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TReDS – Exploring Potential of a Big Push to 
MSMEs and Role of Chartered Accountants

Micro, Small, and Medium Enterprises (MSMEs) 
are the backbone of the Indian economy.
MSMEs contribute (both manufacturing and 
Service sector) to more than one third of India’s 
GDP and play prominent role in creating 
employment opportunities. MSMEs act as a 

“Stay self-funded as long as possible.” – Garrett Camp, founder Expa, Uber and StumbleUpon

Micro, Small, and Medium Enterprises (MSMEs) are the backbone of the Indian economy. 
Employment intensity of MSME is estimated to be four times greater when compared with other 
large enterprises. Despite the important role played by them in country’s overall economic growth, 
MSME continue to face constraints in obtaining adequate finance, particularly in terms of their 
ability to convert their trade receivables into liquid funds. Committee on Financial Sector Reforms 
(FSR) recommended setting up of Electronic Bill Factoring Exchanges. RBI has given license to 
three entities to launch Trade Receivables Discounting System (TReDS). TReDS is an electronic 
platform that allows auctioning of trade receivable. It has ability to convert trade receivables into 
liquid funds and allows MSMEs to post their receivables on the system and get them financed. 
The linking of the Trade Electronic Receivables Discounting System (TReDS) to the GST Network 
(GSTN) is expected to increase the usability of the platform. Financiers’ apprehension of 
fraudulent invoices will get radically mitigated. Professionals like Chartered Accountants can 
play an important role of bringing the MSMEs in the System (TReDS). Read on…
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panacea for numerous economic woes such as poverty, 
regional imbalances, unemployment, and income 
inequalities. MSMEs play a vital role in ensuring the 
goals such as balancing regional development, and 
equality of income, economic. One of the important 
contributions of MSMEs in India is balancing the 
economic development.

Employment intensity of MSME is estimated to be 
four times greater when compared with other large 
enterprises.

MSME meaning Micro Small and Medium Enterprises 
has been defined under MSME Development Act 
2006. With introduction of the MSME Act in the year 
2006, the service sector that was not yet included in 
this sector was included.

MSME Development Act further simplified into 
different enterprises viz. micro. Small and medium 
depending upon the Turnover. 

Manufacturing 
Enterprise

Service 
Enterprise  

Micro

Small
Medium

Despite the important role played by them in 
country’s overall economic growth, the MSMEs 
continue to face constraints in obtaining 
adequate finance, particularly in terms of their 
ability to convert their trade receivables into  
liquid funds.

Typical challenges encountered by mSme  

� Resistant to growth resulting in the reduced 
productivity. 

� Basic concept of staying small and 
comfortable and tend to avoid any regulatory 
and taxation related problems.

� Growing enterprises have a different set of 
problems like (lack of ) finance, infrastructure 
and logistics, entrepreneur skills, etc.

Whilst the majority of big companies that buy from 
SMEs get the benefit of an interest-free repayment 
timeline for almost 120 days, whereas SMEs get only 
60 days prior to pay back their interest-loaded loans.

While lack of adequate financing is one of the very 
critical issue for MSMEs, this article focuses on 
management of Trade Receivables. 

Financial Sector reforms (FSr) committee 
recommendations

In 2008, in its report “100 Small Steps”, a Committee 
on Financial Sector Reforms (FSR), headed by 
Dr. Raghuram Rajan, recommended setting up of 
Electronic Bill Factoring Exchanges, whereby MSME 
bills against large companies could be accepted 
electronically and auctioned, to ensure prompt 
realisation of trade receivables at competitive rates.

For setting up of an institutional mechanism for 
financing trade receivables, RBI had published 
a concept paper on “Micro, Small & Medium 
Enterprises (MSME) Factoring-Trade Receivables 
Exchange” in March 2014.

To facilitate setting up of Electronic Bill Factoring 
Exchanges, RBI had issued guidelines related to 
Trade Receivable e-Discounting System (TReDS) on 
December 3, 2014. 

The Reserve Bank of India (RBI) has given license 
to three entities to launch Trade Receivables 
Discounting System (TReDS) — a digital platform 
where small businesses (MSMEs) can get access 
to capital by auctioning their trade receivables and 
they are governed by the Payment And Settlement 
Systems Act.

Receivables Exchange 
of India (RXIL) A Treds Mynd Solution

RXIL was the first one to go live.
The concept is still at a very nascent stage and all the 
three players are trying to empanel more corporates 
and financiers in order to succeed.
Let us understand Trade Receivables Discounting 
System (TReDS).

v What is TredS?
It is an electronic platform that allows auctioning of 
trade receivable. The process is also commonly known 
as ‘bills discounting’, a financier (typically a bank) 

TReDS is an electronic platform that allows 
auctioning of trade receivable. The process is also 
commonly known as ‘bills discounting’, a financier 

(typically a bank) buying a bill (trade receivable) from 
a seller of goods before it’s due or before the buyer 
credits the value of the bill. In other words, a seller 

gets credit against a bill which is due to him at a later 
date. The discount is the interest paid to the financier.
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buying a bill (trade receivable) from a seller of goods 
before it’s due or before the buyer credits the value of 
the bill. In other words, a seller gets credit against a 
bill which is due to him at a later date. The discount is 
the interest paid to the financier.

Thus there are four stakeholders in the 
ecosystem-

discounting 
Platform 
Provider

Seller

Buyer Financier

As per RBI TReDS guidelines, only MSMEs can 
participate as sellers, while banks, non-banking 
financial companies and factoring companies are 
permitted as financiers.

v  How does the System Work?
A seller has to upload the invoice on the platform. It 
then goes to the buyer for acceptance. Once the buyer 
accepts, the invoice becomes a factoring unit. The 
factoring unit then goes to auction. The financiers 
then enter their discounting (finance) rate.
The seller or buyer, whoever is bearing the interest 
(financing) cost, gets to accept the final bid. 

v	Other relevant Aspects of Trade 
receivables discounting System (TredS)

The scheme for setting up and operating the 
institutional mechanism for facilitating the financing 
of trade receivables of MSMEs from corporate buyers 
through multiple financiers will be known as Trade 
Receivables Discounting System (TReDS).

The TReDS will facilitate the discounting of both 
invoices as well as bills of exchange. Further, as 
the underlying entities are the same (MSMEs and 
corporate buyers) the TReDS could deal with both 
receivables factoring as well as reverse factoring so 
that higher transaction volumes come into the system 
and facilitate in better pricing.

The transactions processed under TReDS will be 
“without recourse” to the MSMEs.

v regulatory Framework for TredS

The TReDS would be governed by the regulatory 
framework put in place by the Reserve Bank of India 
under the Payment and settlement Systems Act 2007.

eligibility criteria to Set Up and Operate the 
TredS
(a) Financial Criteria
� Net worth of Rs100 crore at all times.
� Promoter’s minimum initial contribution 

- 40 % locked in for a period of 5 years 
- 30% within a period of 10 years, and 
- 26% within 12 years from the date of 

commencement of business of TReDS
� Entities other than the promoters will not be 

permitted to have shareholding in excess of 10 
per cent of the voting equity capital of the TReDS.

(b) Due diligence of promoters
� financial soundness and track record of at 

least 5 years in running their businesses
(c) Technological capability
� Sound technological basis to support its 

operations.
� Ability to provide electronic platform, 
� Dissemination of Information about bills/ 

invoices, discounting and quotes on real 
time basis, robust MIS system, 

� Business Continuity Plan (BCP) including a 
disaster recovery site, 

� Online surveillance capability which 
monitors positions, prices and volumes in 
real time so as to check system manipulation

Teething Issues Faced by the Platforms
� All the transactions undertaken on 

the TReDS have to be registered with the 
Central Registry of Securitization and Asset 
Reconstruction and Security Interest of 
India. The registration charge (up to ` 750) 
discourages small-ticket sellers from using the  
platform. 

� KYC (know your customer) related 
regulations 

� Currently, only banks and certain NBFCs 
are allowed to be financiers. More players 
should be allowed as financiers. Experts say 
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 even other participants like high net worth 
individuals should be allowed to act as a 
financier to expand the market.

Trade Receivables Discounting System is a welcome 
step by the RBI to regulate the trade receivables 
between MSMEs, large corporations and financiers. 
This is beneficial not just for these individual 
players, but for the entire economy of the nation. 
This step is deemed to augment the trade account 
receivable management of the micro small & medium 
enterprises.
benefits of TredS:
� Ability to convert trade receivables into 

liquid funds 
� Allows MSMEs to post their receivables on 

the system and get them financed
� Puts greater discipline on corporates to pay 

their dues on time
� Corporates enjoy savings on procurement 

cost through improved negotiation of 
financing term for its vendors

� Corporates save on the financing cost by 
extending their credit period and augmenting 
their payment cycle

�  Financiers, on the other hand have an 
opportunity to build PSL asset portfolio

big Push: Linking TredS to GST Network 
The linking of the Trade Electronic Receivables 
Discounting System (TReDS) to the GST Network 
(GSTN) is expected to increase the usability of the 
platform, remove the problem of fake bills, and give a 
huge fillip to a market that has the potential to reach 
` 20,000 crore. 

The linking of the Trade Electronic Receivables 
Discounting System (TReDS) to the GST Network 

(GSTN) is expected to increase the usability of the 
platform, remove the problem of fake bills, and give a 
huge fillip to a market that has the potential to reach 

` 20,000 crore.

With access to information on cash-flows of MSMEs, 
banks will also be able to offer cheaper interest rates 
to small businesses that have so far stayed away from 
formal sources of financing. Financiers’ apprehension 
of fraudulent invoices will get radically mitigated, if 
trade platforms are linked to GSTN, the probability 
of fake bills will come down drastically.

These invoices will be authenticated from GSTN and 
will be a goldmine of information to banks on MSMEs 
regarding their credit discipline.
Finance Minister in his Budget speech said that 
public sector banks and corporates will be onboarded 
to TReDS and linked to GST, which is expected to 
result in mass formalisation of the MSME sector and 
give banks access to cash flow information leading 
to prompt credit decision-making. Online loan 
sanctioning facility for MSMEs will be revamped for 
prompt decision making by the banks.

concluding remarks
MSMEs are very important for our economic growth. 
Chartered Accountants can play a very significant role 
by inducing financial discipline and streamlining the 
accounting & billing system. These are couple of critical 
areas among many others for bringing up the MSMEs.
Bill discounting via TReDS is an excellent tool to take 
the MSMEs out of the clutches of financial misery. 
With GST network it is possible to scale up the 
TReDS to a new height. 
Professionals like Chartered Accountants can play 
an important role of bringing the MSMEs in the 
System (TReDS). They can introduce the MSMEs to 
the TReDS by creating awareness and highlighting 
benefits of the system. 
The true measure of any society can be found in how it 
treats its most vulnerable members.

- Mahatma Gandhi
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Many of life’s failures are people who did not realize how close they were to success when they gave up. -Thomas Edison

MSMEs are very important for our economic growth. 
Chartered Accountants can play a very significant role 
by inducing financial discipline and streamlining the 

accounting & billing system. These are couple of critical 
areas among many others for bringing up the MSMEs. 

They can introduce the MSMEs to the TReDS by creating 
awareness and highlighting benefits of the system. 


