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Abstract

The primary objective of this study is to evaluate community-based crowdfunding activities
in Malaysia with a particular focus on the prevalent issues and existing legal framework. While
the objective of crowdfunding is benevolent, there are, however, unscrupulous individuals or
entities which take advantage of the public’s generosity for their illegitimate gain. Adopting
content analysis, both primary and secondary sources of law were evaluated. These include
journal articles, conference proceedings, thesis, books and chapters in books. The sources are
accessible from google scholars and online databases such as Elsevier, HeinOnline and
LexisNexis. The finding of the study discloses that the core obstacles in community-based
crowdfunding in Malaysia are threefold namely the problem of trust, conflict of interest and
accountability, the issue of fraud and the lack of proper regulation. Thus, this study proposes
some recommendations to improve the legal position governing crowdfunding in Malaysia,
including setting up a flexible licensing regime and conducting a periodical inspection on the
crowdfunding campaigns. This study is significant in highlighting the widespread problems
associated with crowdfunding in Malaysia and the way forward which can be adopted by the
relevant regulators to enhance the current legal framework. Eventually, it will preserve public
confidence and protect society from fraudulent activities by irresponsible individuals or
organisations.

Keywords: Community-Based Crowdfunding, Charity, Trust, Fraud, Donation.

Introduction

Donation is one of the charity activities that is not strange to the Malaysian population.
Charity activities cannot be separated from human beings generally. The practice of raising
contributions for charity has long been prevalent in the Malaysian community, and the
internet and technological advancements have expanded today's solicitation. The majority of
these collections are made by registered companies. Nevertheless, some may be carried out
by unlicensed individuals (Abdullah, 2016).
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Donation-based crowdfunding is the most popular type of community-based crowdfunding.
In donation-based crowdfunding, the donors do not expect reimbursements such as products,
gifts, or rewards. The person in charge of donation-based crowdfunding will be thankful to
the donors who contribute to the fund (Lee et al., 2019). Donation-based crowdfunding is
more traditional than reward-based, equity-based, and lending-based crowdfunding. The
donors are generally aware of the purpose of their donation and willing to contribute more
(Abdullah & Bakri, 2021). The primary purpose is to contribute and benefit the public, for
instance, to help the poor, those affected by disasters, building mosques, religious schools or
even for personal benefit such as paying hospital bills and providing food for needy families.
Despite its many advantages, research has shown that crowdfunding is vulnerable to a
number of dangers, including default, platform shutdown or failure, fraudulent conduct by
parties engaged, illiquidity, cyber-attacks, and a lack of openness and disclosure. Abdullah
(2016) discovered that crowdfunding campaigns are plagued by six difficulties in general.
First, if the campaign fails to accomplish its objectives or attract public attention, its
reputation will be jeopardised. Second, the issuer seeking the funds has no intellectual
property (IP) protection because his idea is liable to be replicated once it is put on the
platform. Third, the donors' tiredness. Fourth, many jurisdictions lack an adequate regulatory
framework. Fifth, there is a lack of due diligence in investment choice procedures, and sixth,
there is a lack of a formal approach. As far as the issue on reputation is concerned, Ahmad
Mohamad et al (2020) highlighted two websites for charity platforms in Malaysia that are
more to a personal fundraising platform, namely generosity.com and Indiegogo.com. These
websites allow people to donate to needy people, charity funds, and public-benefit projects
such as the construction of overhead bridges and schools. They said that donation-seeking
crowdfunding initiatives in Malaysia have proven to be ineffective. Fundraising for Refugee
Aid in Malaysia, which has only earned US$10 (RM39) in two months, is one of the efforts that
has failed to gain traction.

To further understand community-based crowdfunding, this paper will discuss the definition
of crowdfunding on a broader scope and the types of crowdfunding in Malaysia. The
challenges faced, and the legal implication will then be discussed to suggest the appropriate
legal framework for community-based crowdfunding activities in Malaysia.

Definition of Crowdfunding

Crowdfunding has been touted as a potential new source of capital. Crowdfunding began as
a way for people to share their ideas with others. It introduces a concept to a broad and
anonymous audience to receive funding from them. Sometimes it is also known as
"crowdsourcing". According to Lutfi & Ismail (2016), crowdfunding is a response to an open
request in which a large group of people voluntarily opt to support a goal directly. Typically,
each person who wants to help achieve a specific goal contributes a small amount of money
in exchange for a profit or a product or service to be produced. Individuals sometimes give
out of the goodness of their hearts without expecting anything in return. Crowdfunding is well
suited to the notion of microfinance because it is funded by minor contributions from a large
number of people.

Another perspective of defining crowdfunding in tandem with technological evolution is a
type of participative online activity in which an individual, institution, non-profit organisation
or company propose to a group of individuals of varying knowledge, heterogeneity and
number via a flexible open call to voluntary undertake a task which always entails mutual
benefit (Zahari and Azmi, 2019). In short, the definition denotes three crucial elements of

1156



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 11, No. 11, 2021, E-ISSN: 2222-6990 © 2021

crowdfunding: technology, capital funding, and the power of the crowd. These three essential
elements enable many small efforts to accumulate a substantial financial outcome. Moreover,
they contended that donation through crowdfunding is beneficial to society because it can
raise much money within a short period. Thus, it would provide adequate and timely support
to help seekers, in many cases, save their lives.

Despite various definitions of crowdfunding, Mohamad et al (2020) believe that it originated
from crowdsourcing, where "the act of doing a job traditionally by a designated agent (an
employee) and outsourcing it to an undefined, generally large group of people in the form of
an open call'. The distinction between crowdsourcing and crowdfunding is that
crowdsourcing focuses on information and consumer preferences. However, crowdfunding
can be used for various reasons, including those seeking financial assistance, donation
purposes, or disaster relief. The crowd could be made up of people from all around the world
interested in sponsoring projects or participating in campaign events. Crowdfunding has
evolved based on two key categories: community-based crowdfunding and financial return
crowdfunding (Abdullah, 2016). Donation-based and reward-based crowdfunding are two
types of community-based crowdfunding, whereas financial return crowdfunding can be
peer-to-peer (P2P) lending or equity crowdfunding.

Types of Crowdfunding

Crowdfunding can be categorised into four types: donation-based, reward-based, equity-
based, and lending or debt-based (Freitas & Amado, 2013).

1. Donation-based - Donations are usually gathered and maintained for a specific purpose.
Those who contribute the money are more likely to donate higher amounts per person since
they know their money will be used for a specific project. These types of funders are also
more likely to remain loyal over time. Funders' primary motivation is social, and it is intrinsic,
which is generally a solid foundation for a long-term donor relationship.

2. Reward-Based - Project owners who would like to accumulate donations for a certain
project may use this business model in exchange for some non-monetary rewards. The
incentives have a symbolic worth that is typically far lower than the amount donated.
Furthermore, a reward in this situation cannot be considered a show of gratitude. The parties
generally agree that providing goods is not a legally binding obligation and that the
transaction is not a sale.

3. Lending-Based Crowdfunding - Lending-based crowdfunding involves borrowing money
from a group of people rather than a bank. The role of the platform can vary; some platforms
will act as an intermediary and will also make repayments to lenders, whereas others will
merely act as matchmakers, and the borrower and lenders will be connected only the
transaction is set in stone.

4. Equity-based - When a firm seeks finance from a group of people rather than a business
angel or another private investor, this is referred to as equity crowdfunding or crowd
investing. Some funders are particularly interested in projects that share their beliefs, are
locally engaging, or provide job possibilities in their neighbourhood (Sharif et al., 2018).
Others thoroughly understand the market, project, or firm in question and wish to contribute
finances and experience to the initiative's success. This is extremely similar to the practice of
business angels. Equity crowdfunding also covers equity-like arrangements in which the
"funder" is only a creditor with a contractual right to get the same compensation as equity
(shares), and where the "funder" is merely a creditor with a contractual right to receive that
payoff (Abdullah & Bakri, 2021).
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Various Models of Crowdfunding Strategies

From another point of view, the literature suggests that parties involved in crowdfunding
activities have come out with crowdfunding strategies. Based on those four types of
crowdfunding, there are three most common models of crowdfunding strategies that can be
found, which are:

i. The Donation Model

ii. The Lending Model

iii. The Investment Model

Individuals who make a financial donation to a project without expecting a financial return
use the Donation Model. Donation-based projects and platforms frequently implement a
reward or incentive system to encourage donations, in which contributors are recognised for
their support with a small reward. Individuals give money to a project in the Lending Model
with the hope that it will be reimbursed. Meanwhile, the Investment Model is similar to a
traditional equity investment, in which a person receives equity in a company in exchange for
funding (Lau & Chew, 2016).

This paper will focus on the first type of crowdfunding, donation-based crowdfunding, and
the model of crowdfunding strategies is the donation model. Donation-based crowdfunding
is ranged under Community-Based Crowdfunding. It can be perceived exactly as it sounds; the
operation accumulates and allocates the amount of donation that does not expect any kind
of value in return. It is all about the expression of satisfaction from the donors on what they
believe in. The major goal of this platform is to help a social cause while also benefiting the
general public through donations. As a result, the sole return for the donors will be gratitude
and the fulfilment of a social duty obligation. In exchange for the funds collected, no shares
or other physical rewards will be issued. It is commonly apparent that donation-based
crowdfunding is raised for non-profit causes (Mohamad et al., 2020).

Overview of Community-Based Crowdfunding in Malaysia

Malaysia's crowdfunding business is still in its early stages of development (Mohd Zahari &
Nik Azmi, 2019). According to the Asian Institute of Finance (2014), public knowledge and
willingness to participate in donation-based crowdfunding are low. In terms of the donation's
objective, Malaysians are adamant that the monies would be used to assist the community in
generating funds, reducing poverty, and providing assistance to homeless people and others
in need. This is reflected in the World Giving Index 2015, which ranks Malaysia as the tenth
most generous country among 145 countries.

In terms of the donation's objective, Lehner (2013) claimed that donation-based
crowdfunding has long been a well-established method of funding non-profit ideas and
projects. The finest and most prevalent example would be educational campaigns in which
sponsors are not rewarded in any way. Skolafund is one of the most popular third-party
platforms among Malaysian higher education students (Sabarudin et al., 2021). Lutfi & Ismail
(2016) presented another example in the context of health treatment. They claimed that
health care is one of the needs covered by daruriyat (essential of life). Poverty has been
shown to have a substantial relationship with health care in the majority of cases. Both are
concerned with the preservation of human life. Eventually, the low level of life has made it
impossible for the poor and needy to obtain health treatment. As a result, they believe that
the correct system for donation-based crowdfunding should be able to meet the needs of
improving health, alleviating poverty, and improving income distribution.
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Zahari and Azmi (2019) argued that the anticipated usefulness of the technology, as well as
the seeming ease of use of the technology, could be factors of public willingness to participate
in donation-based crowdfunding. They contended that the more benefits the technology
could provide to the public, the they are more likely to participate in donation-based
crowdfunding. Furthermore, if the public finds the technology user-friendly, they will use it
more often, resulting in more donation-based crowdfunding. They also found that public
participation in donation-based crowdfunding is also influenced by three other factors,
namely, attitude, subjective norms, and perceived behavioural control. Finally, according to
the researchers, an individual's attitude, social pressure on giving, and the ease or difficulty
of donating are all factors that can influence the public's willingness to participate in donation-
based crowdfunding.

Since Malaysia's population is predominantly Muslim, there is an Islamic-based approach
known as Sagadah-Based Crowdfunding that can be categorised as Community-Based
Crowdfunding. It incorporates the concept of microfinance for entrepreneurs. Sadagah
(donation) is a dynamic form of philanthropy that differs from zakah (alms-giving) and waqaf
(specific obligation of giving a portion of an individual's wealth and possessions for primarily
charitable purposes). Unlike sadaqgah, zakah is set up to be used for a particular group,
whereas waqaf has the feature that its assets should be eternal and inalienable. Sadaqah's
qualities allow it to accommodate any proposal to benefit its assets without any Shariah-
imposed constraints. The contract will be a gard al-hasan (beneficent loan), and no interest
will be charged. The administration costs will be covered by public charity money, and the fee
will be levied as a flat sum rather than a percentage rate. However, they argue that a suitable
platform is required for this paradigm to be implemented.

Furthermore, when it comes to Islamic-Based Crowdfunding, Lutfi and Ismail (2016) indicated
that it will be used as a platform to ensure human survival. Their development began with
human wants, which may be divided into three categories: first, daruriyat, the essentials of
life, second, the necessities that are considered complements or hajiyat (improvements), and
third, tahsiniyat (the needs that provide people with social status or recognition). Daruriyat,
is connected with five goals that are so important in and of themselves that people cannot
live without them, and losing them poses a threat to the survival of regular order. The goals
are preserving religion, human life, nasab (family lineage), materials, and mind. These must
be safeguarded in order for someone to have a normal life. To summarise, donation-based
crowdfunding has benefited society at large. It has been proven as one of the platforms that
bring welfare and comfort to the human being as a whole, particularly to Malaysians.

Issues and Challenges in Community-Based Crowdfunding in Malaysia

This section examines critical issues and challenges surrounding community-based
crowdfunding in Malaysia which are divided into three primary categories: trust, conflict of
interest and accountability, fraud, and lack of proper regulation.

Trust, Conflict of Interest and Accountability

Trust is a crucial human attribute that places faith in an individual's or an institution's integrity,
reliability, and fairness. The social and economic environment of society is motivated by trust.
In social interactions, trust is vital, particularly in the early stages or to preserve a reputation-
based connection. Because social indications to indicate specific risks are lacking when it
comes to technology like the internet, trust becomes a significant issue (Nor & Hashim, 2020).

1159



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 11, No. 11, 2021, E-ISSN: 2222-6990 © 2021

Trust is thought to be a critical aspect between a seller and a buyer in the commercial world,
and the same can be stated for crowdfunding. The fundraiser must have a funder's trust. The
connection between the project owner (fundraiser) and the funder through reward-based
crowdfunding will built trust between them, resulting in increased sponsorship, emotional
bonds, and social identifications. Additional research on religion and consumer trust shows
how religion and consumer trust influence consumer behaviour, particularly in terms of
material, intolerance, ethics, and risk aversion (Agarwala et al., 2019). As such, trust is proven
to be a vital element in crowdfunding. Should there be no trust, the fundraisers can collect no
money from the donors or the society as a whole.

Conflicts of interest are another crucial circumstance in which an element of trust can be
perceived. Both owners or individual financing providers may engage in conflicts of interest
when using confidential information to create a higher profit. These circumstances must be
avoided at all costs, and laws for internet crowdfunding should be appropriately enforced
(Abdullah & Bakri, 2020).

Trust and conflict of interest lead to issues on accountability. The accountability of
fundraisers, especially the Non-Profit Organisations (NPOs), relates to Functional Expenses
Reporting (FER) as a mechanism of disclosure. The disclosure practices by NPOs could be
sharpened by disclosing a good quality of information. The absence of best practices
concerning accountability increases various risk exposures to NPOs, including fraud risk.
Moreover, the lack of good quality public mechanisms of accountability resulted in the
interruption of the potentially more effective private mechanisms in building trust (Bakar et
al., 2019).

Fraud Cases in Crowdfunding

Another prominent issue in crowdfunding, according to Saiti et al., (2018), are fraud cases and
scams. Since crowdfunding is built on trust, it is very challenging to maintain trust if fraud
occurs. They cited the example of the most well-known crowdfunding fraud that occurred in
the US, involving an oil and gas company named Ascenergy that raised USD 5 million from
crowdfunding platforms. Almost USD 1.2 million of that was spent by the founders on non-
business materials and payments to other companies.

In Malaysia, even though crowdfunding brings many benefits to organisations and society in
general, some impediments make the initiative prone to failure. Moreover, Abdullah and
Bakri (2020) discovered that the existing crowdfunding technique has some flaws that need
to be addressed right away. One of the items on the list was a fraud. The potential for
fundraisers to use crowdfunding sites to fund scams is exceptionally significant. Since
crowdfunding is different from venture finance, where the pool of donors has no personal
contact or knowledge of the business concept, nor the idea beyond what is offered on the
crowdfunding website, the danger of fraud grows. As a result, they stressed the need for fraud
prevention and detection in safeguarding the industry's integrity and ethics.

Lau and Chew (2016) shared the same view on fraud in crowdfunding. They are of the opinion
that fraud is the most critical challenge that is constantly being faced by crowdfunding. In
their findings, they found that a majority of the respondents are not confident in
crowdfunding because they are not sure whether the agent who receives the fund can be
trusted or not. Fraud always happens to the trusted person, who is a fundraiser. Sadly, it is a
trusted person that quickly turns out to be a trust violator. The writers also agreed with the
hypothesis developed by Cressey, whereby "trusted persons become trust violators when
they conceive of themselves as having a financial problem which is non-shareable, are aware
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this problem can be secretly resolved by violation of the position of financial trust and can
apply to their conduct in that situation verbalisations which enable them to adjust their
conceptions of themselves as trusted persons with their conceptions of themselves as users
of the entrusted funds or property".

Lack of Proper Regulation

In many jurisdictions, including Malaysia, the laws and rules for community-based
crowdfunding, particularly donation-based crowdfunding, are still unclear (Abdullah, 2016).
In donation-based crowdfunding, the sponsors of donors are funded with "no return".
However, there is also the situation where the fundraiser promised to return by compliments
such as the products that will be developed or a "Thank you" card. Lee et al., (2019) contended
that donation-based crowdfunding platforms function as an unregulated open market where
there is less intervention in the process of raising funds.

Likewise, for Islamic crowdfunding, Saiti et al (2018) found a similar problem where it faces
many challenges to compete with the current crowdfunding system. This is because the
regulators are more concerned with the majority of industry groups. For instance, Malaysia
regulates the crowdfunding business as a second-class operator in the market by limiting the
funds raised and the fundraiser.

Abdullah (2016) argued that the legislation and regulations governing the solicitation of funds
for donation-based and reward-based crowdfunding are still in flux. She compared it to other
jurisdictions that require charity collections by any entity, such as trustees or non-profit
organisations, to be registered. According to the author, starting January 1, 2016, any
fundraiser entity wishing to collect charitable donations from the general public in California
must register with the state. Explaining community-based crowdfunding as non-equity
crowdfunding, which includes donations for disaster relief and personal medical pleas, Hong
(2018) found that there is currently no registration required for this type of crowdfunding.
They are not fully regulated; in fact, there are no laws in Malaysia governing such
organisations. Therefore, he emphasised that there is a need for non-equity crowdfunding to
be regulated.

Law and Regulation on Crowdfunding in Malaysia

This section will examine the applicable laws and regulations on crowdfunding in Malaysia
and analyse whether there is any inadequacy of law and regulation pertaining to the same.
Charities and benevolent institutions are governed by the federal government. This is
provided for in pursuant to Article 74, Ninth Schedule, Federal List (List 1), tem 15(c) of the
Federal Constitution. As a result, the federal government regulates public charities that
accept donations from the public regardless of the contributors' religion (Abdullah, 2016).
As such, there are few regulations involved pertaining to crowdfunding at the federal level.
The regulations and applicable legal requirements vary since the fundraisers are not similar.
Therefore, there are few legislation governing Non-Profit Organisations (NPQOs), and each of
them has different legal requirements. Bakar et al (2019) listed the legal requirement and the
regulatory bodies involved. They found that the registration of society is governed by the
Societies Act 1966 (Act 335). The requirement is only to prepare the statement of receipts
and payments and the balance sheet. Meanwhile, the Inland Revenue Department (IRD),
under section 44(6) Income Tax Act 1967, only requires audited financial statements for tax-
exemption purposes from these organisations. The Legal Department of the Prime Minister's
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Department (BHEUU) imposed a similar requirement. The summary of regulatory
requirements for NPOs in Malaysia is depicted in Table 1 below: -

Table 1
Regulatory Requirement for NPOs in Malaysia
Governing Body Governing Provisions Document Required (Financial
Statements)
Registry of Society (ROS) 1966: Societies Act (Act 335) | Statement of receipts and
and Regulations [Section 14(d)] | payments and the balance
Form 9 sheet

Inland Revenue Department | Income Tax Act 1967 [Section | Audited Financial Statements
(IRD) for tax-exempt status 44(6)]

Legal Department, Prime | Not available Audited Financial Statements
Minister’s Department Functional

Source : Bakar, Tajuddin, and Karim 2019

From the above table, it can be summarised that there is no specific standard requirement
for NPOs financial statements. Furthermore, there is also no legal requirement for NPOs in
Malaysia to disclose their financial statements to the public. This weakness clearly shows that
a sound monitoring system is not there to smell any fraud that might occur. As discussed
earlier, most fraud cases happen in crowdfunding activities, and they involve a trusted person.
Undeniably, the issue of accountability relating to NPOs in Malaysia crucial. Moreover, NPOs
also have social obligations towards the donors. Disclosure statements and reports are
among the most widely used tools of accountability and are required by federal or state laws
in many countries (Bagheri et al., 2019). The lack of regulatory requirements or best practices
concerning accountability increases various risk exposures to NPOs, including the risk of fraud.
As such, the absence of good quality public mechanisms of accountability inhibits the impact
of the potentially more effective private mechanisms in building trust (Bakar et al., 2019).
Furthermore, other legal issues arise comprise the absence of simple licensing process, the
absence of criterions for crowdfunding platforms either Community-Based Crowdfunding or
Shariah-Based Crowdfunding, no incentives to donors as well as lack of monitoring on the
crowdfunding campaigns. The similar issues highlighted also occur in respect of Shariah-
based crowdfunding. Hence, it is clear that the current Malaysian regulatory framework has
flaws. Thus, it is advisable to suggest appropriate regulatory changes to fit the rapidly
expanding crowdfunding industry (Abdullah, 2016).

Recommendations and Way Forward

This part will discuss the recommendation and suggestions for the regulatory rules governing
crowdfunding in the near future. It is suggested that the Income Tax Act 1967 to establish
specific standard requirement for NPOs’ financial statements. The law should also make it
mandatory for NPOs in Malaysia to disclose their financial statements to the public. Non-
compliance must entail strict punishment.

To ensure the smooth operation of crowdfunding, Lutfi et al (2016) advised that policymakers
should make the process of getting a licence for a crowdfunding platform as simple as
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possible, with reasonable prices. They also recommend that the Malaysian Security
Commission (SC) establish particular criteria for crowdfunding platforms, whether for
Community-Based Crowdfunding or Shariah-Based Crowdfunding, where they must be tightly
monitored. Another option is for legislators to establish a specific trust fund for crowdfunding.
The authors proposed that the government grant tax exemption to donors as an incentive.
Meanwhile, Rahman et al (2016) listed down the weaknesses in crowdfunding, including
administrative, governance and accounting challenges, lack of advice or handholding from
funders, theft of ideas, weak investor protection, and potential for fraud. They also identified
that current legal restrictions and the risky nature of small businesses as threats. As such, Saiti
et al (2018), suggested that the regulators should introduce regulations for crowdfunding to
make periodic checks on the campaigns offered to the public. Crowdfunding can also create
an open discussion on the platform for the donors to produce a transparent investment
system.

As far as Shariah-based crowdfunding is concerned, Saiti et al (2018) found that one of the
strengths of Islamic financial institutions is the existence of Shariah members. This strength
has a significant influence on the public because all solutions are derived from Shariah
principles. The presence of Shariah members in Shariah-based crowdfunding can make the
platform more interactive with distinct engaging interactions. However, the writers found a
similar problem faced by Shariah-based crowdfunding regarding issues on regulations. This is
because the regulators are more concerned with the majority of industry groups. For instance,
Malaysia regulates the crowdfunding business as a second-class operator in the market by
limiting the funds raised and the fundraiser. It is submitted that there should be regulation
to support both banking and crowdfunding groups and combine the expertise in technology
and financing business.

Conclusion

The preceding discussions reveal that crowdfunding has undeniable potential as a means of
obtaining funds for both financial and humanitarian concerns. Parallel with the first objective
of this study, the finding discloses three fundamental issues and challenges surrounding
crowdfunding activities in Malaysia which are interrelated to each other. Firstly, trust is
essential to ensure the success of crowdfunding. Nevertheless, crowdfunding activities are
prone to misuse of public trust by fundraisers due to the presence of a conflict of interest and
the absence of best practices governing accountability. Secondly, the risk of fraud is apparent
particularly due the fact that the donors have no detailed knowledge about the fundraisers.
Thus, scammers can consider this platform as one way to conduct scamming activities.
Thirdly, the study also finds that currently, there is no proper regulation to regulate
crowdfunding in Malaysia. As far as the second objective to assess the existing legal
framework governing crowdfunding in Malaysia is concerned, the finding reveals the
presence of laws and bodies to regulate NPOs in Malaysia. The registration of a society is
governed by the Societies Act 1966, which is under the jurisdiction of the Registrar of Society.
The Income Tax Act 1967, which is under the purview of the Inland Revenue Department only
requires audited financial statements for tax-exemption purposes from these organisations.
Likewise, the Legal Department of the Prime Minister's Department imposed a similar
requirement. Nevertheless, the shortcomings of the presence laws are evidenced since there
is no specific standard requirement for NPOs financial statements. Secondly, there is no legal
requirement for NPOs in Malaysia to disclose their financial statements to the public. This
flaw plainly demonstrates that there is no sound monitoring system in place to detect any
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potential fraud. To further enhance the existing legal framework governing crowdfunding in
Malaysia, this study proposes some recommendations including establishing specific standard
requirement for NPOs’ financial statements, mandatory disclosure of NPQO’s financial
statements to the public with harsh punishment for non-compliance, establishing particular
criteria for crowdfunding platforms whether for Community-Based Crowdfunding or Shariah-
Based Crowdfunding with stringent monitoring by SC, establishing a specific trust fund for
crowdfunding, provision of tax exemption to donors as an incentive and periodical inspection
on the campaigns offered to the public. The similar regulation should be imposed to all types
of crowdfunding whether Community-Based Crowdfunding or Shariah-Based Crowdfunding.
It is hoped that the recommendations will improve the current legal framework governing
crowdfunding in Malaysia and resolve the primary issues of misuse of trust, absence of public
disclosure and lack of accountability. This measure will consequently facilitate the
crowdfunding activities as well as increase public confidence to donate and contribute.
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