
TRADE RECEIVABLES DISCOUNTING SYSTEM(TREDS) 

Micro, Small and Medium Enterprises(“MSME”) have been the backbone of our economy. In year 2015-16, MSMEs 

contributed 28.77 % to the GDP of India. However, the MSME industry has been plagued with issues like credit 

unavailability, non-payment of dues by corporate clients etc., to name a few. On November 02, 2018, PM Shri Narendra 

Modi launched a historic outreach programme with 12 initiatives to benefit MSMEs. In pursuance of the programme, the 

Ministry of MSME, issued notification S.O. 5621(E) to all companies with turnover more than INR 500 Crore and all Central 

Public Sector Enterprises (CPSEs) to register on TReDS. Further, Registrar of Companies of each State and Department of 

Public Enterprises were empowered to monitor the compliance of the notification. 

 

TReDS is a scheme for setting up and operating the institutional mechanism to facilitate the financing of trade receivables 

of MSMEs from corporate and other buyers, including government departments and CPSEs through multiple financiers. 

The salient features of TReDS are as follows: 

1. Entities involved: The entities involved in TReDS will be financers (banks, NBFCs etc.), Buyers (Corporates, Govt. 

Departments, PSUs, other buyers etc.) and Sellers (MSMEs). TReDS will provide the platform to bring these 

participants together for facilitating uploading, accepting, discounting, trading and settlement of the invoices / bills of 

exchange of MSMEs.  

2. Nature of transactions processed: The transactions processed will be “without recourse” to MSMEs i.e. in the event, 

the invoices are not paid by the buyer, MSMEs will not have any obligation regarding the unpaid invoices.  

3. Phases of TReDS: In the first phase, the TReDS would facilitate the discounting of these factoring units by the financiers 

resulting in flow of funds to the MSME with final payment of the factoring unit being made by the buyer to the financier 

on due date. In the second phase, the TReDS would enable further discounting / re-discounting of the discounted 

factoring units by the financiers, thus resulting in its assignment in favour of other financiers. TReDS could deal with 

both receivables factoring as well as reverse factoring so that higher transaction volumes come into the system and 

facilitate better pricing. 

4. Transactions outside purview of TReDS: Non- payment by buyer to the financer shall be outside the purview of TReDS 

and any action in such case will be without recourse to the MSME. Further, in the event, that a factoring unit remains 

unfinanced, the buyer will pay the MSME seller outside of the TReDS. 

5. Time window for acceptance of factoring units: TReDS shall regulate the time window available for buyers to ‘accept’ 

the factoring units, which may vary based on the underlying document – an invoice or bill of exchange. 

6. Rating of factoring units: TReDS may rate the factoring units based on external rating of the buyer, its credit history, 

the nature of the underlying instrument (invoice or bill of exchange), previous instances of delays or defaults by the 

buyer with respect to transactions on TReDS etc.  

7. Procedure of on-boarding on TReDS: There will be one-time agreements between the TReDS and each of the 

participants i.e. buyer, MSME seller and financer. Further, in case of financing based on invoices, an assignment 



agreement would need to be executed between the MSME seller and the financier. Further, as a part of the on-

boarding process of buyers and sellers, KYC documents requisite resolutions/documents specific to authorized 

personnel of the buyer and the MSME seller and indemnity in favour of TReDS may be sought by TReDS. 

8. Process Flow under TReDS:  

 

9. The Reserve Bank of India has licensed RXIL, A.TReDS, and M1xhange under the TReDS scheme.  

10. In order to avoid multiple discounting of the same invoice on various TReDS platforms, RBI has approved the 

implementation of blockchain technology for the financial sector. All the three platforms, which work independently, 

are interlinked with blockchain and share data, without sharing specific elements of any invoice or client. 

 

The instruction of onboarding of companies on TReDS will facilitate the MSMEs to realize its monies tied up in bills of 

exchanges and invoices payable on a later date. This will ensure that MSMEs have sufficient working capital to continue 

its operation and their fate is not attached to the promises of buyers. TReDS platform is a more time-efficient procedure 

and guarantees timely payments of invoices due to MSMEs with the concurrence of buyers.  
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