
oold Lol ndac 7al
JECTOPR\| NOOM| dazea /.|
das doeas g e 7l
sl (0
dos] ila s yale s
3 el dazea 7.0
JOV-PUPS WPV
SN oyl Sgazmarald

Il L8N (3
ool dpdl Cady /sl
s desedl e B34y /2]
Sl dee agd Oladi /s
Lo e (599 7.

Sl deazes Jale 73

dasr] (§ymcacs pammydl e 75
Ol @il e (5L /3.
kol de gy deseas sl

et cadalll e Coans/al

Cavugy apal | gy /3]
e M Sl 5905} ®
g (e Juelowd /5.
et ylisdl el /sl
)y vgs (A /5]
Al Sl de dao /|
HB do—mxn M/Jj

=y | Craldlg clasI &

odue cllat! de deedl 7l
gy doasea yuols 73]

(—03lg2d dasl Jlas /5]
(S Y 953.«4.\]‘ Josen /a.i

Lt L 5 4 sa slac) (@




3541 3y080 gulkme shas] 5alud! showl
MY amelar ety /59l S Aluld . )
851 yulxa (a0
Lelatt Olatyld 5231 Jamel (puelhy AL /5 9iSadt SN . ¥
35133 (ulzme ey QL Srgoedly
Jolso Al e 7l /Fadd) Balaw . ¥
Ll 1 gas
Olegds oM e (il /ygisaddt ¥ ¢
La,d 1gas WAY%A (VS (=
(wge 9 ezt e /ALY .0
N Jad ol Iadlxs
Il gf asme el /59t ALY .1
AN amalar (93LEN 9 Tamg 5 Dol LYY
Adoedl e ol (g amme /y9asa ) ALY Y
205 (sl 3,880 Gy Sl atla e
A sne el e 5 ) /3590 Sadtt ALY - A
)Y amala 5 ,aLET0 Ol 5yl adSs S
Eo9 e dgadall A Ay /gl AN 4
ailay 5 93LaN g s il ooy 3Lt
Pled oce ame yuly /bwad! N
WIIR) I (PV7L SN S [ TRy o 7
s dl etz [59asat) ALY L 1Y
Aralzl! Iladt HLiclual! - wloeadt Ui
o emme e Lud /il wud! Y




rual
JVERIV | PPN

*

HM
i dl dasee 59t AL aldy
RHAL Gy 9 S sl e

B ¢l podl G 5T e oLl g 83 all 5 ¢ padlall oy b ol
Angg el o I Olely vgas o a5 Al Jo s e pe VT 0l e

o s sLam W JolS o 58 s dlome mlie ] 0 OF Likannsd
oro O il s G Lgale Aomall o Tas 15 (V) 05 sl el 3l 5 Ul
gk AN Lela s Ll Aloadl s a5 el lubo] oy die kol n s
i | (a5

i gadD 1 5y Gy 30l \@L@JW%_:&\:)\;;&\Q_&
iSeadb 3l daalons) 0 OB Com s Clan ] jadl 5 dowlowoll diged delazs Y]
Gl Ll s . salal s @31 1 oy Be Lz V1A gl 3 sl 2 o)
bl Sl ledl G Leltza V1 o] = e D) e ooty S el
AV s ol J ol el s pand) Jlos Yl ladiie e Gils 2l s .
el oI LT G L LI Gl 5N i 55 5151 3 & el OLazs Y|
plasenl 43 s e I s ssl Js 3 &)liaall lazes Slsdoes) (ya
o aldl ol s (UL s gl 3 50l 5 G 5 slad J el 3 503
3l Al il s . ole s30iadl Ol e s daladl 4531 godl e o 35D
L) e eloed el Em I Lol (e 21 f&;’kﬂ ) 1 g @LMJ\ ol

—




Ooeally byl waadl 2391 Aaalany adasy ! LTI JalS o 3550 Aons

Tl e ladls G S pLed L il - 8 (3 ) s TS e e
293 e el ol (Cudl 33D J 5 C,,L*J\ Gl el 5 (Gaim s
s Loy 0 IS LAV AS o o) s ledl oS (3 s 3l
N1 W PO P USSP SV - AR WVSL N/ FCH WO N | PO
(&3 pandl Ay Al dS0edl @ dealinadl IS 21 (8 468 ] 4508 )1 i daddD)
ool 8 bl B LN WY &S ] J gl 1d 3 i Ll Cdl el
SIS plsend STl 1y e S Gl el 5 Gilibee Sliy s
Lo o)l Ol Ay eI iden o 505 8 e ler Y1 ol I
Soul 2T I LI e e cusy 455 Yl drelr U e
PPN

$oLaVI Sl 5 B5 ¢SS e pd Loy ool o OF o5
Slozgll 4,8 3 g 5350 cn LVl s B2 5583 (0 Jand Loy ¢ DY
Jorres O ol ) s Led S Liadl (g e OF I bl JUis 5 L] g 5l
= Jeldl G s i OF g 8302t 15 55 o (ol Joenw (3 0 g0l Lo
) U o S5 o sy L g O gilres

Joadl ol o ] 63l 5 38 gl b1 5

2255 gty 35531 e
RYBSEYPR VL 7] /3.




Operational, Regulatory and Shari'ah Issues of Islamic Lending-Based Crowdfunding:
Case Studies of Selected Platforms Mysara AbdElwahab Mohamed

Operational, Regulatory and Shari'ah Issues of
Islamic Lending-Based Crowdfunding: Case
Studies of Selected Platforms®

MYSARA ABDELWAHAB MOHAMED

Abstract

Purpose — The study aims to provide insight into some critical
aspects that need to be evaluated for successful Islamic lending-based
crowdfunding platforms. It also aims to provide a deep understanding of
the use of Islamic financial transactions pertaining to Islamic lending-
based crowdfunding.

Methodology — This paper uses a qualitative method which is
more appropriate with the objective of the study as it does not require
any statistical analyses. The paper is based on document analysis and a
comparison approach between of two Islamic lending-based platforms
"KapitalBoost in Singapore and Beehive in Dubai" from the Shari'ah
perspective. These two are considered the most active platforms of
Islamic lending-based model.

Findings — Basically there are three contractual relationships in
the underlying contracts of Islamic lending-based platform "sale,
Tawarruq and agency-based". Some Shari'ah issues rise: the relationship
of the platform with the parties, responsibility of Shari'ah compliance
during lending period and other Shari'ah issues related to the underlying
contracts.
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PROF. DR. RUSNI HASSAN, Institute of Islamic Banking and Finance
International Islamic University of Malaysia, Kuala Lampur, Malaysia.

LSO




Operational, Regulatory and Shari'ah Issues of Islamic Lending-Based Crowdfunding:
Case Studies of Selected Platforms Mysara AbdElwahab Mohamed

Originality/value — The study highlights several issues in
Islamic lending-based platforms in terms of operational, regulatory and
Shari'ah issues. The paper also contributes significantly in providing the
literatures of Islamic lending-based crowdfunding as an emerging issue
from the social finance aspect.

Keywords: crowdfunding, lending-based, Islamic lending-based,
contract, KapitalBoost, Beehive.

Paper type: research paper

1 Introduction

The excessive reliance on debt instruments in the conventional
financial system, has caused emerging trends in the Islamic finance
industry in its quest to compete with the conventional system. These
trends involve tracking the path of the conventional system of debt
culture which caused much similarity with the lending-based
crowdfunding model. This model represents the most common type of
the whole crowdfunding industry which amounted to USD25.1 Billion
or 73% of the total estimated crowdfunding industry in 2015 (S.
Wahjono, Marina, Widayat, & Nasir, 2017). More also, according to the
Beehive Online Marketplace for Peer-to-Peer (P2P) financing in Dubai,
global P2P lending has been forecasted to deliver $300 billion by 2020
to the industry.

In Islamic lending-based crowdfunding, the platforms use some
specific contracts compliant to the Shari'ah. These contracts include
commodity murabahah based on tawarruq, murabahah to the purchase
orderer and wakalah bil ujrah. However, to meet the Shari'ah
requirements for these contracts, there should be proper controls,
particularly Shariah supervision and review. Some of the platforms do
not have any Shariah committee even though they present themselves as
Halal platforms, which may not be the case. In this regard, there is the
need to investigate the applications of these contracts to ascertain
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whether they fulfil the Islamic principles in debt transactions, such as
avoidance of usury (riba), gambling (maisir), uncertainty (gharar) and
products and services not acceptable in the Shariah.

Accordingly, this research paper will explore the application of
underlying Shari'ah contracts in some selected Islamic lending-based
crowdfunding platforms, namely Kapital Boost in Singapore and
Beehive in Dubai.

2  Methodology

This study uses a qualitative method which is more appropriate for
this kind of research, where the absence of statistical data. The paper
relies on the main instruments of the qualitative method which are
document analysis and comparison between Kapital Boost in Singapore
and Beehive in Dubai, in terms of Shari'ah compliant, in order to
determine the level of adherence of the two cases with Islamic principles
of lending-based. In this regard, this method aims to understand the two
cases, in order to drive the accurate results pertaining to the real practice
of the cases. Besides, the two selected cases have been chosen, because
they are considered the most active Islamic lending-based crowdfunding
in crowdfunding industry. Where their countries "Singapore and Dubai"
issued regulations in respect to Islamic crowdfunding which led to
progress these two platforms in Islamic crowdfunding industry.

3 Literature review

3.1 Concept of crowdfunding

Crowdfunding is essentially a new operating system with its own
particularities as it represents the new interaction of social crowd
economics landscape globally(Nur Aqidah Suhaili & Mohd Rizal Palil,
2016). Crowdfunding is defined as a collective effort by a large group of
people on the network to pool their money together in order to invest in,
whether for profitability or social responsibility purposes, and support
ideas initiated by individuals, groups or organizations. In another words,
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the main idea of crowdfunding is to raise money from large audiences
rather than a few groups of investors, (Leite, 2012).

The use of crowd increases the customers' request of product
newness as well as decrease costs, through sharing the design of product
and development, the crowd can contribute to create a value for the
business. Furthermore, crowdfunding activities, investors and the other
parties enhance needed capital to the business to enhance its investment,
for instance obtaining new assets and pay allowances (Schwienbacher &
Larralde, 2010). Besides, crowds are more diverse than individuals or
small groups, that means it is more efficient but the efficiency of crowds
for mitigating problems of business pertains to its composition.
However, another author said it is based on the own opinion of crowd
members or may follow others' suggestion and reached them to the
better solutions (Surowiecki, 2004).

All definitions care about the social responsibility and how it
serves economic growth. Through providing a fund for small and
microfinance players in the market in order to increase all progress
factors that enhance economic growth such as, raise the percentage of
employment up and reducing the poverty. As well as, how the investors
and entrepreneurs meet easily via the internet.

3.2 Models of crowdfunding:

According to the Word Bank (2013), there are five models of
crowdfunding, which are: Donation-based, Reward-based, Equity-based,
Lending-based /peer to peer (p2p) lending and Royalty-based. On the
other hand, according to International Organization of Securities
Commissions (IOSCO) 2014, there are only four models without a
Royalty-based model, the first two models are under community
category, while the last two models are under financial return or
crowdfunding investment, that will be discussed below.
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a. Donation-based model

Donation-based crowdfunding has an essential role to support
charity enterprises that enhance social entrepreneurship. From an Islamic
perspective it presents an optimal channel for spending Zakah and
Sadaqah to be utilized efficiently for reducing unemployment and
poverty alleviation. According to Massolution (2012), donation-based
crowdfunding is considered the simplest model in crowdfunding, where
funders just donate only for charity purposes without waiting for any
expected returns. In other words, all funded projects through this model
are non-profit projects. However, there are some physical gifts given to
the donors to appreciate the value of their contribution(Leite, 2012).

The mechanism of the donation-based model begins with the
project initiator preparing a short video presentation of the project plan
with detailed explanations about the concept, goals and logistics such as,
location, time and costs required/expected. In the second stage the
project initiator chooses the relevant crowdfunding platform to launch
the campaign. The campaign will be viewed on the platform, then after
the potential investors get convinced of the campaign, the investor
chooses a campaign and transfer the money to specific account by the
platform. Once the target of the campaign is complete, then the platform
will send terms, instructions and administrative fees to the project
initiator. Signing the agreement and fundraising will be transferred to the
entrepreneur to run the project (S. I. Wahjono & Marina, 2016).

b. Reward- based

Reward-based model also concentrates on charity projects like
the Donation-based model. However, fund provider expects some kind
of returns from the business, these rewards may be in the form of
appreciated stuff such as, invitations for visiting concern, film, artist
workshop or dinner. Furthermore, in other cases funders receive
symbolic gifts such as, T-shirts advertising or any samples of the
products which are included in the campaign (Abdullah, 2016). For
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instance, Jamaican bobsleigh team financed their participation in the
Olympic Winter Games in Sochi via crowdfunding, offering their
sponsors a T-shirt in return (Dapp & Laskawi, 2014).

c¢. Equity-based model

In the Equity-based model funders are treated as equity-investors
because of providing money to the capital seekers. Each capital provider has
shares based on capital contribution (Andersson, Andersson, &
Uusivuori, 2015). Massolution (2012) said that “funders receive
compensation in the form of fundraiser’s equity-based or revenue or
profit-share arrangements”. The funder might have the right to
participate and vote on some decision. In terms of effective practice,
equity-based recorded the most effective model especially for funding
digital products such as, software, music and video. Furthermore, equity-
based raises the largest amount of money per campaign compared to the
other models. Moreover, most campaigns of equity model raised more
than 25 thousand dollars, it is considered the fastest growing category
(Leite, 2012). Therefore, funders in equity-based crowdfunding projects
share in dividends and reserve the right to sell their shares (Joode, 2015).

d. Lending-based model

The lending-based model or peer to peer (p2p) crowdfunding is
one of the investment crowdfunding models. It is like a loan where the
lender provides a loan to the borrower who has to repay the principal
loan plus interest over a period of time. In other words, the crowd grants
loans to the entrepreneurs to run their project or finance new goods or
services, and the crowd receives fixed periodic income (the original
amount as well as the interest) without any considerations about what is
the financial condition of the project. In 2015 this model became the
most common model of crowdfunding (Wahjono, Sentot Imam, Anna
Marina, Widayat, Nasir, 2017). The next section will discuss this model
in depth, because it is the subject matter of this paper.
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3.3 Types of contracts in Islamic lending-based crowdfunding

As mentioned above, the best way to avoid prohibited elements
such as riba, gharar, gambling and maysir, etc, is to use Islamic
Financial Transactions. This is important nowadays where there is a
pervasive debt culture where anything is accepted regardless of its
prohibited nature. The Shari’ah approved transactions which can be used in
lending based transactions and crowdfunding (lending—based model) include
Commodity Murabahah, Murabaha to purchase order, Wakalah and Qard
Hasan. These are discussed in further details in the section below.

3.3.1 Murabahah Contract

Murabahah contract is the most commonly used contract in
Islamic financial transactions, it is categorized as a sale contract which is
called "trust sale" because it is based on the honesty of the seller to
determine the cost and profit of the commodity. The origins of the word
Murabahah came from "Ribh" which means to gain something or further
something. The simple/the original form of Murabahah contract is, when
the seller introduces a commodity with disclosure about the cost in
addition to profit. Murabahah is often used in deferred instalment
payment basis. In banks, capital markets and the crowdfunding industry,
there are some forms of using Murabahah contract that requires other
components (Suzuki & Sohrab Uddin, 2016). This part is a discussion of
these forms and components of Murabahah contract in modern use.

It is notable in Islamic lending crowdfunding platforms, they use
Murabahah contract in two forms:

a) Commodity Murabahah
b) Murabaha to Purchase Order
a. Commodity Murabahah Financing (Tawarruq)

According to Samah (2016) the main objective of commodity
Murabahah is getting cash. In the current use of Commodity Murabaha
Financing there are four parties in the contract:
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I- Fund seeker

2- Fund provider

3- Commodity Broker 1
4- Commodity Broker 2

A fund seeker approaches the platform for financing through the
purchase of a commodity. The fund seeker could be people, organization
or business. The fund provider will purchase a commodity on spot basis
from Commodity Broker (1). The fund provider could be people,
business or an organization. The fund provider will sell the commodity
to the fund seeker on a deferred instalments payment basis (principal
plus profit). The fund seeker, who is now owner of the commodity will
appoint the fund provider as an agent to sell the commodity on spot price
to Commodity Broker (2). The fund provider will pay the fund seeker in
spot. Hence, the fund seeker will receive the cash which is the main
objective of the contract.

b. Murabaha to Purchase Order (MTPO)

Most of the activities of Islamic banking sector rely on Murabaha
to purchase order, even in the Islamic lending-based crowdfunding
industry(Wulandari, Putri, Kassim, & Sulung, 2016). Where a
customer/fund seeker approaches a platform for seeking assets, then
undertake to purchase that assets in form of binding Wa'ad, then the
platform contacts its investors which are registered on the platform and
the potential investors in order to provide a fund for the fund seeker. The
platform will purchase the assets from a supplier and deliver them to the
fund seeker in spot and the fund seeker will pay the sale price in
deferred.

One of the main documents that serves conducting Murabaha
contract is Murabahah Master Agreement. It is a document of agreement
between the parties of Murabahah contract, where the customer agrees to
purchase commodities from the investor from time to time as per the
terms and conditions of this agreement in order to facilitate the
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agreement under which various Sub-Murabahah contracts may be
conducted from time to time (Alfalah Limited, 2017).

3.3.2 Wakalah bil ujrah

"Wakalah refers to a contract in which a party, as principal
(muwakkil) authorizes another party as his agent (wakil) to perform a
particular task in matters that may be delegated, with or without
imposition of a fee". The basic of Wakalah is delegation or authorization
of the agent "wakil" by the principal "muwakkil" resulting in the agent
having fiduciary duties "amanah" towards the principal within what has
been authorized to him (Bank Negara Malaysia, 2015).

3.3.3 Qard/loan contract

According to AAOIFTI standards, Qard is a transfer of ownership
in fungible wealth to a person on whom it is binding to return wealth
similar to it. It is permissible to a lending institution to charge for
services rendered in loans equivalent to the actual amount directly spent
on such services. Qard contract is usually used in a non-profit institution,
as well as utilized in modern form like Current Account.

As a result of that, all these contracts have been used in Islamic
crowdfunding lending-based platforms, through above discussion the
paper can match these contracts with the real practice in the industry as
well as matching with Shari'ah Standards of AAOIFI, Shari'ah scholars'
opinions and Fatwas.

4 Selected Case studies of Islamic lending-based crowdfunding

One of the main objectives of this paper is to analyse the current
practice of Islamic lending-based crowdfunding industry, through
exploring the application of lending based crowdfunding in Kapitalboost
and Beehive crowdfunding platforms.

4.1 Case Study (1): Kapitalboost in Singapore

As mentioned above there are two types of financing which are
conducting two different Shari'ah contracts which are: Murabaha for
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assets purchase and Wakalah bil Ujrah with Qard for Invoice Financing.
The following illustration will explain the real practice of each contracts
respectively:

a. First contract: "Murabaha for assets purchase"

Kapital Boost arranges a Murabaha contract for the purchase of
assets. Under figure (1), investors agree to purchase assets which they
will sell to the SME at a marked-up price in deferred instalments. The
asset purchasing flow between Kapital Boost, the SME, and the
seller/supplier are shown and explained below.

In figure (1) there are three parties KapitalBoost, SMEs and
investors, after SMEs requesting financing from the platform and before
buying assets, they conducted Murabaha Master Agreement among the
three parties. Firstly, SMEs ask for finance to purchase the need assets,
then after the investors get convinced about the SMEs campaign, the
investors transfer the money to SMEs via KapitalBoost through using
online payment gate, and SMEs will purchase the assets from the
supplier by cash as agents on behalf of the investors. Therefore, the
ownership of the assets will be in investors possession, at the same time
the assets physically will be in the SMEs possession, then the SMEs will
request to purchase the assets from the investors with the original price
plus profit with payment of deferred basis. So, the ownership of the
assets will be transferred to the SMEs, and the SMEs can sell their goods
or services to their customers, and pay back the investors principal and
profit.
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Figure 1: Asset Purchase financing (Murabaha) (Adopted from:
kapitalboost.com/)

b. Second contract: (Wakalah bil Ujrah with Qard for Invoice
Financing)

It offers invoice financing for SMEs seeking to liquidate their
receivables for getting cash. Invoice financing allows greater flexibility
on the usage of funds beyond just asset purchases. In figure (2), SMEs
can seek cash advance to meet their working capital needs and ensure
smooth business operations.

In figure (2), firstly, the SMEs approach the platform to liquidate
their receivables, then the funders/investors lend the SMEs loans without
any interests', and funders will be agents for collecting payments from
customer/supplier for Ujrah "fees for agency", the amount of that
Qard/lending should not be more than 85% of the receivables amount
according to KapitalBoost conditions. Secondly, funders will approach
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KapitalBoost as a sub-Agent to handle the receivables management
services, at the maturity date of the receivables, the customers will pay
the invoice amount, then SMEs will pay the principal of loan plus
agency fees to the investors and KapitalBoost.
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Figure 2: Invoice financing (Qard and Wakalah) (Adopted from:
kapitalboost.com)

4.2 Case Study (2): Beehive in Dubai

As mentioned above, beehive conducts a Commodity Murabaha
contract through Dubai multi commodities centre "DMCC Tradeflow"
online platform which is a dedicated flexible and customized online
platform for registering possession and ownership of commodities stored
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in UAE based storage facilities. It is a specialized, interactive ownership
registry that brings together all stakeholders related to the trade and
financing of physical commodities (DMCC, 2004). Figure (3) illustrates
the procedures of conducting Commodity Murabaha on beehive Islamic
p2p crowdfunding.

1- Business will undertake to Purchase the commodities, the Investors
will offer to purchase the commodities,

2- Supplier will accept and the ownership of the commodities will be
transferred

3- The Investors will issue a Murabaha contract, and the business will
be accepted and ownership of the commodities will be transferred
from the Investors to the Business, with the payment of cost price
plus agreed profit which is deferred instalments.

4- Once the Business has obtained the underlying commodities, they
can instantly monetize the value of the commodities through DMCC
Tradeflow (beehive, 2017a).
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Figure (3) Commodity Murabaha in beehive P2P crowdfunding
(Adopted from: Beehive, 2017a)
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5 Analysis and Findings

5.1

Based Crowdfunding

Table (1): Comparison of Kapitalboost and Beehive Lending-

The comparison will highlight the most important points that help
in clear assessment of the two cases. After this comparison the paper
will discuss the main issues that drive the similarities and differences, as

well as explore the challenges of each case in order to enhance the

results of the paper.

KapitalBoost platform Beehive platform
Platform Financial intermediary Financial intermediary
Relationship
Charge 5% of the total fund 2-4% based on the period

business fee
(service fee)

Investment fee

No investment fee

2% as repayment fee

Profit rate Depend on the period of 6% -14% based on risk
(investors) repayment and risk of rate and period of
business repayment
Guarantee personal guarantee for the | Undated security cheque
total fund & joint bank for the total fund &
account between SME & personal/corporate
the platform & collateral guarantee
with value 150% of fund
amount (one of the
options)
Risk borne by the investor borne by the investor
Past Period of 1 year 2 years
business
Ty
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Underlying Asset Purchase Financing Business Financing &
products & Invoice Financing Invoice Financing
Underlying Murabaha master Commodity Murabaha
contracts agreement & Qard with (Tawarruq)
Wakalah
Securities Available available
commission
SO
Geographic Singapore, Malaysia and UAE
Scope of Indonesia
business place
Late in paying Not mentioned Profit continues to accrue
at the agreed daily rate
for any late payments (it
may lead to interest)
Default After 90 days, legal After 30 days as grace,
actions from the investors legal actions from the
side platform, with investor's
responsibility.
Secondary not available Available (0.5% fee)
market

Table (1): Comparison between Kapitalboost and Beehive in Islamic
Lending-Based Crowdfunding (Source: Authors' own)

According to the comparison in table 1 between the two cases, it is noted
that the most important points to be highlighted are:

a. Secondary market: in the case of when investors want to exit early
from the platform, Beehive allows them to deal in the secondary
market which allows investors the option to transfer their
investment parts acquired on the platform to other investors on the
same platform. Investments can only be transferred in the secondary
market only in cases where the business has successfully made a
repayment. There is no guarantee that a loan part put up for sale on
the secondary market will be purchased, and investors will be
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charged by 0.05 % in case of successful secondary market
transaction (Beehive, 2017b).

b. Past period of business: the two platforms must have already
launched the business before obtaining fund. For kapitalboost
platform must be launched for 1 year before fundraising event, and
for Beehive must be launched for 2 years before fundraising event,
in order to make sure that the business has enough experience in the
market, and then has higher potential of profitability.

c. Charge business fee: for kapitalboost platform, it imposes a charge
fee of 5% of the amount of funds in case of successful fund. While
beehive platform charges a fee based on payment period from 4-2%
of the total amount of successful fund. This percentage is
represented the profit of the platform.

d. Geographic Scope of business place: regarding to the place that
the business based in, for KapitalBoost is wider than Beehive, where
the former is eligible in three countries which are (Singapore,
Malaysia and Indonesia). While the latter is eligible only in country
for fundraising, which is Emiratis. Therefore, Kapitalboost may
have more effective on the crowdfunding market.

e. Underlying contracts:

For kapitalboost platform, the underlying contracts are two kinds of
products which are "Asset purchase financing" based on general
Murabaha and "Invoice financing" based on Wakalah bil Ujrah with
Qard. For general Murabaha contract, they have the same product in
Islamic banking which is Murabaha to purchase order, but in
different mechanism, which is based on Murabaha Master
Agreement. There is a Shari'ah issue with the conducting of
wakalah bil Ujrah which will be highlighted in the Shari'ah issues
below.

For Beehive platform the underlying contract is Commodity
Murabaha based on Tawarrug, which is a controversial issue among
Shari'ah scholars because it involves basics of bai’ Al- ‘inah through
Al-Tawarruq Al-Monazam, which is impermissible according the
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most of scholars as well as International Islamic Figh Academy
since 2009'. However, many esteemed Shari'ah Advisory Boards in
different banks issued Fatwas with permissibility of this kind of
Tawarrug due to the necessity of such kind of contracts for
commercial and legal challenges. Therefore, the form of contract
may lead to Shari'ah compliant, but according to the real practice, it
is not achieving Shari'ah objectives.

f. Shari'ah committee (SC): both of the two platforms have SC. It
has the similar functions of SCs in the other Islamic financial
institutions, such as responsibility and accountability for all Shari'ah
decisions, opinions and views provided as well as ascertain of the
Shari'ah compliance of all business campaigns and supervision of
the whole contractual transactions between the parties in the
platform(Hassan, 2016). The existence of SC in these platforms
make them trustier in the Islamic crowdfunding industry.

g. Late in paying: first of all, fund provider should give a grace period
for the fund seeker because the fund seeker may be in difficulty, as
it is mentioned in Quran. Allah says ( 5% () 8,k 375 RSN

YA« 4 38 ) that means " if the debtor is in straitened
circumstances, then let there be postponement to the time of ease
"verse 280 Surah Al-Bagarah". In the KapitalBoost case it is not
mentioned any kind of charging fee, and this is Shari'ah compliant.
For Beehive case, they mentioned "that profit continues to accrue at
the agreed daily rate for any late payments" which may lead to
interest, in such case, as long as the information is not clear enough,
and the word "accrue" means according to longman dictionary "if
money accrue or is accrued, it gradually increases over a period of
time". Therefore, in such case it is considered as an interest.

(1) http://www.iifa-aifi.org/2302.html
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5.2 Operational Issues

5.2.1 Commodity Murabaha based on Tawarruq and nature of
asset "Beehive"

As discussed earlier the steps of Commodity Murabaha transaction in
details, where Beehive platform conducts this Commodity Murabaha
transaction based on Tawarruq which needs some special requirements
for conducting Commodity Murabaha transaction which are formed in
three characteristics: (i) highly liquid commodities that can be easily
bought and sold in similar qualities, (ii) in any desired quantity (iii)
tradable on an electronic exchange with high profit(IFSB, 2017), such as
Bursa suq al-sila in Malaysia, Bahrain and DMCC Tradeflow
Commodity Murabahah platform in beehive Dubai, because after
obtaining the commodity, it monetises through BMCC, which is the
main objective of the contract. Therefore, the nature of the asset in
Commodity Murabaha contract based on Tawarruq in Beehive platform
should cover all these requirements to be valid with the contractual
operation.

5.2.2 Murabaha based on sale contract and nature of asset

""Kapitalboost"

As mentioned above the nature of assets in Commodity
Murabaha differs from the nature of assets in general Murabaha based on
sale contract, where the latter does not need to provide a commodity that
can be highly liquid into cash, because the commodity in such case is
needed for trading or producing activities for the fund seeker. To
mitigate the risk, fund seeker should give a promise of purchasing the
commodity before the fund provider possesses the commodity.

In case the cost of commodity/asset exceeds the amount of funds
from each fund provider, and the asset is indivisible/not scalable. The
platform should conduct Murabaha master agreement and determine in
each stage of contract the rights and obligations of each single fund
providers, where each fund provider does not know the potential
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investor(IFSB, 2017). So, the platform should be very careful with
establishing a pool of temporary joint owners in terms of transparency
and roles of enhancing dispute settlement to avoid Shari'ah non-
compliance. As a result of that, conducting Murabaha Master Agreement
is a condition to implement the contractual operation properly.

5.2.3 Islamic platform functions

The main function of lending-based crowdfunding platforms is a
financial intermediary. However, according to the last report of "ifsb"
2017 in terms of Islamic crowdfunding, the platform acts as a third-party
facilitator which has three main functions (i) verify the enterprises from
Shari'ah compliance perspective, (ii) sending the enterprise details to the
Islamic investors. (iii) to meet the investors and supplier/commodity
traders together, where each investor can purchase the required
commodity for Murabaha contract. For the paper's opinion, there is no
big different between the two platforms' functions, because at the end of
the day there is no assigning contract between the platform and other
party. Through these three functions we can try to make the relationship
of the two parties stronger to avoid the Shari'ah issue of the explicit offer
and acceptance between the investors and business, that will be
elaborated it in the following Shari'ah issues.

5.3 Shari'ah Issues:

5.3.1 The underlying contract of invoice financing in KapitalBoost
platform (Wakalaha bil Ujrah with Qard,)

For Wakalaha bil Ujrah with Qard, according to the provided
explanation on their website which is not clear enough for building a
comprehensive perception from Shari'ah compliance perspective. So, in
this regard, the structure of Qard and wakalah bil ujrah are Shari'ah
compliance separately. However, in such case when the two contracts
are combined, there some Shari'ah issues should be highlighted.
Wakalah contract depend on providing Qard to the business. As
mentioned in their website, the business will appoint the investors as
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agent in case the investors provide Qard to the business, and then
Wkalah fee will be along with Qard which is considered Bai' wa salaf
(<alus 5 &) which is impermissible as in Hadith.

J5 gyl 5 a5y sl an Al (Calus o e o8 4l aluy adde i e il e 55, L)

This Hadith means that prophet Mohamed (pbuh) said "sale and
loan contracts at the same time is impermissible".

Therefore, Qard contract in such case will lead to Fighy ruling
(L s¢d i a (= 53 US) which means, any benefit generated from a loan is
riba. In addition, according to AAOIFI Shari'ah Standards it is
permissible to combine two contracts except if one of the contracts is
condition to another, and in this case if the there is no Wakalah contract,
Qard contract will not be conducted. Furthermore, another Fatwa about
Wakalah with Qard " a customer approach a bank for Qard Hasan, and
the bank accepts, with condition of using a part of its customer's bank
account in Bursa as agent with fee "ujrah" and one of the outstanding
scholars his name is Al Sheikh Abdalhai Yousf said this a Hilah for
Riba’.

5.3.2 Relationship of platforms with the parties

There are two models of the relationship of operator platforms as
an intermediary between the parties in the platform which are: the
project selection model "the first generation" and the class or product
selection model "the second generation". For the first generation the
fund provider can choose the fund seeker based on previous relationship
between them. For the second generation the platform will assess and
class the fund seekers then fund provider can choose the relevant fund
seeker without any previous relationship(IFSB, 2017). Hence, in the
second case the fund provider will be doubtful that the fund seeker will

(2) "Al-Muta' "{657:2}; "Musnad Ahmad" {179/2}
(3) https://ar.islamway.net/fatwa/37223/%D9%82%D8%B1%D8%B6-%D9%88%
D9%88%D9%83%D8%A7%D9%84%D8%A9
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conduct the business according to Shari'ah principles or not. As well as,
the contracts should be an explicit offer and acceptance between parties,
because in the practice fund provider puts condition to finance in any
project at specified profit to be in a particular risk category. The offer in
that way may lead to defective offer. At the same time, fund seeker often
does not know the all fund providers who contributed to the transferred
the fund to him through the platform. So, the fund seeker will not know
how can respond the acceptance of that offer to the fund providers. This
issue is raised because platforms do not mention the relationships
between them and the parties. Therefore, Shari’ah committee in the
platform must clarify that relationship. Besides, when fund providers
send money to the platforms, the platforms allocate that fund to different
fund seekers without detailed knowledge of the fund providers, and the
fund providers receive periodic profit plus the principal amount which
looks like Riba even if the fund seeker conduct the contract as
Commodity Murabaha. As a result of that, the project selection model
"the first generation" with a clearly identifiable Murabahah or
Commodity Murabahah contract can avoid such problem.

5.3.3 Responsibility of Shari'ah Compliance During Lending
Period

The main issue of Islamic platform crowdfunding is the
verification of fund seeking business to be fulfilled the Shari'ah
requirements such as avoidance of involving impermissible items and
interest-based transactions. In addition, Islamic investors' concern about
Shari'ah compliance throughout the period of contract. This ambiguity
led the paper to raise the issue of responsibility of Shari’ah compliance
whether the platform or each investor is responsible for following up the
Shari’ah compliance. In case of the responsibility of Shari’ah
compliance is located in the investors side, that requires them to have
enough experience to evaluate Shari'ah compliance. On the other hand,
which is more practical, in case of the responsibility of Shari'ah
supervision in the platform side that will lead to some questions which
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are: How can a platform as being a start-up by itself confirm of the
Shari'ah compliance of enterprise, which means the cost of Shari'ah
board it will be very costly, and it will increase the burden of the
platform. Top of that, in case of breaching Shari'ah compliance roles, Is
there any dispute settlement technique? These problems would be solved
easier in countries which have a Shari'ah governance than those who do
not have. In other words, in case the platform became non-compliant the
Islamic investors should claim against the platform, which make the
platform expose to risk. In order to mitigate this risk the Islamic
platforms require a capital buffer or insurance to cover such kind of risk
and in this case the cost of Islamic platform will increase compared to
the counterparty(IFSB, 2017). At the same time, the role of the Islamic
platform will change from intermediary or matchmaker to a financial
institution. As a result of that, Islamic platforms would transfer more
responsibility to the investors, in order to keep the platform as facilitator
or intermediary.

5.4 Regulatory Issues (Role of Shari'ah Compliance)

The main point of regulating Shari'ah compliance of Islamic
lending-based crowdfunding is to make sure that the business will be
Shari'ah compliant till the end of business. Because the business will
begin in Shari'ah complaint for a period of time from the beginning, then
over time some Shari'ah non-compliant items start to appear into the
transactions of the platform or the quality of Shari'ah may retract. Except
in case the platform itself reports its controversial issues(IFSB, 2017).
As a result of that, there is a need to set regulations for the Shari'ah
Advisory Board which are appropriated with the nature of Islamic
lending-based crowdfunding to guarantee the activation of Shari'ah
requirements for the whole period of the business. For instance,
Malaysian regulation of Shari'ah compliance is very appropriate example
for Islamization the lending-based crowdfunding which includes: (i)
Providing Shari'ah knowledge and guidance for the whole issues,
especially in structuring, documentation and investment instruments. (ii)
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Applying intellectual reasoning "ijtihad" in case of absence of any
ruling(Commission, 2016).

6 Conclusion

The underlying contracts in Islamic lending-based crowdfunding
are based on sale contract, Tawarruq and agency-based. The contractual
relationship is only between the fund seeker and fund provider. Besides,
the role of the platform is a mere financial intermediation is to assess the
credit risk of fund seekers and assigns proprietary scores to them. In
addition, the platforms minimize the investment risk through
diversifying investment across several different campaigns on the
website. However, investors have the full responsibility to decide on the
investments that best suit their risk appetite.

According to available information in the selected internet
platforms, the two platforms avoid involving prohibited commodities,
which means all products and services of the campaigns are Halal, and
they have Shari'ah Committees, which plays an essential role in filtering
projects for Shari'ah compliance. Furthermore, the available documents
in their websites are not enough for highlighting other critical issues, and
in some cases, there is some ambiguity related to Shari'ah issues. It is
required that such issues should be activated and monitored and observe
their disclosure statements in generally and the Shari'ah requirements in
particular.
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