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Introduction

The Global Financial Crisis of 2008 was a 
significant event for the financial system. Not 
only did it expose the systemic risk within the 
financial system, but it also led to tightening up 
of regulation and stricter conditions for banking 
operations. It became harder for small businesses 
to get financing they required due to risk-averse 
banking guidelines. This led to the growth of 
alternative finance and with it, crowdfunding. 
This research paper explores alternative finance 
and in particular, crowdfunding. Thereafter, 
crowdfunding and its models are explored in 
depth. The paper ends with insights on how to 
structure a Shariah compliant crowdfund.
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Alternative Finance

Alternative finance is an umbrella term that 
refers to a new financing mechanism that has 
emerged outside of the traditional financial 
system and helps connect fundraisers directly 
with funders often via online platforms  
or websites. 

Alternative finance differs to traditional banking 
or capital market finance through technology-
enabled ‘disintermediation’, which means 
utilising third party capital by connecting 
fundraisers directly with funders, in turn, 
reducing transactional costs and improving 
market efficiency.

An alternative finance provider is typically a 
business which administers non-bank funding 
to small and medium-sized businesses through 
loans, finance, or the purchase of equity. Most of 
the funding is generated through investments, 
loans, and donations, but the demand for this 
sector is based on mutual benefit. Investors 
have more investment choices, enabling them to 
donate towards a cause or generate income based 
on their risk appetite (any investment promising 
a reward, investment, or return may come with 
risk). Borrowers benefit from finance that is easy 
to apply for and quick to obtain.
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Products in Alternative Finance

Alternative finance includes several types of products. The distinctions between these products are 
important as they differ immensely in the types of people and organisations that use them, why they use 
them and the nature, form and amount of financial transactions that take place. Examples of alternative 
financing activities through ‘online marketplaces’ are reward-based crowdfunding, equity crowdfunding, 
revenue-based financing, online lenders, peer-to-peer consumer and business lending, and invoice 
trading third party payment platforms.

1. Peer-to-peer lending

Peer-to-peer (P2P) lending, also known as 
crowdlending, is similar to bank loans in that 
borrowers receive funds and are required to  
make regular monthly repayments with interest. 
The key difference in P2P is that funds are raised 
through a crowd of investors rather than a bank.

In some scenarios, loans may be put on a 
platform’s online auction for investors to bid  
on, making the interest rate payable dependent 
on the investor bidding process. In other cases, 
investors may be given a fixed-rate loan or a 
packaged product allowing them to invest in 
multiple loans through one investment. Once 
the auction is complete, borrowers are given the 
opportunity to accept or decline the loan terms. 

2. Small business loans

Alternative finance also focuses on providing  
small business loans assisting young businesses 
who want low interest rates and flexibility  
in repayments.  

3. Asset finance

Another common alternative finance product 
is asset finance. This is well-suited to large 
investments that are not immediately affordable 
to a business but represent a solid investment in 
its future. The finance terms are calculated on 
the value of the desired asset and the duration 
of repayment, making this solution suitable for 
businesses who want to split the cost of an asset 
into a more manageable repayment plan. 

4. Invoice finance

Capital is raised against invoices currently 
awaiting payment meaning receivables or cash-
flow and, by extension, business growth can be 
maintained in a fast-paced trading environment. 
This is generally suitable for businesses looking to 
free up internal capacity from chasing invoices, 
as lenders can take over this responsibility. This is 
usually for businesses with commercial invoices 
rather than public ones.
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5. Property finance

This is a suite of products based around the 
concept of securing capital against commercial 
property (offices, retail, industrial, leisure 
premises, or residential properties), with the aim 
of developing, building or purchasing the said 
property. This is generally for businesses looking to 
invest in commercial property, perhaps to expand 
their portfolio or premises. 

6. Stock finance

This is a product which gives financing up to 
a credit limit based on an organisation’s size 
and credit history. Funds can be requested and 
received at short notice, allowing businesses with 
fast turnaround of high-value stock to buy new 
stock quickly when it becomes available if they 
know they will be able to shift the items quickly. 

7. Supply chain financing

Supply chain financing allows businesses to 
borrow against their accounts payable rather than 
receivable, meaning this is suitable for businesses 
with poorer credit history, or those looking for 
healthier cash-flow and for a slicker supply chain. 
Benefits spread throughout the supply chain, too: 
suppliers can get paid more quickly, and buyers 
are able to extend their payment terms.

8. Crowdfunding

This is one of the more common alternative 
financing methods. Small amounts of money are 
raised from numerous investors, meaning a solid 
business plan and confident pitch are required 
to convince potential lenders. Money can be 
borrowed or exchanged for equity in the business, 
depending on whether equity crowdfunding or 
loan-based crowdfunding are used (the latter is 
also known as Peer-to-Peer (P2P) lending).
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Growth of Crowdfunding

The global financial crisis in 2008 showed the severe weaknesses of the financial system. At the epicentre 
of the crisis were the banks. Since then, banks have been increasingly unwilling to lend to small and 
medium enterprises (SMEs). Their unwillingness came about for the following reasons:

1. Smaller loans means  
smaller profits

Providing low volume loans to small companies 
is not as profitable as providing loans to big 
companies for large volumes.  

2. Increased regulation for banks

After the global financial crisis, regulation 
increased making compliance more expensive and 
time consuming. Therefore, the low profits and 
resource heavy requirements do not make a strong 
business case to service SMEs with loans. 

3. Lack of collateral 

SMEs tend to be higher risk as they are generally 
not established and have lower turnovers than 
larger companies. To address this risk, secured 
loans tend to be preferred by banks where 
collateral is furnished to service the loan if there is 
default. However, many SMEs do not have many 
assets that can cover the size of the loans.

4. Weak cash flows

SMEs tend to have weak cash flows. Some SMEs 
are very seasonal businesses, and therefore pose 
significant risk. This is a warning sign for banks 
that the SME may not be in a position during the 
year to repay the loan.

5. Poor credit histories 

Credit histories and credit scores are an indication 
of the creditworthiness of businesses – a high 
score indicates that the business is more likely to 
repay its debts. However, if a business lacks credit 
history or has a low credit score, it is likely to be 
rejected for financing by banks.
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What is Crowdfunding?

Crowdfunding is generally a tech-based platform 
connecting funders with companies to provide 
finance. What crowd-funders (investors or donors) 
get in return for their money depends on what 
kind of crowdfunding model is being used to 
raise funds. As compensation for their financial 
risk, crowd-funders can receive either a tangible 
reward (e.g. interest payments, ownership in the 
business or a finished product), or an intangible 
reward (e.g. recognition, or the joy of supporting 
a project). In the latter case, the funds raised are 
provided as donation.

Crowdfunding models can be divided into 
investment crowdfunding and non-investment 
crowdfunding. This distinction highlights a 
fundamental difference between crowdfunding 
where funders act as investors aiming to achieve 
an economic return and crowdfunding where 
funders are either aiming to support a charitable 
project or receive a non-monetary reward. 
Thus, based on the rights of funders in the 
specific project or venture, crowdfunding can be 
categorised into four overall crowdfunding models 
illustrated in the figure below.

Crowdfunding models (different names)

Features
Donation-

based Donation 
Crowddonation

Reward-based 
Reward

Equity-
based Equity 

Crowdinvesting

Lending-based 
Credit-based 

Crowdlending

Motivation
Intrinsic, 

social
Intrinsic, social, 

extrinsic
Financial 

gain
Social or 
financial

Type of 
contribution

Donation Pre-order Investment Loan

Expected 
return

Intangible 
benefits

Tangible  
and intangible 

benefits

Return on 
investment, 

profit sharing

Return on 
investment

Main focus Philanthropy Products  
for first adopters

Start-ups, 
SMEs

Short-term 
borrower

Complexity  
of the process

Very low Low High Medium

Type of 
contract

A contracts  
without tangible 

reward
Purchase contract Shareholding 

contract
Lending 
contract

Crowdfunding

Investment 
Models

Reward-based 
Crowdfunding

Donation-based 
Crowdfunding

Debt-based 
Crowdfunding

Equity-based 
Crowdfunding

Non-investment 
Models
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Towards a Definition of Crowdfunding1

Given the different crowdfunding models and 
the rapid development of the industry, no 
comprehensive definition of crowdfunding is 
widely agreed upon in the industry. However,  
three main elements can be identified: 

1.  A great number of funders are involved in  
the financing (the crowd); 

2.  An online platform facilitates and promotes  
the contact between the providers and the 
seekers of capital; 

3.  There is an open call to participate in the 
financing. 

Some of the most important regulatory  
institutions also define crowdfunding as:

The European Commission: “Crowdfunding is 
an emerging alternative form of financing that 
connects those who can give, lend or invest  
money directly with those who need financing for 
a specific project. It usually refers to public online 
calls to contribute finance to specific projects.”

The U.S. Securities and Exchange Commission: 
“Crowdfunding is an evolving method of  
raising money via the Internet to fund a variety  
of projects.”

The U.K. Financial Conduct Authority: 
“Crowdfunding is a way in which people and 
businesses (including start-ups) can try to raise 
money from the public to support a business, 
project, campaign or individual.”

Crowdfunding has various interchangeable 
terms which are used to describe the same type 
of model. An example of this is P2P lending. It is 
called crowdlending, marketplace lending and 
debt-based crowdfunding too. Another example of 
terms that are used interchangeably to describe the 
same crowdfunding model are crowd-investing, 
investment crowdfunding, crowd-equity and 
equity crowdfunding. To a large degree, the 
differing in the terms used is country-specific. For 
example, the European Banking Authority prefers 
the term lending-based crowdfunding, the UK 
Financial Conduct Authority prefers loan-based 
crowdfunding, whereas marketplace lending has 
become standard in the US.
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Crowdfunding Models

1. Debt-based Crowdfunding

Debt-based crowdfunding is characterised by 
investors providing funds in exchange for the 
right to have their money paid back with interest 
according to the repayment terms specified in a 
loan contract or debt security. The most common 
types of debt-based crowdfunding models are as 
follows:

a. P2P Consumer Lending

P2P consumer lending is also known as 
marketplace consumer lending and consumer 
crowdlending. This type of debt-based 
crowdfunding is characterised by individuals 
or institutional investors providing loans for 
consumption purposes to a natural person (as 
opposed to a legal entity such as a business, 
a non-governmental organisation or a public 
organisation). Consumption purposes include 
which can cover a wide variety of lending types, 
such as pay-day loans, wedding loans, travel loans, 
student loans, car loans, and refinancing.

P2P consumer lending provides financing for 
personal and household purposes and usually 
involves unsecured loans that do not require the 
borrower to put up any collateral. However, some 
loans can be backed with collateral in for example 
a car or another tangible asset.

The loans are usually only covered by a personal 
guarantee and will typically have a wide range of 
interest rates, depending on purpose, compared 
to 100% collateral backed loans. Pay-day loans 
are often the most expensive type of loan with the 
highest interest rates (and also carry the highest 
risk). In some instances, car or home loans can be 
fairly cheap with low interest rates and low risk, 
since the purpose involves a tangible asset.
In general, lending money to consumption 
can be a very risky affair, especially if you are 
lending money to someone who is going to use 
it on something that is not a tangible asset. It is 
impossible to sell a family’s vacation from one 
year ago or other already consumed intangible 
“assets”. Also, repayments usually rely solely on 
the borrower’s ability to generate a salary-based 
income. Compared to P2P business lending 

that usually relies on the assets of a business 
to generate income, P2P consumer lending 
is dependent on a single person or family’s 
household income.

b. P2P Business Lending

P2P business lending is also known as marketplace 
business lending and business crowdlending. This 
type of debt-based crowdfunding is characterised 
by individuals or institutional investors providing 
secured or unsecured loans to a business. 
Borrowers are often small and medium-sized 
enterprises, who in recent years have started 
to view P2P business lending as an attractive 
alternative to more traditional ways of raising 
funds. The main reasons for businesses to use 
crowdlending instead of bank loans are speed, 
availability and simplicity.

c. P2P Real Estate Lending

P2P real estate lending is also known as property 
lending and it involves individuals or institutional 
investors that provide a loan secured against a 
property. The borrower can be either a consumer 
or a business.

For real estate developers and landlords, P2P real 
estate lending can be a way to acquire a loan for 
a real estate project instead of offering equity and 
shares in their company. However, because real 
estate is a capital-intensive industry, P2P real 
estate lending often only offers interest-bearing or 
full-bullet loans that have only one total payment 
at the end of the loan.  

Loan Agreement
Disbursment of loan

Lenders
Post Lending 

offers

P2P 
Platform

Borrowers
Post Borrowing 

request



Sharia compliant Crowdfunding: The new buzz in alternative funding  
SHARIYAH REVIEW BUREAU10

d. Invoice Trading

Invoice trading, invoice financing, receivables 
financing and invoice crowdlending are all general 
terms used to describe the type of debt-based 
crowdfunding where individuals or institutional 
investors purchase invoices or receivable notes 
from a business at a discount. This allows 
companies to finance slow-paying customers.

The act of using a supplier as a credit line or 
“bank” is common practice since invoices are 
usually not interest-bearing: you buy a product 
or service and pay the amount in for example 
three months. For companies, being able to sell 
this invoice with a discount to get the cash right 
away helps equalize the company’s liquidity while 
someone else carries the liquidity fluctuations. 
Thus, investors carry the risk of the buyer not 
being able to pay for the product or service.

There are two ways for companies to finance their 
outstanding invoices. The first and most basic 
is invoices being sold for immediate payment 
to directly improve the working capital of the 
company. The second and more complex is 
invoices being used as receivables to secure a 
revolving line of credit usually allowing companies 
to borrow up to 80% of the eligible receivables. 
The characterisation of invoice trading is that it is 
asset-backed lending: the asset is a debt from one 
company to another amounting in an invoice to be 
paid at a certain date in the future.

e. Balance Sheet Lending

In balance sheet lending, the crowdfunding 
platform does not act solely as an intermediary 
between borrowers and lenders as in P2P 
consumer lending and P2P business lending. 
Instead, the platform provides loans directly to  
a consumer or business making the platform entity 
directly liable for defaults, whereas the investors 
are lending money to the company that runs  
the platform.

Debt-based Crowdfunding Pros & Cons

Pros
•	 	Stable	cashflow	&	returns:	It	is	easier	to	predict	

compared to crowd-equity.
•	 	Less	risk:	Instead	of	buying	a	piece	of	a	

company, lending money usually involves less 
risk, lending with a crowd opens up for wider 
diversification.

•	 	Short	investment	duration:	The	duration	of	
loans is specified clearly, so you know how  
long the investment will run if the loan is  
paid on time.

Cons
•	 	Returns	are	capped:	You	know	exactly	what	rate	

you are going to get paid if the loan is paid back 
in full. In case a borrower misses payments, late 
fees can increase the return a little bit.

•	 	High	maintenance:	The	administration	of	
borrowers and transactions requires ongoing 
maintenance, which might result in high fees. 
Shorter investment durations mean that the 
monthly repayments will require you to actively 
reinvest the money.

•	 	Taxation	right	away:	When	lending	money	
to someone you will usually start receiving 
returns monthly instantly. This also means you 
are going to be taxed right away, compared 
to postponing it until the total return of the 
investment is realised.
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2. Equity-based Crowdfunding

Equity-based crowdfunding is also known 
as crowd-investing and is characterised by 
individuals or institutional investors providing 
funds in exchange for unlisted shares in a 
company or project. Since this gives partial 
ownership of the company or project, the reward 
for investors is a possible future cash flow stream 
and increase of stock price. Thus, investors 
will generally profit if the company or project 
performs well and lose the full investment if it fails. 
However, as equity crowdfunding becomes more 
common the marketability on secondary markets 
also increases, which means that the probability 
of losing the full investment decreases (if one is 
willing to sell at the offered price).  

Equity crowdfunding opens investment 
opportunities that were previously only  
accessible to venture capital, private equity and 
angel investors. The main difference between 
equity-based crowdfunding and the more 
traditional ways of raising funds with equity is 
that equity is offered to a wide range of potential 
investors through an open call on a crowdfunding 
platform. This type of funding is a combination of 
raising funds on a small stock market and raising 
funds from private investors.

The two main equity-based crowdfunding models 
are start-up equity crowdfunding and real estate 
equity crowdfunding.  

 

Start-up Equity Crowdfunding

Start-up equity crowdfunding involves investing  
in start-ups and early-stage companies. It is 
usually a digital experience with an online process 
of investing with early-stage companies, for shares 
representing a percentage of ownership in the 
business. A shareholder with partial ownership has 
the right to profits that might arise if the company 
succeeds with its business plan. On the other 
hand, if the company fails, the shareholder will 
lose some or all of the investment.

Equity
Crowdfunding

Platform In
ve

st
or

s

St
ar

tu
p Shares Investments

How Equity Crowdfunding Works 
Platforms “publish” companies which investors can choose 

whether to invest in
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Company Company Company

Investors
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Real Estate Equity Crowdfunding

Real estate crowdfunding is a way for property 
developers and landlords to raise money. This is 
done by offering equity in a property to a large 
pool of investors where each investor contributes 
a small amount of money. The key difference 
between traditional real estate financing and real 
estate equity crowdfunding is that crowdfunding  
is done online with the platform used to facilitate 
the process.

Along with the crowdfunding platform, the real 
estate developers can use social media platforms  
such as Facebook, Instagram or Twitter to market 
their projects directly to a much larger audience of 
potential investors.

Equity-based Crowdfunding Pros & Cons

Pros
•	 	Equity	investments	do	not	have	a	cap	on	the	

possible value increase.
•	 	Convenience	&	diversification:	Equity	investing	

gives you exposure to an asset class without 
worrying about the maintenance and upkeep. 

•	 	Tax	benefits:	With	equity	investments,	you	
usually first pay tax when the shares are sold.

Cons
•	 	Last	in	line:	You	will	be	the	last	in	line	for	pay-

outs. If the company does not rise in value or 
create profits, you will not get any return on the 
investment.

•	 	Equity	crowdfunding	is	usually	higher	risk	as	it	
participates in a start-up business. The chance 
of losing some or all of your invested money is 
very high.

•	 	Long	&	unknown	investment	duration:	Equity	
investments in small and medium-sized 
companies are usually not very liquid and the 
holding period usually lasts five to ten years.

Non-investment Models (Crowdfunding without 
an Economic Return for Investors)

Reward-based Crowdfunding

In reward-based crowdfunding, funders in 
exchange for a non-monetary reward, usually 
place a pre-order for a new product or service 
which is still under production. This enables 
businesses to secure cash flows and launch their 
product with committed customers and orders 
already in the books. To attract funders of a 
product or service which is not yet available, a 
discount on the expected future market price will 
often be provided. 

Donation-based Crowdfunding

In donation-based crowdfunding, donors provide 
funds for philanthropic or sponsorship reasons 
with no expectation or right of remuneration. 
This is usually for altruistic and charitable intents. 
At times, the donors are rewarded with either a 
non-tangible asset, such as a token, recognition or 
brand promotion (reward donation) or a tangible 
asset of much lower value than the donation,  
e.g. a t-shirt or a pen.

The idea behind donation-based crowdfunding 
is aimed at raising funds for social projects and 
charitable causes such as (but not limited to) 
NGOs – for example in the form of aid to fugitives 
or extraordinary help during catastrophes. 
However, as more and more platforms emerge, 
donation-based crowdfunding has expanded to 
include all types of projects and causes. 
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Shariah Review of The Crowdfunding Models

1. Debt-based crowdfunding

Any debt-based crowdfunding which involves Riba (interest) is not Shariah compliant. 

In Islam, a loan (qard) is considered a gratuitous contract, and it is commendable for a lender to provide 
a loan to a borrower who is in need of money. Both the Qur’an and Sunnah promise reward to a lender 
who provides a loan to a person in need. The fact that the Shariah prohibits the lender to derive any 
conditional benefit from the loan further emphasises its gratuitous nature. It also implies that the loan 
contract should not be used for profiteering purposes. Thus, any profit or additional return in lieu of the 
loan is impermissible and non-Shariah compliant. Both the Qur’an and the Sunnah have prohibited the 
lender from charging the borrower any additional amount. The Qur’an emphasises that the lender is 
entitled to receive the principal amount. It states: 

‘O you who believe!
Fear Allah, and give up what remains of your

demand for usury, if you are indeed believers.
If you do it not, take notice of war

from Allah and His Messenger.
But if you turn back, you shall have your capital sums: 

Deal not unjustly, and you shall not
be dealt with unjustly’ 

(al-Qur’an, 2:278-279). 

A famous juristic maxim states: “Any loan which draws an increment is Riba” (Ibn Abi Shaybah).

Riba is more than just simple interest and compound interest; Riba is an unjustified excess in a bilateral 
contract which is stipulated for one of the two transacting parties and is without consideration. To 
elaborate, there are two types of Riba:

1.  Riba al-Nasi’ah is the advantage and excess gained without consideration by deferring delivery of any 
homogenous counter exchanges. This excess manifests upon default or delay in payment where time 
is factored as a consideration.

2.  Riba al-Fadhl is a contractually agreed excess in units without any consideration in an exchange of 
homogeneous goods.

Shariah does not consider money to be a commodity but a medium of exchange. When money of the 
same genus is exchanged, it must be on spot and in equal quantity. Exchanging different amounts at 
different times brings into effect both forms of Riba namely, Riba al-Nasi`ah and Riba al-Fadhl.

Jabir stated that Allah’s Messenger cursed the accepter of interest and its payer, and also one who records 
it and the two witnesses, and he said, “They are all equal.” (Abu Dawud)
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2. Equity-based crowdfunding 

This model is similar to raising capital through 
the issuance of shares. Therefore, to be Shariah 
compliant, any such crowdfund must satisfy 
the Shariah screening criteria which involves 
reviewing the core business activity of the 
company which is seeking crowdfunding. This 
examination is necessary in order to see if the 
company’s business in congruent to Shariah 
principles. If it successfully passes this screening, 
then the company’s financials must be screened 
to ensure impure income is below 5% and that 
its interest-based payables are below 30% and its 
interest-based receivables are also below 30%.

3. Real Estate Crowdfunding 

Real estate crowdfunding is similar to equity 
crowdfunding. If it is a residential property, there 
is very low Shariah non-compliance risk. If it is 
commercial property, there is a greater risk of 
non-compliance as it is an AAOIFI Standard’s 
requirement that the commercial tenant’s  
business is Shariah compliant.

4. Donation-based crowdfunding

This model is made of donations to the crowd 
funder with nothing usually stipulated in return. 
For social projects, charitable projects and not-for-
profit ventures, this structure is permissible and is 
rewarding for funders.
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Measuring the  
Shariah Compliance  
of a Crowdfund

The Shariah compliance of any crowdfunding 
depends on the following elements:
1.  The business of the company
2.  The financials of the company
3.  The purpose of the crowdfund
4.  The structure of the crowdfund

1. The Business of the company

Before a company can be admitted on a Shariah 
compliant crowdfund, its core business activity 
should be reviewed to ensure it does not violate 
any Shariah principle. Raising funds and investing 
in a non-compliant business is a means of growing 
that non-compliant activity, which is directly at 
odds with the Shariah principles. The start-up 
seeking investment or financing should not be:

a.  Companies in the financial services industry 
that are involved in interest-based lending 
and/or distribution of interest-based products. 
This includes financial intermediaries such as 
conventional banks, conventional insurance, 
interest-based lending (excluding windows 
operating in compliance with Shariah 
principles). 

b.   Manufacturing or distribution of alcohol  
and tobacco;

c.  Companies operating in betting and gambling 
operations like casinos or manufactures and 
providers of slot/gambling machines;

d.  The production, packaging, processing, or  
any other activity related to pork and non- 
halal food and beverages;

e.  Shariah non-compliant entertainment  
and illicit adult industries 

2. Financials of the company

Investments shall not be made in companies  
with the following financial ratios:

a.  Total Conventional debt (interest bearing) 
divided by the Total Asset of the company that  
is equal to or greater than 30%;

b.  The sum of cash plus interest-bearing securities 
divided by the Total Asset is equal to or greater 
than 30%; and

c.  Non-permissible income equal to or greater 
than 5% of total revenues.

3. The Purpose of the Crowdfund 

The objective of raising funds must be Shariah 
compliant. If a company or start-up is raising 
funds to develop a product or fund which is not 
compliant to principles of Shariah or to expand its 
business to incorporate something non-compliant, 
it will not be admitted on a Shariah compliant 
crowdfunding platform. 

4. The Structure of the Crowdfund

The fourth level of review is the actual mechanics 
and structure of the crowdfund. If it is debt-based, 
it must be a valid Shariah compliant model such 
as Qard Hasan (interest-free loan), Murabahah 
(cost-plus financing) or Commodity Murabahah 
for working capital financing. If it is equity-based, 
it must fulfil the principles of either Musharakah or 
Mudarabah depending on the structure. 

At this particular level, the contracts, rewards, 
profit structure, liability, claims and the profit/loss 
sharing dynamics will all be reviewed to ensure 
Shariah compliance. 
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Shariah Compliant Crowdfunding Case Studies

2  Islamic Fintech Report 2018 Current Landscape & Path Forward.

1. Ethis Crowd
EthisCrowd is arguably one of the world’s first 
real estate Islamic-crowdfunding platform. This 
platform facilitates investment in entrepreneurial, 
business, trade and real estate activities in 
‘Emerging Asia’. Ethis has a network across 
Singapore, Indonesia, Malaysia and Australia. 
The expertise of Ethiscrowd is manifested in how 
it crowdfunds the construction of affordable and 
commercial housing, mostly in Indonesia, through 
private and institutional investors, as well as 
Islamic banks2.  

According to the Islamic Fintech Report 2018, 
the company boasts 24,373 community members 
with $5.59 million in crowd-investments made 
and $1.64 million of pay-outs to crowd-investors. 
As per the date of the report, the total value of 
projects by EthisCrowd in 2018 is $52.8 million. 

The process of investing in Ethis’ crowdfunding 
platform can be summed up in 4 stages:

1.  Sign-up: The investor signs up by filling out the 
required	KYC	information	and	uploading	ID	
verification documents.

2.  Select: The investor browses the various projects 
and submits an investment application for the 
project of their choice.

3.  Invest: The investor is requested to send the 
investment funds.

4.  Receive: The investor receives monthly project 
updates by email which are also visible on the 
platform’s dashboard. Upon the successful 
completion, the investor receives capital plus 
the realised profits.

Ethis uses two different Islamic contracts and 
structures for its investments. Below is an example 
of their Istisna’ (manufacturing) product:

Construction contract 
Ethis project management 
company enters into an Istisna’ 
(construction) with the property 
developer to construct a specific 
number of housing units. This 
contract is governed by the 
local law allowing Ethis project 
management company to take 
legal actions against the property 
developer in cases of misconduct. 

Transfer of 
ownership

Crowdfunding agency letter 
Property developers appoint 
Ethis.co as an agent (wakeel) to 
crowdfund the required amount. 

Principle Agency Letter 
Through a principal agency 

(wakalah) letter, the investors 
appoint Ethis project management 
company as their agent to execute 
an Istisna’ (construction) contract 

with the property developer for 
purchasing a specific number of 

housing units within a specific 
duration of time. 

Transfer of monies 
Investors transfer their 

investments to Ethis project 
management company’s 

bank account. 

Bank Account 
Ethis project management company’s  

bank account is a trustee account to  
receive the investments from the investors 

and make partial disbursements to the 
property developers. 

Progress Payment 
Ethis project management 
company will disburse the 
crowdfunded amount to 
the property developer in 
instalments. Each instalment 
is tagged to the completion 
of certain milestones by the 
property developer.

Housing Construction 
Upon completion of the construction by the 
property developer, the property developer 
transfers the ownership of the housing units to 
Ethis project management company through a 
“conditional sale & purchase” agreement. Upon 
the transfer of the conditional ownership of 
the housing units to Ethis project management 
company, the company disburses the remaining 
sale price to the property developer and 
concludes the Istisna’ (construction) contract.

8

7

4

5

6

12 3
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The Istisna’ product is structured in the  
following way:

1.  The project developer appoints Ethis Pte Ltd 
(Singapore) as the crowdfunding agent.

2.  The investors appoint Ethis as the agent (wakeel) 
through a Wakalah agreement to execute an 
Istisna’ agreement with the developer for a 
quantified amount of housing units.

3.  The investors sign an Istisna’ facility letter and 
appoint PT Ethis as the agent to act on behalf of 
the investors.

4.  PT Ethis enters into an Istisna’ contract with 
the project developer to fund the construction 
of the specified number of housing units. The 
agreement is governed by Indonesian law 
allowing PT Ethis to take legal action in cases of 
any misconduct by the project developer.

5.  The investments are transferred into PT Ethis’s 
Singapore-dollar denominated bank account in 
Indonesia.

6.  Payments are made to the project developer 
based on the milestones of the construction.

7.  The project developer develops the agreed 
housing units.

8.  Upon the initiation of the construction, the 
project developer transfers the conditional 
ownership of the housing units to PT Ethis 

through sale certificates (PPJB). Upon the 
completion of construction, PT Ethis disburses 
the remaining sale price to the developer, and 
the Istisna’ contract is concluded.

Upon the completion of the Istisna’ agreement, 
the next contract is a Murabaha contract which 
facilitates the sale of the housing unit to the end-
user. The Murabaha is structured in the following 
manner:

1.  PT Ethis selects the project developer as an 
agent. The project developer’s role is to find 
potential buyers of the units.

2.  The project developer sells the units to end 
buyers approved by Bank Indonesia and the 
financing bank, commonly Bank BTN Syariah.

3.  PT Ethis transfers the sale certificate (PPJB)  
of the units to the end house buyers.

4.  Through a standing instruction on the bank 
account of the project developer, the proceeds 
from the sale of the housing units are shared 
between PT Ethis and the project developer.

5.  The financing bank makes both transfers, 
e.g. 70% to PT Ethis and 30% to the Project 
Developer (as the Wakalah fee from PT Ethis).

6.  PT Ethis transfers the investment amounts and 
the profits to the investors. (EthisCrowd, 2017)



Sharia compliant Crowdfunding: The new buzz in alternative funding  
SHARIYAH REVIEW BUREAU18

3. Kapital Boost
Kapital Boost is a Singaporean crowdfunding platform. Investors can browse the various campaigns 
on the platform and select the campaign they want to invest in. One of its core products is SME 
crowdfunding through Murabaha. Kapital Boost offers crowdfunding to SMEs through a Murabaha or 
cost-plus arrangement for the purchase of assets. Under this structure, investors agree to purchase assets 
which they will sell to the SME at a marked-up price sometime in the future. The asset purchasing flow 
between Kapital Boost, the SME, and the seller/supplier are shown and explained below.

2. Beehive
Beehive is the first P2P lending platform in MENA to be regulated by the DFSA. Headquartered 
in Dubai, UAE, Beehive directly connects businesses looking for finance with investors, creating 
mutually beneficial partnerships for growth. Beehive has developed a structure that allows it to process 
investments in a Shariah compliant way. All businesses applying for finance are meticulously checked to 
ensure that the business activity and use of funds comply with the principles of Shariah. If the business 
activity and use of funds comply, Beehive identifies the request as “Shariah Processing” and Islamic 
investors are able to place bids on the marketplace. Any finance requests that do not comply with the 
principles of Shariah are processed as a conventional finance structure, restricting Islamic investors
from bidding on the request.

Beehive has its own Shariah Supervisory Board (managed by Shariyah Review Bureau), that has reviewed 
and certified the “Beehive Shariah Processing” in terms of operational processes, documentation, 
business activity and relationship management. The certification makes Beehive the first P2P platform in 
the world to independently confirm its processes are compliant with Shariah principles.

How it works

1.  Islamic investors select to only invest in Shariah compliant finance requests
2.  Business activity and use of funds are checked to ensure compliance with Shariah
3.  The DMCC Tradeflow Commodity Murabaha platform is used to facilitate the Tawarruq process.

Sharia 
processing

Tradeflow

Investors agree to pool funds 
and purchase the assets, by 
appointing SME as Agent to 

purchase on Investor’s behalf.

With the assets in hand, SME 
can now proceed to complete 

or fulfill Customer’s purchase/ 
work order. 

SME requires financing to  
purchase assets (e.g. raw 

materials, equipment) in order 
to fulfill a purchase or work order 

from Customer.

Once the purchase  
is complete, Investors  
sell the assets to SME  

at cost plus profit margin, with 
payment on deferred basis. 

SME gets paid by Customer 
for delivering its goods/
services and proceeds to 

make principal and profit 
returns to Investors. 

Step 1 Step 3 Step 5

Step 2 Step 4
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Conclusion

Crowdfunding is a type of alternative finance 
which has grown exponentially on the back 
of the Global Financial Crisis. Crowdfunding 
involves funders gaining investment exposure 
to a range of companies, usually start-ups, on a 
digital platform. There are various crowdfunding 
models, which are generally categorised into 
either debt, equity or donation-based models. 
Most debt-based crowdfunding models pay 
interest to investors; therefore an Islamic investor 
must be mindful before investing in such a 
platform. The Shariah alternative is a debt-based 
platform which uses Qardh Hasan, Murabahah or 
Commodity Murabahah or other suitable shariah 
compliant modes. Equity-based crowdfunding 
involves equity stakes in companies or real 
estate. To ensure Shariah compliance of any 
such investment, the business of the company, 
the financials of the company, the purpose 
and structure of the crowdfund will need to be 
reviewed and certified to reduce the Shariah non-
compliance risks that may emerge. 
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ABOUT SRB

Since our humble beginnings more than +15 
years ago we’ve grown to include more than 100 
companies across a host of industries, thousands 
of transactional programs, multi-disciplinary 
teams and a combined scholarly workforce of 
35 Sharia Scholars from 19 countries. And we’re 
not done yet: our Sharia Advisory and Sharia 
Audit services will continue to improve—serving 
local and international businesses to help them 
maintain and manage Shari’a compliance.  

We’ve been preparing our clients for a new 
world in which Sharia Advisory rapidly becomes 
the currency of choice. From faster Certification 
programs, to direct Sharia Supervisory access, 
and perhaps most critically, navigating through 
the economic structures of clients offerings within 
a matter of days. We’ve have been working hard to 
help clients like you capitalize on opportunities in 
global Islamic financial markets. 

Today, scores of institutions across nations, 
covering public and private businesses, commercial 
and corporate funds, Sukuks and Islamic equity 
markets, IPO’s and Investment Banking Practices 
rely on us to run their companies, funds and 
transactions.

The future of Sharia Advisory and Audit is exciting 
and we are very lucky to be a part of this business!
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Disclaimer 

This is a preliminary Shariah research and is by no means a definitive 
conclusion or fatwa on the aforementioned subject. This paper was 
written to develop knowledge and research on this complex subject 
from a Shariah perspective. We hope that this paper will prompt and 
engage global Islamic finance bodies, Shariah scholars and Muslim 
economists to analyze, comment and build upon the arguments 
expressed.
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investigation, cannot be warranted as to their accuracy, completeness 
or correctness. Shariyah Review Bureau or its employee, are not liable 
for any error or inaccuracy contained herein, whether negligently 
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due to such error, omission or inaccuracy as a result of such supply. 
Shariyah Review Bureau will incur obligation of no kind arising from 
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document.    
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