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FREQUENTLY ASKED QUESTIONS

Trade Receivables Discounting System (TReDS)

(January 1, 2020)

1. What is TReDS?

Ans. TReDS is an electronic platform for facilitating the financing / discounting of trade receivables of Micro, Small and Medium

Enterprises (MSMEs) through multiple financiers. These receivables can be due from corporates and other buyers, including

Government Departments and Public Sector Undertakings (PSUs).

2. Who are the participants in TReDS?

Ans. Sellers, buyers and financiers are the participants on a TReDS platform.

3. Who can participate as a seller in TReDS?

Ans. Only MSMEs can participate as sellers in TReDS.

4. Who can participate as a buyer in TReDS?

Ans. Corporates, Government Departments, PSUs and any other entity can participate as buyers in TReDS.

5. Who can participate as a financier in TReDS?

Ans. Banks, NBFC - Factors and other financial institutions as permitted by the Reserve Bank of India (RBI), can participate as

financiers in TReDS.

6. How does TReDS work?

Ans. Broadly, following steps take place during financing / discounting through TReDS:

i. Creation of a Factoring Unit (FU) - standard nomenclature used in TReDS for invoice(s) or bill(s) of exchange - containing

details of invoices / bills of exchange (evidencing sale of goods / services by the MSME sellers to the buyers) on TReDS

platform by the MSME seller (in case of factoring) or the buyer (in case of reverse factoring);

ii. Acceptance of the FU by the counterparty - buyer or the seller, as the case may be;

iii. Bidding by financiers;

iv. Selection of best bid by the seller or the buyer, as the case may be;

v. Payment made by the financier (of the selected bid) to the MSME seller at the agreed rate of financing / discounting;

vi. Payment by the buyer to the financier on the due date.

7. What is a Factoring Unit (FU)?

Ans. A Factoring Unit (FU) is a standard nomenclature used in TReDS for invoice(s) or bill(s) of exchange. Each FU represents a

confirmed obligation of the corporates or other buyers, including Government Departments and PSUs.

8. Who can create an FU?

Ans. In TReDS, FU can be created either by the MSME seller or the buyer. If MSME seller creates it, the process is called factoring;

if the same is created by corporates or other buyers, it is called as reverse factoring.

9. Whether TReDS could deal with reverse factoring?

Ans. Yes. The TReDS could deal with both receivables factoring as well as reverse factoring.

10. Whether the MSME seller would have to pay to the financier in case the buyer defaults in repayment?

Ans. No. The transactions processed under TReDS are “without recourse” to the MSMEs.

11. Whether any authorisation is required to set up and operate a TReDS platform?

Ans. Yes, authorisation is required to be obtained from RBI under the Payment and Settlement Systems (PSS) Act, 2007.

12. What is the eligibility criteria for setting up and operating TReDS?

Ans. Eligibility criteria for the purpose of setting up and operating a TReDS platform is provided in the guidelines (as amended from

time to time) for TReDS issued by RBI. These guidelines are available at the following path: www.rbi.org.in → “Payment and

Settlement Systems” dropdown →“Guidelines”. RBI’s Press Release dated October 15, 2019 may also be read in this regard. The

same can be accessed at the following web links: https://www.rbi.org.in/Scripts/bs_viewcontent.aspx?Id=3504 and

https://www.rbi.org.in/scripts/FS_PressRelease.aspx?prid=48405&fn=9

13. Where can I find the details of TReDS entities authorised by RBI?

Ans. List of all authorised Payment System Operators (PSOs), including TReDS, is available at the following path: www.rbi.org.in →

“Payment and Settlement Systems” dropdown → “Information Useful to Customer” → “List of Authorised Entities – Payment System

Operators”. Following is the web link for accessing the same: https://www.rbi.org.in/Scripts/PublicationsView.aspx?id=12043

14. Whether TReDS entities undertake KYC (Know Your Customer) of participants?

Ans. Yes. The KYC process adopted by the TReDS entities shall adhere to the “Master Direction – Know Your Customer (KYC)

Direction, 2016” dated February 25, 2016 (as amended from time to time) issued by RBI.
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15. What is a settlement file and who generates it in TReDS?

Ans. A settlement file provides information as to how much amount has to be debited from and credited to the accounts of

participants (sellers, buyers and financiers), due on a particular date / time. In other words, it indicates how much a financier has to

pay to an MSME seller, and how much a buyer owes to the financier on a particular date / time. The TReDS entities generate the

settlement file and send the same to existing payment systems (for instance, National Automated Clearing House) for actual

payment of funds.

16. Whether defaults on TReDS platform are the responsibility of TReDS entities?

Ans. No. Default handling is outside the purview of TReDS platforms.

These FAQs are issued by the Reserve Bank of India (hereinafter referred to as “Bank”) for information and general guidance

purposes only. The Bank will not be held responsible for actions taken and / or decisions made on the basis of the same. For

clarifications or interpretations, if any, one may be guided by the relevant circulars, guidelines and notifications issued from time to

time by the Bank.
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